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INVESTMENTNEWSLETTER
Costs matter. Whether you’re buying a car or
selecting an investment strategy, the costs you
expect to pay are likely to be an important
factor in making any major financial decision.

TOTAL COST OF OWNERSHIP
OCTOBER 2018
Dimensional Fund Advisors

People rely on a lot of different information about costs to help inform these decisions. When you buy a car,
for example, the sticker price indicates approximately how much you can expect to pay for the car itself. But the
costs of car ownership do not end there. Taxes, insurance, fuel, routine maintenance, and unexpected repairs
are also important considerations in the overall cost of a car. Some of these costs are easily observed, while
others are more difficult to assess. Similarly, when investing in mutual funds, different variables need to be
considered to evaluate how cost‑effective a strategy may be for a particular investor.
EXPENSE RATIOS
Mutual funds have many costs, all of which affect the net return to investors. One easily observable cost is the
expense ratio. Like the sticker price of a car, the expense ratio tells you a lot about what you can expect to pay
for an investment strategy. Expense ratios strongly influence fund selection for many investors, and it’s easy to
see why.
Exhibit 1 illustrates the outperformance rate, or the percentage of funds that beat their category index,
for active equity mutual funds over the 15-year period ending December 31, 2017. To see the link between
expense ratio and performance, outperformance
Exhibit 1. High Costs Can Reduce Performance, Equity Fund
rates are shown for quartiles of funds sorted by
Winners and Losers Based on Expense Ratios (%)
their expense ratio. As the chart shows, while active
funds have mostly lagged indices across the board,
the outperformance rate has been inversely related
to expense ratio. Just 6% of funds in the highest
expense ratio quartile beat their index, compared to
25% for the lowest expense ratio group.
This data indicates that a high expense ratio
presents a challenging hurdle for funds to overcome,
especially over longer time horizons. From the
investor’s point of view, an expense ratio of 0.25% vs.
1.25% means savings of $10,000 per year on every $1

The sample includes funds at the beginning of the 15-year period ending
December 31, 2017. See complete of disclosure at end of article.

million invested. As Exhibit 2 helps to illustrate, those dollars can really add up over time.
Exhibit 2. Hypothetical Growth of $1 Million at 6%, Less Expenses

For illustrative purposes only and not representative of an actual investment. This hypothetical illustration is intended to show the potential impact of
higher expense ratios and does not represent any investor’s actual experience. Assumes a starting account balance of $1 million and a 6% compound
annual growth rate less expense ratios of 0.25%, 0.75%, and 1.25% applied over a 15-year time horizon. Performance of a hypothetical investment does not
reflect transaction costs, taxes, other potential costs, or returns that any investor would have actually attained and may not reflect the true costs, including
management fees of an actual portfolio. Actual results may vary significantly. Changing the assumptions would result in different outcomes. For example, the
savings and difference between the ending account balances would be lower if the starting investment amount were lower.

GOING BEYOND THE EXPENSE RATIO
The poor track record of mutual funds with high expense ratios has led many investors to select mutual funds
based on expense ratio alone. However, as with a car’s sticker price, an expense ratio is not an all-encompassing
measure of the cost of ownership. Take, for example, index funds, which often rank near the bottom of their
peers on expense ratio.
Index funds are designed to track or match the components of an index formed by an index provider, such
as Russell or MSCI. Important decisions in the investment process, such as which securities to include in the
index, are outsourced to an index provider and are not within the fund manager’s discretion. For example, the
prescribed reconstitution schedule for an index, which is the process of deleting or adding certain stocks to the
index, may cause index funds to buy stocks when buy demand is high and sell stocks when buy demand is low.
This price-insensitive buying and selling may be required so that the index fund can stay true to its investment
mandate of tracking an underlying index. This can result in sub-optimal transaction prices for the index fund
and diminished overall returns. In other words, for a given amount of trading (or turnover), the cost per unit of
trading may be higher for such a strictly regimented approach to investing. Moreover, this cost will not appear
explicitly to investors assessing such a fund on expense ratio alone. Further, because indices are reconstituted
infrequently (typically once per year), funds seeking to track them may also be forced to buy and sell holdings
based on stale eligibility criteria. For example, the characteristics of a stock considered value1 as of the last
reconstitution date may change over time, but between reconstitution dates, those changes would not affect
that stock’s inclusion or weighting in a value index. That means incoming cash flows to a value index fund could
actually be used to purchase stocks that currently look more like growth stocks and vice versa.2 Metaphorically,
these managers’ attention may be more focused on the rear-view mirror than on the road ahead for investors.
For active approaches like stock picking, both the total amount of trading and the cost per trade may be
high. If a manager trades excessively or inefficiently, costs like commissions and price impact from trading can
eat away at returns. Viewed through the lens of our car analogy, this impact is like the toll on your vehicle from
incessantly jamming the brakes or accelerating quickly. Subjecting the car to such treatment may result in added
wear and tear and greater fuel consumption, increasing your total cost of ownership. Similarly, excessive trading
can lead to negative tax consequences for a fund, which can increase the cost of ownership for investors holding
funds in taxable accounts. Such trading costs can be reduced by avoiding unnecessary turnover and seeking to
minimize the cost per trade.
In contrast to both highly regimented indexing and high-turnover active strategies, employing a flexible
1
2

2

A stock trading at a low price relative to a measure of fundamental value, such as book value or earnings.
A stock trading at a high price relative to a measure of fundamental value, such as book value or earnings.
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investment approach that reduces the need for immediacy, and thus enables opportunistic execution, is one
way to potentially reduce implicit costs. Keeping turnover low, remaining flexible, and transacting only when the
potential benefits of a trade outweigh the costs can help keep overall trading costs down and help reduce the
total cost of ownership.
CONCLUSION
The total cost of ownership of a mutual fund can be difficult to assess and requires a thorough understanding
of costs beyond what an expense ratio can tell investors on its own. We believe investors should look beyond
any one cost metric and instead evaluate the total cost of ownership of an investment solution.

Source: Dimensional Fund Advisors LP.
There is no guarantee investment strategies will be successful. Diversification does not eliminate the risk of market loss.
Mutual fund investment values will fluctuate and shares, when redeemed, may be worth more or less than original cost. The
types of fees and expenses will vary based on investment vehicle. Investments are subject to risk including possible loss of
principal.
All expressions of opinion are subject to change. This article is distributed for informational purposes, and it is not to be
construed as an offer, solicitation, recommendation, or endorsement of any particular security, products, or services.
Exhibit 1: The sample includes funds at the beginning of the 15-year period ending December 31, 2017. Funds are sorted
into quartiles within their category based on average expense ratio over the sample period. The chart shows the percentage
of winner and loser funds by expense ratio quartile; winners are funds that survived and outperformed their respective
Morningstar category benchmark, and losers are funds that either did not survive or did not outperform their respective
Morningstar category benchmark. US-domiciled open-end mutual fund data is from Morningstar and Center for Research
in Security Prices (CRSP) from the University of Chicago. Equity fund sample includes the Morningstar historical categories:
Diversified Emerging Markets, Europe Stock, Foreign Large Blend, Foreign Large Growth, Foreign Large Value, Foreign
Small/Mid Blend, Foreign Small/Mid Growth, Foreign Small/Mid Value, Japan Stock, Large Blend, Large Growth, Large Value,
Mid-Cap Blend, Mid-Cap Value, Miscellaneous Region, Pacific/Asia ex-Japan Stock, Small Blend, Small Growth, Small Value,
and World Stock. For additional information regarding the Morningstar historical categories, please see “The Morningstar
Category Classifications” at morningstardirect.morningstar.com/clientcomm/Morningstar_Categories_US_April_2016.
pdf. Index funds and fund-of-funds are excluded from the sample. The return, expense ratio, and turnover for funds with
multiple share classes are taken as the asset-weighted average of the individual share class observations. For additional
methodology, please refer to Dimensional Fund Advisors’ brochure, Mutual Fund Landscape 2018. Past performance is no
guarantee of future results.
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A QUESTION OF EQUILIBRIUM
OCTOBER 2018
Dimensional Fund Advisors

“Sellers were out in force on the market today after negative news on the economy.” It’s a common line in TV
finance reports. But have you ever wondered who is buying if so many people are selling?
The notion that sellers can outnumber buyers on down days doesn’t make sense. What the newscasters
should say, of course, is that prices adjusted lower because would-be buyers weren’t prepared to pay the former
price.
What happens in such a case is either the would-be sellers sit on their shares or prices quickly adjust to the
point where supply and demand come into balance and transactions occur at a price that both buyers and
sellers find mutually beneficial. Economists refer to this as equilibrium.
But the price at which equilibrium is reached can change. That’s because new information is coming into the
marketplace continually, forcing would-be sellers and would-be buyers to constantly adjust their expectations.
That new information might be company-specific news on earnings. It might be news that has implications
for specific industries—like a spike in oil prices. Or it might be an economic development that affects the entire
market, like a change in the unemployment rate. Given this constant flux in the flow of news and information
and the changing expectations of participants, it can be reassuring to remember that for everyone selling
shares there must also be buyers of those shares—or the trade will never take place. And whenever information
changes, prices may change and quickly reach a new level of equilibrium.
Recent trading activity by market participants in shares of a US-based health care provider offers a clear
example of how quickly prices adjust to new information. It was reported in late July 2018 that a large private
equity firm was in talks to purchase the health care firm at a price valuing the company at $65 per share. Prior to
the announcement, shares of the firm were trading around $48. As we see in Exhibit 1, when the announcement
broke, the market price for the stock adjusted overnight to just below $65. In other words, after news of the
impending sale hit the market, the supply and demand for the stock met at a new equilibrium price.
Exhibit 1. Price Movement and Daily Volume for Shares of US-Based Health Care Provider
July 5- August 7,2018

In USD. For illustrative purposes only. Stock price data as shown are official NASDAQ closing prices. Data provided by Bloomberg L.P. See
end disclosure for additional important information.
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Given that security prices rise and fall based on a multiplicity of influences, how should investors interpret
and act on these signals? We believe that trying to untangle all these influences and profit from perceived
mispricing is not possible in a systematic and scalable manner.
An alternative approach is to start by accepting that prices are fair and reflect the collective expectations of
market participants. While information frequently changes, this is quickly built into prices. Competition among
buyers and sellers is such that it’s not possible to consistently outguess the market.
The second step is to see that fairly priced securities can have different expected returns. And we can use
market prices and security characteristics to identify those securities that offer higher expected returns.
The third step is to build highly diversified portfolios around these broad drivers of return, while
implementing efficiently and managing the cost of buying and selling securities.
The final step is to apply discipline and rebalance your portfolio to either stay within your chosen risk
parameters or to adjust for changes in circumstances.
Ultimately, the market is like a giant information processing machine. All the influences mentioned above are
constantly being assessed by millions of participants, and prices adjust based on those collective expectations.
The returns we expect from investing do not necessarily show up every day, every week, every month, or
even every year. But the longer we stay invested, the more likely we are to capture them. So, rest assured that
even when prices are falling, people are still buying. The market is doing its job, and we believe the rewards will
be there if you remain disciplined.

Source: Dimensional Fund Advisors LP.
Investing involves risk and the possible loss of principal, and there is no guarantee strategies will be successful.
Diversification and rebalancing do not eliminate the risk of market loss.
The US health care provider example noted is provided for illustrative purposes only, intended only to demonstrate prices
incorporating information quickly, and is not to be considered a recommendation to buy or sell any security. It is also not
intended to represent a security purchased, sold, or recommended for advisory clients, and it should not be assumed that
the investment in the security identified was or will be profitable.
Dimensional Fund Advisors LP (“Dimensional”) is an investment advisor registered with the Securities and Exchange
Commission.
All expressions of opinion are subject to change without notice in reaction to shifting market conditions. This content
is distributed for informational purposes, and it is not to be construed as an offer, solicitation, recommendation or
endorsement of any particular security, products, or services.
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QUARTERLY PERFORMANCE REVIEW
THIRD QUARTER 2018

MARKET SUMMARY
US Equity markets experienced strong, but divergent, returns as investors were encouraged by continued economic
growth, solid corporate earnings, sub 4% unemployment, and consumer confidence levels approaching the highs of
1999/2000 era with overall wage gains, net tax cuts and credit expansion. The S&P 500 index rose 7.7% while the
Russell 2000 Small Cap index advanced 3.6%. The Technology and Health Care sectors, coupled with other growth
sub-sectors, were the big drivers of 3Q returns as the Russell 1000 Growth index advanced 9.2% as compared
to the 5.7% advance of the Russell 1000 Value index. The quarterly return produced by the S&P 500 index was
the highest since 2013 and was accomplished in the face of rising US interest rates and ongoing global trade
disagreements that have the potential to escalate and create higher market volatility as was experienced during the
first week of October.
Conversely, international developed markets delivered more muted returns and emerging markets delivered a
negative quarterly return of -1.1%. Additionally, growth stocks continued to substantially outperform value stocks
across most, but not all, global asset classes.
Cutting through the noise, stock prices historically have been determined by earnings trends, interest rate levels
and direction (with inflation imbedded in that calculus), and current investor sentiment. As Chart 1 illustrates, US
after-tax profits are in record territory as lower corporate income taxes take hold (see the purple bars). The tax
impact, coupled with strong consumer confidence and investor sentiment, has overridden the tug of rising interest
rates and unknown trade dispute impacts - for the time being.

Chart 1: After-tax profits hit a record high in the second quarter

Source: https://seekingalpha.com/article/4203018-corporate-profits-hit-new-record-gdp-growth-revised-higher
FOR ADVISOR, BANK TRUST COMPANY, AND TRUST OFFICER USE ONLY - NOT FOR DISTRIBUTION TO CLIENTS.
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In addition to the recent cut in corporate tax rates, the World Economic Forum recently unveiled their 2018 Country
Competitiveness Rating (see Chart 2) and the United States was ranked #1, outpacing Singapore, Germany,
Switzerland, and Japan. This is the first time the US has been in the top spot since 2008.
The annual report scores 140 countries on 12 areas: institutions, infrastructure, information and communication
technology adoption, macroeconomic stability, health, skills, product market, labor market, financial system, market
size, business dynamism, and innovation capability. According to the report, America’s vibrant entrepreneurial
culture, dominance in producing a competitive labor market, sound institutional framework, and nimble financial
system make its “innovation ecosystem” one of the best in the world.
All was not “roses” as the report also
suggested that there are indications of a
weakening social fabric and worsening
security situation – the country’s homicide
rate is five times the average for advanced
economies. Furthermore, when measured
on judicial independence and levels of
corruption, the US fell outside the top 10,
indicating that even top economies have
room for improvement.

Chart 2: The World’s Most Competitve Economies in 2018

The strength, durability, legal system, and
innovation ecosystem are primary reasons
that we overweight the majority of our
strategies by 15% (70% vs. 55% market
cap weighting in the MSCI World Index)
Source: https://blogs-images.forbes.com/niallmccarthy/files/2018/10/20181017_OECD_
coupled with the fact most of our clients are
Competitiveness.jpg
US domiciled with their liabilities denominated
in dollars. This is a strategy that has been
additive to our portfolio returns through the 2010’s, but is something we monitor each year as we consider our
allocation and are reminded of how international exposure helped offset and diversify the “lost decade” experience
for US equity investors in the “oughts.”
While we present these indicators as positive
contributors, it is often we find the economy in
a conundrum – with equal parts positive and
negative factors to consider. This ongoing
conundrum continues to give us confidence
in our investment approach and reminds us
to reflect on how little control we have over
economic direction and security prices. For
these reasons, we continue to focus on the
aspects of investing we can control - thoughtful
portfolio construction, efficient implementation,
and designing a disciplined investment plan.
These elements have proven to be much more
impactful in the long run and are backed by
Nobel-prize winning capital markets academic
research which allows us to confidently partner
with our advisors and their clients in helping
them achieve their investment goals.
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See Index Representation at end of document.
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While the US equity market experienced a stellar quarter, developed international markets delivered a more
sanguine return of 1.35% (MSCI EAFE Net of Dividends) with the MSCI EAFE Small Cap ND experiencing a
negative return of -0.9% and the MSCI Emerging Markets Index return of -1.1%.
Emerging markets remained buffeted by two primary factors:
1. Possible contagion from a Turkey debt crisis
2. An over indebted Chinese economy that could suffer a hard landing as trade disputes potentially escalate
with the United States
As the US economy has emerged from lackluster growth, coupled with rising US rates, foreign capital has flowed
to US markets and has put pressure on foreign debtors, especially debt issued in US dollars. While the current
situation remains “manageable,” emerging equity markets, as measured by the EEM iShare, have suffered a peak
to trough downdraft of 25% from its highs in late January and have officially entered bear market territory.
While this short-term performance negatively impacts our global portfolio returns, we remain confident that longer
term positive demographic and economic measures in emerging markets will drive capital market growth and now
would not be the time to adjust away from our emerging markets allocations.
In addition to the return divergence between US Large Cap stocks and the international and emerging markets, US
growth stocks continued their strong performance versus value stocks as indicated in Chart 3.

Chart 3: Periodic Performance, By 9/2018, Default Currency USD

For 3Q, note the substantial
outperformance across capitalization
sizes of growth opposed to value.
Looking at the YTD and 1-Year returns
shows the exceptional divergence
that has occurred in a relatively short
time frame. We believe that investors
are now starting to really “chase” the
returns of the FAANGs and other highly
valued growth stocks both directly, and
indirectly, through the substantial inflows
into market cap weighted index funds
and ETFs. This virtuous cycle does have
two edges and

Chart 4: Factor Performance
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Chart 5: How often is there at least one factor with a
negative 10-year average?

works both ways. When market sentiment
turns against these market darlings, the down
edge will feel particularly sharp, as it did in
2000 and 2008/09.

Looking beyond US equity stylized returns,
Chart 4 reviews how the price and size
factors performed across markets. While
already covering the US equity market, the
Source: https://famafrench.dimensional.com/essays/volatility-lessons.aspx
International Developed market showed
mixed results with a negative premium return
on small and large value, but a positive premium on small value versus small growth. Constructive to emerging
market returns, the value premium within both small and large cap was quite strong, though small cap lagged large
cap by a substantial amount.
Ken French and Gene Fama recently released a paper that discusses the “Lessons of Volatility” using both
historical return and premium experiences, as well as undergoing a massive simulation exercise using historical
returns, to estimate the probability of any one factor underperforming over various periods of time. Chart 5 provides
an interesting summary of the frequency that any one factor might underperform using 10-year rolling return
periods. Seemingly, the actual
results have been higher than
Chart 6: Historical Peformance of Premiums, US Markets
one might suspect.
Overlapping Periods: July 1926–December 2017

Recognizing that any one factor
is subject to lengthy periods of
underperformance, we base
our portfolio construction and
estimates on the past probabilities
of success as outlined in Chart
6. Shown in Chart 6 is the
probability chart for US Markets
as International Developed and
Emerging Markets have similar
profiles and are available upon
request.
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same position sizes as the market cap indexes hold them. While our portfolios are currently experiencing negative
tracking error due the extreme return differentials that have recently occurred, we are nowhere near the negative
tracking error that is being experienced by many value style funds that hold little to no large cap growth exposure.
While we do not forecast expected forward market returns, or interest rates and future yield curve positions, we
have nearly thirty years of market activity and continue to believe that these extended trends have a high probability
of mean-reverting over the next 12-24 months. Investors will be well served to be positioned now at the current
market state, with significant exposure to the out of favor asset classes such as value and emerging markets, not
after the reversion occurs.

FIXED INCOME PERFORMANCE
The US Federal Reserve raised the federal funds rate to the 2.00 – 2.25% range at the end of September, marking
the 8th increase of the benchmark rate since December of 2015 and the third such hike in 2018. As importantly, the
Fed signaled that more rate increases should be expected as they work towards “normalization” of short rates given
the current strengthening of the economy, low unemployment, and level of inflation. While rising short rates from
the low emergency rates employed after the crash of 2008/2009 have supported rising equities (as an indication of
a much stronger economy), at some point, markets will start viewing rate levels as a headwind over a tailwind. At
what point that occurs is anyone’s guess, but it is expected that further higher rate increases will engender higher
levels of volatility, as seen in early October.
Over the quarter, 5-year US Treasury yields rose 21 bps to 2.94% while the 10-year US Treasury rose 20 bps to
yield 3.05% and the long bond rose 21 bps to yield 3.19%. This negatively impacted Treasuries, Agencies, and
Municipals quarterly total return; however, investment grade and high yield corporate credits turned in positive
performance as credit spreads narrowed in light of the strong economic and profit outlook. Shorter term global
government bonds also experienced slightly negative returns, but when hedged back to the US dollar, were slightly
positive.
The US REIT market posted a positive return of 0.72% as measured by the Dow Jones US Select REIT index,
outperforming the international REIT market’s return of -1.41%. REITs continue to outperform fixed income while
underperforming broad equity markets.

Chart 7: US Yield Curve shift and current yields on fixed income classes

Source: Dimensional Fund Advisors; One basis point equals 0.01%. Past performance is not a guarantee of future results. Indices are not available for direct
investment. Index performance does not reflect the expenses associated with the management of an actual portfolio. Yield curve data from Federal Reserve. State
and local bonds are from the S&P National AMT-Free Municipal Bond Index. AAA-AA Corporates represent the Bank of America Merrill Lynch US Corporates, AAAAA rated. A-BBB Corporates represent the Bank of America Merrill Lynch US Corporates, BBB-A rated. Bloomberg Barclays data provided by Bloomberg. US longterm bonds, bills, inflation, and fixed income factor data © Stocks, Bonds, Bills, and Inflation (SBBI) Yearbook™, Ibbotson Associates, Chicago (annually updated
work by Roger G. Ibbotson and Rex A. Sinquefield). FTSE fixed income indices © 2018 FTSE Fixed Income LLC, all rights reserved. ICE BofAML index data © 2018
ICE Data Indices, LLC.
FOR ADVISOR, BANK TRUST COMPANY, AND TRUST OFFICER USE ONLY - NOT FOR DISTRIBUTION TO CLIENTS.
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MODEL PERFORMANCE SUMMARY
For the third quarter, both equity models within the flagship series posted substantial absolute returns but lagged
their blended benchmarks as the DFA/EFS equity model trailed by 53 bps and the DFA/EFS EI equity model trailed
by 40 bps. When segmenting the DFA/EFS equity model by major equity market component, each component
modestly lagged its benchmark by 18 to 72 bps primarily due to the underperformance of the value and size premiums
as discussed previously. The largest underperformance came in the US equity market while the international and
emerging markets components lagged 18 and 20 bps respectively. Fortunately, the US REIT segment bounced
back nicely and outperformed by 46 bps. Please refer to the attribution segment for further information regarding our
performance by segment.
Each fixed income model outperformed its respective blended benchmark for the quarter. The DFA/EFS 0/100
ultra-short high-quality segment posted a positive return of 0.31%; 7 bps ahead of its benchmark and substantially
ahead of the flat to negative returns posted by several government/agency fixed income benchmarks. The Enhanced
International 0/100 model posted a slightly positive return of 0.07% outpacing its benchmark by 5 bps. Its longer
duration and exposure to USUS Tips led to lower, but still positive, performance over a difficult period for global
government denominated debt. The DFA/EFS Income model produced a positive return of 0.48%, close to the
benchmark return of 0.47%, as its higher absolute performance was due to constructive returns in the US corporate
bond sector over Q3.
Q3 Return (%) as of 9/30/2018
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MODEL ATTRIBUTION SUMMARY
For 3Q, performance from various drivers and detractors arose primarily due to investment style and market cap
differences with growth substantially outperforming value (price factor) while larger cap outperformed small cap (size
factor). Country and holding weighting differences also accounted for performance differentials.
The US component experienced the largest underperformance (-72 bps) as the growth versus value disparity was
most evident in this market. International Developed and Emerging Markets components modestly underperformed
their respective blended benchmarks by -18 and -20 bps. Fortunately, the US REIT fund outperformed its benchmark
by 46 bps as differences between the portfolio and the index of the inclusion of net lease and tower REITs positively
impacted performance.
It is important to note that OBS does not make tactical decisions based on market expectations and Dimensional does
not speculate on individual security movements. Therefore, attribution in terms of allocation and composition is not
a measure of manager added return based upon active stock management or tactical selection. A summary of the
prominent contributors to performance differences are shown below. Please note that not all drivers or detractors are
applicable to every fund. Attribution is carried out at the fund level and is summarized and grouped into major portfolio
components for a high-level explanation of relative performance differences compared to the blended benchmark for
each strategy. For questions or more attribution details, please contact your Relationship Manager.

Returns (%)

Main Detractors

Main Drivers

Domestic Component
4.91

Both mid and small cap underperformed

Blended Benchmark

5.63

Value substantially underperformed growth

Over/underperformance

-0.72

DFQTX and DFVEX weighted

OBS Model

DFLVX outperformed R1000V by 1 bps

underperformance was 115 bps

Fund Detractors: DFQTX, DFVEX
International Developed Component
OBS Model

0.11

DFISX and DISVX underperformed by a

DFIVX outperformed EAFE Value by 9 bps due to

Blended Benchmark

0.29

weighted average of 27 bps

lack of REITs and Utilities

Over/underperformance

-0.18

Greater emphasis to size factor (smaller cap
stocks)

Fund Detractors: DFISX, DISVX
Emerging Markets Component
OBS Model

-1.16

Small cap growth outperformed value

Greater emphasis to price (value factor)

Blended Benchmark

-0.96

REIT exclusion hurt performance.

Less exposure to China (which underperformed)

Over/underperformance

-0.20

DEMSX underperformed by 33 bps

DFEMX outperformed benchmark by 109 bps

Fund Detractors: DFEVX, DEMSX
REIT Component
OBS Model

1.18

Differences in REIT eligibility between the portfolio

Blended Benchmark

0.72

and index, particularly among net lease and

Over/underperformance

0.46

tower REITs, contributed positively to relative
performance for the quarter.

Fund Drivers: DFREX

FOR ADVISOR, BANK TRUST COMPANY, AND TRUST OFFICER USE ONLY - NOT FOR DISTRIBUTION TO CLIENTS.
See Attribution & Model Return disclosure at end of document.
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DISCLOSURES
INDEX REPRESENTATION DISCLOSURE
US Market segment (index representation) as follows: Marketwide (Russell 3000 Index), Large Cap (Russell 1000 Index), Large Cap Value (Russell 1000 Value Index),
Large Cap Growth (Russell 1000 Growth Index), Small Cap (Russell 2000 Index), Small Cap Value (Russell 2000 Value Index), and Small Cap Growth (Russell 2000
Growth Index). Russell data © Russell Investment Group 1995–2018, all rights reserved. US REITs (Dow Jones US Select REIT Index) Dow Jones data (formerly Dow
Jones Wilshire) provided by Dow Jones Indices. Non-US Developed Market segment (index representation) as follows: Marketwide (MSCI EAFE Index), Large Cap
(MSCI EAFE Large Cap Index), Large Cap Value (MSCI EAFE Large Cap Value Index), Large Cap Growth (MSCI EAFE Large Cap Growth Index), Small Cap (MSCI
EAFE Small Cap Index), Small Cap Value (MSCI EAFE Small Cap Value Index), Small Cap Growth (MSCI EAFE Small Cap Growth Index). All index returns are net of
withholding tax on dividends. MSCI data © MSCI 2018, all rights reserved. Emerging Market segment (index representation) as follows: Marketwide (MSCI Emerging
Markets Index), Large Cap (MSCI Emerging Markets Large Cap Index), Large Cap Value (MSCI Emerging Markets Large Cap Value Index), Large Cap Growth (MSCI
Emerging Markets Large Cap Growth Index), Small Cap (MSCI Emerging Markets Small Cap Index), Small Cap Value (MSCI Emerging Markets Small Cap Value
Index), Small Cap Growth (MSCI Emerging Markets Small Cap Growth Index). All index returns are net of withholding tax on dividends. MSCI data © MSCI 2018, all
rights reserved.
INDEX DISCLOSURE
Any indices and other financial benchmarks shown are provided for illustrative purposes only, are unmanaged, reflect reinvestment of income and dividends and do not
reflect the impact of fees. Investors typically cannot invest directly in an index. Morningstar is the source for each index and financial benchmark included in this report.
ATTRIBUTION DISCLOSURE
This is a summary of fund level attribution reports, summarized by OBS Financial Services, Inc. Various attribution data provided by Dimensional Fund Advisors and
is intended for Professional Use Only. Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission. Performance
data shown represents past performance and is no guarantee of future results. Current performance may be higher or lower than the performance shown. The
investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original cost.
To obtain the most current month-end performance data, visit dimensional.com.
HISTORICAL PERFORMANCE DISCLOSURE
Information provided by Dimensional Fund Advisors LP. In US dollars. Market is Fama/French Total US Market Research Index. T-Bills is One-Month US Treasury Bills.
There are 919 overlapping 15-year periods, 979 overlapping 10-year periods, 1,039 overlapping 5-year periods, and 1,087 overlapping 1-year periods. Value is Fama/
French US Value Research Index. Growth is Fama/French US Growth Research Index. There are 919 overlapping 15-year periods, 979 overlapping 10-year periods,
1,039 overlapping 5-year periods, and 1,087 overlapping 1-year periods. Small is Dimensional US Small Cap Index. Large is S&P 500 Index. There are 908 overlapping
15-year periods, 968 overlapping 10-year periods, 1,028 overlapping 5-year periods, and 1,076 overlapping 1-year periods. High is Dimensional US High Profitability
Index. Low is Dimensional US Low Profitability Index. There are 475 overlapping 15-year periods, 535 overlapping 10-year periods, 595 overlapping 5-year periods,
and 643 overlapping 1-year periods. 1. Profitability is a measure of current profitability, based on information from individual companies’ income statements. Based on
rolling annualized returns using monthly data. Rolling multiyear periods overlap and are not independent. “One-Month Treasury Bills” is the IA SBBI US 30 Day TBill
TR USD, provided by Ibbotson Associates via Morningstar Direct. Dimensional Index data compiled by Dimensional. Fama/French data provided by Fama/French.
S&P data copyright 2018 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. Indices are not available for direct investment. Past performance
is not a guarantee of future results. Eugene Fama and Ken French are members of the Board of Directors of the general partner of, and provide consulting services to,
Dimensional Fund Advisors LP. Index descriptions available upon request.
MODEL RETURN DISCLOSURE
This Quarterly Performance Review is an educational piece that is intended for trust officer/advisor use only and is not to be provided to any end clients.
All returns are presented gross meaning before deduction of all applicable fees or expenses, but net of the fees and expenses of the underlying funds. Thus, advisory
fees, sub-advisory fees, trading costs, solicitor fees, and custodial costs are not included as these costs are required to be included in any end-client material. The
effect of the deduction of these fees and expenses, including the compounded effect over time may be significant. All fees associated with OBS Financial are list in their
ADV Part 2A. OBS Financial fees may or may not be charged to an account. Past performance is not indicative of future results. An investment of this nature
is subject to risks, including the risk of loss of your entire investment. Each model is comprised entirely of underlying funds managed by Dimensional Fund
Advisors LP. The composition of each model is available from OBS Financial upon request. This report contains hypothetical performance information. For time periods
where the actual returns of a model are not available, the actual performance information of the underlying funds contained in the model are presented. Each model
is rebalanced annually so that the allocations to each underlying fund reflects the asset allocation specific to the model. All model returns assume the reinvestment
of income and dividends. Model returns will likely be different than the returns actually experienced by a client. Hypothetical performance results have inherent
limitations, some of which are described below. No representation is being made that any account will or is likely to achieve profits or losses similar to
those shown in this report. In fact, there are frequently sharp differences between hypothetical performance results and the actual results subsequently
achieved by any particular investment program. One of the limitations of hypothetical performance results is that they are generally prepared with the
benefit of hindsight. In addition, hypothetical investing does not involve financial risk, and no hypothetical investment record can completely account for
the impact of financial risk in actual investing. For example, the ability to withstand losses or to adhere to a particular investment program in spite of losses
are material points which can also adversely affect actual investment results. There are numerous other factors related to the markets in general or to the
programs which cannot be fully accounted for in the preparation of hypothetical performance results and all of which can adversely affect actual investment
results. IMPORTANT INFORMATION ABOUT INVESTMENTS: NOT FDIC-INSURED, NO BANK GUARANTEE. MAY LOSE VALUE, NOT A BANK DEPOSIT, NOT
INSURED BY ANY FEDERAL GOVERNMENT AGENCY. Each of the Blended Benchmarks included in this report is a composite developed by OBS Financial and
consists of the performance of publicly available indices or similar financial benchmarks. Each Blended Benchmark is intended to provide an objective standard against
which the performance of a model may be compared. The composition of each Blended Benchmark is available from OBS Financial upon request. Any indices and other
financial benchmarks shown are provided for illustrative purposes only, are unmanaged, reflect reinvestment of income and dividends and do not reflect the impact of
fees. Investors typically cannot invest directly in an index. Dimensional Returns 3.0 is the source for each index and financial benchmark included in this report. Below
lists all portfolio series with the corresponding blended benchmark description. Only the benchmarks associated with the portfolio series listed in this material applies. All
detailed benchmark information is available upon request. EFS (same for both +/- tilts): The blended benchmark is constructed with allocations of various Russell, Dow
Jones, MSCI, Bank of America Merrill Lynch, and Citigroup indices. Domestic Component: EFS: The blended benchmark is constructed with allocations of various Russell
Indices. International Component: The blended benchmark is constructed with allocations of various MSCI Indices. Emerging Market Component: The blended benchmark
is constructed with allocations of various MSCI Indices. DFA/EFS EI: The blended benchmark is constructed with allocations of various Russell, Dow Jones, MSCI, Bank
of America Merrill Lynch, Citigroup, S&P and Bloomberg Barclays indices. DFA/EFS Income: The blended benchmark is constructed with allocations of various Bank of
America Merrill Lynch, Bloomberg Barclays, and Citigroup Indices.
OBS Financial is a Registered Investment Advisor with the Securities and Exchange Commission.
FOR ADVISOR, BANK TRUST COMPANY, AND TRUST OFFICER USE ONLY - NOT FOR DISTRIBUTION TO CLIENTS.
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Investment Update is published monthly by OBS Financial. All articles provided by Dimensional Fund
Advisors, Morningstar, or OBS Financial. Information has been obtained from sources believed to be
reliable, but its accuracy and completeness, and the opinions based thereon, are not guaranteed and no
responsibility is assumed for errors and omissions. Nothing in this publication should be deemed as
individual investment advice. Consult your personal financial adviser and investment prospectus before
making an investment decision. Any performance data published herein are not predictive of future
performance. Investors should always be aware that past performance has not been shown to predict the
future. If in doubt about the tax or legal consequences of an investment decision it is best to consult a
qualified expert. OBS Financial is a Registered Investment Advisor with the Securities and Exchange
Commission. OBS Financial is a wholly owned affiliate of Canandaigua National Bank & Trust.
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419 482 4500 | Marketing@obsmail.com | www.obsfs.com

