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“On matters of style, swim with the current, on
matters of principle, stand like a rock.” -Thomas
Jefferson

At RHS, we start with the big picture: a
systematic mapping of all the publicly available
investments on earth.
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finances.
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Using historical data, market forecasts, and inhouse fundamental analysis, we develop
projections for the return and riskiness of each
asset class. This provides us with a very broad,
but sound picture of overall investment options.
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We then try to find how each of these different asset classes best fit together
in a portfolio by asking, “for a given amount of risk taken, what is the best
possible return we could expect?” Using the statistical framework known as
Mean-Variance Optimization, developed by Nobel-prize winning economists
Henry Markowitz and William Sharpe, we simulate many thousands of
different possible portfolios to arrive at the single optimal investment
allocation for a given risk level. Then we repeat the process many times over
for different levels of risk to derive the Efficient Frontier, a continuous
function describing how the allocation will shift as more or less risk is
assumed to create the theoretically best portfolio for a stated goal.
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We then put theory into practice by choosing the securities to make up the
portfolio asset allocation. We scour mutual fund databases to find funds in
each asset class with long-term track records of superior performance, a
consistent and economically sound investment strategy, and fees that are
commensurate with the value provided.
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Sometimes we can’t find an actively
managed fund that meets our
criteria in a particular asset class,
so we invest in index funds, very
low-cost funds that invest in a
broad selection of securities within
a given asset class according to
some simple, rules-based formula.

For clients for which it’s appropriate,
we also may purchase individual stocks
to represent parts of their equity
allocation, using our in-house Global
Equity Alpha Strategy to identify the
stocks of high-quality, undervalued
companies with the potential for
superior returns.

Once the investments are made, we start the continuously ongoing process of
monitoring and rebalancing. As markets naturally fluctuate and some asset
classes perform better than others, the portfolio will tend to drift away from
its target allocation. Once the disparity between target and reality passes a
certain threshold we rebalance the portfolio, selling securities we’re overallocated to and buying ones that are under-weighted. This process keeps the
portfolio within specified risk parameters while automatically introducing a
“buy low, sell high” discipline to the investment process by trading recent
outperformers for recent underperformers.
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Important Disclosures
RHS Financial and its opinions are subject to change given varying market conditions and the
relative time horizons and risk parameters of its clients. RHS Financial is not affiliated with nor are
they part of Morningstar or Charles Schwab, Inc. The references used in the charts and graphs here
are examples only and are not to be deemed investment advice in any way whatsoever. The
strategies and performance is based upon what we believe to be reliable and correct sources but
cannot be guaranteed. The S&P 500® index is an index of widely traded stocks. Indexes are
unmanaged, do not incur fees or expenses and cannot be invested in directly. Past performance is no
guarantee of future results. Investing in sectors may involve a greater degree of risk than
investments with broader diversification. International investments are subject to additional risks
such as currency fluctuations, political instability and the potential for illiquid markets. Investing in
emerging markets can accentuate these risks. The information contained herein is obtained from
sources believed to be reliable, but its accuracy or completeness is not guaranteed. This report is for
informational purposes only and is not a solicitation or a recommendation that any particular
investor should purchase or sell any particular security. RHS Financial does not assess the
suitability or the potential value of any particular investment. All expressions of opinions are subject
to change without notice.
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