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A powerful, easy-to-use new asset allocation strategy

7Twelve provides a time-tested recipe for building a diversifi ed, multi-asset investment 
portfolio with twelve low-cost mutual funds. Author Craig Israelsen keeps it simple with 
easy-to-understand explanations and illustrative graphs throughout the text as he shows you 
how to create a balanced portfolio utilizing multiple asset classes to enhance performance 
and reduce risk. His approach has generated stellar returns over the last ten years—and you 
can have similar success using major mutual fund companies and ETFs.

In straightforward, clear language, Israelsen tells you how to build your 7Twelve portfolio with 
7 core asset classes and twelve specifi c mutual funds or exchange traded funds. He also 
shows you how to use the 7Twelve portfolio as either a pre-retirement accumulation portfolio 
or a post-retirement distribution portfolio.

If you want to build a balanced, multi-asset portfolio that can help you grow your money as 
well as protect it, 7Twelve is the recipe you need.

$39.95 USA / $47.95 CAN

While most investors would agree that diversifi ed, 
low-cost investing makes great sense for everyone, 
the reality is that the average investor has very little 
experience building a diversifi ed investment portfolio. 
Most investors end up cobbling a few different mutual 
funds together, resulting in a portfolio that lacks true 
diversifi cation. 7Twelve shows you how to build a 
diversifi ed, multi-asset portfolio using “7” core asset 
classes (or investment categories) by utilizing “Twelve” 
underlying mutual funds.

Author Craig Israelsen clearly explains just how easy it 
is to manage a successful portfolio with a plan, rather 
than managing your money piecemeal. His three key 
guidelines in the 7Twelve recipe are deceptively simple: 
select 12 different ingredients (such as mutual funds), 
allocate your investment equally among all 12 funds, 
and rebalance the 12 funds on a periodic basis, such 
as annually. Israelsen describes in straightforward and 
ready-to-apply terms what your portfolio should look 
like and outlines how to make it a reality for you. In 15 
succinct chapters, he takes you step by step through 
the process of building and managing a portfolio that 
optimizes performance and minimizes risk. He begins by 
demonstrating how diversifi cation is actually achieved 
and introduces various ways to meaningfully measure 
portfolio performance. He then outlines how to actually 
build and manage the 7Twelve portfolio—from periodic 
rebalancing to changes in the asset allocation over the 
life cycle—and specifi cally addresses the all-important 
issue of portfolio durability during the retirement years. 
Israelsen also presents research that sheds light on 
some of the most-debated topics among investors: 
value versus growth, active versus passive investing, 

and some of the perplexing problems in many target- 
date mutual funds. 

Better risk-adjusted performance is the key benefi t of 
building broadly diversifi ed investment portfolios, and 
only by combining a wide variety of asset classes can 
an investment portfolio produce superior performance 
with lower levels of risk. The 7Twelve approach provides 
diversifi cation depth within each separate mutual 
fund, and diversifi cation breadth across the 7 asset 
classes—a recipe that provides ideal risk-controlled 
performance.
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“People who panic during an economic crisis don’t have a sound investment plan. Craig 
Israelsen provides a sensible plan that really works!” 
— Richard Ferri, CFA, founder, Portfolio Solutions, LLC, and author of The ETF Book: 

All You Need to Know About Exchange-Traded Funds

“When Craig Israelsen speaks, I always pay attention. Here, he tackles—and answers—the
pre-retiree’s and retiree’s most important question: How do I make my money last for life?”
—Jane Bryant Quinn, author of Making the Most of Your Money NOW

“You can never be sure how the markets will perform. But you can manage risk. Don’t know 
where to start? Let Craig Israelsen be your guide.”
—Jonathan Clements, author of The Little Book of Main Street Money
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Building rockets is complex. Building a 
diversified portfolio shouldn’t be. 

This book isn’t about rockets.
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FOREWORD

I fi rst encountered Craig Israelsen’s work on portfolio con-
struction—that is, how to combine investments effectively and 
systematically so that your assets will grow over time—in 2005, 
when I became the editor in chief of Financial Planning maga-
zine. At fi rst, I found his efforts mystifying—he took a deep, deep 
dive into decades of performance data, sliced it up, and found 
patterns I had never encountered. Then, he described what he 
found in simple English—no fl ights of calculus or abstruse con-
cepts to make him seem too smart to be questioned. At fi rst, it 
seemed too simple to me to be as rigorous as it really is.

After a few months, I came to realize that Craig’s ideas, like 
so many great thoughts, seem simple just because they are true. 
Like many deep insights, his are the kind that make you say to 
yourself, “Of course—why didn’t I think of that before.” And 
after years of intense conversations about the ins and outs of 
portfolio construction, and invigorating exchanges of research 
ideas, I am delighted to say that Craig is one of those rare souls 
who can create intellectual elegance out of chaotic and some-
times contradictory facts. This is what makes his work appear to 
be so simple, and what makes learning from him such a pleasure.

Which brings me to the subject of this book, 7Twelve, a col-
lection of investments that can dependably build wealth for an 
investor’s entire life. I think of this portfolio as the culmination 
of Craig’s research. He has taken the many varied techniques of 
portfolio construction and distilled them into a reasonable, 
workable system that any individual can execute, either on 
his or her own or with the help of a fi nancial advisor. Once 
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again, the ease of this system is deceptive, as it integrates the 
most contemporary research with Craig’s own investigations to 
come up with his ultimate recipe for long-term success.

How does the 7Twelve portfolio work? It molds the confus-
ing world of investments into a system that requires just a lit-
tle regular upkeep. It is not greedy. It is a collection of mutual 
funds, index funds, or exchange-traded funds that covers a 
wide variety of assets, from stocks and bonds to real estate and 
commodities, so it should enable you to profi t when certain 
assets grow and protect you from losing too much when cer-
tain types of assets drop in value.

During the past two years, after the fi nancial markets’ near 
collapse in 2008 and its rocket-powered recovery in 2009 and 
2010 (at least so far), people have lost faith in the ability of mar-
kets to refl ect the true value of things. Money that people saved 
for years, even decades, disappeared, and much of that van-
ished wealth never returned. It was a harsh lesson for those who 
staked their future on the stock market—which was most of us.

It is disappointing but not diffi cult to understand why real 
estate prices dropped, and why they have not returned. But 
why did stocks fall so precipitously, and then rise again so rap-
idly? Why did they drag down so many other assets, too? How 
can one protect savings from that kind of disaster without elim-
inating any possibility of long-term growth?

A widely diversifi ed portfolio that is rebalanced systemati-
cally, like the 7Twelve, is a good start toward answering those 
questions. What’s more, the 7Twelve method ratchets down your 
exposure to market risk as you age, thereby consolidating and 
protecting your long-term gains. 

The 7Twelve method is not rapid-fi re and is not designed to 
get you rich. It may not be exciting. But it is useful, and its clarity 
and simplicity belie its sophistication. Try it—you just may like it.

Marion Asnes
March 2010

Foreword

fbetw.indd   xiifbetw.indd   xii 6/8/10   10:05:53 AM6/8/10   10:05:53 AM



xiii

                                                                                                                                PREFACE          

 7Twelve ™  provides a recipe for building a multi - asset 
investment portfolio with 12 low - cost mutual funds. The  recipe 
is more important than the ingredients. A poor recipe with 
good ingredients produces a poor end product. A great recipe 
with average ingredients produces an acceptable outcome. A 
great  recipe  with great  ingredients  is the ideal scenario — and this 
book provides information about both. 

 Too many investors have portfolios that lack diversifi ca-
tion breadth. A few mutual funds that seem different are often 
cobbled together. 7Twelve, on the other hand, is a diversifi ed, 
multi - asset portfolio by design. 

 In addition to providing a recipe for a diversifi ed port-
folio, 7Twelve also provides guidance on portfolio manage-
ment over the entire lifecycle. From our early working years 
to the years beyond retirement, the 7Twelve portfolio can 
be adapted to meet our ever - changing personal and family 
circumstances. 

 The 7Twelve plan is rich in supporting historical perform-
ance data. No conjecture here. No Ph.D. needed either. The 
information is presented simply so that a person who is rela-
tively new to the fi eld of investing can easily grasp and imple-
ment the 7Twelve portfolio recipe. 

 The 7Twelve will be of value to young investors as they 
start building their investment portfolios; to middle - aged indi-
viduals who need to start ratcheting down the risk of their 
portfolios as they move closer to retirement; and to retirees 
who need to ensure that their retirement portfolio is durable 
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and insulated from large losses. Very simply, investors of any 
age can benefi t from the guidance in 7Twelve. Everyone is 
 welcome in this kitchen. 

 The book is organized into 15 bite - sized chapters. Chapters 
 1  and  2  introduce the 7Twelve recipe for building a diversifi ed, 
multi - asset investment portfolio, and Chapter  3  demonstrates 
how our diversifi cation is actually achieved. Many investors are 
less diversifi ed than they think. 

 Chapter  4  introduces various ways to meaningfully meas-
ure portfolio performance. Chapter  5  outlines the perform-
ance benefi ts of building a low correlation portfolio. Chapters 
 6  and  7  focus on the ongoing management of the 7Twelve 
portfolio — from periodic rebalancing to changes in the asset 
allocation over the lifecycle. 

 From there, Chapter  8  addresses the poignant issue of 
portfolio durability during the retirement years. Chapters  9  
and  10  present research results on two much debated investing 
topics: value versus growth and active versus passive. Chapter 
 11  sheds light on two very prominent types of mutual funds 
offered in 401(k) retirement plans: target date funds and bal-
anced funds. 

 Dilemmas created by undersaving are covered in Chapter 
 12 . And then Chapter  13  investigates the equity premium and 
how that issue has a huge effect on how investment portfolios 
are built. Chapter  14  is a summary, outlining mutual funds 
and exchange - traded funds that could be used as the ingredi-
ents in the 7Twelve recipe. 

 Chapter  15  is the simple,  simple  summary of a straightfor-
ward portfolio design. 

 For the reader who just can ’ t get enough, my website 
( www.7TwelvePortfolio.com ) contains monthly performance 
updates for the 7Twelve portfolio. In addition, there is down-
loadable software (an Excel spreadsheet) that allows you to 
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compare the performance of other portfolios to the 7Twelve 
portfolio over various time periods that you control. 

  Author ’ s Disclaimer  

 Past performance of the 7Twelve portfolio is not a guarantee 
of future performance. This book does not represent invest-
ment advice nor is it an investment solicitation.           
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Anciently, and almost cross-culturally, most numbers had 
an assigned symbolic meaning. So when people heard or 
read the number seven, for example, they were reminded of 
ideas of fullness and completion.

—Gaskill, Alonzo, The Lost Language of Symbolism 
(Deseret Book)
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1C H A P T E R

                                A RECIPE FOR SUCCESS          

 A wise chef follows a good recipe. Likewise, wise investors 
should have a good recipe they follow when building a portfo-
lio. The 7Twelve Portfolio is that recipe. By following it, inves-
tors will build a diversifi ed, multi - asset portfolio. 

 The 7Twelve portfolio invests in  “ 7 ”  core asset classes (or 
investment categories) by utilizing  “ Twelve ”  underlying mutual 
funds — hence the name 7Twelve. The 7Twelve portfolio has 
both depth and breadth. 7Twelve has diversifi cation  depth  
within each separate mutual fund, and diversifi cation  breadth  
across seven core asset classes. 

The 7Twelve Portfolio Recipe

7 Core Asset Classes

12 Underlying Mutual Funds

U.S.
Stock

Non-U.S.
Stock

Real
Estate Resources U.S.

Bonds
Non-U.S.

Bonds Cash

Large
Companies

Developed
Companies

Real
Estate

Natural
Resources

Aggregate
Bonds

International
Bonds U.S. Cash

Medium-sized
Companies

Emerging
Companies Commodities

Inflation-
Protected

Bonds

Small
Companies
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