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                        Legendary Vanguard Manager Passes

Howard Schow of PRIMECAP Management, a Vanguard fund manager since 1984, passed away last weekend at the age of 84. Schow eschewed the spotlight, rarely giving appearances or interviews, preferring instead to let his funds’ performance do the talking for him. His keen focus and strong management served investors in PRIMECAP’s funds–including many of our clients–very well over the years.

Until his health began to decline, Schow was still actively managing a sleeve of Capital Opportunity, PRIMECAP and PRIMECAP Core’s portfolios, but in recent months, the PRIMECAP team began redistributing his responsibilities among the other managers and analysts, all of whom should have a thorough familiarity with Schow’s portfolio.

Beyond the impact of losing one of the firm’s founders and mentors, there shouldn’t be too much of a transition in any of the funds–their management style and portfolios won’t likely see many noticeable changes, if any. While Schow’s loss is a major blow to those who knew and respected him, we don’t believe that investors in any of the PRIMECAP-run funds should be worried about the integrity of their investments.

The Impact of Expenses

Vanguard recently announced adjustments to the expense ratios on 14 of its funds and ETFsA type of security which allows investors to indirectly invest in an underlying basket of financial instruments (these may include stocks, bonds, commodities or other types of instruments). Shares in an ETF are publicly traded on an exchange, and the price of an ETF’s shares will fluctuate throughout the trading day (traditional mutual funds trade only once a day). For example, one popular ETF tracks the companies in the S&P 500, so buying a share of the ETF gets an investor exposure to all 500 companies in the index.. The news is mostly positive, as expenses have been reduced on 18 of the 23 affected share classes (see the full list below).

These reductions continue Vanguard’s long-term history of reducing expenses whenever possible. Between 1975 and 2011, average expense ratios on Vanguard’s funds have dropped more than 77%–from 0.89% to 0.20%.

While the fee reductions are good news, many investors have little understanding of expense ratios and their impact on long-term results. Expressed as a percentage of assets under management, the expense ratio tells shareholders how much they are paying to support the firm’s annual cost of operating a particular fund or ETFA type of security which allows investors to indirectly invest in an underlying basket of financial instruments (these may include stocks, bonds, commodities or other types of instruments). Shares in an ETF are publicly traded on an exchange, and the price of an ETF’s shares will fluctuate throughout the trading day (traditional mutual funds trade only once a day). For example, one popular ETF tracks the companies in the S&P 500, so buying a share of the ETF gets an investor exposure to all 500 companies in the index.. These expenses are deducted from the fund’s or ETF’s assets and therefore reduce investor’s returns.

The expense ratio is calculated by dividing annual operating expenses by the average dollar value of the fund’s or ETF’s assets under management. Usually, the largest operating expenses are the fees paid to the portfolio management team. Recordkeeping, custodial services, taxes, legal expenses, and accounting and auditing fees also factor into the expense ratio. Distribution and service fees–commonly referred to as 12b-1 fees–will also add to the expense ratio for those funds that still charge them (none of Vanguard’s do).

Several other potential fees and expenses are not included in the expense ratio, but instead are paid directly by shareholders, when applicable. These include the sales charge or load, short-term redemption fees, trading expenses, account fees and exchange fees.
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Lower Is Better

Just as in golf, you’re aiming for a low score when it comes to expense ratios. Low costs usually equate to better long-term performance, as the less you pay to the fund company each year, the more you get to keep in the way of earnings. According to a study published by Morningstar that measured fund performance between 2005 and 2010, low-cost funds outperformed high-cost funds in every time period tested.

Looking at five asset classes (domestic equityThe amount of money that would be returned to shareholders if a company’s assets were sold off and all its debt repaid., international equity, balanced, taxable bondA financial instrument representing an IOU from the borrower to the lender. Bond issuers promise to pay bond holders a given amount of interest for a pre-determined amount of time until the loan is repaid in full (otherwise known as the maturity date). Bonds can have a fixed or floating interest rate. Fixed-rate bonds pay out a pre-determined amount of interest each year, while floating-rate bonds can pay higher or lower interest each year depending on prevailing market interest rates. and municipal bond), Morningstar found that funds with expenses in the lowest quintile (the bottom 20%) outperformed the most expensive quintile of funds in every case. High-cost funds were also more likely to be liquidated or merged into another fund.

At Adviser Investments, fund expenses have always played a significant role in our analysis of potential funds for our portfolios. All other factors being equal (specifically, management and performance), a fund with lower expenses will deliver better long-term results. It’s a matter of simple arithmetic.

Each percentage point in an expense ratio represents an annual charge of $100 against every $10,000 you invest in that fund. For example, the expense ratio for Vanguard Total International Index has been reduced from 0.26% to 0.22%. This means that for every $10,000 invested in the fund, shareholders are now paying $22 each year to cover the fund’s annual operating expenses, rather than $26.

While $4 a year on a $10,000 investment may not sound like much, these sums become more important when the balances are larger and the time horizons are longer. For example, let’s look at the results of expenses over time on a hypothetical buy-and-hold investment in three different funds with expense ratios of 0.22%, 0.26% and 0.75%, all returning the same 6% a year. After 10 years, a $50,000 investment in the fund with 0.22% in expenses would have earned $331 more than that of the fund charging 0.26%–not a huge difference, true, but something. However, the lowest-cost fund would have returned close to $4,000 more than the fund charging 0.75% a year, nearly 8% of the initial investment. Over 20 years, those differences grow to $1,159 (0.22% vs. 0.26%) and $13,543 (0.22% vs. 0.75%)–in this scenario, all attributable to expenses.

Don’t Let the Expense Tail Wag the Portfolio Dog

While those long-term numbers are fairly convincing, it’s important to remember that expense ratios are just one factor to consider when making fund choices. We believe the most important element is the fund manager, because behind every actively managed mutual fund is a living, breathing person with talents, biases and a track record. We make it our business to know the fund managers, their styles and their history better than anyone else in the field. That’s why our approach is to “buy the manager, not the fund.”

 

About Adviser Investments

Adviser Investments operates as an independent, professional wealth management firm with expertise in Fidelity and Vanguard funds, actively managed mutual funds, ETFs, fixed-income investing, tactical strategies and financial planning. Our investment professionals focus on helping individual investors, trustsA legal document that functions as an instruction manual to how you want your money managed and spent in your later years as well as how your assets should be distributed after your death. Assets placed in a trust are generally safe from creditors and can be sold by the trustee in short order, avoiding the lengthy and costly probate process., foundations and institutions meet their investment goals. Our minimum account size is $350,000. For the fifth consecutive year, Adviser Investments was named to Barron’s list of the top 100 independent financial advisers nationwide and its list of the top advisory firms in Massachusetts in 2017. We have also been recognized on the Financial Times 300 Top Registered Investment Advisers list in 2014, 2015 and 2016.

For more information, please visit www.adviserinvestments.com or call 800-492-6868.

Disclaimer: This material is distributed for informational purposes only. The investment ideas and expressions of opinion may contain certain forward-looking statements and should not be viewed as recommendations, personal investment advice or considered an offer to buy or sell specific securities. Data and statistics contained in this report are obtained from what we believe to be reliable sources; however, their accuracy, completeness or reliability cannot be guaranteed.

Our statements and opinions are subject to change without notice and should be considered only as part of a diversified portfolio. You may request a free copy of the firm’s Form ADV Part 2, which describes, among other items, riskThe probability that an investment will decline in value in the short term, along with the magnitude of that decline. Stocks are often considered riskier than bonds because they have a higher probability of losing money, and they tend to lose more than bonds when they do decline. factors, strategies, affiliations, services offered and fees charged.

Past performance is not an indication of future returns. The tax information contained herein is general in nature, is provided for informational purposes only, and should not be construed as legal or tax advice. We do not provide legal or tax advice. Always consult an attorney or tax professional regarding your specific legal or tax situation.

The Barron’s rankings consider factors such as assets under management, revenue produced for the firm, regulatory record, quality of practice and philanthropic work. This award does not consider client experience and is not indicative of future performance.

Editors at the Financial Times bestowed “elite” status on 300 firms in the U.S., as determined by assets under management, asset growth, longevity, compliance record, industry certifications and online accessibility.

© 2018 Adviser Investments, LLC. All Rights Reserved.
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Welcome.

Polaris Wealth Advisory Group and Adviser Investments are now under one new brand, RWA Wealth Partners. 

Over the next few months, we are transitioning to a new website under our new brand. For you, this means a better experience and more access to valuable education, insights and advice. It also means you gain access to expanded wealth management solutions such as tax¹ and legal services², alternative investments and more. Explore this site for additional information on these new services and call your advisor with any questions at 833-RWA-PLAN. 
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¹Personalized tax advice and tax return preparation is available through a separate, written engagement agreement with RWA Tax Solutions, LLC.

²Legal services can be obtained through a separate, written engagement via our relationship with Hall & Diana, LLC
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