Active vs. Passive: The Great Debate
by James Lange, CPA/Attorney and Nevin Harris, MBA

Passive index investing is an excellent strategy for many clients. This article will present research on:
•

Whether most passively managed index funds do better than most
actively managed mutual funds

•

The truth behind published mutual fund performance numbers and
investors’ actual performance numbers

•

Whether it makes sense to hire an advisor

The Bottom Line
There are a few actively managed funds that have been able to outperform the indexes. Through extensive due diligence, we found several rare exceptions in Fort Pitt Capital Group and Cookson Peirce.
As happy as we have been with both Fort Pitt Capital Group and Cookson Peirce, we know many
clients prefer a passive index strategy. We have identified the best set of passively managed index
funds available, Dimensional Funds, and believe Dimensional Funds’ low-cost passive approach will
be a superior solution for many clients. It is certainly hard to argue with their investment performance
(see page 2).

Key Idea
The charts on page 2 and 3 show that the majority of MUTUAL funds with active managers have underperformed major indexes during practically every time period over the last 42 years. For example, the
chart shows that 77.56% of all U.S. equity fund managers failed to outperform their benchmark over
the ten year period ending December 31, 2010. The different Russell references below are basically a
benchmark of the type of asset invested. For example, the Russell 1000 is a core (combination of growth
and value) index measure and over a ten-year period, it outperformed the equivalent actively managed
funds 92.31% of the time.
You might be thinking: Well that may be true of large cap mutual funds, but certainly a money manager
can beat index funds in different asset categories like small cap or international, etc. But...

...the statistics show that the passive index funds do better
than the managed funds by enormous percentages in practically all categories and in practically all time periods as
evidenced in the following charts.
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CHART 1

Percent of US Equity Funds Outperformed by Benchmarks
As of 12/31/2010
Fund Category

Comparison Index

All US Equity Funds

One Year

Three Year

Five Year

Ten Year

68.84

68.67

67.94

77.56

Large-Cap Core
Large-Cap Value
Large-Cap Growth

Russell 1000 Index

84.46

69.63

72.13

92.31

Russell 1000 Value Index

85.78

52.82

56.52

91.79

Russell 1000 Growth Index

67.86

81.22

85.32

84.79

Mid-Cap Core
Mid-Cap Value
Mid-Cap Growth

Russell Midcap Index

76.07

65.04

67.89

84.42

Russell Midcap Value Index

77.78

58.00

66.27

76.47

Russell Midcap Growth Index

54.17

74.13

68.98

80.87

Small-Cap Core
Small-Cap Value
Small-Cap Growth

Russell 2000 Index

65.97

63.74

65.31

69.00

Russell 2000 Value Index

40.74

53.04

47.78

58.02

Russell 2000 Growth Index

68.25

79.36

76.81

74.31

Multi-Cap Core
Multi-Cap Value
Multi-Cap Growth

Russell 3000 Index

71.07

64.58

66.15

76.71

Russell 3000 Value Index

70.78

61.21

64.63

73.29

Russell 3000 Growth Index

48.89

83.06

79.73

70.89

Real Estate Funds

Dow Jones US Select REIT Index

61.90

66.39

57.32

69.00

As of December 31, 2010. Outperformance is based on equal-weighted fund counts. Funds with multiple share classes are aggregated to the
fund level. Data source: CRSP Survivor-Bias-Free US Mutual Fund Database. Russell data copyright © Russell Investment Group 1995-2011,
all rights reserved.

CHART 2

1,446 Large Cap Blend Mutual Funds vs. the S&P 500 Index
10 Years (11/1/1994 – 10/31/2004)
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2012 Index Funds Advisors, Inc. “On Personal Finance: Beating Index Funds Takes Rare Luck or Genius” by Jeff Brown.
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CHART 3

Passive Beats Active in Equities, No Matter How You Slice It
Various Time Periods (1970 – 2009)
Percentage Underperforming

Percentage Overperforming

345 Funds vs. the S&P 500
1970-2000 (31 Years)1

355 Funds vs. the S&P 500
1970-1999 (30 Years) 2

71 Large Cap Growth/Growth & Income
Mutual Fund Managers vs. the S&P 500 Index
2001-2006 (5 Years) 3

94.5%

97.5%

97.0%

5.5%

2.5%

Large Cap Equity Funds vs.
the S&P 500 Index
1996-2005 (10 Years)4

Large Cap Equity Funds vs.
the S&P 500 Index
1986-2005 (20 Years) 5

52 World Stock Mutual Funds vs.
IFA Index Portfolio 100
1995-2009 (15 Years)6

79.0%

82.0%

84.6%

21.0%

18.0%
116 Large Value Mutual Funds vs.
IFA Large Value Index
1995-2009 (15 Years) 8

157 Small Cap Value Funds vs.
IFA US Small Cap Value Index
2001-2006 (5 Years) 9

95.0%

84.5%

89.8%

15.5%

10.2%

23 Small Value Mutual Funds vs.
IFA US Small Cap Value Index
1995-2009 (15 Years)10

27 Foreign Large Value Mutual Funds
vs. IFA International Value Index
1995-2009 (15 Years)11

77 Emg. Market Funds vs.
IFA Emg. Markets Blended Index
2001-2006 (5 Years)12

78.3%

66.7%

89.6%

21.7%

2

15.4%

319 Large Value Funds vs.
IFA US Large Cap Value Index
2001-2006 (5 Years) 7

5.0%

1

3.0%

Dead Funds and Return of Surviving Mutual Funds Relative to the Market,
1970-2000 (31 Years); CRSP
Dead Funds and Return of Surviving Mutual Funds Relative to the Market,
1970-1999 (30 Years); Bogle Financial Markets Research Center

33.3%

10.4%

6

Morningstar Principia 12/2009, “Distinct Portfolios”; ifabt.com

7

Standard and Poor’s, ifabt.com

8

Morningstar Principia 12/2009, “Distinct Portfolios”; ifabt.com

9

Standard and Poor’s, ifabt.com

The Journal of Portfolio Management, “Is Your Alpha Big Enough to
Cover Your Taxes?”

10

Morningstar Principia 12/2009, “Distinct Portfolios”; ifabt.com

4

Lipper, from Burton Malkiel’s “A Random Walk Down Wall Street”

11

Morningstar Principia 12/2009, “Distinct Portfolios”; ifabt.com

5

Lipper, from Burton Malkiel’s “A Random Walk Down Wall Street”

12

Standard and Poor’s, ifabt.com
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As bleak a picture as these charts paint about active investing, this article will show that even when
an actively managed mutual fund is able to outperform its index, the average investor in that fund
does not.
CHART 4

Investor Success at Capturing Fund Returns With and Without
Passive Advisors
Several Studies Over Various Time Periods Spanning 30 Years

Study

Source

Time Period

1

The Little Book of Common Sense Investing, p.56

10 Yrs (1995-2005)

0%

2

Dalbar QAIB Study 2011 (Bond Funds), p.3

20 Yrs (1991-2010)

15%

3

Money Magazine (6/2002), p. 110

4 Yrs (1998-2001)

18%

4

Bogle Financial Markets Research Center, Sec. 2

10 Yrs (1996-2005)

27%

5

Dalbar QAIB Study 2011 (Equity Funds), p.3

20 Yrs (1991-2010)

42%

6

Bad Timing Eats Away at Investor Returns, Morningstar.com

10 Yrs (2000-2009)

53%

7

Common Sense on Mutual Funds, p.331

10 Yrs (1994-2003)

66%

8

The Little Book of Common Sense Investing, p.51

25 Yrs (1980-2005)

73%

9

The Little Book of Common Sense Investing, p.56

10 Yrs (1995-2005)

78%

10

Morningstar Yearbook 2005, p.2

10 Yrs (1996-2005)

82%

11

The Little Book of Common Sense Investing, p.51

25 Yrs (1980-2005)

88%

12

Morningstar Yearbook 2005, p.3

10 Yrs (1996-2005)

109%
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Investor Success

2011 Index Funds Advisors, Inc.
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Advantages of Indexing
The chart on page 4 is astonishing. It basically shows that most investors don’t get anywhere near the
benefit of the funds in which they invest. Chart 4 illustrates investor success at capturing fund returns
in three different situations: (1) the average fund investor, investing in actively managed funds (such as
mutual funds) who captures roughly 36.75% of the actual returns delivered by a fund (blue); (2) the
average indexer without a passive advisor who earns roughly 82.7% of the actual returns delivered by
a fund (gold); and (3) the DFA fund investors, with passive advisors, who capture all of the fund returns
and then some — 109% of the fund returns (green). How can we explain the differences?
The underperformance of the active management return (blue) is easily attributed to what is referred to
as the “emotions of active investing,” and they most certainly take their toll. The classic rule in investing
is buy low and sell high. It is a rational approach. However, as humans, we don’t always act rationally.
Frequently our emotions dictate our actions, prompting us to do the exact opposite of what we should
do. We buy high after seeing great performance numbers, and sell low after losing money, or in reaction
to a barrage of 24/7 negative economic news. Unfortunately, advisors who recommend actively managed
funds are human too, and vulnerable to the same human failing, even if they are steeled investors.
The above average performance of the indexers without passive advisors (gold) indicates that they do
much better than active investors at capturing a higher percentage of fund returns. However, indexers
without passive advisors also fail to capture the full returns of the market. The average passive investor
earns only an average of 82.7% of a fund’s return. How can this be? It is likely explained by a failure
to rebalance asset allocations during market turbulence, or once again, letting emotions prevail and
selling or buying at the wrong time.

Frequently our emotions dictate our actions, prompting us
to do the exact opposite of what we should do.

The exceptional performance of the DFA investors (green) —109% of the fund returns — is,
according to Morningstar, a result of the “very smart behavior” that is practiced by the passive
advisors who are associated with these highly sophisticated investment tools. These knowledgeable
advisors encourage their clients to stay invested and rebalance through market turbulence. This type of
counter intuitive but rational behavior enables these investors to maximize their ability to capture returns,
and provides sound justification for working with a passive fund advisor — making it a smart choice.

Performance of DFA Funds vs. the S&P Index
While later articles will examine performance numbers in greater detail, it is sufficient for our purposes
now to compare Dimensional Funds with the S&P 500 Index.
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If you invested $100,000 in the S&P 500 ten years ago,
you would have $133,352 today. Had you invested that
same amount in Dimensional Funds, even after fees,
you would have $193,723.

The Disadvantages of Active Investing: The Facts on Mutual Funds
In the June 2002 edition of Money Magazine, Jason Zweig, a highly respected financial journalist,
gets to the bottom of what mutual fund investors really earn. He describes the difference between the
returns that mutual funds report and the actual returns of the average investor in those funds. When
inflation and an estimate of taxes are deducted, it is not a pretty picture for active investors. (See Chart
5 below).
CHART 5

Mutual Fund Returns vs. Investor Returns
4 Years (1/1/1998 – 12/31/2001)

©

2011 Index Funds Advisors, Inc. Source: Money Magazine, June 2002.

Since active investors are always looking for the next best thing, they chase hot funds. Consequently,
they earn less than one-fifth the funds’ annual returns. Chart 5 continues to illustrate this point with
more details of Zweig’s unique study. The large gap between the funds’ and shareholders’ returns was
a shock to even the researchers. The reason for this gap is attributed to active investors who followed
destructive behavioral patterns, including waiting for funds to have a good year or two and pouring in
a flood of cash just before the fund reaches its peak. Sadly, they ride the fund to near bottom and sell.
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CHART 6

Average Mutual Fund vs. Average Fund Investor
4 Years (1/1/1998 – 12/31/2001)
Mutual Fund Name

Fund Return

Shareholder Return

Difference

Largest Gaps Among the Largest Funds (Average Gap = 4.7%)
Fidelity Aggressive Growth
Vanguard Capital Opportunity Fund
Invesco Dynamics Inv.
Janus Mercury
Fidelity Select Electronics
Van Kampen Emerging Growth
Alliance Premier Growth
SEI Inst. Mgd. Large Cap Growth
Fidelity Growth Company
Fidelity OTC

2.8%
29.2%
7.0%
13.9%
21.7%
13.2%
3.4%
2.5%
12.4%
7.7%

-24.1%
5.2%
-14.4%
-7.4%
7.6%
-0.7%
-9.2%
-8.3%
1.9%
-2.7%

-26.9%
-23.9%
-21.4%
-21.3%
-14.0%
-13.9%
-12.5%
-10.8%
-10.5%
-10.4%

7.4%
8.2%
8.6%
7.6%
1.5%

-0.3%
-1.0%
-0.2%
-0.5%
-4.0%

Narrower Gaps Among Index Funds From Dimensional Fund
DFA US Large Cap Value
DFA US Micro Cap
DFA US Small Cap Value
DFA US Small Cap
DFA Large Company

©

7.7%
9.2%
8.8%
8.1%
5.5%

2011 Index Funds Advisors, Inc. Source: Money Magazine, June 2002.

Now you might be thinking that this only applies to the do-it-yourself investor, and since you have an
advisor, you are safe. But there is a problem with this logic. In some situations you would actually
suffer a worse performance due to sales commissions, frequently hidden costs, or even straight-forward
management fees. And, as we mentioned before, you also have to consider the human element. Many
financial advisors at the well-known companies (and at lesser-known ones as well) are great sales people
and have a vested financial interest (commissions) in clients buying and/or selling stocks, and in
purchasing certain investment products and annuities. We, however, recommend that clients work with
an advisor in a fee-only fiduciary capacity, which is our business model. That means, unlike stockbrockers
or people selling funds or annuities, we not only are morally compelled but legally compelled to
recommend what we think is in your best interest, not our best interest. We also believe in complete
transparency in fees. Low-fee index investing with a fiduciary advisor, even if you are paying a fee to
that advisor, is statistically the best way to go.
Further evidence that an active investor, with or without an advisor, captures a smaller percentage of
fund returns, can be found in John C. Bogle’s classic book, Common Sense on Mutual Funds, Fully
Updated 10th Anniversary Edition (Wiley, 2009). He comments that back in 1999, when the first
edition came out, he did not reference the fact that both individuals and most advisors tend to show up
late for mutual fund returns and just-in-time for losses. In other words, they were more heavily invested

Active vs. Passive: The Great Debate

7

before periods that declined than periods that had increased in value. He states that the average timeweighted return for 200 large mutual funds for the ten years between January 1, 1994 and December
31, 2003 was 9.8%, but the average investors in those funds only earned a return of 6.5%.
So why in the face of overwhelming evidence do people still choose to do active investing? According
to an article from Morningstar, “The universal conclusion is that investors tend to be overconfident in
their ability to select winning stocks or funds. There’s a common example that helps illustrate this
tendency. A university professor who asks each of his students whether they are a below-average,
average, or above-average drivers will find that roughly 90% of the students think they are aboveaverage drivers. This, of course, is a statistical impossibility. Similarly, most investors believe they will
‘ beat the market,’ even though few actually will.”
One encouraging exception was the Dimensional Fund Advisors (DFA) institutional index funds (see
the bottom half of Chart 6). DFA investors are limited to either large institutional investors or individuals
through carefully selected and specifically trained investment advisors. Because the shareholders of
these funds buy and hold diversified portfolios at all times, they ride out the market gyrations and end
up obtaining above market rates of returns.

In Defense of Active Managers
This article has focused on returns achieved by the majority and/or the average active managers. There
are exceptions and certain active managers have earned superior returns, even after fees. For example,
the two active money managers that we have relationships with, Fort Pitt Capital Group, LLC and
Cookson Peirce, LLC, have both significantly outperformed the S&P 500, even after fees, for the last
ten year period. There is also a reasonable argument that under some circumstances, it is a good idea
to have a portion of your portfolio actively managed and a portion passively managed. However, a
problem with that approach is coordinating the investments in the two portfolios (that’s one of the reasons we strongly suggest you work with a professional financial advisory firm like ours, one that can
coordinate and oversee the entire investment and financial planning process). It is also important to
note that most money managers, active or passive, will discount their percentage fees if you invest
more money with them. So, if your money is split between multiple asset managers, you will be less
likely to enjoy a “quantity discount” from the asset management company. We readily concede, however, that the overwhelming evidence is that general index funds outperform the vast majority of
actively managed mutual funds and portfolios.

Conclusion
In this article, we have argued that passive investing has distinct advantages over active investing. Even
when active money managers and their funds do well, the average investor does not end up benefiting
from those gains, probably because they chased a hot fund and were late to get in, or their emotions
controlled their decisions and they sold too quickly missing a big upward move. The authors of this
article think the best way to sum it up is with a “hot tip” from Peter Lynch, Manager of the legendary
Magellan Fund (which incidentally is legendary for great performances in the 80s and early 90s but
since then has not performed well for various reasons): “All the time and effort that people devote to
picking the right fund, the hot hand, the great manager, have in most cases led to no advantage.”
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The Next Step:

A Free Second Opinion from Lange Financial Group, LLC
If what we have said herein has peaked your interest, we recommend you call Alice Davis at 412-5212732 and schedule a complimentary Second Opinion meeting, which would be one, or potentially two,
meetings with Jim Lange, without charge to you.
This comprehensive service will:
•

Review your existing investments

•

Look for hidden risks in your portfolio

•

Determine if you are a good candidate for Roth IRA conversions

•

Review your Will and Trust to ensure your money flows in accordance to your wishes
with minimal taxes

•

Review your tax return and look for ways to reduce your taxes

•

Decide whether our strategic investment advisory service and Dimensional Funds are
appropriate for you

Sources
Common Sense on Mutual Funds, Fully Updated 10th Anniversary Edition (Wiley, 2009), John Bogle.
Money Magazine, June 2002
http://news.morningstar.com/articlenet/article.aspx?id=540516
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Disclosure for Backtested Performance Data
Disclosure for Backtested Performance Information the IFA Indexes and IFA Index Portfolios (updates can be found at www.ifabt.com):
1. Index Funds Advisors, Inc. (IFA) was incorporated in March 1999 and placed its first independent client investments in early 2000. The performance information presented in the chart or table represents backtested performance based on combined simulated index data and live
(or actual) mutual fund results from January 1, 1928 to period ending date shown using the strategy of buying, holding and first of the year
annually rebalancing globally diversified portfolios of index funds. Backtested perform-ance is hypothetical (it does not reflect trading in actual
accounts) and is provided for informational purposes to indicate historical performance had the index portfolios been available over the
relevant period. IFA refers to this hypothetical data as a Simulated Passive Investor Experience (SPIE). IFA did not offer the index portfolios
until November 1999. Prior to 1999, IFA did not manage client assets. The IFA indexing investment strategy is based on the principles of
Modern Portfolio Theory and the Fama and French Three Factor Model for Equities and Two Factor Model for Fixed Income. Index portfolios
are designed to provide substantial global diversification (approximately 11,600 companies in 40 countries) in order to reduce investment
concentration and the resulting increased risk caused by the volatility of individual companies, indexes, or asset classes. Client portfolios are
monitored and rebal-anced, taking into consideration risk exposure consistency, transaction costs, and tax ramifications to maintain target
asset allocations as shown in the IFA Portfolios.
2. A review of the IFA Index Data Sources and IFA Indexes Time Series Construction is an integral part of and should be read in conjunction
with this explanation of backtested performance information. Simulated index data is based on the performance of indexes and live mutual
funds as described in the IFA Indexes Data Sources page. The index mutual funds used in IFA’s Index Portfolios are IFA’s best estimate of a
mutual fund that will come closest to the index data provided in the simulated indexes. Simulated index data is used for the period prior to
the inception of the relevant live mutual fund data and an equivalent mutual fund expense ratio is deducted from simulated index data. Live
(or actual) mutual fund performance is used after the inception of each mutual fund. Fees and expenses of mutual funds are deducted from
the monthly returns prior to the reporting of the returns by the mutual fund company. The IFA Indexes Times Series Construction goes back
to January 1928 and consistently reflects a tilt towards small and value equities over time, with an increasing diversification to interna-tional
markets and the real estate index as data became available. As of January 1928, there are 4 equity indexes and 2 bond indexes, in January
1970 there are a total of 8 indexes, and there are 15 indexes in March 1998 to present. If the original 4 equity indexes from 1928 are held
constant until December 2010, the annualized rate of return of this simplified version of IFA Index Portfolio 90 is 10.44%, after the deduction
of a 0.9% IFA advisor fee and a standard deviation of 22.79%. The evolving IFA Indexes over the same period have a 10.68% annualized
return for IFA Index Portfolio 90 after the same IFA fees and a standard deviation of 21.99%.
IFA advises clients to diversify their investments, however, this stitching together of index and live fund data and adding international and
emerging markets only had a slight impact on risk and return over this 83 year period. Instead, it demonstrates the value of a small and value
tilt in global equity markets, since over the same period a Simulated SP500 only had a return of 9.39% (with no advisor fee deducted), at a
standard deviation of 19.31%. It is IFA’s advice that the value of having a longer time series exceeds the concerns of index substitutions over
the 1928 to present period. Due to the very high standard deviations of returns (21.99%) a 60 year or more sample size of data is recommended
to obtain a T-statistic that allows a conclusion at a 95% or higher level of certainity. In other words, in IFA’s opinion, smaller sample sizes
introduce larger errors than the errors introduced by stitching together indexes and live data over time. This is the advice IFA provides to its
clients. Go to www.ifabt.com to see the analysis of the evolution of these portfolios. Backtested performance is calculated by using a computer
program and monthly returns data set that starts with the first day of the given time period and evaluates the returns of simulated indexes
and index mutual funds (see www.ifaindexes.com). In 1999, tax-managed funds became available for many different index funds. IFA uses
tax-managed funds in taxable accounts. The tax-managed funds are consistent with the indexing strategy, however, they should not be
expected to track the performance of corresponding non-tax-managed funds in the same or similar indexes. As such, the performance of
portfolios using tax-managed funds will vary from portfolios that do not utilize these funds.
3. Backtested performance does not represent actual performance and should not be interpreted as an indication of such performance. Actual
performance for client accounts may be materially lower than that of the index portfolios. Backtested performance results have certain inherent
limitations. Such results do not represent the impact that material economic and market factors might have on an investment adviser’s decision-making process if the adviser were actually managing client money. Backtested performance also differs from actual performance
because it is achieved through the retroactive application of model portfolios (in this case, IFA’s Index Portfolios) designed with the benefit of
hindsight. As a result, the models theoretically may be changed from time to time to obtain more favorable performance results.
4. History of Changes to the IFA Indexes: 1991-1999: IFA Index Portfolios 10, 30, 50, 70 and 90 were originally suggested by Dimensional
Fund Advisors (DFA), merely as an example of globally diversified investments using their many custom index mutual funds, back in 1991
with moderate modifications in 1996 to reflect the availability of index funds that tracked the emerging markets asset class. Index Portfolios
between each of the above listed portfolios were created by IFA in 1999 by interpolating between the above portfolios. Portfolios 5, 95 and
100 were created by IFA in 1999, as a lower and higher extension of the DFA 1991 risk and return line.
As of March 1, 2010, 100 Index Portfolios are available to IFA clients, with Index Portfolios between the shown allocations being interpolations
of the 10 allocations shown. In January 2008, IFA introduced three new indexes and twenty socially responsible portfolios constructed from
these three indexes and five pre-existing IFA indexes. The new indexes introduced were: IFA US Social Core Equity, IFA Emerging Markets
Social Core, and IFA International Real Estate. All three use live DFA fund data as long as it has been available. Prior to live fund data, they
use index data supplied by DFA modified for fund management fees. Go to www.ifa.com/btp/historyofchange.html to see a summary of
changes made to the IFA Indexes and Index Portfolios.
5. Backtested performance results assume the reinvestment of dividends and capital gains and annual rebalancing at the beginning of each
year. In reality, client’s accounts will be rebalanced either more or less frequently depending on the fluctuation of the asset classes and the
cash flow activity of the client. It is IFA’s opinion that the assumption of annual rebalancing is a reasonable approximation to reality.
It is important to understand that the assumption of annual rebalancing has an impact on the monthly returns reported for the IFA Index
Portfolios in the Index Calculator found at www.ifacalc.com. The reason for this difference is that with annual rebalancing, the monthly returns
are calculated by applying the asset class percentages to the year-to-date returns as of the beginning and the end of the month, unlike monthly
rebalancing which assumes that the portfolio is perfectly in balance at the beginning of the month. At www.ifabt.com in section 5 there is an
example of the monthly and year-to-date returns for October 2009 and how they would have differed if monthly rebalancing had been assumed.
The reason for the small difference in the monthly returns observed at that page is a mixed equity and fixed income portfolio like IFA Index
Portfolios 50 that started on January 1st would be overweight in equities and underweight in fixed income at the beginning of October. Since

Active vs. Passive: The Great Debate

10

equities did worse than fixed income in October, the annually rebalanced portfolio did worse than the monthly rebalanced portfolio. However,
on a year-to-date basis, the annually rebalanced portfolio did better because the monthly rebalanced portfolio would have sold equities only
to see them rise further. It is IFA’s opinion that the overall impact of the assumption of annual rebalancing on the reported monthly and yearto-date returns is not material enough to warrant the creation of a second set of monthly figures. It is important to bear in mind that for any
given month, the difference in the expected returns between annually and monthly rebalanced portfolios is statistically insignificantly different
from zero.
The performance of the IFA Index Portfolios reflects and is net of the effect of IFA’s annual investment management fee of 0.9%, billed monthly.
Monthly fee deduction is a requirement of our software used for backtesting. Actual IFA advisory fees are deducted quarterly, in advance.
This fee is the highest fee IFA has ever charged. Depending on the size of your assets under management, your investment management fee
may be less. Backtested risk and return data is a combination of live (or actual) mutual fund results and simulated index data, and mutual
fund fees and expenses have been deducted from both the live (or actual) results and the simulated index data.
When IFA Indexes are shown in IFA Index Portfolios, all returns data reflects a deduction of 0.9% annual investment advisory fee, which is
the maximum IFA fee. Your fee may be less depending on assets under management at IFA. Unless indicated otherwise, data shown for each
individual IFA Index is shown without a deduction of the IFA advisory fee. We choose this method because the creation, choice, monitoring
and rebalancing of diversified index portfolios are the services of the independent investment advisor and at that point the fees are appropriate
to deduct from the whole portfolio returns.
Since we accept no fees from investment product firms, IFA compares index funds based on net asset value returns, which are net of the
mutual fund company expense ratios only. Although index mutual funds minimize tax liabilities from short and long term capital gains, any
resulting tax liability is not deducted from performance results. Performance results also do not reflect transaction fees (as seen at www.ifafee.com)
and other expenses charged by broker-dealers, which reduce returns. IFA is not paid any brokerage commissions, sales loads, 12b1 fees, or
any form of compensation from any mutual fund company or broker dealer. The only source of compensation from client investments is
obtained from asset based advisory fees paid by the client. More information about advisory fees, expenses, no-load mutual fund fees,
prospectuses for no-load index mutual funds, brokerage and custodian fees can be found at www.ifa.com/Admin/fees.asp and on the gold
navigation bar at the bottom of every page of www.ifa.com.
6. For all data periods, annualized standard deviation is presented as an approximation by multiplying the monthly standard deviation number
by the square root of twelve. Please note that the number computed from annual data may differ materially from this estimate. We have
chosen this methodology because Morningstar uses the same method. Go to www.ifabt.com for details. In those charts and tables where
the standard deviation of daily returns is shown, it is estimated as the standard deviation of monthly returns divided by the square root of 22.
7. Not all of IFA clients follow our recommendations and depending on unique and changing client and market situations we may customize
the construction and implementation of the index portfolios for particular clients, including the use of tax-managed mutual funds, tax-lossharvesting techniques and rebalancing frequency and precision. In taxable accounts, IFA uses tax-managed index funds to manage client
assets. However, the tax-managed index funds are not used in calculating the backtested performance of the index portfolios, unless specified
in the table or chart. Some clients substitute the mutual funds recommended by IFA with investment options available through their 401(k) or
other accounts, thereby creating a custom asset allocation. The performance of custom asset allocations may differ materially from (and may
be lower than) that of the index portfolios.
8. Performance results for clients that invested in accordance with the Index Portfolios will vary from the backtested performance provided
on the site due to market conditions and other factors, including investments cash flows, mutual fund allocations, frequency and precision of
rebalancing, tax-management strategies, cash balances, lower than 0.9% advisory fees, varying custodian fees, and/or the timing of fee
deductions. As the result of these and potentially other variances, our clients have not and are not expected to have achieved the exact results
shown since November 1999, when we placed our first investment. Actual performance for client accounts may differ materially from (and
may be lower than) that of the index portfolios. Clients should consult their account statements for information about how their actual
performance compares to that of the index portfolios.
9. As with any investment strategy, there is potential for profit as well as the possibility of loss. IFA does not guarantee any minimum level of
investment performance or the success of any index portfolio or investment strategy. All investments involve risk (the amount of which may
vary signiﬁcantly) and investment recommendations will not always be profitable.
10. Past performance does not guarantee future results.
11. IFA Index Portfolio Value Data is based on a starting value of one, as of January 1, 1928.
12. DISCLAIMER: THERE ARE NO WARRANTIES, EXPRESSED OR IMPLIED, AS TO ACCURACY, COMPLETENESS, OR RESULTS OBTAINED
FROM ANY INFORMATION PROVIDED HEREIN OR ON THE MATERIAL PROVIDED. This document does not constitute a complete description
of our investment services and is for informational purposes only. It is in no way a solicitation or an offer to sell securities or investment
advisory services except, where applicable, in states or countries where we are registered or where an exemption or exclusion from such
registration exists. Any statements regarding market or other financial information, is obtained from sources which we, and our suppliers
believe reliable, but we do not warrant or guarantee the timeliness or accuracy of this information. Neither our information providers nor we
shall be liable for any errors or inaccuracies, regardless of cause, or the lack of timeli-ness of, or for any delay or interruption in the transmission
thereof to the user. All investments involve risk, including foreign currency exchange rates, political risks, different methods of accounting
and financial reporting, and foreign taxes. Your use of these materials, including www.ifa.com web site is your acknowledgement that you
have read and understood the full disclaimer as stated above. IFA Index Portfolios, times series, standard deviations, and returns calculations
are determined in the DFA FA Returns 2.0 program. © Copyright 1999-2011, DFA, Inc.
13. IFA licenses the use of data, in part, from Morningstar Direct, a third-party provider of stock market data. Where data is cited from
Morningstar Direct, the following disclosures apply: © 2011 Morningstar, Inc. All rights reserved. The information provided by Morningstar
Direct and contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not
warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising
from any use of this information.
Updated May 16, 2011, for additional updates see www.ifabt.com
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Sources and Description of Data
The following descriptions of IFA Indexes indicate how indexes are strung
together to simulate similar risk and return characteristics back to 1928.
This reduces the standard error of the mean which is unacceptably high
for periods less than 20 or 30 years. When IFA Indexes are shown in
Index Portfolios, all returns data reflects a deduction of 0.9% annual
investment advisory fee, which is the maximum Index Funds Advisors
(IFA) fee. Fees are based on assets under management at IFA. Unless
indicated otherwise, data shown for each individual IFA Index is shown
without a deduction of the IFA advisory fee. This method is used because
the creation, choice, monitoring and rebalancing of diversified index
portfolios are the services of the independent investment advisor.

Active vs. Passive: The Great Debate

Therefore, fees are deducted from the whole portfolio data but not the
index data.
Live Dimensional Fund Advisors’ (DFA) fund data reflects the deduction
of mutual fund advisory fees, mutual fund company brokerage fees,
other expenses incurred by the mutual funds and incorporates actual
trading results. Simulated index data also reflects DFA’s current
mutual fund expense ratios for the entire period. Both simulated and
live data reflect total returns, including dividends, except for IFA/NSDQ.
For updates on sources and descriptions of data see
www.ifaindexes.com.
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James Lange, CPA/Attorney
Jim Lange, CPA/Attorney, and his team help IRA and retirement plan owners
and their families get the most out of what they’ve got; their proven strategies
are personalized to the needs, wants, and financial situation of each client.
Jim is the President of three interrelated companies: a CPA firm that does
tax planning and preparation; a law firm that limits its practice to estate
planning, the drafting of Wills and trusts and beneficiary designations of
IRAs and retirement plans; and a Registered Investment Advisory firm that
works alongside third party money managers, including DiNuzzo Investment
Advisors, to provide money management services. Investment clients receive
annual advice on such issues as how to spend and save to maintain their
lifestyle in retirement, Roth IRA conversion strategies, estate planning
strategies, and other strategic counseling at no additional cost.
The three companies operate under one roof, with the team members
collaborating among their areas of expertise to offer a truly comprehensive
array of integrated services. All three companies are located in the Squirrel
Hill neighborhood of Pittsburgh, where Jim has had his CPA firm since 1979
and the law practice since 1984.
As a thought leader and innovator in the financial service industry, Jim is
the creator of the Cascading Beneficiary Estate Plan and was the first to
present the true math behind Roth IRA conversions to the accounting
community. The latter led to the founding of The Roth IRA Institute which
trains other financial professionals on IRA issues. He has become a nationally
recognized IRA, 401(k) and retirement plan distribution expert who commands
$10,000/day as a speaker.

2200 Murray Avenue
Pittsburgh, PA 15217
412-521-2732
1-800-387-1129
www.rothira-advisor.com

He is the author of two editions of the best-seller, Retire Secure! Pay Taxes
Later (Wiley, 2006 and 2009). The book is distinguished with a foreword
by Larry King of CNN, and an introduction by Ed Slott, CPA. It enjoys
glowing testimonials from the industry’s best: Charles Schwab, Roger Ibbotson,
Jane Bryant Quinn and 40 other financial professionals. Charles Schwab
calls Retire Secure! “a road map for tax-efficient retirement and estate
planning.” Jim is also the author of the best-seller, The Roth Revolution:
Pay Taxes Once and Never Again (Morgan James, 2011). In addition, he
has written feature articles for Kiplinger’s, Forbes, The Tax Adviser, Financial
Planning and many other trade journals. Jim has been quoted over 30 times
in The Wall Street Journal and 26 times in the Pittsburgh Post-Gazette.
Jim lives in Squirrel Hill with his wife of 17 years, Cindy, and their daughter,
Erica. He enjoys hiking, biking, chess, bridge and playing the mandolin for
the Pittsburgh Mandolin Orchestra.
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P.J. DiNuzzo, CPA/PFS, RFC, MBA, MSTx
President/Founder and Chief Investment Officer
P.J. DiNuzzo founded DiNuzzo Investment Advisors in 1989, with a very
clear vision of the kind of firm he wanted to create. His commitment was
two-fold. First and foremost, the firm would offer its services on a fee-only
basis, without the inherent conflicts of interest related to commission-based
selling. Second, but equally important, it would be committed to the premise
that each client is unique and special — and that each would receive the
same level of attention and service excellence.

Practice Focus
Investment Management
Consultative Financial Planning
Retirement Planning

P.J. has always loved the numbers side of the business, and knew from an
early age that he wanted to help people plan for their financial futures. His
strong educational credentials and years of experience enable him to provide
objective advice and serve his clients as their trusted advisor.

Pre-retirement Planning
Comprehensive Financial Analysis

Education/Certification
MSTx., Robert Morris University
MBA, Katz Graduate School,
University of Pittsburgh
BS, Business Administration,
Geneva College
Registered Financial Advisor
CPA/PFS

Affiliations
National Association of Registered
Financial Consultants (IARFC)
Financial Planning Association
(FPA)
Estate Planning Council of
Pittsburgh
American and Pennsylvania
Institutes
For CPAs (AICPA and PICPA)

Recognition

His investment philosophy has been based on years of research emanating
primarily from the University of Chicago Graduate School and DFADimensional Fund Advisors and the study of the technical underpinnings of
financial models — Efficient-Market Theory, Modern Portfolio Theory,
Capital Asset Pricing Model, Cost of Capital, Five-Factor Model Theory and
Indexes/Passive Asset Classes. P.J.’s unique skill is his ability to marry his
understanding of highly complex market theories with a passionate and
sincere concern for the individuals and families he serves.
In October, 2006, P.J. was admitted as a 5-Star Advisor to the Paladin
Registry, a Web-based service that helps investors find, evaluate and select
financial advisors. While admittance to the Registry is limited to the top 10%
of U.S. financial advisors based on their competency, integrity and various
risk factors, the 5-Star rating is reserved for the top 3%.
P.J. attended Indiana University (Indiana) and received his BS in Business
Administration from Geneva College. His graduate studies culminated in an
MBA from the Katz Graduate School of Business at the University of Pittsburgh
and an MS in Tax Law from Robert Morris University. Additionally, P.J.
received his CPA (Certified Public Accountant) designation from the State
of Delaware.

Wealth Manager Magazine

6th Annual “Wealth Masters” List

A lifelong resident of Western Pennsylvania, P.J. is active in his church and
is a volunteer with Habitat for Humanity. He devotes his free time to the
youth of his community — coaching soccer, baseball and basketball — and
to his own three sons.

1501 Third Street • Beaver, PA 15009
Phone: 724-728-6564 • Fax: 724-728-2998
Web: www.dinuzzo.com
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