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Ahead of the February turbulence, equity
markets finished January with continued
strength on the back of the 2017 bull
market. Diversifiers like Commodities
and US Cash came in at 1.98% and
0.12%, respectively, while US Bonds
were in negativeterritory at -1.09%

risk level. We construct a model portfolio
for each risk level target using the active-
managed funds on our buy list. Model 1 is a
slightly riskier alternative to CDs or T-Bills
and Model 14 is a slightly lower-risk
alternative to the S&P500.

How did our models perform in 2017?
Figure 1 shows 2017 results for each of our
fourteen models. We show two versions of
each model; the old model and the new.
Both sets delivered strong returns. In all
cases returns align with risk. The higher the
risk, the higher the return. Thirteen out of
fourteen ofournew models outperformed

A year ago we made two adjustments to
our investment process: 1) we
introduced a mechanism to make better
choices for our buy list and 2) in our
portfolio construction we allowed a
modestly larger allocation to funds with
a higher degree of outperformance over
a long track record. We described these
changes in our February 2017 Letter.

Every client at Cape Ann Capital
commits to a long-term asset allocation
target. We provide fourteen
recommended targets on our website.
The targets are numbered according to
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price sensitive and last year they started
finding fewer and fewer stocks meeting
their price targets. All five of our value
funds underperformed their benchmarks
in 2017; the largest underperformer is in
the new buy list but not the old. This
caution has proven beneficial with the
recent correction beginning on January
29th. Better to miss a little of the upside
to protect on the downside.

Dave,	Jim	&	Jeremy

Send any feedback to: info@capeanncapital.com

Model results reflect the commission-free reinvestment of all dividend and capital gain distributions. Model performance results have certain inherent limitations. We assume a $100,000 investment on December 31, 2017 with no
subsequent deposits or withdrawals throughout the year. We debit 0.0542% monthly from each model to cover our annual fee of 0.65%. At the beginning of the period we debit $408 from the old model to cover annual rebalancing
costs and $576 from the new model to cover the combination of annual rebalancing and changing several funds in the portfolio. Rebalancing costs are paid to TD Ameritrade Institutional. Actual client results varied depending on the
size of the portfolio, the timing of the switch from old model to new, the tax status of the account and whether there were deposits or withdrawals throughout the year. As a result no client experienced the exact returns shown in Figure
1. Proprietary models were used to generate these results. Every investment has the potential for loss as well as profit. The value of investments may fall as well as rise. Investors may not get back the amount invested.
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the old. The spreads are highest for Model
1 and decline steadily as risk increases;
finally going negative at Model 14. The
large improvements for the low risk
models are mostly from the changes to our
portfolio construction method. Tweaking
our process to allow larger allocations to
our superstar performers paid off
handsomely in 2017.

These benefits start to fade as the models
get more and more concentrated in stocks.
One reason for this is because five of
twelve equity funds on our buy list are
valuemanagers.Thesemanagers areextremely

Figure 1 2017 Model Performance, Models 1-14, sorted by increasing level of risk.  Model 14 is fourteen times more volatile than Model 1.2017 Report Card
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