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It’s Friday night and you just got home after a
long day at work. You kick off your shoes, grab
the TV remote and open up the box of pipinghot pepperoni pizza your favorite pizza joint just
delivered… But when you open the box, you find
only about half of your pizza has pepperoni on it.

universe of securities in an asset class — not just
the ones included in an index. And they can
exclude IPOs, financially distressed and bankrupt
companies and illiquid stocks that don’t truly “fit”
the asset class.

Believe it or not, something similar can happen
to your investments. For example, your small cap
fund could have lots of medium cap companies in
it. This is called style drift and it can have a major
impact on your retirement portfolio without you
even realizing it.

Look at the image below showing the differences
between the Vanguard Small Cap Index portfolio and DFA US Small Cap portfolio. Both are
designed to capture the returns of U.S. small cap
companies.

Why does style drift matter?
You and your financial advisor determine the
kind of investments you should have in your
retirement portfolio based on important considerations such as your goals, numbers of years until
retirement and comfort level with risk. If you’re
not getting what you “ordered” then you could
end up with a different outcome. You may have
a portfolio, for example, that is much riskier than
you are comfortable with.
Style drift often occurs with actively managed
mutual funds that chase return. But it can even
affect index funds, despite the fact that they are
specifically designed to mirror a particular index
— such as Large Growth.
While index investing has become increasingly
popular as more and more investors realize the
benefits of this strategy over stock picking and
market timing, style drift can erode some of these
benefits.
Like index funds, asset class funds generally have
lower costs and greater tax efficiency than their
active counterparts, but unlike index funds, they
are specifically designed to minimize style drift.
Asset classes are groups of securities with similar
risk characteristics, such as small company stocks,
large company stocks and international bonds.
While index funds must include every security
in an index, asset class fund managers can choose
the most appropriate investments from the whole

The result: less style drift for asset class funds.

The difference is the Vanguard portfolio tracks an
index and the DFA portfolio replicates the asset
class. As a result, Vanguard invested only 55%
of its holdings in U.S. small cap companies as
opposed to Dimensional’s 94%.1
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Source: Morningstar.com as of 6/30/2014.

When you order a pepperoni pizza, you want lots
of pepperoni, not 55% pepperoni and 45% stuff
you don’t want (maybe anchovies?).
It’s enough to ruin a Friday night and a retirement.
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Air Traffic Controller
Median Annual Salary: $122,530

Mining Engineer
Median Annual Salary: $84,320

Court Stenographer
Median Annual Salary: $48,160

Tower Technician
Average Salary: $20/Hour

Industrial Design
Median Annual Salary: $59,610

Blacksmith
Median annual salary for similar
position*: $56,560

Anesthesiology Assistant
Median annual salary for similar
position*: $90,930
Geomatic Engineering/Land Surveying
Median Annual Salary: $56,230
Packaging Engineering
Median Annual Salary: $85,150
Hearing Aid Practitioner/Audiologist
Median Annual Salary: $69,720

Funeral Director
Median Annual Salary: $51,600
Geospatial/Geographic Information
Systems
Median annual salary for similar
position*: $62,540
Technical Writing
Median Annual Salary: $65,500

Physician Assistant
Median Annual Salary: $90,930
Hospital Technology Repair
Median Annual Salary: $44,570
Internal Auditing
Median Annual Salary: $63,550

1The Morningstar methodology defines large-cap stocks as those that account for the top 70% of the capitalization of the Morningstar domestic stock universe;
mid-cap stocks represent the next 20%; and small-cap stocks represent the balance. The Morningstar stock universe represents approximately 99% of the U.S.
market for actively traded stocks.
Implementing asset class investment strategy cannot guarantee a gain or protect against a loss.
The Vanguard Group, Inc. is an investment advisor registered with the Securities and Exchange Commission and is unaffiliated with LWI Financial Inc. The
Vanguard Funds are distributed by Vanguard Marketing Corp. Consider the investment objectives, risks, charges and expenses of the Vanguard Funds carefully
before investing. The prospectus and if available, summary prospectus, contain this and other information about the Vanguard Funds. To obtain a prospectus,
summary prospectus, additional information about the Vanguard Funds, or performance data current to the most recent month-end, please visit vanguard.com or
call 800-523-1188. Please read the prospectus and summary prospectus carefully before investing.
The DFA Funds are sponsored by Dimensional Fund Advisors and distributed by DFA Securities LLC and is unaffiliated with Werba Rubin Wealth Management,
LLC. Consider the investment objectives, risks, charges and expenses of the DFA Funds carefully before investing. The prospectus and if available, summary
prospectus, contain this and other information about the DFA Funds. To obtain a prospectus, summary prospectus, additional information about the DFA Funds, or
performance data current to the most recent month-end, please call Dimensional Fund Advisors collect at 512-306-7400; or visit www.dimensional.com; or contact
Dimensional Fund Advisors by mail at DFA Securities LLC, c/o Dimensional Fund Advisors, Palisades West, 6300 Bee Cave Road, Building One, Austin, TX 78746.
Please read the prospectus and summary prospectus carefully before investing.
This article is to stimulate thoughts and should not be construed as legal advice. For specific information on particular fact situations, the opinion of legal counsel should
be sought. Werba Rubin Wealth Management, LLC (“Werba Rubin”) is an investment adviser registered with the Securities and Exchange Commission. Securities
transactions are offered through its affiliate, Loring Ward Securities Inc., member FINRA/SIPC. WR 14-011 (Exp 3/2017)

