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Key Insights 
» Wells Fargo Investment Institute (WFII) has launched a new Four-Pillar Sector 

Model, which rates equity sectors on four key characteristics—growth, value, quality, 
and economic indicators. 

» In the past few years, U.S. equity market experience has demonstrated the importance 
of the sector decision. Sector rotation opportunities have outpaced stock versus bond 
opportunities in terms of recent relative performance. 

» Based on our four-pillar analysis, we believe that the Financials and Industrials 
sectors are the most undervalued, while the Communication Services, Energy, Real 
Estate, and Utilities sectors are overvalued. 

» We plan to review the WFII Sector Model allocation results on a regular basis and 
publish the tactical guidance recommendations (most favorable, favorable, neutral, 
unfavorable, or most unfavorable) and tactical target weight adjustments for the U.S. 
equity sector allocations. 

 
WFII creates strategic asset allocation recommendations that offer a mix of assets, 
including stocks, bonds, and other asset classes, in an effort to match risk and reward 
opportunities to an investor’s goals. Within the strategic allocation framework, WFII 
currently overweights U.S. stocks relative to global indices. To assess the U.S. large cap 
stock allocation, WFII has implemented the Four-Pillar Sector Model to rate all Standard & 
Poor’s (S&P) Global Industry Classification Standard (GICS®) sectors. WFII rates equity 
sectors on four key characteristics—growth, value, quality, and economic indicators. In the 
past few years, U.S. equity market experience has convincingly demonstrated the 
importance of the sector decision through wide return disparity between the top and 
bottom sector quartiles. As Chart 5 illustrates, sector rotation opportunities recently have 
outpaced U.S. stock versus bond opportunities in terms of recent relative 

EQUITIES | IN DEPTH  

Equity Sector Insights in a Changing Market Landscape 
We have introduced a four-pillar approach to analyzing U.S. equity sectors. Which sectors do  
we prefer? 
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returns. (Bear in mind that bonds are included in many 
portfolios for their potential risk-mitigating 
characteristics).  

Our new Four Pillar Sector Model helps us in making 
sector weighting decisions and in timing guidance 
changes. In this report, we outline our process for 
identifying undervalued or overvalued S&P 500 Index 
sectors and share our current S&P 500 sector outlook. 

Our current sector outlook 
Our four-pillar analysis indicates that the Financials 
and Industrials sectors are the most undervalued. Our 

research also indicates that the Communication 
Services, Energy, Real Estate, and Utilities sectors are 
overvalued today (see Table 1).  

Fundamental sector selection 
In our sector analysis, we use the Global Investment 
Classification Standard to define equity categories, 
including the 11 S&P 500 Index sectors. Table 2 lists the 
current S&P sectors and their market capitalizations 
using S&P 500 stocks as of November 30, 2018—and for 
comparison—November 30, 2008. 

Table 1. WFII sector outlook—December 2018

 
Source: Wells Fargo Investment Institute, November 30, 2018.  Value indicators consider the sector valuation level using a combination of ratios, such as price/earnings ratio and price-to-book-value ratio. 
More favorable sectors are preferred. Growth indicators seek to identify sectors with improving growth prospects, by identifying growth potential that is not reflected in the current price. Quality indicators 
seek to reflect a sector’s prospective future operating performance through a combination of factors that value the potential for higher cash flow returns from investments made. Economic indicators seek 
to forecast a sector’s relative performance using broad macroeconomic indicators, such as industrial production, inflation, oil prices, and the exchange rate for the U.S. dollar. Please see the end of this 
report for the definitions of the valuation measures.

Table 2. S&P 500 Index sectors—profile and comparison between 2018 and 2008

Sources: FactSet, Wells 
Fargo Investment Institute (WFII), November 30, 2018. The Real Estate and Communication Services (CS) sectors were recent additions to the S&P 500 Index. S&P Dow Jones has created back-calculated history for the 
Communication Services sector, based on the securities in the S&P 500 Index that would have hypothetically been classified under this new structure (effective in September 2018). The S&P Real Estate sector was 
established in September 2016. The S&P 500 Sector Indices measure the performance of the widely-used Global Industry Classification Standard (GICS®) sectors and sub-industries. Each index comprises those 
companies included in the S&P 500 that are classified as members of their respective GICS sectors.   

Financials ++ ++ = +
Industrials + + ++ ++
Information Technology = ++ + =
Consumer Discretionary ++ = = ++
Health Care - = ++ +
Consumer Staples -- ++ ++ -
Materials -- = = =
Communication Services + = - =
Energy = -- - -
Real Estate = -- -- --
Utilities Most unfavorable (--) - - - --

Quality Pillar Economic PillarGuidance

Neutral (=)

Unfavorable (-)

Sector Value PillarGrowth Pillar

Favorable (+)

Most favorable (++)

2018 S&P 500 sectors
Index 

weight (%)
Market value 
($ in millions)

No. of 
Constituents 2008 S&P 500 sectors

Index weight 
(%)

Market value 
($ in millions)

No. of 
Constituents

Communication Services 9.9 2,301,048           26 Communication Services 3.8 298,746             9
Consumer Discretionary 9.9 2,303,620           65 Consumer Discretionary 8.0 629,950             81
Consumer Staples 7.4 1,715,187           32 Consumer Staples 13.1 1,024,539         41
Energy 5.4 1,267,654           29 Energy 14.3 1,119,972         40
Financials 13.7 3,192,681           67 Financials 13.4 1,046,139         84
Health Care 15.8 3,677,888           63 Health Care 14.0 1,099,180         55
Industrials 9.4 2,200,517           71 Industrials 11.0 863,086             57
Information Technology 19.9 4,652,009           67 Information Technology 15.1 1,182,537         73
Materials 2.6 608,846              24 Materials 3.0 233,599             28
Real Estate 2.9 675,170              32 Real Estate --- --- ---
Utilities 3.1 730,969              29 Utilities 4.2 332,632             32
Total 100.0 23,325,590        505 Total 100.0 7,830,379         500
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We believe that the decision to overweight and 
underweight sectors in an equity portfolio is important. 
Chart 1 shows the annual returns of the equal-weighted 
sectors in the highest total return quintile—in contrast 
to the sectors in the lowest total return quintile. Chart 2 
illustrates the spread between the two quintiles for 

each year between 1990 and 2018. We can see that the 
spread between each year’s winners and losers in a 
calendar year is generally greater than 25% and 
sometimes in excess of 40%. 

 

Chart 1. Top versus bottom quintiles—annual S&P 500 sector performance—1990-2018  

 
Sources: FactSet, Wells Fargo Investment Institute (WFII), November 30, 2018. For illustrative purposes only. Index returns do not represent portfolio performance.  An index is unmanaged and not 
available for direct investing. Past performance is no guarantee of future results. 
 

Chart 2. Spread between top and bottom quintile of annual S&P 500 sector performance: 1990-2018 

 
Sources: FactSet, Wells Fargo Investment Institute, (WFII), November 30, 2018. Past performance is no guarantee of future results.  For illustrative purposes only. Index returns do not represent 
portfolio performance.  An index is unmanaged and not available for direct investing. 
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Sector mean reversions 
History shows that every sector enjoys its day in the 
sun and has times of underperformance. Chart 3 
illustrates the typical in-favor and out-of-favor cycles 
for the three largest S&P 500 Index sectors by market 
capitalization today—Information Technology, Health 
Care, and Financials. Chart 3 shows each sector’s total 
relative return versus the S&P 500. The chart shows the 
degree to which the sector has had favorable or 
unfavorable performance trends relative to the market 
over the time horizon.  

We can draw several conclusions from these return 
charts for the 11 S&P 500 sectors. A general 
observation is that sectors can vary considerably in the 
frequency and duration of their performance cycles. 
Let’s also consider some recent sector trends. First, 
despite its fourth-quarter challenges, Information 
Technology has been accelerating to its highest 
relative performance since the technology bubble of 
1998-2000. Second, the Health Care sector has had a 
short period of relative outperformance following 
nearly three years of underperformance from 2015 to 
mid-2018. Third, the Financials sector has been 
essentially neutral since 2011. 

Chart 3. Sector performance relative to the S&P 500 Index (total return) 

 
Sources: FactSet, Wells Fargo Investment Institute (WFII), November 30, 2018. For illustrative purposes only. Index returns do not represent portfolio performance.  An index is unmanaged and not 
available for direct investing. Past performance is no guarantee of future results.
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The relative return opportunity of U.S. equity 
sector selection recently has outpaced the 
general U.S. equity-bond opportunity 
In recent years, the relative performance of U.S. stocks 
and bonds has modulated to rather low divergence 
levels and higher correlation levels than in the past. 
Chart 4 shows the absolute value of the return 

difference between the S&P 500 Index and the 
Bloomberg Barclays U.S. Treasury Index. The excess 
performance of the S&P 500 Index over Treasury 
securities has averaged 15.8% and ranged between 0.4% 
and 50.7% since 1990. However, the average excess 
performance over the past 5 years, as the recovery has 
been extended, is only 9.2%.  
 

Chart 4. Spread between S&P 500 and Bloomberg Barclays U.S. Treasury Index returns: 1990-2018 

 

Sources: FactSet, Wells Fargo Investment Institute (WFII), November 30, 2018. For illustrative purposes only. The Bloomberg Barclays US Treasury Index is an index of prices of U.S. Treasury bonds 
with maturities of one to 30 years.  The S&P 500 Index is a market capitalization weighted index composed of 500 stocks generally considered representative of the US stock market.  Index returns 
do not represent portfolio performance.  An index is unmanaged and not available for direct investing. Past performance is no guarantee of future results. Please see the risks associated with 
asset classes and sectors at the end of this report.
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Chart 5 shows that sector rotation opportunities 
recently have outpaced the stock versus bond relative 
return opportunities—and that the timing of sector 
selection recently has been more important than the 
timing decision of tactically allocating to stocks versus 
bonds in all years since 2008 (except one year).  One 
implication of Chart 5 is that perfect foresight 
regarding switching 100% of a portfolio between stocks 

and bonds would have added less return than perfect 
foresight from switching the top 20% and bottom 20% 
of sector performers. Sector rotation is potentially 
more rewarding today as sector rotation opportunities 
have been larger than the stock versus bond relative 
return opportunity. Of course, holding bonds is 
important to control overall portfolio risk and earn 
income.  

Chart 5. Maximum difference between stock and bond returns, compared to maximum difference 
between top and bottom sector quintiles: 1990–2018 

Sources: FactSet, Wells Fargo Investment Institute (WFII), November 30, 2018. In the chart, the U.S. Treasury index is the Bloomberg Barclays U.S. Treasury Index.For illustrative purposes only.  
Index returns do not represent portfolio performance.  An index is unmanaged and not available for direct investing. Past performance is no guarantee of future results. Each asset class has its 
own risk and reward characteristics.  Please see the risks associated with asset classes and sectors at the end of this report and Chart 4 for the definitions of the indices. 
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Fundamentally based approach to addressing 
sector rotation 
We have introduced a systematic four-pillar approach 
to addressing sector rotation. As noted, our four pillars 
are value, growth, quality, and economic factors. In our 
view, no single factor or investment style is 
consistently predictive of performance potential. 
Rather, we believe that multiple factors are the best 
predictors of future returns. In addition, as market 
cycles evolve, mature, and end, we expect these sector 

pillars to become more or less important. We adjust for 
this by altering the weighting of each pillar. Today, our 
pillars are weighted as follows—value is weighted at 
35%; growth receives a 25% weight; quality is weighted 
at 20%; and the economic pillar has a 20% weight. As 
we move toward the end of the cycle and subsequently 
into a recession, we may adjust our pillar weightings 
accordingly (to those that we believe are likely to 
outperform during a recession).  
 

Our four-pillar philosophy: No single factor style is consistently predictive of performance 

 
Source: Wells Fargo Investment Institute (WFII), December 7, 2018.
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THE FOUR PILLARS OF WFII’S SECTOR MODEL 

Below, we outline the four pillars of our sector model and the specific construction of the sector model. 

Value Pillar 

For the Value Pillar, we have identified fundamental 
indicators that we believe have high efficacy in 
predicting future S&P 500 sector returns. We call these 
our value indicators. Essentially, these ratios are 
widely accepted valuation measures that compare 
stock prices with earnings, sales, operating profit, cash 
flow, net assets, and dividends. Essentially, we 
aggregate sector-level data to provide fundamentally 
based comparative valuations between S&P 500 
sectors. The ratios will differ in importance, depending 
on such factors as the investment period and the 
economic cycle. By analyzing these indicators over a 3-
year and 8-year period in relation to the benchmark, we 
can derive important views of each sector. (A 3-year 
period aligns with our cyclical asset allocation time 

frame, while an 8-year period aligns with the length of 
many economic cycles historically.)  

In this report, we focus on three factors and one Value 
Pillar composite rank. The three factors are: (1) the 
trailing price/earnings ratio; (2) the price-to-free-cash-
flow ratio; (3) the total yield ratio, and a composite 
value indicator, which is an equal-weighted aggregate 
of the WFII Value indicators listed (Table 3). Based on 
our research, we have determined that these WFII 
Value Pillars are currently the most important relative 
measures to identifying investment value between 
sectors. We standardize the scores by ranking them 
from 1 through 11 for the GICS sectors. Based on our 
model, a ranking of 1 signifies the least expensive 
sector (with the lowest standardized score), while a 
rank of 11 signifies the most expensive sector (with the 
highest standardized score). 

Table 3. Value Pillar, three metrics, and a composite value rank 

 
Sources: FactSet, Wells Fargo Investment Institute (WFII), November 30, 2018. Forecasts are for illustrative purposes only and are based on certain assumptions and on our current views of market 
and economic conditions, which are subject to change. The ability to achieve a return target or objective depends upon a variety of factors. They are not intended and should not be considered a 
prediction of future rates of returns. Please see end of this report for definitions of the valuation measures. 

  

Sectors Forecast Trailing Price/ Value
total P/E ratio free cash flow composite rank
yield ratio

Communication Services 10 5 5 7
Consumer Discretionary 5 8 7 7
Consumer Staples 1 5 6 2
Energy 7 10 8 10
Financials 2 1 1 1
Health Care 6 9 4 6
Industrials 3 2 9 4
Information Technology 4 6 2 2
Materials 11 4 3 5
Real Estate 8 11 10 11
Utilities 9 3 11 9

Value



 © 2018 Wells Fargo Investment Institute. All rights reserved. Page 9 of 13 

Growth Pillar 
For the Growth Pillar, we have identified forward-
looking indicators that we believe are effective in 
predicting S&P 500 sector returns. These indicators 
focus on future corporate growth expectations to help 
predict companies that can appreciate when that future 
growth is achieved. We aggregate sector-level data to 
provide comparative growth levels for S&P 500 sectors.  

In this report, we focus on three growth characteristics 
and one Growth Pillar composite rank. The three 
indicators are: (1) the change in consensus forecast for 
fiscal year 1 (FY1) and fiscal year 2 (FY2)—currently 
2019 and 2020—which estimates the consensus 
forecast change rate over the past 6 months; (2) the 
next 12 months (NTM) prospective earnings growth 

rate; and (3) the dividend growth rate. The dividend 
growth rate is calculated as the (growth) rate of change 
of the NTM forecast dividend yield relative to the 
growth rate over the past four years, using a regression 
line and a composite sector growth indicator, based on 
an equal-weighted aggregate of the WFII growth 
indicators listed. This is shown in Table 4. Based on our 
research, we believe that these growth indicators are 
the most important relative measures to identify future 
sector growth performance potential today. We 
standardize the scores by ranking them from 1 through 
11 for the GICS sectors. A rank of 1 is the expected 
highest growth sector (with the highest standardized 
score) and a rank of 11 signifies the sector with the 
slowest expected growth rate (and with the lowest 
standardized score). 

Table 4. Growth Pillar, three metrics, and a composite growth rank 

 
Sources: FactSet, Wells Fargo Investment Institute (WFII), November 30, 2018. Forecasts are for illustrative purposes only and are based on certain assumptions and on our current views of market 
and economic conditions, which are subject to change. The ability to achieve a return target or objective depends upon a variety of factors. They are not intended and should not be considered a 
prediction of future rates of returns. Please see end of this report for definitions of the valuation measures. 

  

Sectors Composite Forecast Dividend Growth 
revision ratio EPS growth growth trend composite rank

(NTM)

Communication Services 3 6 7 3
Consumer Discretionary 5 2 5 1
Consumer Staples 7 10 8 11
Energy 6 1 11 7
Financials 4 7 1 1
Health Care 9 8 2 8
Industrials 8 5 3 3
Information Technology 10 3 4 5
Materials 11 4 9 10
Real Estate 2 9 6 5
Utilities 1 11 10 9

Growth
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Quality Pillar 
For the Quality Pillar, we assess sector level 
characteristics that generally have been accepted in 
determining a company’s “degree of excellence.” We 
believe that the Quality Pillar, along with the Growth 
Pillar, reflects characteristics that are important for a 
company to survive and remain attractive to investors 
and analysts. Clearly, profitability, as measured by 
return on equity (ROE), is critical to a company’s long-
term survivability. Without sufficient cash or capital—
or the financial resources used to sustain and run the 
company—then default or business failure could result. 
Quality characteristics have proven to be empirically 
important, especially during times of market stress; at 
times when debt levels are elevated; during 
recessionary periods; or when volatility is rising. These 
indicators tend to be uncorrelated with the more 
common value or growth indicators, and therefore help 
to increase style diversification.  

In this report, we focus on the three quality 
characteristics and one Quality Pillar composite rank. 
The three indicators are: (1) Company Quality Score, or 
CQS, based on company leverage and liquidity ratios; 
(2) ROE; and (3) the dispersion of estimates for fiscal 
year 1 (FY1) and fiscal year 2 (FY2)—currently 2019 and 
2020—and a Quality Pillar composite sector indicator 
(an equal-weighted aggregate based on the WFII 

quality indicators listed). We standardize the scores by 
ranking them from 1 through 11 for the GICS sectors. A 
rank of 1 is the expected highest quality sector (with 
the highest standardized score) and a rank of 11 is the 
poorest quality sector (with the lowest standardized 
score). Let’s review one Quality Pillar characteristic 
and focus on the Information Technology (IT) sector. 
Table 5 shows that the IT sector ranks #1 in CQS 
leverage and liquidity (a low value for this 
characteristic ranks best). This ratio analyzes three 
fundamental measures of sector quality by considering 
the CQS. The underlying components are: 

1. The long-term debt to assets ratio.  
Clearly, a lower long-term debt to assets ratio 
would represent higher quality in a rising-rate 
environment (and in most periods). 

2. Current ratio. This accounting measure 
reflects whether a firm has enough resources to 
meet its short-term debt obligations. Most 
fundamental analysts pay attention to this in 
order to measure a company’s liquidity. A 
higher ratio is better. 

3. Growth in shares outstanding. Higher-quality 
companies have been reducing the number of 
shares outstanding, primarily through record 
buybacks. This is a positive metric for the 
quality indicator. 

Table 5. Quality Pillar, three metrics and a composite quality rank 

 
Sources: FactSet, Wells Fargo Investment Institute (WFII), November 30, 2018. For illustrative purposes only. Please see end of this report for definitions of the valuation measures.

  

Sectors CQS Return Est. dispersion Quality
leverage and on FY(1+2) composite rank

liquidity equity

Communication Services 9 6 9 8
Consumer Discretionary 8 2 6 6
Consumer Staples 6 3 3 2
Energy 3 10 11 8
Financials 2 7 5 5
Health Care 4 4 1 1
Industrials 7 1 4 2
Information Technology 1 5 7 4
Materials 5 9 8 7
Real Estate 10 8 10 11
Utilities 11 11 2 8

Quality



© 2018 Wells Fargo Investment Institute. All rights reserved. Page 11 of 13 

The IT sector’s leverage and liquidity ratio improved 
from the end of the third quarter through November. This 
favorable characteristic helps to explain why we 
upgraded this sector to favorable from neutral on 
November 29. Many IT companies have continued to 
generate superior cash flow and have maintained healthy 
leverage ratios. We view this as an attractive feature as 
the economic cycle matures. 

Economic Pillar 
For the Economic Pillar, we utilize the current WFII 
expectations regarding the macroeconomic 
environment (Table 6). Currently, we forecast a 
continued economic cycle with U.S. gross domestic 
product (GDP) growth of 2.7% for 2019. This factor is 
part of our analysis, along with a measure of continued 
ongoing economic strength; an assumption of rising 
short-term interest rates; an assumption of a flat, but 
not inverted, yield curve; and the U.S. dollar (USD) 
weakening in 2019.  

Table 6. Economic Pillar, the composite 
economic rank 

 
Source: Wells Fargo Investment Institute (WFII), November 30, 2018.  
For illustrative purposes only.   

We also use economic indicators that we believe are 
among the most predictive to enhancing sector 
rotation—specifically, growth in industrial production; 
USD direction; oil prices, and the level of inflation. 
Additionally, we have analyzed corporate capital 
expenditures (capex); growth in world trade; money 
supply; and other indicators for efficacy in different 
market cycles. We will return to the topic of economic 
indicators in a future publication. 

Investment insights 
The four pillars described here (growth, value, quality, 
and economic) are the base of our sector analysis and 
guidance. Our research highlights the fact that more 
dispersion recently has existed between sectors than 
between the broader U.S. equity and bond markets. The 
greater the return dispersion, the larger the potential 
to generate alpha with tactical positioning (in the 6-18 
month time frame). Our pillars and analysis lead us to 
our current equity sector guidance. Currently, we have 
a most favorable view of the Financials and Industrials 
sectors; we have a favorable view of Health Care, 
Information Technology, and Consumer Discretionary; 
we have an unfavorable position in Communication 
Services, Real Estate, and Energy; and we are most 
unfavorable on Utilities. 

 
 
 
 
 

Economic

Sectors Economic
composite rank

Communication Services 5
Consumer Discretionary 2
Consumer Staples 9
Energy 8
Financials 3
Health Care 4
Industrials 1
Information Technology 6
Materials 7
Real Estate 10
Utilities 11
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Audrey Kaplan is the head of global equity strategy for Wells Fargo 
Investment Institute (WFII), a subsidiary of Wells Fargo Bank, N.A. In this 
role, Kaplan leads WFII’s global equity strategy team, which sets 
investment strategy used by the investment professionals working on 
behalf of individual and institutional clients through Wells Fargo Wealth 
and Investment Management business units: Abbot Downing, Wells 
Fargo Institutional Retirement & Trust, Wells Fargo Advisors, Wells Fargo 
Asset Management, Wells Fargo Wealth Management, and WFII. 

 

Scott Wren is a senior global equity strategist for Wells Fargo Investment 
Institute, a subsidiary of Wells Fargo Bank N.A., which is focused on 
delivering the highest quality investment expertise and advice to help 
investors manage risk and succeed financially. Wells Fargo Investment 
Institute serves clients of Wealth and Investment Management, a 
division of Wells Fargo  & Company comprised of Wells Fargo Private 
Bank, Wells Fargo Advisors, Wells Fargo Institutional Retirement & Trust, 
and Abbot Downing businesses, accounting for more than $1.8 trillion* 
in assets under administration. 

 
Ken Johnson is an investment strategy analyst for Wells Fargo 
Investment Institute, a subsidiary of Wells Fargo Bank N.A., which is 
focused on delivering the highest quality investment expertise and 
advice to help investors manage risk and succeed financially. Wells Fargo 
Investment Institute serves clients of Wealth and Investment 
Management, a division of Wells Fargo & Company comprised of Wells 
Fargo Private Bank, Wells Fargo Advisors, Wells Fargo Institutional 
Retirement & Trust, and Abbot Downing businesses, accounting for 
more than $1.8 trillion* in assets under administration. 

Definitions – Valuation Measures 

Forecast yield is a valuation indicator that measures the combined total of the forecasted dividend yield plus the buyback yield. Buyback yield 
divides the amount of outstanding shares repurchased (through a share buyback) by the existing market capitalization of a company. Forecast 
yields should not be interpreted as an indication of how the industries within the sectors will perform in the future. Dividend yield measures 
the amount of income a stock generates; the higher the yield, the greater the income, and should not be relied upon as a measure of 
performance a portfolio might achieve.   Keep in mind, higher forecast yields may indicate that a company's dividends could be reduced 
within the next 12 months. 

Leverage and Liquidity Ratios focus on the company's ability to pay current obligations and long-term debt. 

Long-Term Debt to Total Assets Ratio is a company's long-term debt to total assets ratio that shows the percentage of the company's assets 
that are financed with long-term debt. 

Price-to-Book Ratio is the ratio of a company's share price to reported accumulated profits and capital. 

Price-to Earnings Ratio is a valuation ratio of a company's current share price compared to its per-share earnings. P/E ratios represent the 
total price of the index divided by its total earnings. The earnings are usually taken from the trailing twelve months. 

Price-to-Free Cash Flow Ratio is a valuation method used to compare a company's current share price to its per-share free cash flow. Free cash 
flow is the amount of cash generated by a company in one year after subtracting short-term and long-term investments in the company, 
expenses, and taxes.  

Return on Equity (ROE) Ratio is a company's net income divided by its average stockholder's equity.  It is a profitability ratio that measures 
the ability of a company to generate profits from its shareholders' investments in the company.  It shows how much profit each dollar of 
common stockholders' equity generates. 
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Asset Class/Sector Risk Considerations 

Each asset class has its own risk and return characteristics which should be evaluated carefully before making any investment decision. The 
level of risk associated with a particular investment or asset class generally correlates with the level of return the investment or asset class might 
achieve. Both stocks and bonds involve risk and their returns and risk levels can vary depending on prevailing market and economic 
conditions. Bonds are subject to market, interest rate, price, credit/default, call, liquidity, inflation and other risks. Prices tend to be inversely 
affected by changes in interest rates. U.S. government securities are backed by the full faith and credit of the federal government as to 
payment of principal and interest if held to maturity and are subject to interest rate risk.  

The risks of investing in specific S&P 500 sectors include: Communication services companies are vulnerable to their products and services 
becoming outdated because of technological advancement and the innovation of competitors. Companies in the communication services 
sector may also be affected by rapid technology changes; pricing competition, large equipment upgrades, substantial capital requirements 
and government regulation and approval of products and services. In addition, companies within the industry may invest heavily in research 
and development which is not guaranteed to lead to successful implementation of the proposed product.  Consumer Discretionary sector 
include, among others, apparel price deflation due to low-cost entries, high inventory levels and pressure from e-commerce players; reduction 
in traditional advertising dollars, increasing household debt levels that could limit consumer appetite for discretionary purchases, declining 
consumer acceptance of new product introductions, and geopolitical uncertainty that could affect consumer sentiment. Consumer Staples 
industries can be significantly affected by competitive pricing particularly with respect to the growth of low-cost emerging market production, 
government regulation, the performance of the overall economy, interest rates, and consumer confidence. Energy sector may be adversely 
affected by changes in worldwide energy prices, exploration, production spending, government regulation, and changes in exchange rates, 
depletion of natural resources, and risks that arise from extreme weather conditions. Investing in the Financial services companies will 
subject a investment to adverse economic or regulatory occurrences affecting the sector. Some of the risks associated with investment in the 
Health Care sector include competition on branded products, sales erosion due to cheaper alternatives, research and development risk, 
government regulations and government approval of products anticipated to enter the market. There is increased risk investing in the 
Industrials sector. The industries within the sector can be significantly affected by general market and economic conditions, competition, 
technological innovation, legislation and government regulations, among other things, all of which can significantly affect a portfolio's 
performance. Materials industries can be significantly affected by the volatility of commodity prices, the exchange rate between foreign 
currency and the dollar, export/import concerns, worldwide competition, procurement and manufacturing and cost containment issues. Real 
estate investments have special risks, including possible illiquidity of the underlying properties, credit risk, interest rate fluctuations, and the 
impact of varied economic conditions. Risks associated with the Technology sector include increased competition from domestic and 
international companies, unexpected changes in demand, regulatory actions, technical problems with key products, and the departure of key 
members of management. Technology and Internet-related stocks smaller, less-seasoned companies, tend to be more volatile than the overall 
market. Utilities are sensitive to changes in interest rates, and the securities within the sector can be volatile and may underperform in a slow 
economy. 
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