
Keeping Portfolio Costs Low, ©2019 Lorman Education Services. All Rights Reserved.

Published on www.lorman.com - September 2019

Keeping Portfolio Costs Low
Prepared by:

Craig L. Israelsen, Ph.D. 
7Twelve™ Portfolio



 þ Unlimited Live Webinars - 120 live webinars added every month

 þ Unlimited OnDemand and MP3 Downloads - Over 1,500 courses available

 þ Videos - More than 1300 available

 þ Slide Decks - More than 2300 available

 þ White Papers

 þ Reports

 þ Articles

 þ ... and much more!

ALL-ACCESS PASS
Lorman's New Approach to Continuing Education
I N T R O D U C I N G

The All-Access Pass grants you UNLIMITED access  
to Lorman’s ever-growing library of training resources:

Join the thousands of other pass-holders that have already trusted us 
for their professional development by choosing the All-Access Pass.

Get Your All-Access Pass Today!

Learn more: www.lorman.com/pass/?s=special20
 

Use Discount Code Q7014393 and Priority Code 18536 to receive the 20% AAP discount.
*Discount cannot be combined with any other discounts. �

SAVE 20%



Keeping Portfolio Costs Low 
 

Craig L. Israelsen, Ph.D. 
www.7TwelvePortfolio.com 

 
Spring 2019 

 
The importance of keeping portfolio costs should be self-evident.  Costs come directly out of the 
investor’s pocket.   
 
The two primary portfolio costs consist of the expense ratio of the mutual funds and/or ETFs being used 
in the portfolio and the advisory fee being charged (if there is a financial advisor involved).  Therefore, 
both costs have to be kept as low as possible.   
 
The first place to start is the cost of the funds being used in the portfolio.   The average expense ratio 
among all mutual funds is roughly 100 bps.  Assuming an annual advisory fee of 100 bps, the total 
portfolio cost is 200 bps.  At that cost level, the average annual withdrawal for a retiree invested in a 
diversified 7-asset portfolio is approximately $122,134 between the ages of 70 to 95 (assuming only the 
amount specified by the Required Minimum Distribution was withdrawn from the portfolio and 
assuming a starting balance of $1,000,000).  This average annual withdrawal of $122,134 was calculated 
by analyzing the performance of an equally-weighted 7-index portfolio over the 25 rolling 25-year 
periods between 1970 and 2018.  The 7 indexes in the portfolio covered the following asset classes:  
large cap US stock, small cap US stock, non-US stock, real estate, commodities, US bonds, and cash. 
 
If the cost of funds in the portfolio is cut in half (from 100 bps to 50 bps) by utilizing mutual funds (or 
ETFs) with lower expense ratios, the overall portfolio cost can be reduced from 200 bps to 150 bps.  By 
doing so, the average annual withdrawal for the retiree increases to $131,552, or roughly $9,400 more 
income each year.  That works out to a “raise” of about $780 per month during retirement.   
 
But, we can do even better.  It is now possible, by using low-cost ETFs, to build a diversified retirement 
portfolio for as low as 10 bps.  If the advisory fee were reduced by a mere 10% down to 90 bps, the 
overall portfolio cost could be lowered to 100 bps.  At that cost level, the retiree withdrew an average of 
$141,780 each year—or an additional $10,000 annually.   
 
Finally, if the advisor lowered his or her advisory fee to 40 bps and the fund costs amounted to 10 bps, 
the total portfolio cost would be 50 bps.  At that cost level, $152,890 was the average amount 
withdrawn each year based on the historical analysis from 1970 through 2018 (using the RMD guidelines 
for annual withdrawals and investing in a diversified, multi-asset portfolio). 
 
Thus, by slashing fund expense ratios from 100 bps to 10 bps and the advisory fee from 100 bps to 40 
bps, the retiree could receive $30,756 additional annual retirement income—or roughly $2,563 more 
each month between the ages of 70 and 95 (the length of retirement in this analysis).   
 
Clearly, the impact of portfolio costs is huge. 
 
 
 

http://www.7twelveportfolio.com/


 
Table 1.  The Impact of Reducing Portfolio Cost 
 

Combinations of  
fund expenses  

and  
advisory fee 

Total Portfolio Cost 
(aggregate expense 
ratio of funds and 

advisory fee) 

Average Annual 
Withdrawal from a 

Retirement Portfolio 
between the ages of  

70 to 95*  
(using RMD guidelines) 

Additional  
Monthly Income 

for Retiree 

Total fund expenses of 100 bps 
Advisory Fee of 100 bps 200 bps $122,134 --- 

Total fund expenses of 50 bps 
Advisory Fee of 100 bps 150 bps $131,552 $784 

Total fund expenses of 10 bps 
Advisory Fee of 90 bps 100 bps $141,780 $1,637 

Total Fund expenses of 10 bps  
Advisory fee of 40 bps 50 bps $152,890 $2,563 

 
* Assuming a $1,000,000 starting balance at the age of 70.  Multi-asset portfolio including large cap 
US stock, small cap US stock, non-US developed stock, US real estate, commodities, US bonds, US 
cash.  Analysis of 25 rolling 25-year periods from 1970-2018. 

 
 

 
A Modern Diversified Portfolio 
 
A modern diversified portfolio is the 7Twelve® portfolio (shown below in Figure 2).  It is an investment 
model that can be built very easily and at very low cost.  For example, as shown in Table 2, if actively 
managed funds from various fund families are used to build the 7Twelve portfolio the overall fund 
expense can be as low as 60 bps.  If the 7Twelve model is built using ETFs from various fund families the 
cost can drop to 17 bps.  However, if using only Vanguard ETFs the overall fund expense ratio can be as 
low as 9 bps.   
 
The idea of building a diversified portfolio for as little as 10 bps is not theoretical—it is a reality and can 
and should be considered by investors and retirees.  If there is no financial advisor involved, the total 
portfolio cost could be as low at 10 bps!  For those who want to build a more conservative version of the 
7Twelve model, simply weight the four fixed income ingredients (US Bonds, TIPS, non-US bonds, and 
cash) more heavily. 
 

 



Figure 2.  The 7Twelve® Model 
Each of the 12 mutual funds in the model is equally-weighted 

 
              US Stock         Non-US Stock       Real Estate         Resources         US Bonds        Non-US Bonds        Cash 

 

 
Table 2.  Specific Low-Cost Retirement Portfolios using the 7Twelve model 
 

12-Asset Class 
7Twelve® model 

12 Actively 
Managed 

Mutual 
Funds 

12  ETFs 
from 

various 
fund 

families 

12 
Vanguard 

Mutual 
Funds  

12 
Vanguard  

ETFs  

12 Fidelity  
Mutual 
funds 

12 ETFs 
available at  

Schwab  

Portfolio Aggregate 
Annual Expense Ratio  60 bps 17 bps 16 bps 9 bps 29 bps 21 bps 

20-Year Average 
Annualized Return  

(1999-2018) 
7.54% 6.87% 7.09% 7.18% 7.73% 6.94% 

  
 
 
 
 
 
Craig L. Israelsen, Ph.D. is the developer of the 7Twelve® Portfolio.  He teaches in the Personal Financial Planning program at Utah Valley 
University.  He has previously taught at Brigham Young University and the University of Missouri-Columbia.  Craig writes monthly for New York-
based Financial Planning Magazine.  He can be reached at craig@7TwelvePortfolio.com      
 
Disclaimer:  the information in this guide does not constitute an endorsement for any particular investment product.  Past performance of 
investment products does not guarantee future performance. 
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The material appearing in this website is for informational purposes only and is not legal advice. 
Transmission of this information is not intended to create, and receipt does not constitute, an 
attorney-client relationship. The information provided herein is intended only as general information 
which may or may not reflect the most current developments. Although these materials may be 
prepared by professionals, they should not be used as a substitute for professional services. If legal or 
other professional advice is required, the services of a professional should be sought. 

The opinions or viewpoints expressed herein do not necessarily reflect those of Lorman Education 
Services. All materials and content were prepared by persons and/or entities other than Lorman 
Education Services, and said other persons and/or entities are solely responsible for their content. 

Any links to other websites are not intended to be referrals or endorsements of these sites. The links 
provided are maintained by the respective organizations, and they are solely responsible for the 
content of their own sites. 


