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Key Points
 As we enter the New Year, we believe the primary factors driving the economy and the
financial markets remain the same – policy support and the path of the virus.
 In contemplating the outlook for these factors, it would be most helpful to know the
answer to three questions:
1) Who will win the Georgia senate races?
2) To what degree do COVID vaccines prevent transmission of the
virus, as opposed to just uptake?
3) What is the duration of natural immunity following infection?
 The answer to the first question should influence the contours of fiscal policy over the
next few years.
 The answers to questions 2 & 3 are important for estimating how quickly countries can
achieve herd immunity from the virus.
 We should know the outcome of the Georgia runoff in a matter of days, but our
understanding of herd immunity dynamics will be more evolutionary over the next several
months.
 The recent valuation level for stocks and bonds looks stretched by historical standards,
but the magnitude of fiscal and monetary stimulus supporting these markets is also
historic, and we expect it will remain so regardless of the election outcome in Georgia.
 Asset prices are also supported by historically low interest rates, along with guidance from
the Federal Reserve (the Fed) to expect short-term interest rates to stay near zero until
2023.1
 Against this backdrop of massive fiscal and monetary stimulus, the most important
secular themes that drive long-term asset prices are global in nature, and likely to endure
beyond COVID and the cycles of domestic politics.
 We still see opportunity in the asset markets, but we also recognize the importance of
risk management during this period of disruption from COVID and political transition.
 If our outlook turns out to be too rosy, we suspect the culprit will be either a setback on
the path to herd immunity, or a negative surprise on inflation.
 We are tracking both risk factors carefully, and we stand ready to adjust as needed if the
outlook changes.
 We outline our multi-tiered approach to risk management on page-4 and discuss the
current positioning of each of our investment strategies in subsequent commentary
sections.
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Policy Support Has Been Massive…
The global policy response to the COVID pandemic has no historical precedent, both in terms of
magnitude and speed of delivery. The collective force of these emergency measures helps to
explain the V-shaped performance of global asset markets in 2020, and we expect it will continue
to play a supportive role for the markets in 2021. We find it difficult to feel too negative about
the near-term outlook while this policy support remains in force.
Consider that within two months of the onset of the COVID pandemic governments in 54
countries representing 93% of global GDP announced approximately $10 trillion in emergency
support measures, more than three times the response to the 2008-09 financial crisis in a fraction
of the time.2 Fiscal support in the United States recently jumped to nearly $3 trillion following
the passage of an additional $900 billion package in late-December.3 This is in addition to
domestic monetary policy support in the form of a roughly $3.2 trillion expansion of the Fed’s
balance sheet since March, and a return to zero interest rates.4 Cumulative fiscal and monetary
support in Western Europe amounts to more than 30-times the value of the Marshall Plan
measured in inflation-adjusted currency!5

…And it is Not Dependent on the Georgia Runoff
We believe the outcome of the Georgia senate races could be pivotal for the contours of U.S.
fiscal policy over the next few years, and we expect to adjust our security selection to reflect the
likely policy priorities implied by the Georgia elections, whatever they turn out to be.
We also recognize that the giant snowball of global policy support that formed in 2020 will
continue rolling downhill in 2021, regardless of what happens in Georgia. Moreover, we believe
the important secular themes that drive long-term asset prices are global in nature, and mostly
impervious to the political affiliation of two senators in Georgia. The shape of our investment
portfolios will be far more reflective of these secular trends than the policy priorities in
Washington, but both will have an impact (See the commentaries for the Managed Equity
Growth and Managed Equity Dividend strategies below for more detail on the secular themes
reflected in these strategies).
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The Path to Herd Immunity
Scientists are still seeking answers to two critical questions that will determine the timeline for
achieving herd immunity from the virus:
1) Do recently approved vaccines prevent transmission of the virus, or only its
uptake among those infected?
2) What is the duration of natural immunity among those who have already
recovered from the virus?
The answers to these questions will be instrumental in determining how quickly countries can
reopen following the distribution of vaccines throughout their population.
A detailed study on this topic by McKinsey & Company6 produced the following estimates:
 If the vaccines are 75% effective at reducing transmission, herd immunity can
be achieved with vaccine coverage of 60% to 80%.
 If the vaccines are only 50% effective at reducing transmission, vaccine
coverage needs to exceed 90% to achieve herd immunity.
 If natural immunity following recovery lasts just six-to-nine months, as opposed
to multiple years, vaccine coverage will need to approach 85% to achieve herd
immunity.
Global asset markets have rallied strongly since November, when data from the clinical trials of
multiple vaccine candidates showed remarkably strong efficacy for the drugs. We believe this
market response is appropriate, as it reflects a vastly improved probability for achieving herd
immunity in the foreseeable future.
As further data accumulates from the growing number of people being vaccinated, scientists
should gain a much better understanding of the two variables above that will influence the
ultimate pathway to herd immunity. Good news on either front should increase the confidence
level for policy makers and citizens to reopen their communities sooner and more completely.
Unwelcome news might have the opposite effect.

What About Inflation?
Aside from a setback on the path to herd immunity, the risk factor we are tracking most carefully
is inflation. At this point we consider inflation to be a low probability/high impact risk factor.
We believe problematic inflation is a low probability outcome in the near-term because the
deflationary forces that have strangled inflation for the past dozen-plus years remain firmly in
place throughout the world. Moreover, near-term markers for inflationary pressures have yet
to emerge in the economic data.
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Despite our comfort level with the probability for inflation, we consider it to be a major risk factor
due to its potential outsized impact on financial markets. The most dramatic events in market
history occur when asset prices reflect a widely held consensus opinion that turns out to be
wrong. Two vivid examples of this phenomenon are technology stocks in the late-1990s, and
residential real estate in the late-2000s.
We believe most asset markets currently reflect a widely held assumption that inflation will not
become a problem anytime soon. This is implied by the historically depressed level of interest
rates throughout the world, and the correspondingly elevated price-to-earnings (P/E) multiples
prevalent in the global equity markets, including the U.S. The valuation level for both asset
markets seems appropriate in our view, provided inflation remains tame and central bankers
remain accommodative. However, if the consensus view on inflation turns out to be wrong, or
if central banks mis-calculate their exit strategies from pandemic stimulus, current owners of
trillions worth of assets might find themselves on the wrong side of an unbalanced market.
We may have more to say on this topic in the future if conditions evolve to warrant it.

Current Design of Our Investment Strategies7
The remainder of this report addresses the current positioning of each of our investment
strategies. Broadly speaking, the relative performance of both Managed Equity strategies has
benefited substantially from their flexibility to adjust to this year’s disruptive market climate.
Our Fixed Income strategies have benefited from the pandemic-induced decline in interest rates,
without needing to chase yield in long-duration bonds or oversized allocations to lower credit
quality securities. The Tactical Strategies have fulfilled their intended role as a complement to
our actively managed portfolios to enhance diversification (Tactical Global Growth and
International Focus) or shift the relative weighting between equity and fixed income
unemotionally (Tactical Dynamic Allocation).

The portfolio strategy discussions in this section are supplemental to a compliant presentation. A complete list of Capital Advisors’
portfolio models and compliant presentations are available by contacting Capital Advisors.
7
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Managed Equity Growth
Risk and Opportunity are at the heart of every investment strategy, but these have special
importance as we enter 2021. With asset valuations near record highs (across asset classes),
active risk management has perhaps never been so important. We believe the global economy
is undergoing significant change and remain focused on companies that can help shape key
opportunities within that evolution.
The recipe for a 9% average annual S&P 500 gain over the last five years -- and nearly 14%
through the past 10 years8 -- has included low interest rates, supportive global central banks, and
gradual economic growth (only gradual). Those ingredients remain in the market’s kitchen as we
enter 2021, but with record global market liquidity providing the base for each, we are keenly
aware markets can change quickly.
Risk management and portfolio “balance” do not have to mean sacrificing returns – they require
focusing on the right mix of ingredients, or value drivers. In 2020 the Managed Equity Growth
strategy achieved a generous return while experiencing lower volatility than the overall stock
market.9 This was accomplished though multi-layered risk management.
We are focusing on a diversified set of leaders of what we believe to be some of the global
economy’s most attractive value-creation trends. We put the holdings together in a way that we
believe prudently manages risk and helps optimize the likely reward profile.
Before illustrating how we are doing that, it is helpful to explain how we use cash very
deliberately as “risk management” and “risk capital.” In the “risk management” function, cash
helps to balance risk elsewhere in the portfolio according to the market scenarios we foresee. In
2020, this approach contributed to lower volatility for the strategy, while allowing us target
higher potential reward opportunities like tele-health and gene editing.
In the “risk capital” function we can use cash to buy attractive opportunities during times of
market volatility without having to sell other great companies at depressed prices. During the
heights of the economic shutdown for instance, we bought NVIDIA (NVDA: ~$519)), a leader in
cloud-based artificial intelligence (such as speech recognition) and high-end computer graphics.
We also increased positions in selected established holdings such as Amazon.com (AMZN:
~$3,250), PayPal (PYPL: ~$232), a leader in the global trend towards secure electronic payments,
and Thermo Fisher Scientific (TMO: ~$462), a cutting-edge innovator in healthcare equipment.
More recently, cash’s dual role enabled us to take a small position in Lemonade (LMND: ~$125),
an early-stage, online insurance company that is targeting substantial change in global social
demographics.
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As a percentage of the total strategy, cash reached its 2020 high early in the year (before the
economic shutdown), and cash is currently near a low, although we are looking to gradually
increase it. The following illustration shows Managed Equity Growth’s holdings of companies we
believe lead important Tech-enabled market opportunities such a Wearable Technologies and
Artificial Intelligence.
Investing in Economic Change
Position weights as of December 30, 2020
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In addition to the above mega-trends, we have identified leaders in more traditional markets
that are undergoing significant change. Such holdings include Honeywell (HON: ~$211), Kroger
(KR: ~$31), JP Morgan Chase (JPM: ~$126), UnitedHealth (UNH: ~$347) and Waste
Management (WM: ~$117), among several others. This broad category accounts for
approximately a quarter of the strategy’s current investments. The strategy is underweight
“FANG” stocks, meaning it contains less of Facebook, Amazon, Netflix, and Alphabet than the
S&P 500 Index,10 choosing instead to spread exposure more broadly through the opportunities
illustrated above.
The “factor” approach highlighted above helps to diversify risk beyond traditional labels such as
industry, or company size. We believe it also reduces the temptation for market-timing or
chasing activities during highly volatile periods.
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Managed Equity Dividend
Careful diversification across yield structures, business types and other value drivers keys the risk
management process for this strategy. Flexibility was a key contributor to successful
performance for this strategy in 2020.
During the early onset of the pandemic, we pivoted away from companies that seemed most
vulnerable to the economic shutdown to take advantage of compelling buying opportunities in
companies with proven management, entrenched competitive advantages and strong balance
sheets. Examples included Home Depot (HD: ~$265), Texas Instruments (TXN: ~$163), Watsco
(WSO: ~$227), Unilever (UL: ~$60) and Fastenal (FAST: $49). As the economy stabilized in the
second half of the year, we shifted some profits from those investments into higher-yielding
positions across different industries, including United Parcel Service (UPS: ~$167), AGNC (AGNC:
~$16), Chevron (CVX: ~$84) and Ares Capital Corp. (ARCC: ~$17). In the case of Ares Capital and
Chevron, we re-purchased both stocks at a lower price than where they were sold earlier in the
downturn.
Our objective is the keep the strategy’s cash yield at or above 4% during “normal” periods. With
benchmark interest rates hovering near record lows, we lowered the yield somewhat to help
manage risk in 2020. In recent weeks, we have begun moving that yield higher, even though
material stock price appreciation has weighed on the yield calculation. We are looking for
opportunities to continue raising the strategy’s yield, largely by rotating out of lower-yielding
holdings whose stock price has appreciated significantly since the economic shutdown.
We are using a total return approach, with cash flow yield being the primary objective
complemented by price appreciation. The economic shutdown gave us the opportunity to add
several holdings that represent leadership in strong economic trends. The following are
examples of these new-in-2020 holdings:
 Alternative Energy:
Brookfield Renewable Corporation
 Electronic and Autonomous Vehicles:
Texas Instruments
 5G:
Broadcom, Texas Instruments
 Biotechnology Innovation:
AbbVie, Bristol Meyers
 Industrial Automation:
Emerson Electric, Eaton

Tactical Global Growth Strategy

The Tactical Global Growth strategy provides a strategic allocation to nine major risk markets
globally. Broad diversification across multiple geographies, factors, asset classes and market caps
helps to optimize the risk-adjusted return profile of the strategy. We stive to further enhance
long-term returns by systematically adjusting the weightings among the nine sectors to
overweight markets that demonstrate relative strength, while reducing the allocation to markets
that exhibit relative weakness.
7
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The strategy is currently positioned to continue participating in important secular growth trends
through its overweight allocation to Large-Cap Growth stocks, while diversifying into multiple
asset markets that might have recovery potential as the global economy heals from the pandemic
shock.

It seems noteworthy that international equities gained “market share” during 2020 to account
for approximately 40% of the total portfolio design as we enter the New Year. We believe
international equities may be particularly attractive right now due to lower valuation multiples,
more generous dividend yields, a downward-trending U.S. dollar exchange rate, and a historical
tendency for the relative performance of domestic-vs.-international markets to reverse following
recessions and major global shocks.
Recessions and Financial Shocks Have Frequently Marked the Turn
In Relative Performance Between U.S. and International Markets
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Dynamic Allocation Strategy
This strategy can be incorporated into a diversified portfolio to systematically adjust the equityto-fixed income mix in the portfolio based upon prevailing market conditions. Portfolio changes
are driven by a quantitative marker called a "moving average." Each of five risk market sectors is
retained in the portfolio whenever they demonstrate a positive price trend, and they are
removed when the trend turns negative. The strategy is designed to complement the core of a
diversified portfolio by delivering tactical adjustments to market exposures unemotionally.
The historically rapid decline, and subsequent recovery in global risk markets between February
and May was problematic for the quantitative process that directs changes within this strategy.
Even so, the strategy managed to shift away from risk markets in time to sidestep the worst of
the drawdown as of late-March, and it worked its way back into risk markets in time to
participate in a strong second half of the year. This strategy will enter the New Year in a fully
invested position with all five risk market sectors included in the allocation.

Fixed Income
The fourth quarter witnessed a continuation of the solid performance from both the corporate
and municipal credit asset classes, outperforming their Treasury counterparts by a solid margin.
While 10-year Treasury yields rose by approximately 25 basis points (prices fell) over the
quarter,11 returns on all Capital Advisors’ fixed income strategies performed positively. Looking
forward, with the outlook for the Fed to be unchanged for at least a couple years, we suspect
interest rates will not move significantly higher (or lower), somewhat reducing the utility of
bonds for income, or total return. However, investors can still rely upon the asset class for capital
preservation and diversification from equities within the construct of one’s overall portfolio
allocation. Capital Advisors prefers an “up-in-quality” bias across all bond portfolios, and less
interest rate risk than the benchmark.
11
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Individual Bond Management
Our individually managed taxable (corporate focus) and tax-exempt (municipal focus) bond
portfolios are customized according to three broad priorities – Liquidity, Income, or an Aggregate
of the two. A Liquidity portfolio invests exclusively in high credit quality securities and shortterm maturities to ensure stability of principal and ready access to capital. An Income portfolio
extends further out on the yield curve and includes a broader range of credit quality to generate
a higher level of income. The Aggregate approach incorporates elements of both designs for a
“core” exposure to the fixed income asset class.
By structuring bond portfolios in a “ladder” with maturities typically contained within the 1-to10-year range, the cost of being wrong should be minimal unless rates rise significantly. If
interest rates rise, the ability to reinvest nearer-term bond maturities into a higher rate
environment helps to offset the negative price change among the longer-term bonds in the
ladder (over time…. not month-to-month). When interest rates trend lower, price gains at the
long end of the ladder serve to offset the lower reinvestment rate from maturing bonds, and the
portfolio is supported by higher cash flows among the longer-dated bonds in the ladder.
We seek to enhance the benefit of the laddered portfolio structure with active management. By
deliberately emphasizing certain maturities, and diversifying across different sub-sectors and
credit profiles, we hope to optimize the risk and return profile of our fixed income strategies. In
all cases we will not reach for yield unless the merits of the underlying strategy prove worthwhile
relative to the risk.

Managed Credit Strategies

Within our Managed Credit Strategies, we have attempted to tilt the portfolios toward better
credits, with roughly 70% of our clients’ exposure to companies currently rated A- or better, on
average. Although the outlook seems less murky than originally prescribed for corporate
America in the near term, we want to remain well balanced and under-exposed to lower quality
credits. We do believe our BBB exposure has better balance sheets than the broad market, and
we are willing and able to further reduce this exposure should we see specific situations worsen.
The investment grade corporate bond market continues to significantly benefit from the Fed’s
multiple bond-buying programs. The Fed continues to backstop Corporate America through the
purchase of high-grade corporate bonds in the secondary market. In addition, with the Fed
holding its own borrowing rate near-zero, companies continue to rush to the new issue market
to refinance debt, and/or increase existing debt levels at very low borrowing costs. All that said,
approximately 50% of this markets’ issuers are still rated “BBB” by major rating agencies, the last
rating level that is still considered investment grade. Ongoing fears of a wave of downgrades to
sub-investment grade could continue to be cause for concern should we see another period of
economic volatility.
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Municipal Bonds
Within our Municipal Bond portfolios, we continue to focus on “A” and above credits with strong
debt coverage and liquidity profiles. We have also intentionally over-weighted essential service
revenue bonds (water & sewer, utilities, etc.) and general obligation bonds with an average
portfolio credit quality of “AA.”
An important ingredient for municipal borrowers is the debt service reserve fund designed to get
issuers thru difficult periods. In addition, municipal borrowers usually have very wide debt
distribution schedules, which tends to smooth out refinancing risks in the near term. Lastly,
although not popular in tough times, municipal issuers have some revenue durability to increase
tax rates, or other price-setting mechanisms, to ensure timely bond payments. This contributes
to investment grade municipal bonds having some of the lowest default rates amongst major
fixed income asset classes.

ETF Bond Models

Within our Aggregate Bond (ETF) strategy we continue to emphasize “defined maturity,”
investment-grade corporate bond ETFs. As a reminder, these funds include all the features of a
traditional fixed income ETF with one important difference: a specific maturity date. These funds
are populated with bonds that all mature in the same calendar year. During that year, the ETF
terminates, and the fund’s net assets are distributed to shareholders as cash, like the experience
when an individual bond matures. In November we took advantage of an uptick in market rates
and sold the strategy’s shortest/lowest yielding ETF maturing in 2022 (IBDN: ~$25), replacing it
with a slightly longer maturity ETF maturing in 2027 (IBDS: ~$27) to increase the portfolio yield.
Today there is a relatively even laddered maturity structure ranging between 2023-2027, thus
remaining somewhat conservative from an interest rate sensitivity perspective.
Within our Income Bond (ETF) strategy we have focused on maximizing cash flows within the
construct of balancing risks. As we discussed in last quarter’s commentary, we took advantage
of the Fed’s playbook of “lower for longer” and added to the high-yield asset class in July through
the INVESCO Fundamental High Yield Corporate Bond ETF (PHB: ~$19). The fund earned
approximately 5.7% in the fourth quarter,12 significantly increasing the total return experience
of the strategy as a whole. Although we continue to accept a modest increase in credit risk to
allow for a higher yield, the strategy could be more protected on an interest rate exposure basis.
The strategy still retains sector and quality balance with approximately 40% exposure in “AAA”
government guaranteed agency mortgage bonds and Treasuries via our investments in the
iShares Mortgage-Backed Securities ETF (MBB: ~$110) and the SPDR DoubleLine Total Return
Tactical ETF (TOTL: ~$49).

12
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International Focus Strategy
The International Focus strategy provides a strategic commitment to international equities to
expand the universe of companies for investment beyond the U.S. market. To enhance the
potential diversification benefits of this expansion, the strategy seeks to capture a return
premium relative to common international equity benchmarks through disciplined emphasis on
three market factors that have demonstrated a long-term history of attractive risk-reward
characteristics: Value, Momentum and Low Market Capitalization, or “small cap."
The process of systematically re-balancing the strategy toward these three factors occurs within
the investment vehicles that comprise the portfolio, rather than buying and selling the funds
themselves. This allows for low turnover and high tax efficiency for investors in the strategy.
The International Focus strategy performed well in 2020, both on an absolute basis, and relative
to common benchmarks for the international equity asset class.
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DISCLOSURES

This presentation is not an offer or a solicitation to buy or sell securities. The information contained in this presentation has been compiled from third party
sources and is believed to be reliable; however, its accuracy is not guaranteed and should not be relied upon in any way, whatsoever. This presentation may
not be construed as investment advice and does not give investment recommendations. Any opinion included in this report constitutes the judgment of Capital
Advisors, Inc. as of the date of this report, and are subject to change without notice.
This commentary does not purport to be a statement of all material facts relating to the securities mentioned. The information contained herein, while not
guaranteed as to accuracy or completeness, has been obtained from sources believed to be reliable. Opinions expressed herein are subject to change without
notice.
The investment return and principal value of an investment will fluctuate so that an investor’s portfolio may be worth more or less than its original cost at any
given time. Due to differences in portfolio timing and position weightings, the returns for any individual portfolio managed by Capital Advisors may be lower
or higher than any performance quoted.
The S&P 500 Index is a stock market index based on the market capitalizations of 500 leading companies publicly traded in the U.S. stock market, as determined
by Standard & Poor's. The index is calculated on a total return basis with dividends reinvested and is not assessed a management fee.
Estimated portfolio yield represents the 12-month run-rate of interest and/or dividend payments in a strategy divided by the market value of the securities
and cash reserves invested in the strategy. Estimated interest/dividend payments and market values are calculated by a portfolio accounting system from
Orion using a single client portfolio that Capital Advisors believes to be representative of clients’ portfolios invested in the same strategy. The actual portfolio
yield for any single client portfolio may be lower or higher than the yield quoted. The underlying holdings of any presented portfolio are not federally or FDICinsured and are not deposits or obligations of, or guaranteed by, any financial institution.
Security Recommendations: The investments presented are examples of the securities held, bought and/or sold in the Capital Advisors strategies during the
last 12 months. These investments may not be representative of the current or future investments of those strategies. You should not assume that investments
in the securities identified in this presentation were or will be profitable. We will furnish, upon your request, a list of all securities purchased, sold, or held in
the strategies during the 12 months preceding the date of this presentation. It should not be assumed that recommendations made in the future will be
profitable or will equal the performance of securities identified in this presentation. Capital Advisors, Inc., or one or more of its officers or employees, may
have a position in the securities presented, and may purchase or sell such securities from time to time.
Items of Note Regarding Exchange Traded Funds: An Exchange Traded Fund (ETF) is an investment company that typically has an investment objective of
striving to achieve a similar return as a particular market index. The ETF will invest in either all, or a representative sample of the securities included in the
index it is seeking to imitate. Like closed-end funds, ETFs can be traded on a secondary market and thus have a market price that may be higher or lower that
its net asset value (NAV). If these shares trade at a price above their NAV they are said to be trading at a premium. Conversely, if they are trading at a price
below their NAV, they are said to be trading at a discount.
The information provided is supplemental to a fully compliant presentation. A complete list of Capital Advisor’s portfolio models and compliant presentations
are available by contacting Capital Advisors at the number listed below. The actual return and value of an account fluctuate, and at any time the account may
be worth more or less than the amount invested.
Additional information, including management fees and expenses, is provided on Capital Advisors’ Form ADV Part 2, available upon request or at the SEC’s
Investment Adviser Public Disclosure site, https://adviserinfo.sec.gov/firm/summary/104643
As with any investment strategy, there is potential for profit as well as the possibility of loss. Capital does not guarantee any minimum level of investment
performance or the success of any portfolio or investment strategy. All investments involve risk (the amount of which may vary significantly) and investment
recommendations will not always be profitable. The investment return and principal value of an investment will fluctuate so that an investor’s portfolio may
be worth more or less than its original cost at any given time. Past performance is not a guarantee of future results. Capital Advisors, Inc. does not provide
tax or legal advice and recommends you consult with your tax and/or legal adviser for such guidance. Presentation is prepared by: Capital Advisors, Inc.
Contact Capital Advisors for a list and description of all firm composites and/or copy of our most recent Form ADV Part 2: 1-866-230-5879
www.capitaladv.com
Copyright © 2020, by Capital Advisors, Inc.
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