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Alternative Investment Strategies

Sir John Templeton — 1985, Union League, Philadelphia, PA

“Buy when everyone one else is selling and sell when everyone else is buying. It is
the single most important piece of advice I can give you yet it will be the most
difficult thing for you to do.”

| was ayoung Merrill Lynch broker in 1985, cramped in asmall cubicle, loaded with
some leads, a phone, and quotron machine. One morning, my manager walked around
the office to gather as many of the 40+ brokers he could to listen to Sir John Templeton.
| had no idea who this man was, but along with four other young rookies | jumped at the
opportunity for afree lunch (the older established brokers had little time for the
distraction).

In a packed room with nearly 200 people, | listened disinterested as Sir John began to
speak. He began his presentation and offered that he would share with us the single most
important piece of advice - the reason for his great success over many years. He said that
most people will never be ableto do it yet if you could you will be amongst the elite
brokersin the business. Assilverware clattered in the room, | stood straight up in my
seat and zeroed in on what this man was saying. Of course, | wanted to be the best.

How easy | thought — “buy when everyone is selling and sell when everyoneis buying”.
| can do this, | said to myself, | can do this.

| look back today, wiser, more balanced, and certainly humbled as | have been nicked
along the way. | reflect on what Sir John shared with usin that room and often smile at
the simplicity of hisadvice and also how difficult itisto do inreal life.

Asl look at the market today, | thought I’ d share with you what I’ m seeing, how
investors are behaving, and why it is so difficult to apply Sir John’s simple advice. In
December 2008, | put out a piece saying “Be Patient, You'll Get That Chance”. It wasa
‘don’t panic in the midst of the storm’ email (buy when everyone elseis selling or at the
very least don’t panic-sell now). | believed we would see avery strong recovery bounce
(similar to other post crash periods). | suggested investors set a plan in place to exit on
the recovery move (target S& P 500 Index between 1000-1200 depending on needs, risks,
goals, etc.) and, importantly, to be prepared to execute on that plan as bigger problems
remain in the system.

In June 2009, with the S& P just above 900, | sent out an updated piece entitled “Watch
out for the Left Hook”. It was an update on the recovery and it expressed my view that
we' d see the first recovery target of 1000 in the S& P 500 Index in very short order. We
have hit that target. So here we aretoday at 1070. Just afew good up days away from
my personal 1122 trading target. For me, | just don’t think the potential of gaining



another 10% above 1122 is worth the 30% downside risk | see ahead. And of course,
there is no guarantee we him my target.

Sir John would advise to “sell when everyone elseisbuying”. Today there are a number
of ways to measure this—we call it Investor Sentiment (various charts/services measure
the number of bulls vs. number of bears). The following chart from NDR is one of my
favorites. It reflectsthat professional investor sentiment is in the Extreme Optimism zone
which gives me great caution today. Individual investors are not yet as bullish - I'm
watching closely.
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Sell when everyone elseis buying. It sounds so easy. Psychologically, it is a process of
managing our fear and greed. We know from many industry studies that investorsin
large buy at the top and sell at the bottom. If they could only train themselves to buy
when they are in a place of most internal fear and sell when everything feels so good, |
believe they would find much greater long-term investment success. So that’'s Sir John's
point; in real life executing his simple plan is not so easy to do. Today, we are again
seeing investors lose discipling, fail to have a plan, and feel the confidence to jump back
into the market — they are buying when everyone else is buying.



Following is a chart of the 1966-1981 secular bear market. Note the sharp rallies and the
sharp declines that made for a very challenging buy-and-hold investment environment.
One needed to trade the market to survive.

SECULAR BEAR MARKET EXAMPLE
The Swings Are Much More Dramatic Than Most Investors Realize
1,100
+66% o
+769% +36%
+33% :

1,000
K]
on
i
% 900
©
2
5 800
=
W
£ -25% 0
S 700 -26%
=
=]
O

600 -36%
-45%
500
1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1§79 1980 1981
Copyright 2006-2009, Crestrmont Research (wiww. CrestmantResearch.com)

If wearein asimilar long-term bear market, | think it makes sense to adhere to Sir John
Templeton’s advice and look to “sell when everyone else is buying and buy when
everyone elseis selling”. Be careful today — thisisthe single greatest move since 1930.

What are investors to do? Hereismy advice:

Take a step back from all of the day-to-day market noise and ask yourself the following
guestions:

What is my one year, three year, and five year investment plan? Where do | think the
market is going? What are my investment goals and income needs? What level of
portfolio risk am | prepared to take on? How is my portfolio currently allocated?

If we arein along-term secular bear (similar to the '66-'81 cycle) and the short-term bull
move is nearing completion, then I’ d look to continue to trade my long equity allocations



tactically, look at some attractive tax-frees for the fixed income element of my portfolio
(shorter term maturity focus), and have a significant allocation to absolute return trading
strategies.

| believe our strategies are appropriate for a piece of an investors overal portfolio. We
are part of abroader portfolio plan and | feel we should be a piece of your absolute return
portfolio alocation. Instead of the old way of thinking (60% stocks and 40% bonds - that
mix won’'t work in along-term secular bear market with high valuations, structural
deleveraging and a maxed-out consumer), consider perhaps 30+% to the absolute return
investment category and a smaller alocation to stocks and bonds. A more balanced
portfolio in this environment might be 33% absol ute return strategies, 33% stocks (but
traded more tactically with Sir John’ s advice) and 33% bonds (with a shorter term fixed
income portfolio as the risk of higher rates over the next five yearsis significant). Of
course, thisisin no way a specific recommendation for you as your needs and investment
goals may differ.

While our average blend is up 9 to 10% net of fees through the end of August, we are flat
to down over the last few months and we are beginning to see a small number of clients
pull out and transfer their money right back into the stock market. Many of those
accounts have been with us less than ninety days.

Investing is about discipline. It takes discipline to have a plan and discipline to execute
that plan. Be balanced. Sometimes you’ll be so smart with your decisions and you might
feel all too empowered (don't get too crazy about yourself) and sometimes you' |l regret a
decision and think that your approach is broken (don’'t get too down on yourself).
Investing is about probabilities. Theideaisto have more winning trades than losing
trades, keep balanced in your approach and stick with your plan over aone year, three
year and five year basis.

Our strategies are absolute return focused trading strategies. Many have along-term win
rate of 7 out of 10 trades. Sometimes those strategies win 9 out of the last 10 trades and
sometimes they win 4 out of the last 10 trades. If the processis sound, the strategy is no
better at a 90% short-term win rate vs. a40% win rate. Much like Sir John’s advice, |
believe the smartest investors are able to add when a strategy is out of favor and
rebalance with other strategies when the win rate is above the norm. This approach has
served me well over many years. Not perfect but a good disciplined approach. I'm not
thrilled when Scotia, or any other strategy, isin adrawdown, but there is not one trading
approach that is designed to win in all periods. Thereisno perfect investment strategy —
thereisno holy grail. My personal investment portfolio is 100% focused on absolute
return trading strategies and I'm tactically trading my 401k (as there are limits to what
funds are available to me). | like to add to a proven strategy especially whenitisina
drawdown and, most importantly, | focus on correlation diversification between multiple
strategies.

With nearly 2000 individual client relationships, | hear from a number of clients from
timeto time. Sometimes the emails express that we are the greatest and sometimes they



express how bad we are and sometimes | get both opinions on the same day. After 25+
yearsin this business, | have learned to stay balanced and stay neutral. 1f we are doing
our job well, hopefully we are encouraging you to have a plan in place, to follow that
plan, and to invest with discipline. Our strategies are a piece of your investment
portfolio. They should be used in conjunction with your other fixed income and equity
allocations.

These are difficult times to say the least. Investing is confusing to so many. Y ou may
feel that as soon as you invest in something it goes down. It isacommon sentiment and
leaves investors frustrated. Consider Sir John’s advice, “buy when everyone elseis
selling and sell when everyone elseis buying”.

Asaways, please feel freeto call usif you have any questions.

With kind regards,
Steve

Stephen B. Blumenthal

President, CEO

CMG Capital Management Group, Inc.
150 N. Radnor Chester Road

Suite A150

Radnor, PA 19087
steve@cmgfunds.net

610-989-9090 Phone

610-989-9092 Fax

www.cmgfunds.net

*Thise-mail may contain confidential and/or privileged information. Please destroy this
e-mail if you are not the intended recipient or have received this e-mail in error. It must
not be disclosed to any third party without CMGs prior authorization. All figures or
financia data are provided for information purposes only and are not a recommendation
to purchase or sell any security. The above estimated performance figures are unaudited
and subject to year-end audit review. Offerings may only be made with appropriate
Offering Documents. The Fund is speculative in nature and may include leverage. The
value of the interestsis subject to market fluctuations. Investors could lose al or a
substantial amount of his/her investment in the Fund. Past performance is no guarantee of
future results.

Important Disclosure Information: Please remember that past performance may not be
indicative of future results. Different types of investments involve varying degrees of

risk, and there can be no assurance that the future performance of any specific
investment, investment strategy, or product made reference to directly or indirectly in this
document will be profitable, equal any corresponding indicated historical performance
level(s), or be suitable for your portfolio. Due to various factors, including changing



market conditions, the content may no longer be reflective of current opinions or
positions. Moreover, you should not assume that any discussion or information contained
herein serves as the receipt of, or as a substitute for, personalized investment advice from
CMG Capital Management (or any of its related entities), or from any other investment
professional. To the extent that a reader has any questions regarding the applicability of
any of the content to hig’her individual situation, he/she is encouraged to consult with the
professional advisor of his’her choosing. A copy of CMGs current written disclosure
statement discussing our advisory services and feesis available for review upon request.
Composite performance results represent the results for the CMG program for the
relevant time periods. The composite performance results reflect time-weighted rates of
return, the re-investment of dividends and other account earnings, and are net of
applicable account transaction and custodial charges, CM Gs investment management fee
(assuming the incurrence of maximum management fee charged by CM G of 2.25%, and
the separate fees assessed directly by each unaffiliated mutual fund holding that
comprised the program. Past performance may not be indicative of future results and the
performance of a specific individual client account may vary substantially from the
composite performance results. Therefore, no current or prospective client should assume
that future performance will be profitable, or equal either the CMG composite
performance results reflected above, nor the performance results for any of the
comparative index benchmarks provided. The historical performance results of the
comparative index benchmarks do not reflect the deduction of transaction and custodial
charges, nor the deduction of an investment management fee, the incurrence of which
would have the effect of decreasing indicated historical performance results. The
historical index performance results are provided exclusively for comparison purposes
only, so asto provide general comparative information to assist an individual client or
prospective client in determining whether a specific program meets, or continues to meet,
his/her investment objective(s). For reasons including variances in account holdings,
variances in the investment management fee incurred, market fluctuation, the date on
which a client engages CM Gs investment management services, account contributions or
withdrawals, and the impact of taxes, the performance of a specific clients account may
vary substantially from the indicated CMG composite performance results. To the extent
that there has been a change in a clients investment objectives or financia situation,
he/shelit is encouraged to advise CMG immediately. Different types of investments
and/or investment strategies involve varying levels of risk, and there can be no assurance
that any specific investment or investment strategy (including the investments purchased
and/or investment strategies devised by CMG) will be either suitable (or continue to be
suitable) or profitable for a clients or prospective clients portfolio. Moreover, it should
also not be assumed that the above illustration serves as the receipt of, or a substitute for
personalized investment advice from CMG. The composite performance results have
been compiled solely by CMG, are unaudited, and have not been independently verified.
Information pertaining to CMG's advisory operations, services, and feesis set forthin
CMG's current disclosure statement, as same is on file with the United States Securities
and Exchange Commission, a copy of which is available from CMG upon request.

CMG portfolio results reflect hypothetical performance that was achieved by means of
the retroactive application of an alocation back test and, as such, the corresponding



results have inherent limitations, including: (1) the portfolio results do not reflect the
results of an actual account allocated in this current portfolio of investment strategies, but
were achieved by means of the retroactive allocation to each of the referenced CMG
investment strategies, certain aspects of which may have been designed with the benefit
of hindsight; (2) back-tested performance may not reflect the impact that any material
market or economic factors might have had on the adviser’s use of the portfolio if the
portfolio had been invested during the period to actually mange client assets; (3) for
various reasons (including the reasons indicated above), CMG’s clients may have
experienced investment results during the corresponding time periods that were
materially different from those portrayed in the model. The hypothetical illustration is
based upon actual performance results achieved by each of the underlying managers that
comprised the blend (Please review each underlying manager, its strategy and
performance results). The time horizon isintended to be at least 5 years. At any specific
point in time, the account value may experience positive and/or negative returns in excess
of the return objective.



