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Asset Allocation Overview

• Selecting an asset allocation is one of the most important investment decisions a 
fiduciary can make.

• Asset allocation involves the selection and weighting of various asset classes and is 
widely considered the single largest determinant of portfolio returns.

• There are two steps to the asset allocation decision: 
1. Identification of the asset classes to be considered 
2. Selection of the portfolio mix that best meets the investment policy objectives
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Asset Allocation Overview

• Strategic asset allocation is the most powerful determinant of total fund performance 
in the long run:

– While good manager evaluation decisions will unquestionably add to 
performance, they cannot make up for a poorly diversified, inefficient allocation

• Multiple studies have estimated asset allocation’s effect on portfolio returns and all 
have concluded that asset allocation “drives” portfolio return, some findings are 
summarized below:

Why Asset Allocation is Important – Effect on Performance
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Source: Ibbotson, Roger G. and Paul D. Kaplan, 2000. “Does Asset Allocation Policy Explain 40%, 90%, or 100% of Performance?”. Financial 
Analysts Journal.  January/February 2000, Vol.56, No.1, pp.26-33.

2



2015 RVK Capital Market Assumptions
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RVK Assumption Setting Process

• Each winter, representatives from RVK’s general consulting and research teams 
convene to update long-term forward looking expectations for each asset class utilized 
by our ~190 clients.

• The components we estimate include:

– Return

– Risk (volatility)

– Correlation (relationship of asset class returns with all other asset classes)

• Annual updates are typically gradual and incorporate historic performance, current 
valuations, as well as the overall economic environment. 

Notable Themes for 2015

Philosophy

Asset Class Return Expectation Reason

US Equity Valuations Expensive

Non-US Equity Valuations Flat / Declining

Fixed Income Lower Interest Rates
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Asset Class Assumptions
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Efficient Frontier #1: Current Portfolio
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Efficient Frontier #1: Current Portfolio
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Introducing Large Cap US Equity Green Funds

• RVK examined various approaches to estimating long-term performance expectations 
of green funds. Specifically, we compared three studies in order to address expected 
performance trade-off.

– Study #1: Fossil Fuel Strategies – analyzed performance of three fossil fuel free funds 
whose track recorded varied from 9 to 15 years.

– Study #2: ESG Strategies – evaluated performance of three ESG strategies from managers 
of the three fossil fuel free funds in Study #1, track records were significantly longer ranging 
from 22 to 28 years.

– Study #3: ESG Index Funds – analyzed performance for ESG Indexes with 11 and 14 years 
of history. 

• Based on these studies, we determined that a -1% adjustment to the expected return 
of  large/mid cap US equity was appropriate for long-term return expectations of 
large/mid cap US equity green funds.

• Risk and correlations for our green funds assumptions were set to equal those of 
large/mid cap US equity. 

– Our analysis, based on limited data available, indicates there is not a significant reason to 
believe that  expected risk or correlations of large/mid cap US equity green funds deviate 
from those of large/mid cap US equity.

Assumption Setting
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Performance Trade-Off
• Estimating the performance trade-off generated by green funds requires multiple 

disclaimers:

1. Excluding a given sector or industry may result in a performance drag for one 
time period, but not for another

2. Energy’s relatively poor performance in recent years may unfairly suggest a 
performance benefit of excluding fossil fuel-related companies

3. As interest in fossil fuel divestment gains momentum, energy and utilities stocks 
may become more attractively priced as investors exit, resulting in a potential 
performance benefit or performance drag, depending on timing of investment
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Efficient Frontier #2: Introducing Green Funds (5%)

10



Efficient Frontier #2: Introducing Green Funds (5%)
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Efficient Frontier #3: Introducing Green Funds (10%)
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Efficient Frontier #3: Introducing Green Funds (10%)
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Potential Green Funds

14



Parnassus Endeavor 

Firm and Product Facts
Year Founded: 1984 Management Style: Active Large Cap US Equity with a growth tilt
Firm AUM: $14.7 billion ESG Screening Process: Research Team
Product Inception: April 2005 Holdings: 35
Product AUM: $770 million Min. Investment: $2,000
Vehicle: Mutual Fund Fees: 0.95% 
ESG Focus
• Fossil Fuel Free as of May 2014. Portfolio excludes extraction, exploration, production, manufacturing, and refining

companies as well as integrated oil companies and utilities with majority of assets in natural gas.
• This strategy also overweight’s companies that are “good work places,” with the philosophy that it will be easy to recruit

and retain better employees and perform at a higher level than competitors in terms of innovation, productivity and
customer loyalty, and profitability.

Performance shown is net of fees.

15



Trillium Fossil Fuel Free

Firm and Product Facts
Year Founded: 1982 Management Style: Active All Cap US Equity
Firm AUM: $2.2 billion ESG Screening Process: Research Team
Product Inception: January 2007 Holdings: 70
Product AUM: $186 million Min. Investment: $2 million
Vehicle: Separate Account Fees: 1.00% 

ESG Focus
• Integrated ESG and fundamental research. Research includes documenting ESG strengths and risks to evaluate on a

sector by sector basis for issues that are most sensitive to that sector.
• Excludes 200 Fossil Fuel companies listed on the 360.org website as well as coal based companies. Negative screens

are imposed to eliminate exposure to common SRI restricted industries.

Performance shown is net of fees.
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Next Steps
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Next Steps

Manager Presentations
• RVK recommends the Finance Committee interview both Green Fund managers 

profiled. 
• Presentations can be coordinated via conference call, either at the next Finance 

Committee meeting, or during an interim meeting.

Portfolio Restructuring
• Once managers are vetted and approved, RVK will be prepared to coordinate a 

restructuring of the equity portfolio (example below based on Potential Target 1).
• RVK will begin researching and interviewing appropriate green funds in the fixed 

income and multi-asset class space.

Equity Segment Target Allocation 
(%) Change (%) Proposed Target Change ($)

Large/Mid Cap US Equity 43% -10% 33% -1.2m

Large/Mid Cap US Equity - Green 0% +10% 10% +1.2m

Developed Large/Mid International 
Equity 37% - 37% -

Global Small Cap Equity 20% - 20% -

Change ($) based on valuation as of December 31, 2014.
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Appendix
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Concerning Sectors & Industries - Current
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Concerning Sectors & Industries - Potential Target 1
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Concerning Sectors & Industries - Potential Target 2
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