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Over the long-term, auction markets are driven primarily by fundamental forces.
Corporate earnings, economic shifts and even demographics determine the ultimate
direction of stock, bond and commodity prices.

In time frames of less than one year, however, those same forces have much less
impact. More technical factors, such as supply and demand, have a greater influence
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The tools we use for those
determinations are primarily breadth and sentiment based. We use a collection of
rigorously tested measures that have a history of successfully identifying periods of
behavioral extremes, at which time we look to go the other way.

This is a contrarian mindset, but that can get investors into trouble easily. Because
of that, we take the overriding trend into consideration before trying to swim against
the tide. Historically, the very best buying opportunities arise when we observe
conditions of excessive pessimism in an environment where the longer-term forces
are driving prices up.
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At those times, we become aggressive with long positions and may take selective leveraged
positions, or for more conservative accounts, at least become fully invested. As the pessimistic
conditions ease, likely due to rising prices, we try to let our positions ride until we observe either
a change in the overriding trend, or overly optimistic conditions.

Those periods of excessive optimism on the part of investors serve as good opportunities to
lighten long exposure, or hedge the portfolio with inverse funds. Except in rare cases, and in
aggressive accounts, we do not take net short positions when the overriding trend is positive.
Those instances are best reserved for periods of excessive optimism within down-trending
markets, and are typically shorter-term in duration.

Behavioral Advantage Managed Account — Exclusive ETF

Exclusive ETF is the most active program, utilizing leveraged and un-leveraged exchange-traded
funds, primarily concentrated among the major equity indices. It is a higher-frequency program
that attempts to capitalize on the short and intermediate term gyrations that trigger breadth and
sentiment based extremes.

This program is only available to accredited investors. An accredited investor is someone that
allows a manager to manage a minimum of $750,000 (accounts may be combined to meet total)
or has a net worth in excess of $1,500,000.

The management fee for this program is 1% plus 20% of any net profits (performance incentive
fee). The performance incentive fee is based on the closing quarterly valuation of the account
and must exceed the high water mark for any previous quarter. If the account does not exceed
the high water mark for the previous quarters, there is no incentive fee paid for that period. In
this manner we have not only a vested interest in the performance of the account, but a concern
to control the draw down levels during difficult market conditions.

The primary determinant of directional trades is our proprietary STEM.MR Model (Short-Term
Extreme Model - Mean Reversion).

The model is predicated upon the idea that several of the shorter-term sentiment-related
indicators we follow display a mean-reverting tendency. Meaning, when they go "too far" in one
direction, they tend to snap back to their average value. Often when they snap back, it correlates
with short-term market turning points.

Depending on market conditions, a signal could last anywhere from one to five days. Model
signals are most effective when going with the trend - for example, giving oversold signals while
the larger trend is positive. Even a simple trend filter like the 200-day average can be effective.
When it is rising, we pay most attention to oversold model signals and less attention to
overbought ones.
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The model is self-adjusting based on recent extremes and the current trend. That means that
during an up-trending market, it becomes more difficult for the model to reach an “overbought”
status than when the market is down-trending. That helps us to avoid continually selling in a
strong market or buying in a weak one.

The model helps us to identify those times when it likely pays to go against short-term emotional
extremes. A very basic backtest of model signals over the past four years shows the following
risk/return characteristics using S&P 500 prices and a three-day look-forward window:

Percent Avg Avg Max Avg Max

Positive Return Gain Loss
Buy Signals 63% +0.4% +1.4% -0.7%
Sell Signals 44% -0.3% +0.7% -1.2%
Random 56% +0.2% +1.1% -0.8%

In reality, we take a discretionary approach that also takes into account divergences between the
model and the price indices, as well as divergences between model component themselves,
among other factors. But model extremes form the backbone of this active strategy that
concentrates on taking high-probability trades that crop up consistently in every market
environment.

Behavioral Advantage Managed Account — Standard ETF

Standard ETF takes a slightly longer term view of the analysis used to determine invested
positions. This program will utilize leveraged and un-leveraged exchange traded funds,
primarily focused among the major equity indices. It is a lower-frequency program that attempts
to capitalize on the medium term gyrations that trigger breadth and sentiment based extremes.

Due to the use of Exchange Traded Funds, the minimum size account size is $100,000. The
management fee for this program is 2% per year. One fourth of the annual fee is applied to the
end of quarter balance each quarter to determine the fee paid.

This program seeks to find opportune longer-term signals than the Exclusive ETF program, so it
has a lower turnover and is based on more intermediate-term sentiment trends. Our primary tool
for this program is our proprietary Smart Money Confidence and Dumb Money Confidence
Indices.

Generally, we want to follow the “smart money” traders — we want to bet on a market rally when
they are confident of rising prices, and we want to be primarily in cash (or short the market in
select circumstances) when they are expecting a market decline. We also call this measure the
"buy confidence™ indicator - it tells us how much confidence we should have in buying the
market.

We want to do the opposite of what the “dumb money is doing. These traders have proven
themselves over history to be terrible at market timing. They get very bullish after a market
rally, and bearish after a market fall. By the time the majority of them catch on to a trend, it’s
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usually too late — the trend is about to reverse. That's why we call this the "sell confidence"
indicator too, as it tells us how confident we should be in selling the market.

Over the past 20 years, we’ve been able to see our Smart Money and Dumb Money Confidence
Indexes perform through a challenging variety of market conditions.

The table below shows how the S&P 500 index performed during the quarter following days
after “buy signals” and “sell signals”. For these purposes, we’ll consider a buy signal to be any
time the Smart Money Confidence was above 60% at the same time the Dumb Money
Confidence was below 40%.

A sell signal will be any time the Smart Money Confidence is below 40% at the same time the
Dumb Money Confidence is above 60%.

Percent Avg Avg Max Avg Max

Positive Return Gain Loss
Buy Signals 80% +4.9% +8.4% -3.5%
Sell Signals 45% -1.0% +4.4% -7.5%
Random 68% +2.3% +6.2% -5.3%

When the Confidence Indices are on a buy signal, we look to be particularly aggressive in taking
long-side setups or upping our position sizes on long positions.

When they are on a sell signal, we look to be more aggressive in moving accounts to cash
positions, or in select instances taking outright short positions.

Behavioral Advantage Managed Account — Standard Rydex

Standard Rydex will use signals that are similar to those used in the Standard ETF Program listed
above. Rydex Funds provides an efficient investment vehicle to move assets that can not be
accommodated with Exchange Traded Funds. This program is a lower-frequency program that
attempts to capitalize on the medium term gyrations that trigger breadth and sentiment based
extremes.

The management fee for this program is 2% per year. One fourth of the annual fee is applied to
the end of quarter balance each quarter to determine the fee paid.

This program uses the same basic methodology as the Standard ETF program outlined above.

Contact Information

Global Investment Solutions, LLC
1300 Bristol Street North, Suite #100
Newport Beach, CA, 92660
(866) 547-3123 or (949) 660-7960
roger@globalinvestsolutions.com
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As a Registered Investment Adviser, it is important for Global Investment Solutions to understand the needs of its clients and to
determine the suitability of investments made on their behalf. The information contained above is for informational purposes only
and does not constitute an offer of, or an invitation to apply for, securities or investment advisory services in any jurisdiction where
such offer or invitation is unlawful, or in which the person making such offer is not qualified to do so, or to whom it is unlawful to
make such an offer or solicitation. This information is not, and under no circumstances is to be construed as, a public offering of

securities. No regulatory authority has passed judgment on the merits or suitability of the services offered hereunder, and any
representation to the contrary is unlawful.
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