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Background 
 
Trent Benedetti, CPA, CFP, graduated from California Polytechnic University at 
Pomona, California with a Bachelor of Science degree in Accounting in 1982.  After 
working for four different regional CPA firms he opened his own practice in Santa 
Maria, California. The tax and bookkeeping practice started in October 1982 and 
began operating as a corporate certified public accounting firm, Benedetti & 
Associates, CPA, Inc. on October 1, 2000. 
 
The firm consists of employees specializing in accounting/taxes and financial services, 
including two CPA’s, two full-charge bookkeepers, an accounting clerk, office 
manager, administrative financial planning assistant, insurance specialist and 
secretary.  Benedetti acts primarily as a financial coach/counselor, fee-based 
investment adviser and CPA tax consultant. 
 
The company works with small/medium size businesses for their tax and accounting 
needs.  Additionally, Benedetti works with startups, tax planning strategies (entity 
choice, benefit plan options, pension/profit sharing choices) and budgeting issues. 
 
In addition to holding his CPA license (CA #79502) Benedetti is a Certified Financial 
Planner (CFP board ID#062661), and passed NASD securities licenses 6, 7, 24, 63 & 
65 and State of California insurance license (0A83750). Benedetti is also trained by 
the Dave Ramsey organization as a financial counselor. 
 
Trent J. Benedetti is a Registered Investment Adviser with the State of California 
Department of Corporations (file number 923-4337).  As a fee-based financial advisor 
he counsels businesses and individuals on investment advice.  For online public 
disclosure go to http://adviserinfo.sec.gov. Then, choose left pane “Investment Adviser 
Search”.  Then, search contains “Benedetti”. 
 
The financial planning practice has a special emphasis on financial literacy.  Benedetti 
counsels clients on debt free living, tools to develop an emergency fund, wants/needs 
analysis, and the importance of a “purpose driven” budget.  After the basics (“four-
walls”) and stability issues (life insurance, health insurance) are taken care of 
Benedetti works with clients towards their financial future with savings/investment 
strategies, principal protection along with growth are the emphasis. In addition, 
Benedetti manages client investments, including pensions, individual retirement 
accounts and other savings.  The Benedetti philosophy of Free Markets work relies on 
client education as the cornerstone to avoiding mistakes in a portfolio.  
 
Benedetti is a member of both the American Institute of Certified Public Accountants 
and the Society of California Accountants.  
 
Community Involvement 
 
Benedetti has always given back to the community by volunteering for various 
organizations. A partial list includes: 
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Elected to the Santa Maria Valley Chamber of Commerce in June 2007. Serving as 
co-chair of the Santa Maria Valley Chamber of Commerce, Business Development 
Committee. 2006 – present.  Benedetti also serves as 1nd Vice-Chair on the Chamber 
Board. 
 
City of Santa Maria Planning Commission, serving 1990-2005, having served as 
chairman three different years. 
 
Current Treasurer of the Committee to Improve North County (Committee INC) a 
nonpartisan political action committee committed to working on issues important to our 
north Santa Barbara County quality of life, including job creation and affordable 
housing. Board member since January, 2000.  Benedetti served as Chairperson for 
two terms. 
 
Current President of the Santa Barbara County Finance Corporation (2001 to present), 
tasked with governance of the Santa Barbara County COP municipal bonds, funding 
county facility construction projects.  
 
Benedetti is active in the Knights of Columbus, serving as a board member of the 
Saint Louis de Montfort Catholic Church, Orcutt, CA, Council #11137, previously 
served as President, (Grand Knight) two terms July 2008 to June 2010. Currently 
Benedetti serves as a Board Trustee. 
 
In 2008-2011 Benedetti served as Chairman of the Parish Fundraising Project for the  
two-million dollar Parish Community Center.  This project started nearly 4 years ago 
(October 2007) and was successful in spite of the recessionary times. Additionally, 
Benedetti serves as a member of the Parish Finance Council.  
 
Board Member of People for Leisure and Youth (PLAY foundation), a founding board 
member, the PLAY foundation is the fund raising 501-C-3 arm of the City of Santa 
Maria recreation and parks programs. Trent served 1994-2005.  
 
Founding board member of the Central Coast Soccer Foundation – tasked with 
acquiring and operating a youth soccer facility of approximately 20 to 30 fields.   
 
Saint Joseph High School, Santa Maria, CA – Boy’s Varsity Soccer Coach, 2001 to 
2003.  Prior to that Benedetti was assistant coach to girl’s varsity at SJHS, Hancock 
Community College women’s soccer and head coach of various club and recreation 
teams for over twelve years. 
 
Past president of the Santa Maria Valley Junior Chamber of Commerce.  Served three 
years as a state officer in the California Junior Chamber of Commerce. Benedetti was 
recognized as State Officer of the Year.  Also, he received lifetime achievement award 
as a Jaycee International Senator #47907. 
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Personal  
 
Trent was born in Whittier, California, in 1955.  Raised in southern California, 
graduated from Whittier High School in 1973 and married to Barbara for 35 years.  
They have four children and three grandchildren.  
 

### 
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SEPARATING MYTHS
FROM TRUTH
The Story of Investing
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TRADITIONAL INVESTING MYTHS

MYTH 1:
Stock Selection

MYTH 2:
Track-Record Investing

MYTH 3:
Market Timing

MYTH 4:
Costs of Investing
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THE MYTH:
Investment advisors can consistently 

and predictably add value by exercising 
“superior skill” in individual Stock selection

Stock Selection: 
Choosing stocks based on a belief they 

will do well in the future.

MYTH 1: STOCK SELECTION
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Year Number 
of Funds

Number of 
New Funds

Number of 
Dead Funds

1982 1034 205 24
1983 1221 212 25
1984 1455 253 19
1985 1798 360 17
1986 2233 459 24
1987 2726 528 35
1988 3096 450 80
1989 3308 330 118
1990 3596 474 186
1991 4080 599 115
1992 4924 1017 173
1993 6540 1776 160
1994 8430 2123 233
1995 9486 1548 492
1996 10,724 1745 507
1997 12,352 2160 532
1998 13,940 2075 487
1999 15,938 2046 48
2000 17,636 2562 864
2001 19,027 2292 901
2002 20,337 2328 1018
2003 21,112 1816 1041
2004 22,112 1847 847
2005 23,344 2287 1055
2006 25,036 2675 983
2007

2008

25,609

26,711

2050

2391

1477

1289
2009 26,905 1570 2307

Year Number of 
Funds

Number of 
New Funds

Number of 
Dead Funds

1923 1 1 0
1924 4 3 0
1925 5 1 0
1926 6 1 0
1928 10 4 0
1929 16 6 0
1930 17 1 0
1931 21 4 0
1932 37 16 0
1933 46 9 0
1934 48 2 0
1935 57 9 0
1936 59 2 0
1937 62 3 0
1938 71 9 0
1939 78 7 0
1940 86 8 0
1941 87 1 0
1944 93 6 0
1945 98 5 0
1946 103 5 0
1947 113 10 0
1948 117 4 0
1949 131 14 0
1950 137 6 0
1951 142 5 0
1952 152 10 0
1953 163 11 0

Year Number of 
Funds

Number 
of New 
Funds

Number of 
Dead Funds

1954 183 20 0
1955 186 3 0
1956 205 19 0
1957 222 17 0
1958 241 19 0
1959 267 26 0
1960 281 14 0
1961 273 25 33
1962 285 12 0
1963 295 10 0
1964 311 16 33
1965 329 18 0
1966 357 28 0
1967 387 30 0
1968 460 74 1
1969 552 100 8
1970 600 71 23
1971 615 47 32
1972 612 32 35
1973 606 30 36
1974 593 34 47
1975 587 25 31
1976 609 47 25
1977 635 53 27
1978 647 38 26
1979 674 52 25
1980 726 72 20
1981 853 143 16

Total Number of Funds Open 
2010

27,542

Total Number Born 

46,476

Total Number Killed

18,934

Survivorship Bias

For illustrative purposes only.  Mutual fund data provided by CRSP Survivor Bias Free Mutual Fund Database.  CRSP data provided 
by the Center for Research in Security Prices, University of Chicago.
PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RESULTS AND INVESTORS MAY EXPERIENCE A LOSS.

* There were 265 funds opened and 47 funds closed in which the year was undisclosed.



�For illustrative purposes only.  Mutual fund data provided by 2010 CRSP Survivor Bias Free Mutual Fund Database.  CRSP data provided by the 
Center for Research in Security Prices, University of Chicago.  PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RESULTS AND 
INVESTORS MAY EXPERIENCE A LOSS.

Bottom 200 Dead Mutual Fund Names Born Died TotalReturn
Hudson Investors Fund, Inc 9/8/1994 6/29/2001 -99.5%
Potomac Funds: Internet Plus Fund; Adv Cl 2/24/2000 4/30/2002 -99.1%
Ameritor Investment Fund, Inc 8/6/1956 9/28/2007 -98.8%
American Heritage Growth Fund, Inc 5/25/1994 8/29/2008 -98.2%
American Heritage Fund, Inc 12/28/1951 8/29/2008 -95.7%
Potomac Funds: Potomac Internet Plus Fund; Investor Class 12/1/1999 4/30/2002 -92.7%
Ameritor Investment Funds: Ameritor Industry Fund 12/1/1959 2/28/2001 -92.6%
Helios Select Fund, Inc: Helios Select Intermediate Bond Fund; Class C Shares 3/22/1999 5/29/2009 -92.2%
Berkshire Funds: Berkshire Technology Fund 12/29/1999 10/31/2002 -92.0%
Helios Select Fund, Inc: Helios Select Intermediate Bond Fund; Class A Shares 3/22/1999 5/29/2009 -91.9%
Helios Select Fund, Inc: Helios Select Intermediate Bond Fund; Class I Shares 3/22/1999 5/29/2009 -91.8%
Steadman Technology & Growth 1/1/1967 5/29/1998 -91.1%
IDEX Mutual Funds: IDEX PBHG Technology & Communications; Class B Shares 3/1/2000 2/28/2003 -89.0%
IDEX Mutual Funds: IDEX PBHG Technology & Communications; Class C Shares 3/1/2000 2/28/2003 -89.0%
IDEX Mutual Funds: IDEX PBHG Technology & Communications; Class M Shares 3/1/2000 2/28/2003 -88.8%
Mutual Fund Group: JPMorgan H&Q Technology Fund; Class B Shares 9/20/2000 2/28/2003 -88.8%
Mutual Fund Group: JPMorgan H&Q Technology Fund; Class C Shares 9/20/2000 2/28/2003 -88.8%
Investment/Indicators Fund 1/1/1967 12/31/1973 -88.8%
Mutual Fund Group: JPMorgan H&Q Technology Fund; Class A Shares 9/20/2000 2/28/2003 -88.7%
IDEX Mutual Funds: IDEX PBHG Technology & Communications; Class A Shares 3/1/2000 2/28/2003 -88.5%
MACROshares Oil Down Tradeable Trust: MACROshares Oil Down Tradeable Shares 11/29/2006 4/30/2008 -88.0%
Amerindo Funds Inc: Amerindo Technology Fund; Class C Shares 12/15/1999 2/28/2003 -87.3%
Direxion Funds: India Bull 2X Fund; Investor Class Shares 3/12/2008 11/28/2008 -87.3%
Pilgrim Funds Trust: Pilgrim Global Communications Fund; Class C Shares 3/1/2000 4/30/2002 -86.4%
Pilgrim Funds Trust: Pilgrim Global Communications Fund; Class B Shares 3/1/2000 4/30/2002 -86.4%
Pilgrim Funds Trust: Pilgrim Global Communications Fund; Class A Shares 3/1/2000 4/30/2002 -86.2%
AmeriPrime Funds: Westcott Technology Fund; Institutional Shares 12/9/1999 8/30/2002 -85.4%
AmeriPrime Funds: Westcott Technology Fund; Class A Shares 12/9/1999 8/30/2002 -85.3%
Mercury Focus Twenty Fund, Inc; Class C Shares 3/22/2000 2/28/2002 -84.9%
Excelsior Funds, Inc: Technology Fund 3/31/2000 11/29/2002 -84.9%
Firsthand Funds: Communications Fund 9/30/1999 11/29/2002 -84.7%
Orbitex Group of Funds: Orbitex Emerging Technology Fund; Class B Shares 10/6/1999 12/31/2002 -83.8%
AIM Sector Funds, Inc: INVESCO Telecommunications Fund; Class C Shares 2/15/2000 10/31/2003 -83.6%
Managers Trust II: Managers Science & Technology Fund; Class B Shares 7/1/2000 4/29/2005 -83.3%
Managers Trust II: Managers Science & Technology Fund; Class C Shares 7/1/2000 4/29/2005 -83.3%
Merrill Lynch Internet Strategies Fund, Inc; Class C Shares 3/20/2000 9/30/2002 -83.2%
Merrill Lynch Internet Strategies Fund, Inc; Class B Shares 3/20/2000 9/30/2002 -83.2%
Helios Select Fund, Inc: Helios Select Short Term Bond Fund; Class C Shares 11/4/2005 5/29/2009 -83.2%
Merrill Lynch Internet Strategies Fund, Inc; Class D Shares 3/20/2000 9/30/2002 -83.0%
Managers Trust II: Managers Science & Technology Fund; Class A Shares 7/1/2000 4/29/2005 -82.9%
Merrill Lynch Internet Strategies Fund, Inc; Class A Shares 3/20/2000 9/30/2002 -82.9%
Professionally Managed Portfolios: Duncan-Hurst Technology Fund; Class I Shares 3/30/2000 9/30/2002 -82.9%
TMR Appreciation Fund 12/31/1973 -82.9%
Calvert Social Investment Fund: Technology Portfolio; Class B Shares 10/31/2000 12/31/2002 -82.7%
Calvert Social Investment Fund: Technology Portfolio; Class C Shares 10/31/2000 12/31/2002 -82.6%
Mercury Focus Twenty Fund, Inc; Class B Shares 3/22/2000 2/28/2002 -82.5%
Managers Trust II: Managers Science & Technology Fund; Class Y Shares 7/1/2000 4/29/2005 -82.5%
Enterprise Group of Funds, Inc: International Internet Fund; Class C Shares 6/30/2000 7/31/2002 -82.4%
Enterprise Group of Funds, Inc: Global Technology Fund; Class B Shares 6/30/2000 7/31/2002 -82.4%
iShares Trust: iShares Dow Jones US Internet Index Fund 5/15/2000 11/29/2002 -82.4%
Calvert Social Investment Fund: Technology Portfolio; Class A Shares 10/31/2000 12/31/2002 -82.3%
Enterprise Group of Funds, Inc: Global Technology Fund; Class A Shares 6/30/2000 7/31/2002 -82.2%
Pauze Funds: Pauze Tombstone Fund; Class B Shares 5/1/1997 3/31/2000 -82.2%
Mercury Focus Twenty Fund, Inc; Class A Shares 3/22/2000 2/28/2002 -82.1%
Enterprise Group of Funds, Inc: Global Technology Fund; Class Y Shares 6/30/2000 7/31/2002 -82.0%
Calvert Social Investment Fund: Technology Portfolio; Institutional Shares 10/31/2000 12/31/2002 -82.0%
Fidelity Select Portfolios: Networking & Infrastructure Portfolio 9/21/2000 5/29/2009 -81.9%
Mercury Focus Twenty Fund, Inc; Class I Shares 3/22/2000 2/28/2002 -81.9%
Pauze Funds: Pauze Tombstone Fund; Class A Shares 5/1/1997 3/31/2000 -81.8%
streetTRACKS Series Trust: streetTRACKS Morgan Stanley Internet Index Fund 9/25/2000 11/28/2003 -81.7%
INVESCO Stock Funds, Inc: INVESCO Endeavor Fund; Class C Shares 2/15/2000 1/31/2003 -81.3%
Sagittarius Fund 1/1/1966 12/31/1973 -80.7%
Washington Investment Network 1/1/1969 12/29/1972 -80.6%
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AVERAGE RETURN

The Worst 200 Dead Mutual Funds

For illustrative purposes only.  Mutual fund data provided by 2010 CRSP Survivor Bias Free Mutual Fund Database.  
CRSP data provided by the Center for Research in Security Prices, University of Chicago.  
PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RESULTS AND INVESTORS MAY EXPERIENCE A LOSS.
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Track-Record Investing:
The use of performance history to determine

the best investments for the future.

THE MYTH:
Finding funds that did well in the past 

is a reliable method of indicating 
which funds will do well in the future.

MYTH 2: TRACK-RECORD
INVESTING
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Track Record Investing

Top 30 Funds Average Return 

All Funds Average Return

S&P 500 Index Average Return      

CRSP 1-10 Index Average Return      

Total # of Funds 1991–2000     

Total # of Funds 2001–2010         

1991–2000

25.47

16.00 

18.39

18.32

726

2001–2010

0.43

2.84

3.63

4.88

3,732

For illustrative purposes only.  Mutual funds data provided by CRSP Survivor-Bias Free Mutual Fund Database, includes funds that are U.S. Equity mutual funds.  The S&P data 

are provided by Standard & Poor’s Index Services Group.  CRSP data provided by the Center for Research in Security Prices, University of Chicago. Indices are not available for

direct investment, therefore their performance does not reflect the expenses associated with the management of an actual portfolio.
PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RESULTS.
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Track Record Investing

Top 30 Funds Average Return 

All Funds Average Return

S&P 500 Index

CRSP 1-10 Index

CRSP 9-10 Index

Number of Funds

2001–2005

22.71

1.89

2.10

3.49

23.65

5236

2006–2010

5.49

2.73

5.16

6.26

11.70

6,197

For illustrative purposes only.  Mutual funds data provided by CRSP Survivor-Bias Free Mutual Fund Database, includes funds that are U.S. Equity mutual funds.  The S&P data are provided by 

Standard & Poor’s Index Services Group.  CRSP data provided by the Center for Research in Security Prices, University of Chicago. Indices are not available for direct investment, therefore their 

performance does not reflect the expenses associated with the management of an actual portfolio. PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RESULTS.
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Market Timing:
Any attempt to alter or change the mix of assets 

based on a prediction or forecast about the future.

THE MYTH: 
Money managers are able to utilize 

market timing to effectively predict up 
& down markets.

MYTH 3: MARKET TIMING
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DALBAR Research Study Results

As the chart below clearly indicates –
The Average Investor earns significantly less 

than the market indices, barely beating inflation 
over the period measured.

CATEGORY
1991-2010 
Annualized 

Return
S&P 500 Index 9.14%

Average Equity Fund Investor 3.83%

Inflation 2.51%

•DALBAR, Inc., Quantitative Analysis of Investor Behavior, 2011
PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RESULTS.
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WHY MARKET TIMING DOESN’T WORK

$56,561

9.05%

$37,535

6.84%

$28,288

5.34%
$22,140

4.05% $17,747

2.91% $14,436

1.85% $11,852

0.85%

January 1, 1991–December 31, 2010 

5040 Trading Days

Source: ChartSource®,  McGraw-Hill Financial Communications. For the period from October 1, 1990, through September 30, 2010. Based on total 
returns of Standard & Poor’s  Composite Index of 500 Stocks, an unmanaged index that in generally considered representative of the U.S. stock 
market. It is not possible to invest directly in an index. Past performance is not a guarantee of future results. Copyright © 2011, McGraw-Hill 
Financial Communications. All rights reserved. Not responsible for any errors or omissions.
Based on initial investment of $10,000.

$8,118

-1.04%
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Costs of Investing: 
Fees incurred by investors to buy, sell, and

own stocks or mutual funds.

THE MYTH: 
What you don’t see can’t hurt you.

MYTH 4: COSTS OF INVESTING
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Bid/Ask Spread

Mutual Funds

THE COSTS OF INVESTING
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BUY Price

$50.00

Market Maker

$.50 
Spread

Bid/Ask Spread

SELL Price

$49.50



��Data is a 31-day average, as of February 28, 2010. Data provided by Instinet. ©2010, Instinet Incorporated and its subsidiaries. All rights reserved.
The bid/ask spread is generally regarded as an indication of the cost of liquidity.
Securities of small companies are often less liquid than those of large companies. As a result, small company stocks may fluctuate relatively more in 
price.

The Bid/Ask Spread as a percent of price is a conservative estimate of actual 
trading costs.  This estimate is almost 145 times as great for the smallest market 

segment as for the largest market segment (4.37 vs 0.03).

Market Cap Range 
($Millions)

Average Price Percent Spread

>27,466 56.54 0.03

4,444-27,466 42.45 0.05

1,692-4,439 37.28 0.08

393-1,689 23.75 0.24

93-392 10.86 0.68

10-93 5.36 4.37

BID/ASK SPREAD
What Your Broker Won’t Tell You
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The Myths
–Stock Selection
–Track-Record Investing
–Market Timing
–Costs of Investing

Next…
–The Truth

SO FAR…
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THE STORY OF 
INVESTING:

FREE MARKET 
PORTFOLIO THEORY



	


Free Market Portfolio Theory is:
• An investment approach firmly 

grounded in the academic research 
of the last 50 years.  

• A disciplined approach to capturing 
market returns while managing 
volatility.

WHAT IS FREE MARKET PORTFOLIO THEORY?
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THE COMPONENTS OF
FREE MARKET PORTFOLIO THEORY

COMPONENT 1:
Free Markets Work

COMPONENT 3:
The Three-Factor Model

COMPONENT 2:
Modern Portfolio Theory



		

LEADING ACADEMICS WHO CONTRIBUTE TO 
FREE MARKET PORTFOLIO THEORY

• Harry Markowitz:
Nobel Prize Laureate, 1990, University of Chicago

• Merton H. Miller:
Nobel Prize Laureate, 1990  - Robert R. McCormick Distinguished 
Service, University of Chicago

• Rex Sinquefield:
Co-author Stocks, Bonds, Bills and Inflation, MBA, University of 
Chicago, BA, St. Louis University

• Roger G. Ibbotson: 
Co-author Stocks, Bonds, Bills and Inflation, Professor of Finance, 
School of Organization and Management, Yale University

• Eugene F. Fama: 
Robert R. McCormick Distinguished Service, Graduate School of 
Business, University of Chicago

• Kenneth French: 
Professor of Finance at the Tuck School of Business, Dartmouth 
College
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BELIEFS DICTATE ACTION

FREE MARKETS WORK

• Focus on capturing market 
returns

• Utilize asset-class or 
structured funds

• Diversify prudently
• Identify your risk tolerance
• Eliminate traditional 

investment strategies
• Work with a financial coach 

who shares your market 
belief

FREE MARKETS FAIL

• Pursue traditional investment 
strategies

• Stay connected to all sources 
of financial information

• Read every investment article 
you can find

• Work with a financial 
professional who shares 
your market belief
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Modern Portfolio Theory
Diversification Works

Nobel Prize Winners, 1990
Harry Markowitz
William Sharpe
Merton Miller

COMPONENT 2:
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As a graduate student in 
economics at the 
University of Chicago in 
the 1950's, Dr. Markowitz 
won acclaim for his 
studies on portfolio  design 
and risk reduction.  These 
concepts were later crucial 
for the development of 
Modern Portfolio Theory. 

Nobel Prize Winner 1990

DR. HARRY MARKOWITZ
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MARKOWITZ EFFICIENT FRONTIER
Maximizing Expected Returns for Any Level of Volatility

For Illustrative purposes only.
PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RESULTS.
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DETERMINANTS OF
PORTFOLIO PERFORMANCE

1.8

2.1

4.6

91.5

1.8

2.1

4.6

91.5
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Time

Va
lu

e Investment A

Investment B

Portfolio

50/50 
Combined 
Portfolio

ASSET CLASS CORRELATION
Example Portfolio
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Source: DFA Returns Software 12/10

Return(%)

Simplified Example Of Low Correlation Benefits
January 1971–December 2010 (in $U.S.)

INCREASE RETURNS
AND REDUCE VOLATILITY

Large U.S.

100% S&P 
500 Index1,7

11.75

18.09Standard Deviation

70% S&P 
5001,7 30% 

EAFE1,5

Large U.S.  
EAFE

17.94

12.16

70% S&P 5001,7

20% EAFE1,5

10% Int'l 
Small1,3,4

Large U.S.       
EAFE Small Int'l

17.94

12.79

Past performance is no guarantee of future results and investors may experience a loss.
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The Three-Factor Model

Source: Fama, Eugene F., and Kenneth R. French, 1992 “The cross-section of Expected Stock Returns”, 
Journal of Finance 47 (June), 427-465

COMPONENT 3:

Eugene Fama
& 

Kenneth French

Factor 1: The Market Factor 
Factor 2: The Size Factor
Factor 3: The “Value” Factor
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0
1
2
3
4
5
6
7
8
9

10

Annualized
Return

S&P 500

T-Bills

• Equities are riskier than 
fixed income.

• Equities historically 
provide a higher rate of 
return.

1926–2010 S&P 5001,7 T-Bills

Annualized Return 9.87 3.62

Standard Deviation 20.39 3.09

Source: DFA Returns Software, 12/10

FACTOR 1: THE MARKET FACTOR

Past performance is no guarantee of future results and investors may experience a loss.
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9.5

10

10.5

11

11.5

12

12.5

13

Annualized
Return

S&P 500

U.S.
Small
Co.

• Small companies are 
riskier than large 
companies.

• Small companies 
historically provide a 
higher return than large 
companies.

Source: DFA Returns Software, 12/10

1926–2010 S&P 5001,7 U.S. Small Co.
(CRSP 6-10)

Annualized Return 9.87 11.52

Standard Deviation 20.39 30.81

FACTOR 2: THE SIZE FACTOR

Past performance is no guarantee of future results and investors may experience a loss.
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9

9.5

10

10.5

11

11.5

12

Annualized
Return

S&P 500

U.S. Lg.
Value

• High book-to-market (value) 
stocks are riskier than low 
book-to-market (growth) 
stocks.

• High book-to-market stocks 
historically provide higher 
return than low book-to-
market stocks.

Source: DFA Returns Software, 12/10

July 1926–2010 S&P 5001,7 U.S. Lg. Value1,2

Annualized Return 9.94 11.78

Standard Deviation 22.68 34.12

FACTOR 3: THE VALUE FACTOR

Past performance is no guarantee of future results and investors may experience a loss.
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Free Markets Work
+ Modern Portfolio Theory
+ The Three-Factor Model
= Free Market Portfolio Theory

THE TRUTH
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BUILDING A BETTER 
PORTFOLIO

AVERAGE INVESTOR EQUITY PERFORMANCE
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Portfolio 1 100%

Equity Mutual Funds

1991–2010

Portfolio 1            3.83              19.79

Annualized
Return

(%)

Annualized
Standard

Deviation (%)

60%

40%

Actual Investor Results
100%

Equity Mutual Funds

Dalbar Investor Results

Research for period
1991-2010

CREATING A DIVERSIFIED PORTFOLIO

Portfolio 1- Data from DALBAR, Inc. Quantitative Analysis of Investor Behavior, 2011
Past performance is no guarantee of future results. 
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1. Average Holding Period—3.27 
Years*

2. Track-Record Investing—Chasing 
the Market

3. Hyperactive Stock Picking
4. Market Timing

WHY ARE THE RETURNS SO LOW?

*Data from DALBAR, Inc. Quantitative Analysis of Investor Behavior, 2009, 20-year period
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S&P 500 Index

1973–2010
Annualized

Return
(%)

Annualized
Standard

Deviation (%)

Portfolio 1* 3.83       19.79
Portfolio 2            9.81       18.53

Portfolio 1           100%
Portfolio 2 100%

Equity Mutual Funds

100%

S&P 500

CREATING A DIVERSIFIED PORTFOLIO
Basic Passively Invested Portfolio

•Portfolio 1- Data from DALBAR, Inc. Quantitative Analysis of Investor Behavior, 2011; 1990-2009
Return and Standard Deviation data from DFA Returns Software updated through 12/31/09
Past performance is no guarantee of future results. Asset Allocation and diversification strategies 
cannot insure a profit or protect against a loss.
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1973–2010
Annualized

Return
(%)

60%

20%
Annualized
Standard

Deviation (%)

Portfolio 1* 3.83        19.79
Portfolio 2          9.81        18.53
Portfolio 3          9.26        11.66

S&P 
500

Index

Portfolio 1    100%
Portfolio 2 100%
Portfolio 3 60% 20% 20%

Equity 
Mutual 
Funds

5-Year 
Government 

Portfolio

One-Year 
Fixed 

Income

CREATING A DIVERSIFIED PORTFOLIO
Including Fixed Income Assets in the Portfolio

•Portfolio 1- Data from DALBAR, Inc. Quantitative Analysis of Investor Behavior, 2011; 1990-2010
•Return and Standard Deviation data from DFA Returns Software updated through 12/31/10.
Past performance is no guarantee of future results. Asset Allocation and diversification strategies 
cannot insure a profit or protect against loss. 
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1973–2010
Annualized

Return
(%)

30%

20%

20%

30% Annualized
Standard

Deviation (%)

Portfolio 1* 3.83      19.79
Portfolio 2          9.81      18.53
Portfolio 3          9.26      11.66
Portfolio 4          9.33      11.70

S&P 500
Index

Portfolio 1    100%
Portfolio 2 100%
Portfolio 3 60% 20% 20%
Portfolio 4      30% 20% 20% 30%

Equity 
Mutual 
Funds

5-Year 
Government 

Portfolio

One-Year 
Fixed 

Income
EAFE 
Index

CREATING A DIVERSIFIED PORTFOLIO
Including Non-U.S. Assets in the Portfolio

•Portfolio 1- Data from DALBAR, Inc. Quantitative Analysis of Investor Behavior, 2011; 1990-2010
Returns and Standard Deviation data from DFA Returns Software updated through 12/31/10.
Past performance is no guarantee of future results. Asset Allocation and diversification strategies 
cannot insure a profit or protect against a loss.
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1973–2010
Annualized

Return
(%)

20%

15%

20%

15%
15%

15%

Annualized
Standard

Deviation (%)

Portfolio 1* 3.83       19.79
Portfolio 2          9.81       18.53
Portfolio 3          9.26       11.66
Portfolio 4          9.33       11.70
Portfolio 5        10.49       12.49

S&P 
500

Index

Portfolio                       100%
Portfolio 2 100%
Portfolio 3 60% 20% 20%
Portfolio 4    30% 20% 20% 30%
Portfolio 5    15% 20% 20% 15% 15% 15%

Equity 
Mutual 
Funds

5-Year 
Government 

Portfolio

One-Year 
Fixed 

Income
EAFE 
Index

U.S. 9-10 
Small Co.

Int’l Small 
Cap 

Stocks

CREATING A DIVERSIFIED PORTFOLIO
Adding Small Cap Stocks

•Portfolio 1- Data from DALBAR, Inc. Quantitative Analysis of Investor Behavior, 2011;1990-2010
Return and Standard Deviation data from DFA Returns Software updated through 12/31/10.
Past performance is no guarantee of future results. Asset Allocation and diversification strategies cannot insure a profit or protect against a loss.
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Annualized
Return

(%)

20%

20%

7.5%
15%

7.5%

7.5%

15%

7.5%

Annualized
Standard

Deviation (%)

Portfolio 1* 3.83         19.79
Portfolio 2                9.81         18.53
Portfolio 3                9.26         11.66
Portfolio 4                9.33         11.70
Portfolio 5              10.49         12.49
Portfolio 6              10.99         12.12

S&P 
500

Index

Portfolio 1 100%
Portfolio 2 100%
Portfolio 3 60% 20% 20%
Portfolio 4 30% 20% 20% 30%
Portfolio 5 15% 20% 20% 15% 15% 15%
Portfolio 6 7.5%                      20% 20% 15% 7.5% 15% 7.5% 7.5%

Equity 
Mutual 
Funds

5-Year 
Government 

Portfolio

One-Year 
Fixed 

Income
EAFE 
Index

U.S. 9-10 
Small Co.

Int’l Small 
Cap Stocks

U.S. Small 
Cap Value

U.S. Large 
Cap Value

CREATING A DIVERSIFIED PORTFOLIO
Adding High Book-to-Market Stocks

1973–2010

•Portfolio 1- Data from DALBAR, Inc. Quantitative Analysis of Investor Behavior, 2011; 1990-2010.
Return and Standard Deviation data from DFA Returns Software updated through 12/31/10.
Past performance is no guarantee of future results. Asset Allocation and diversification strategies cannot insure a profit or protect against a loss.
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1. No commissions or fees have been deducted from the market performance figures because the intent is to show the benefits of diversification of asset classes and not to 
indicate the results Matrix would have achieved if it managed a client’s funds.  If an investor invested in mutual funds designed to reflect asset class performance, the 
investor would, in effect, be paying an advisory fee to the mutual fund manager and brokerage commissions because these fees and commissions would be relected in 
the mutual fund’s expenses that are deducted from the value of each share of the mutual fund.  If, in addition, an investor engaged an investment advisor to manage the 
assets, the investor would pay an investment advisory fee to this manager.  If an investor also utilized the services of a separate custodian, the investor would pay 
additional fees to the custodian.  The returns of the hypothetical asset class mixes frequently exceeded the results of Matrix clients’ portfolios with similar investment 
objectives for the period Matrix has managed clients’ funds from 1991 to present.  This difference is due to differing allocations over  the time periods shown. These 
allocations differed because of different asset classes used, new research applied, and because of deduction of commission. Also, it is not possible to invest in an index.  
Past performance of markets is no guarantee of future performance and clients may experience a loss.

2. US Large Value = U.S. Large Cap Value Portfolio:
• July 1926-March 1993: Fama-French Large Cap Value Strategy.  Simulates Dimensional’s hold range and estimated trading costs.  Courtesy of Fama-French and 

CRSP: deciles 1-5 size, (.7) BtM.  
• April 1993-Present: U.S. Large Cap Value Portfolio net of all fees.

3. DFA International Small Company Strategy/DFA International Large Company Strategy:
• January 1970-June 1998: 50% DFA Japanese Portfolio, 50% DFA U.K. Portfolio net of all fees.
• July 1998-September 1989: 50% DFA Japanese Portfolio, 20% DFA UK Portfolio, 30% DFA Continental Portfolio net of all fees.
• October 1989-March 1990: 40% DFA Japanese Portfolio, 30% DFA Continental Portfolio, 20% DFA UK Portfolio, 10% DFA Asia/Australia Portfolio net of all fees.
• April 1990-December 1992: 40% DFA Japanese Portfolio, 35% DFA Continental Portfolio, 15% DFA UK Portfolio, 10% DFA Asia/Australia Portfolio net of all fees.
• January 1993-March 1997: 35% DFA Japanese Portfolio, 35% DFA Continental Portfolio, 15% DFA UK Portfolio, 15% DFA Asia/Australia Portfolio net of all fees.
• April 1997-March 1998: 30% DFA Japanese Portfolio, 35% DFA Continental Portfolio, 15% DFA UK Portfolio, 20% DFA Asia/Australia Portfolio net of all fees.
• April 1998-Present: 25% DFA Japanese Portfolio, 40% DFA Continental Portfolio, 20% DFA UK Portfolio, 15% DFA Asia/Australia Portfolio net of all fees.

4. DFA International Small Company Portfolio:
• January 1970-September 1996: DFA International Small Company Strategy.
• October 1996-Present: DFA International Small Company Portfolio net of all fees.

5. EAFE Index: Courtesy of Morgan Stanley Capital International.  Europe, Australia, and Far East Index net dividends ($). 
• January 1969-Present: EAFE Index Including gross dividends ($).

6. US Small Co = CRSP 9-10 Index: Courtesy of Center for Research in Security Prices, University of Chicago.  Small Company Universe Returns (Deciles 9 &10) all Exchanges.
• January 1926-June 1962: NYSE, rebalanced semi-annually.
• July 1962-December 1972: CRSP Database, NYSE & AMEX, rebalanced quarterly.
• January 1973-September 1988: CRSP Database, NYSE, AMEX & OTC, rebalanced quarterly.
• October 1988-Present: CRSP Index (NYSE & AMEX & OTC).

7. S&P 500: Courtesy of Roger G. Ibbotson and Rex A. Sinquefield, Stocks, Bonds, Bills, and  Inflation: The Past and the Future, Dow Jones, 1989.  Ibbotson Associates, Chicago, 
annually updates work by Roger Ibbotson and Rex  A. Sinquefield.  Used with Permission.  All rights reserved.  The S&P 500 is an unmanaged market value-weighted index which 
measures the change in aggregate market value  of 500 stocks relative to the base period 1941-1943.  This index does not incur fees and charges typically associated with investing 
and values would be lower if such fees and charges were taken into consideration.  Individuals may not invest directly in an index.  Past performance is not a guarantee of future 
results.

ENDNOTES
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6. US Small Co = CRSP 9-10 Index: Courtesy of Center for Research in Security Prices, University of Chicago.  Small Company Universe Returns (Deciles 9 &10) all Exchanges.
• January 1926-June 1962: NYSE, rebalanced semi-annually.
• July 1962-December 1972: CRSP Database, NYSE & AMEX, rebalanced quarterly.
• January 1973-September 1988: CRSP Database, NYSE, AMEX & OTC, rebalanced quarterly.
• October 1988-Present: CRSP Index (NYSE & AMEX & OTC).

7. S&P 500: Courtesy of Roger G. Ibbotson and Rex A. Sinquefield, Stocks, Bonds, Bills, and  Inflation: The Past and the Future, Dow Jones, 1989.  Ibbotson Associates, Chicago, 
annually updates work by Roger Ibbotson and Rex  A. Sinquefield.  Used with Permission.  All rights reserved.  The S&P 500 is an unmanaged market value-weighted index which 
measures the change in aggregate market value  of 500 stocks relative to the base period 1941-1943.  This index does not incur fees and charges typically associated with investing 
and values would be lower if such fees and charges were taken into consideration.  Individuals may not invest directly in an index.  Past performance is not a guarantee of future 
results.

8. 35- Year performance figures taken from Dimensional Fund Advisor, Inc. (DFA) Returns software 12/07. Some data provided to DFA by the Center for Research & Security Pricing  
(CRSP), University of Chicago. Asset Classes defined as: Consumer Price Index for inflation, CRSP 30 day bill index for Treasury Bills, CRSP Long-term U.S. Government Bond 
Index for Long-Term Government Bonds, S&P 500 Index for U.S. large stocks, CRSP 9-10 Index for U.S. small stocks, Morgan Stanley Europe, Australia, Far East (EAFE) Index for 
international large stocks, and the international small stock index created by DFA using CRSP data. 
CONSERVATIVE, MODERATE, GROWTH, & AGGRESSIVE These results are based on the performance of 30 day T-Bills, Dimensional’s One-Year Fixed Strategy [1972- July 
1983 – Simulated CD Fixed Income Strategy (maximum maturity 1 year) Aug. 1983 – DFA Fixed Income Portfolio returns net of all fees (weighted average maturity under 1 year)], 
Dimensional’s Five-Year Government Portfolio [Average maturity: Under Five Years, 1953-May 1987 – Simulation using U.S. Government Instruments (maximum maturity five 
years) June 1987 – DFA Five Year Government Portfolio net of all fees], S&P 500 Index, CRSP Large Value Index, CRSP (Center for Research & Security Pricing) 9-10, CRSP 6-
10, CRSP Small Value Index, EAFE Index, and Dimensional’s Small International Index (1970-June 1988 – 50% Japan, 50% United Kingdom. July 1988- September 1989 – 50% 
Japan, 30% Continental, 20% United Kingdom, October 1989 – March 1990 -40% Japan, 40% Continental, 20% United Kingdom, 10% Asia-Australia. April 1990 – December 1992 
– 40% Japan, 35% Continental, 15% United Kingdom, 10% Asia-Australia. January 1993 to present – 35% Japan, 35% Continental, 15% United Kingdom, 15% Australia.], and 
assume the asset allocation among these indices as shown under “Conservative”, “Moderate”, “Growth”, and “Aggressive” in the chart entitled Allocation of Sample Asset Class 
Mixes.

All investing involves risk and costs.  Your advisor can provide you with more information about the risks and costs
associated with specific programs.  No investment strategy (including asset allocation and diversification strategies) can
ensure peace of mind, assure profit, or protect against loss.

ENDNOTES



1. No commissions or fees have been deducted from the market performance figures because the intent is to show the benefits of diversification of asset classes and not to indicate the results Matson Money, Inc. would have achieved if it 
managed a client’s funds.  If an investor invested in mutual funds designed to reflect asset class performance, the investor would, in effect, be paying an advisory fee to the mutual fund manager and brokerage commissions because these 
fees and commissions would be reflected in the mutual fund’s expenses that are deducted from the value of each share of the mutual fund.  If, in addition, an investor engaged an investment advisor to manage the assets, the investor would 
pay an investment advisory fee to this manager.  If an investor also utilized the services of a separate custodian, the investor would pay additional fees to the custodian.  The returns of the hypothetical asset class mixes frequently exceeded 
the results of Matson Money, Inc. clients’ portfolios with similar investment objectives for the period Matson Money, Inc. has managed clients’ funds from 1991 to present.  This difference is due to differing allocations over  the time periods 
shown. These allocations differed because of different asset classes used, new research applied, and because of deduction of commission. Also, it is not possible to invest in an index.  Past performance of markets is no guarantee of future 
performance and clients may experience a loss.

2. U.S. Large Value = U.S. Large Cap Value Portfolio: 
July 1926-March 1993: Fama-French Large Cap Value Strategy.  Simulates Dimensional’s hold range and estimated trading costs.  Courtesy of Fama-French and CRSP: deciles 1-5 size, (.7) BtM.  
April 1993-Present: U.S. Large Cap Value Portfolio net of all fees.

3. DFA International Small Company Strategy/DFA International Large Company Strategy:
January 1970-June 1998: 50% DFA Japanese Portfolio, 50% DFA UK Portfolio net of all fees.
July 1998-September 1989: 50% DFA Japanese Portfolio, 20% DFA UK Portfolio, 30% DFA Continental Portfolio net of all fees.
October 1989-March 1990: 40% DFA Japanese Portfolio, 30% DFA Continental Portfolio, 20% DFA UK Portfolio, 10% DFA Asia/Australia Portfolio net of all fees.
April 1990-December 1992: 40% DFA Japanese Portfolio, 35% DFA Continental Portfolio, 15% DFA UK Portfolio, 10% DFA Asia/Australia Portfolio net of all fees.
January1993-March 1997: 35% DFA Japanese Portfolio, 35% DFA Continental Portfolio, 15% DFA UK Portfolio, 15% DFA Asia/Australia Portfolio net of all fees.
April 1997-March 1998: 30% DFA Japanese Portfolio, 35% DFA Continental Portfolio, 15% DFA UK Portfolio, 20% DFA Asia/Australia Portfolio net of all fees.
April 1998-Present: 25% DFA Japanese Portfolio, 40% DFA Continental Portfolio, 20% DFA UK Portfolio, 15% DFA Asia/Australia Portfolio net of all fees.

4. DFA International Small Company Portfolio:
January 1970-September 1996: DFA International Small Company Strategy.
October 1996-Present: DFA International Small Company Portfolio net of all fees.

5. EAFE Index: Courtesy of Morgan Stanley Capital International.  Europe, Australia, and Far East Index net dividends ($). 
January 1969-Present: EAFE Index Including gross dividends ($).

6. U.S. Small Co = CRSP 9-10 Index: Courtesy of Center for Research in Security Prices, University of Chicago.  Small Company Universe Returns (Deciles 9 &10) all Exchanges.
January 1926-June 1962: NYSE, rebalanced semi-annually.
July 1962-December 1972: CRSP Database, NYSE & AMEX, rebalanced quarterly.
January 1973-September 1988:  CRSP Database, NYSE, AMEX & OTC, rebalanced quarterly.
October 1988-Present: CRSP Index (NYSE & AMEX & OTC).

7. S&P 500: Courtesy of Roger G. Ibbotson and Rex A. Sinquefield, Stocks, Bonds, Bills, and  Inflation: The Past and the Future, Dow Jones, 1989.  Ibbotson Associates, Chicago, annually updates work by Roger Ibbotson and Rex  A. 
Sinquefield.  Used with Permission.  All rights reserved.  The S&P 500 is an unmanaged market value-weighted index which measures the change in aggregate market value  of 500 stocks relative to the base period 1941-1943.  This index 
does not incur fees and charges typically associated with investing and values would be lower if such fees and charges were taken into consideration.  Individuals may not invest directly in an index.  Past performance is not a guarantee of 
future results.

8.      DFA One-Year Fixed Income Portfolio: 
August 1983-Present: DFA One-Year Fixed Income Portfolio
November 1971-July 1983: Stimulation Using CD Returns

9.      DFA Five-Year Government Portfolio: 
June 1987-Present: DFA Five-Year Government Fixed Income Portfolio
July 1952-May 1987: Stimulation Using U.S. Government Instruments

10.     Lehman Brothers Government/Credit Bond Index 1-30+ Years: 
January 1973-Present: Lehman Brothers Government/Credit Bond Index Range 1-30+ Years              

All investing involves risk and costs.  Your advisor can provide you with more information about the risks and costs
associated with specific programs.  No investment strategy (including asset allocation and diversification strategies) can
ensure peace of mind, assure profit, or protect against loss. 

This booklet is based on the views of Matson Money, Inc.  Other persons may analyze investing from a different perspective.  Nothing included herein is intended to infer that the approach to investing espoused in this booklet will assure any particular results.

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE PERFORMANCE.

ENDNOTES



35-Year performance figures taken from Dimensional Fund Advisors, Inc. (DFA) Returns software 12/07.  Some data provided to DFA by the Center for Research & Security Pricing (CRSP), University of Chicago.  Asset Classes defined as: Consumer Price Index for inflation, CRSP 30 
day treasury bill index for Treasury Bills, CRSP long-term U.S. Government Bond index for Long-Term Government Bonds, S&P 500 Index for U.S. large stocks, CRSP 9-10 Index for U.S. small stocks, Morgan Stanley Europe, Australia, Far East (EAFE) Index for 
international large stocks, and the international small stock index created by DFA using CRSP data.

CONSERVATIVE, MODERATE, GROWTH, & AGGRESSIVE These results are based on the performance of 30 Day T-bills, Dimensional’s One-Year Fixed Strategy [1972 maturity under 1 year)], Dimensional’s Five-Year Government Portfolio [Average maturity: Under Five Years, 
1953-May 1987 — Simulation using U.S. Government Instruments (maxium maturity five years) June 1987 — DFA Five Year Government Portfolio net of all fees], S&P 500 Index, CRSP Large Value Index, CRSP Large Value Index, CRSP Large Value Index, CRSP 
(Center Research & Secruity Pricing) 9-10, CRSP 6-10, CRSP Small Value Value Index, EAFE Index, and Dimensional’s Small International Index [1970–June 1988 — 50% Japan, 50% United Kingdom, 10% Asia-Australia, April 1990 - December1992— 40% Japan, 
35% Continental, 15% Australia.], and assume the asset allocation among these indices as shown under “Conservative”, “Moderate”, “Growth”, and “Aggressive” in the chart entitled Allocation of Sample Asset Class Mixes. 

The objective of allocation for each asset class shown in the charts is to reduce the likelihood that different assets move together in tandem. The asset class mixes shown in these charts were rebalanced annually in order to continually preserve the original investment allocations. No 
reinvestment of dividends or other earnings were included in the calculations.  No commissions or fees have been deducted from the market performance figures shown in the charts because the intent is to show the benefits of diversification of asset classes and not to 
indicate the results Matson Money, Inc. would have achieved if Matson Money, Inc. had managed a client’s funds.  If an investor invested in mutual funds designed to reflect asset class performance, the investor would, in effect, be paying an advisory fee to the mutual 
fund manager and brokerage commissions. These fees and commissions would be reflected in the mutual fund’s expenses that are deducted from the value of each share of the mutual fund.  If, in addition, an investor engaged an investment advisor to manage the
assets, the investor would also pay an investment advisory fee to this manager.  If an investor also utilized the services of a separate custodian, the investor would pay additional fees to the custodian.

ENDNOTES
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