Active, Passive, and In-
Between Investing

[Presen ter Name]




Disclaimer

This presentation is the property of the CFA Society Boston. It may not be
copied, duplicated, or disseminated in whole or in part without the prior
written consent of CFA Society Boston.

The comments, suggestions, and advice provided in and during this
presentation are of the applicable presenter and not of their respective
employers or CFA Society Boston, its members, employees, or volunteers.

Please see the additional disclaimer provided at the end of this presentation.
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» Non-profit professional society of over 5,800 investment professionals
* New England’s largest investment professional membership organization
* Founded in 1946, CFA Society Boston is a founding society of CFA Institute.
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» Global association of investment professionals

» Sets the standard for professional excellence and credentials

« Champions ethical behavior in investment markets

« Respected source of knowledge in the global financial community.
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Who We Are

Presenter A is a financial services professional with 25+ years of experience in corporate and
commercial banking. She has worked for several financial institutions, serving as credit analyst,
client relationship manager, risk manager, and or portfolio manager. Mary is in career transition and
enjoys volunteering in financial literacy and mentorship programs.

Presenter B is a financial services professional with 25+ years of experience in corporate and
commercial banking. She has worked for several financial institutions, serving as credit analyst,
client relationship manager, risk manager, and or portfolio manager. Mary is in career transition and
enjoys volunteering in financial literacy and mentorship programs.
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When building a nest egg, practice patience
and diversification

Agenda

* Time Horizon

e Diversification

* Passive Investing

* Active Investing
 What’s right for you?

Photo by Harli Marten on Unsplash
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https://unsplash.com/photos/silhouette-of-two-person-sitting-on-chair-near-tree-M9jrKDXOQoU?utm_content=creditCopyText&utm_medium=referral&utm_source=unsplash

Patience is a virtue; the average annual stock
market return has been 9.07%

S&P 500 (and predecessors) 1872 -2022
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Literacy
S&P 500 Returns since 1872 (officialdata.org)



https://www.officialdata.org/us/stocks/s-p-500/1872?amount=100&endYear=2022

Trying to time the market exposes you to the risk of
missing out on good days

Market Timing Can Cost Investors Significantly
S&P 500 Index Annualized Growth Rate (1990 - 2022)
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All indexes are unmanaged and cannot be invested into directly
Past performance is no guarantee of future results



Diversification is the foundation of portfolio
construction

Definition:

Spreading your investments across different asset
classes (i.e., stocks, bonds, cash)

Photo by Woodleywonderworks on Flickr
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A weather-based portfolio
shows how diversification
reduces risk

Stock A Two stocks perform differently
depending on the weather: the umbrella
maker returns 12% when it rains, but 0%
when it’s sunny; the sunscreen maker return
12% when it’s sunny, but 0% when it rains

If you owned only one or the other, you'd
make the same expected return*®, but your
risk would be higher (because it could be
completely sunny and you’d make 0% with
the umbrella maker)

If you own both, you have the same
expected return, but with lower risk

*Your expected return is 6%, but it could be 12% or 0%;
assuming it can only be rainy or sunny, the simple
diversified portfolio will always return 6%.
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A weather-based portfolio
shows how diversification
reduces risk

Stock A an Umbrella Maker

Returns 12% when it rains
0% when it’s sunny

Stock B a Sunscreen Maker

Returns 12% when it’s sunny
0% when it rains

You have the same expected return* if you own
EITHER stock.

If you own BOTH, you have the same expected
return, but with lower risk

*Your expected return is 6%, but it could be 12% or 0%;
assuming it can only be rainy or sunny, the simple
diversified portfolio will always return 6%.

) ,
o \ .
(I8 i -

/WI/////,///,; fiididid IV [

Image generated by Dan Latimore with Microsoft Copilot

=7,

A\ \& '

v;

ﬁ”}é CFA Society
7\ Boston




Benefits of Diversification

ll Shorter time horizon/lower risk
Historical Risk/Ret
(1I;2°5rfazo1§) (GG 20% Stocks / 80% Bonds | 50% Stocks / 50% Bonds | 80% Stocks / 20% Bonds

Average Annual Return
Best year
Worst year

Years with a loss

Source: The Vanguard Group, Inc.

6.7%
29.8% (1982)
-10.1% (1931)

12 of 88

Longer time horizon/higher risk C

8.3% 9.6%
32.3% (1933) 45.4% (1933)
-22.5% (1931) -34.9% (1931)

17 of 88 23 of 88

.-:—\.\\”/'/, CFA Society
11 7\ Boston




Investing can be Passive or Active

Passive (Index) Investing

* Professional money managers
construct portfolios to mirror an
underlying index

* Trading occurs only to rebalance
the portfolio

 Fees are low (average of 0.12%)

Source: https://www.investopedia.com/ask/answers/032715/when-expense- -,7/*\\\§ Baston

ratio-considered-high-and-when-it-considered-low.asp

Active Investing

* Professional money managers
invest in securities to try to beat
average index returns

* Trading occurs much more
frequently

* Fees are higher (0.5% - 0.75%,
and sometimes higher)
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Fees make a big difference over time

Initial investment of $1,000, gross return of 7.5% before fees

Amount — 0.12% Fees Amount — 0.75% Fees Difference - %

$1,000 $1,000
10 2,038 1,922 6.1%
20 4,154 3,693 12.5%
30 8,466 7,096 19.3%
40 17,256 13,637 26.5%
Year 40 multiple of year 1 17.3x 13.6x

.63% may not seem like a big difference, but it adds up Q\’ g?tggciety




Common Types of Indexes

Stock (Equity)

e S&P 500 Index
e NASDAQ

Bond (Fixed Income)

e Barclays Capital U.S. Aggregate Bond Index
e Barclays Municipal Bond Index
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Index Strategies

to build their portfolios because it takes
emotion out of the process and creates
discipline.

* Occasionally, the portfolio may be rebalanced
so that successful investments do not become
too heavily weighted in the portfolio.

15
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Index Strategies

Generally, it is not considered a passive or index strategy
if investors do any of the following:

R
* Actively trade individual securities
* Actively trade index products

e Time the market by switching

between cash and/or other
investments
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Types of Investments

Mutual funds
e Typically available for many indices or actively managed strategies
e Mutual funds trade daily at the close of business and typically settle the following day

Exchange traded funds (ETFs)

e Typically managed as passive strategies

* Have a unique structure that often further reduces the tax burden associated with interest,
dividends and capital gains on investors

e Taxes can reduce the return available to taxable investors, creating an additional hurdle for
active managers in generating excess returns

* ETFs trade intra-day and settle, like a stock, three days later

Individually-managed portfolios of securities are available to investors who prefer to own
stocks, bonds or other assets directly or who have a special need.

2 CFA Society
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Benefits of Passive Investing

Passive investment strategies
* Typically provide a substantial cost advantage over active investment
strategies
- Compared to active management fees and transaction
costs that create a higher hurdle for managers to overcome
(in their effort to outperform the designated benchmark)

* Passive investment strategies are often more tax efficient than
active strategies as a result of their low turnover

* Passive strategies are relatively easy to understand and
manage and are not dependent on a star investment
manager or research team to execute

E-§”/'/, CFA Society
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Active Investing is generally suited for more
experienced investors

Active managers often seek to generate a return in excess of the index and — depending on
their investment approach — may incur lower risk in doing so (whereas passive or indexed
investing strives to replicate the returns of a designated index).

Active managers may avoid less attractive, slow growing
companies and provide greater exposure to companies with

superior valuations or growth potential. Passive investing is ’V'Q’*
“valuation agnostic” — the index buys the security regardless of ’.
valuation. ‘

Depending on underlying index and its construction, passive
investment can have unintended consequences including
concentration in economic sectors or industries

(e.g., NASDAQ Index is heavily weighted to Apple Inc. and

technology stocks). %\:\Hé gg?t ggciety
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Active Investing can help with specific goals and
circumstances

* Some asset classes or market segments better lend themselves to
active or passive investment; active managers often have an edge in

less efficient markets, such as smaller or international company stock
investing.

* Active management may also provide a greater degree of flexibility to
accommodate or complement existing investments. For example, active
strategies can be appropriate for taxable portfolios where there are low-cost
basis holdings that need to be managed. The manager can customize the
strategy to meet the client’s needs.

2 CFA Society
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It’s tough for active fund managers to outperform
their benchmarks over time

Selecting an active manager who can outperform a designated benchmark after management fees, expenses
and taxes is challenging. It’s important to note that performance can vary greatly between the best and
worst managers in any given asset class — even within “efficient” asset classes

Active fund category Managers who exceeded Median return vs. benchmark
benchmark, 1991-2023

US Large-cap 47% (worse than coin flip) -0.38%
US Mid-cap 48% (worse than coin flip) -0.79%
US Small-cap 50% 0.37%
International Large-Cap 59% 1.59%

*Source: US Mutual Fund Performance, 1991-2023 by Gene Hochachka, Frontier Financial Inc., February 19, 2024
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https://elsevier-ssrn-document-store-prod.s3.amazonaws.com/24/02/20/ssrn_id4732157_code802206.pdf?response-content-disposition=inline&X-Amz-Security-Token=IQoJb3JpZ2luX2VjEO3%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FwEaCXVzLWVhc3QtMSJHMEUCIQD0Ykqn5quQ9LVgrPiUtccbJ4YEKO4C69sjZR%2Fg%2F51E2QIgGr4biJiQsRWc%2F4NaIDB1abjo42j2NqLvnrmDz2BclSAqxgUI9v%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FARAEGgwzMDg0NzUzMDEyNTciDE%2BdgYAU%2BAYWRm12gyqaBdd8FR3BoAFbFxdA1ZjExTR1A4kGfA0%2Fb162Bhe70CnkW3KzBh03ghLNGtOJEwKQk6bpteOiQvUl2jH4YS%2B8NqiMl8dAfC4WUcKqbnwct1gE71Zw3PvVRe92XGhmXflXy4Lx6CdmE5lxX%2BbF%2FDyjufRbS8ssul3mRKfW0buY6gfarXD1OxmEWYl2vEqwyWiMsd8%2B9kdtcys4UiyewzQBQxC6eR0I3j440H1ycpGy2DctJ20ZJsBb1%2BRRRfkX49Lx%2BH8uhvAUrJNagM3QKwmHgda6YHuV8UEudqO%2FSG%2BX9hSNZi%2F8Quy7hSpZyMTwzBc%2BQHTR5rzHvOBQaPGjxBTPmW5soQ7MapEnnXa4%2B6mBTay6CP4cOGx5o6TsF3ZF0gXaH5l3SKbsS79zmSfWFe2VMsg8Ozt2CIcRpWTIszD1iVesma59m8%2F87yvzYits5eMIdFIgUgzXieJGq5BvNXg691xbHWQsAXv6WvJSKiS%2FCnSMZzrNcOUnhWOvdoJgtYTR0p2VtBxkpnCLhZdVV5bOBhmNEpt4scvFkne7kY1LcHaUBJpyE3V8IH6PTEJKPgurs0UnL756wO%2FHPhg%2FoHfKiffQVCeLPt3%2BmzpjTT7GDUvxi0eJYpMy7I1haYIRSDsAOOMFsHFwuxd75kaFbV1MLX5zUXsLDvI6uOLniJNb75IHx0j39Pzk1dkjDr%2Ba54IjuORLOrE3D7MnahhneKSB2RhtcqMj%2BGVkl8Ty1NUY1rZidtCXRw6XFak2g5CZEFsx8vd5zugyjZ4CttbqKwG90OWe4xuJrx7l0krWI6jDTBbR%2BjqEzj6nDoGytwpSuP%2Bcul%2FiIkhuBYCcEJe3YwQKheNB84ispJ6V8Cgk6LHvumHuAk%2Fi8V1v2t6oojDrx7O2BjqxAWsybRqNvFsVZa4JKKb7wRv%2F4vrokr9rSR9hAb2w40OZNL7KcE8A79SmSTTBMziVt5UlumFouKlLzH108tu6k3lnGOEFsEJ0YgVpwLEXygdNXrN523j1BVOcMlTptpn%2FNqxk%2FqwCn6YoOOFWadq4Jxxsqf%2FXSZvEJrMbl16zHmHhuL4VH2bPJOz8SmZG0c0WvnsOWpmhOQl8i2W1I5HuUDzot47bPIWeseu%2FmzdFQRzAcw%3D%3D&X-Amz-Algorithm=AWS4-HMAC-SHA256&X-Amz-Date=20240826T204821Z&X-Amz-SignedHeaders=host&X-Amz-Expires=300&X-Amz-Credential=ASIAUPUUPRWERV4ITFQN%2F20240826%2Fus-east-1%2Fs3%2Faws4_request&X-Amz-Signature=32438efc5a2ced3827496c760d780bbb46effb28bd2669c8c6967309d1e70dd0
https://elsevier-ssrn-document-store-prod.s3.amazonaws.com/24/02/20/ssrn_id4732157_code802206.pdf?response-content-disposition=inline&X-Amz-Security-Token=IQoJb3JpZ2luX2VjEO3%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FwEaCXVzLWVhc3QtMSJHMEUCIQD0Ykqn5quQ9LVgrPiUtccbJ4YEKO4C69sjZR%2Fg%2F51E2QIgGr4biJiQsRWc%2F4NaIDB1abjo42j2NqLvnrmDz2BclSAqxgUI9v%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FARAEGgwzMDg0NzUzMDEyNTciDE%2BdgYAU%2BAYWRm12gyqaBdd8FR3BoAFbFxdA1ZjExTR1A4kGfA0%2Fb162Bhe70CnkW3KzBh03ghLNGtOJEwKQk6bpteOiQvUl2jH4YS%2B8NqiMl8dAfC4WUcKqbnwct1gE71Zw3PvVRe92XGhmXflXy4Lx6CdmE5lxX%2BbF%2FDyjufRbS8ssul3mRKfW0buY6gfarXD1OxmEWYl2vEqwyWiMsd8%2B9kdtcys4UiyewzQBQxC6eR0I3j440H1ycpGy2DctJ20ZJsBb1%2BRRRfkX49Lx%2BH8uhvAUrJNagM3QKwmHgda6YHuV8UEudqO%2FSG%2BX9hSNZi%2F8Quy7hSpZyMTwzBc%2BQHTR5rzHvOBQaPGjxBTPmW5soQ7MapEnnXa4%2B6mBTay6CP4cOGx5o6TsF3ZF0gXaH5l3SKbsS79zmSfWFe2VMsg8Ozt2CIcRpWTIszD1iVesma59m8%2F87yvzYits5eMIdFIgUgzXieJGq5BvNXg691xbHWQsAXv6WvJSKiS%2FCnSMZzrNcOUnhWOvdoJgtYTR0p2VtBxkpnCLhZdVV5bOBhmNEpt4scvFkne7kY1LcHaUBJpyE3V8IH6PTEJKPgurs0UnL756wO%2FHPhg%2FoHfKiffQVCeLPt3%2BmzpjTT7GDUvxi0eJYpMy7I1haYIRSDsAOOMFsHFwuxd75kaFbV1MLX5zUXsLDvI6uOLniJNb75IHx0j39Pzk1dkjDr%2Ba54IjuORLOrE3D7MnahhneKSB2RhtcqMj%2BGVkl8Ty1NUY1rZidtCXRw6XFak2g5CZEFsx8vd5zugyjZ4CttbqKwG90OWe4xuJrx7l0krWI6jDTBbR%2BjqEzj6nDoGytwpSuP%2Bcul%2FiIkhuBYCcEJe3YwQKheNB84ispJ6V8Cgk6LHvumHuAk%2Fi8V1v2t6oojDrx7O2BjqxAWsybRqNvFsVZa4JKKb7wRv%2F4vrokr9rSR9hAb2w40OZNL7KcE8A79SmSTTBMziVt5UlumFouKlLzH108tu6k3lnGOEFsEJ0YgVpwLEXygdNXrN523j1BVOcMlTptpn%2FNqxk%2FqwCn6YoOOFWadq4Jxxsqf%2FXSZvEJrMbl16zHmHhuL4VH2bPJOz8SmZG0c0WvnsOWpmhOQl8i2W1I5HuUDzot47bPIWeseu%2FmzdFQRzAcw%3D%3D&X-Amz-Algorithm=AWS4-HMAC-SHA256&X-Amz-Date=20240826T204821Z&X-Amz-SignedHeaders=host&X-Amz-Expires=300&X-Amz-Credential=ASIAUPUUPRWERV4ITFQN%2F20240826%2Fus-east-1%2Fs3%2Faws4_request&X-Amz-Signature=32438efc5a2ced3827496c760d780bbb46effb28bd2669c8c6967309d1e70dd0
https://elsevier-ssrn-document-store-prod.s3.amazonaws.com/24/02/20/ssrn_id4732157_code802206.pdf?response-content-disposition=inline&X-Amz-Security-Token=IQoJb3JpZ2luX2VjEO3%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FwEaCXVzLWVhc3QtMSJHMEUCIQD0Ykqn5quQ9LVgrPiUtccbJ4YEKO4C69sjZR%2Fg%2F51E2QIgGr4biJiQsRWc%2F4NaIDB1abjo42j2NqLvnrmDz2BclSAqxgUI9v%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FARAEGgwzMDg0NzUzMDEyNTciDE%2BdgYAU%2BAYWRm12gyqaBdd8FR3BoAFbFxdA1ZjExTR1A4kGfA0%2Fb162Bhe70CnkW3KzBh03ghLNGtOJEwKQk6bpteOiQvUl2jH4YS%2B8NqiMl8dAfC4WUcKqbnwct1gE71Zw3PvVRe92XGhmXflXy4Lx6CdmE5lxX%2BbF%2FDyjufRbS8ssul3mRKfW0buY6gfarXD1OxmEWYl2vEqwyWiMsd8%2B9kdtcys4UiyewzQBQxC6eR0I3j440H1ycpGy2DctJ20ZJsBb1%2BRRRfkX49Lx%2BH8uhvAUrJNagM3QKwmHgda6YHuV8UEudqO%2FSG%2BX9hSNZi%2F8Quy7hSpZyMTwzBc%2BQHTR5rzHvOBQaPGjxBTPmW5soQ7MapEnnXa4%2B6mBTay6CP4cOGx5o6TsF3ZF0gXaH5l3SKbsS79zmSfWFe2VMsg8Ozt2CIcRpWTIszD1iVesma59m8%2F87yvzYits5eMIdFIgUgzXieJGq5BvNXg691xbHWQsAXv6WvJSKiS%2FCnSMZzrNcOUnhWOvdoJgtYTR0p2VtBxkpnCLhZdVV5bOBhmNEpt4scvFkne7kY1LcHaUBJpyE3V8IH6PTEJKPgurs0UnL756wO%2FHPhg%2FoHfKiffQVCeLPt3%2BmzpjTT7GDUvxi0eJYpMy7I1haYIRSDsAOOMFsHFwuxd75kaFbV1MLX5zUXsLDvI6uOLniJNb75IHx0j39Pzk1dkjDr%2Ba54IjuORLOrE3D7MnahhneKSB2RhtcqMj%2BGVkl8Ty1NUY1rZidtCXRw6XFak2g5CZEFsx8vd5zugyjZ4CttbqKwG90OWe4xuJrx7l0krWI6jDTBbR%2BjqEzj6nDoGytwpSuP%2Bcul%2FiIkhuBYCcEJe3YwQKheNB84ispJ6V8Cgk6LHvumHuAk%2Fi8V1v2t6oojDrx7O2BjqxAWsybRqNvFsVZa4JKKb7wRv%2F4vrokr9rSR9hAb2w40OZNL7KcE8A79SmSTTBMziVt5UlumFouKlLzH108tu6k3lnGOEFsEJ0YgVpwLEXygdNXrN523j1BVOcMlTptpn%2FNqxk%2FqwCn6YoOOFWadq4Jxxsqf%2FXSZvEJrMbl16zHmHhuL4VH2bPJOz8SmZG0c0WvnsOWpmhOQl8i2W1I5HuUDzot47bPIWeseu%2FmzdFQRzAcw%3D%3D&X-Amz-Algorithm=AWS4-HMAC-SHA256&X-Amz-Date=20240826T204821Z&X-Amz-SignedHeaders=host&X-Amz-Expires=300&X-Amz-Credential=ASIAUPUUPRWERV4ITFQN%2F20240826%2Fus-east-1%2Fs3%2Faws4_request&X-Amz-Signature=32438efc5a2ced3827496c760d780bbb46effb28bd2669c8c6967309d1e70dd0

Your circumstances will influence your
investing choices

* Stage of life (time horizon)
* Investing knowledge

* Liquidity needs (education,
home purchase,
retirements

* Type of account (pre-tax
(retirement) vs. taxable)

e Risk tolerance — how much
are you willing and able to
lose?

Photo by NEOM on_Unsplash
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https://unsplash.com/@neom?utm_content=creditCopyText&utm_medium=referral&utm_source=unsplash
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Disclaimer

This proprietary presentation is provided for general informational purposes only and was prepared
based on the current information available, including information from public and other sources
that have not been independently verified. No representation or warranty, express or implied, is
provided in relation to the accuracy, correctness, appropriateness, completeness or reliability of the
information, opinions, or conclusions expressed in the presentation and by the presenters.

Information in this presentation should not be considered as a recommendation or advice to own
any specific asset clgss. This presentation does not take into account your needs, personal
investment objectives, or financial situation. Prior to acting on any information contained herein,
you should consider the appropriateness for you and consult your financial professional. All
securities, financial products, and transactions involve risks, including unanticipated market,
financial, currency, or political developments. Past performance should not be seen as a reliable
indication of future performance and nothing herein should be construed as a guaranty of results.

This presentation is not, and nothing in it should be construed as, an offer, invitationor
recommendation of any specific financial services company or professional, or an offer, invitation or
recommendation to sell, or a solicitation of an offer to buy, any securities in any jurisdiction.
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Thank You

www.cfaboston.org
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About CFA Society Boston Financial Literacy Program

Who We Are

CFA Society Boston is dedicated to putting investors first and raising ethical standards within the investment profession. We unite
Boston’s investment community and provide a forum for collaboration, education, and innovation. Originally called the Boston
Security Analysts Society, Inc., we are a non-profit professional society founded in 1946. In 2017, we became CFA Society Boston.
More than 6,000 investment professionals locally and globally are members of CFA Boston, representing over 650 investment firms.
96 percent of CFA Boston members hold the Chartered Financial Analyst designation from CFA Institute.

Our Financial Literacy Mission

This community outreach program aligns with non-profit groups to reach a wide variety of audiences, from late high school onward.
Since its inception in 2014, the initiative has touched thousands of people, partnered with over 30 organizations, and currently has
over 30 active volunteers. This community outreach program makes valuable financial literacy content available to the general
investing public through collaboration with our alliance partners. The initiative addresses issues such as Personal Finance, Basics of
Investing, Retirement, Bonds vs. Equities, Choosing a Bank, and more.

How it Works

This community outreach program aligns with non-profit groups to reach a wide variety of audiences, from
late high school onward. Since its inception in 2014, the initiative has touched thousands of people,
partnered with over 30 organizations, and currently has over 30 active volunteers. This community
outreach program makes valuable financial literacy content available to the general investing public through
collaboration with our alliance partners. The initiative addresses issues such as Personal Finance, Basics of

Investing, Retirement, Bonds vs. Equities, Choosing a Bank, and more. 5_‘)\\”/'// CFA Society
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How to Partner with the CFA Society Boston
Financial Literacy Program

What CFA Society Boston Commits To

* Provide neutral, expert presenters

* Set up and present topics

* Supply the presentation / activity

* Bring a laptop and materials

* Be experienced in presenting in-person and in a virtual setting

What Your Organization Commits To

* Provide the audience and venue, either in-person or virtual

* Promote the event onsite, local newspapers and website

* Make a projector or USB connection available

* Briefly introduce presenter(s)Complete a post offering survey

For more information on how CFA Society Boston can partner with
you visit www.cfaboston.org/financialliteracy or email
finlit@cfaboston.org.



http://www.cfaboston.org/financialliteracy
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