Executive Summary

THE GLOBAL TOTAL RETURN PORTFOLIO

Background:

As a result of the volatility of the various global financial markets since the year 2000 peak, a heightened sense
of public awareness to volatility and stock market risk has emerged. Further analysis suggests that even though
substantial stock market price corrections have recently occurred, further erosion of domestic and global eco-
nomic conditions remain a possibility, although not a certainty. Although the proven attributes of Modern Port-
folio Theory exist, there remain weaknesses in that model (even by admission of its creator, Dr. Harry Marko-
witz). There are indeed weaknesses, both known and unknown, in all business and investment models. De-
tailed research from many sources scouring data over several centuries have revealed that the last century
alone may not provide sufficient data to accurately assess and implement a successful, long-term investment
strategy. The investment model contained herein has been prepared using generally accepted principles from
Modern Portfolio Theory and expanded to include ten additional previous centuries of economic activity.

Objectives:

The objective of this proposal is to expand the scope of Modern Portfolio Theory and acknowledge, anticipate
and profitably navigate economic, social, and geopolitical forces that influence global financial markets and
have repeated themselves many times over many centuries and which have had a direct impact on the values of
various asset classes over that time frame.

Methodology:

Various studies have been conducted by both contemporary and historic economic and financial market ob-
servers over several centuries. The generally accepted principles of Modern Portfolio Theory concern them-
selves with both time in the market and diversification. Their limitations may include (although certainly not
limited to) a specific, historically documented time frame during which stock market data is readily achieved
(i.e. most of the twentieth century).

The formal stock market we know today has its roots in the late 19" century. Therefore, data is not available
beyond nearly 120 years of history since it simply doesn’t exist prior to that time. As a result, investment mod-
els that are based upon such data may be subject to an unknown set of convergences that may or may not have
occurred during the approximate 120 years that data is known.

Although stock market records are not readily available prior to the 1880 time frame, various economic, socio-
economic, geopolitical, and otherwise patterned human behavior (notably generational in nature) does exist. It
is well documented that economic dominance and wealth transfer has constantly been in motion over the cen-
turies from one nation/state to another. Currency values and trends have been both long-term in nature (in
many cases lasting several decades) and reflective of such wealth transfer.

This proposed investment model begins with the strengths of Modern Portfolio Theory and expands this foun-
dation to identify historic timeframes where similar convergences of economic activity have previously oc-
curred. This not only requires diversification into the traditional asset classes of domestic equity and debt in-
struments, but also includes equity and debt instruments of various established economies, as well as diversifi-
cation into ‘hard assets’ such as oil, iron ore, copper, gold, and various other commaodities. Much like the find-
ings of Modern Portfolio Theory, further diversification in this manner also attempts to reduce overall portfo-
lio risk while providing discernable enhancement to performance over time. (continued on page 2)
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Between the late 1970s through the early 2000’s, the United States was an international invest-
ment magnet for two reasons:

At points A in the late 1970°s and early 1980’s, when foreign investors chose to deposit their investment dol-
lars into the United States, they did so at an exchange rate that was a mere fraction of the subsequent future
exchange rate as the U.S. Dollar rose to point B and beyond. As the U.S. Dollar rose, the value of their invest-
ment rose (all other considerations not withstanding). This compounded their returns even more! Currency
trends are historically multi-decade trends. Today U.S. investors have the opportunity to capitalize on a declin-
ing U.S Dollar (at points C) by investing overseas in much the same manner that foreigners had during the past
25 to 30 years by investing here!
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At points A in the late 1970’s and early 1980’s interest rates were uncommonly high in the U.S. A foreign in-
vestor had the opportunity to purchase high quality bonds that carried high coupons. As interest rates declined
during the subsequent years to points B (while the U.S. Dollar rose), those investors experienced capital appre-
ciation of the face value of their bonds while continuing to receive high cash flows. The rising Dollar com-
pounded their returns even more!

As the chart on this page shows, from the late 1970’s to the 2001 time frame, the US Dollar had experienced gen-
eral strength versus other currencies. As well, beginning in the early 1980’s and up to about the turn of century,
interest rates in the U.S. have experienced a general decline. This environment attracted substantial foreign
money. If, for instance, in the early 1980’s a foreign investor had the inclination to invest into U.S. bonds, three
economic forces have had a positive influence on that money:

(continued on page 3)
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Continued from page 2
& Investing in bonds paying high coupons created very attractive cash flows.
& As interest rates experienced an overall decline during subsequent years, the face value of the bonds ex-
perienced an overall increase, providing additional total return.
& As the US Dollar experienced a general rise in value versus a foreign depositors own currency (point A to
point B on the chart on the previous page), the investment return was even further enhanced due to the
more favorable exchange rate upon the return of that money to its homeland.

Today, the shoe is essentially on the other foot. US investors (at point C) have the ability to capitalize on the de-
clining US Dollar by investing in high quality foreign government debt instruments whose current coupons are
more attractive than our own and further enhance their return as that foreign country’s own currency becomes
more valuable than the US Dollar. Today’s American investors may recall conversations or personal experiences
during the 1980’s and 1990’s when foreign investing may not have been a productive experience at that time.
This was due primarily to the strengthening US Dollar inhibiting productive returns during that time frame. To-
day, foreigners investing here in the US are experiencing those same inhibited returns that US investors experi-
enced during the 1980’s and 1990’s.

There are also several economic activities occurring today that research shows have converged at various points
in time over the past several centuries. Those activities include large trade deficits and current account deficits,
high levels of consumer, corporate and government debt, low consumer savings rates, low and steady interest
rates, a declining domestic currency, and increasing commodity values.

The Global Total Return model is offered to assist with an ever changing world and, likely more challenging in-
vestment environment. The stock market isn’t the only place where attractive, long term returns can be found.
Investments in areas such precious metals, foreign fixed income and commodities are used to effectively hedge
domestic stock and bond market returns.

Limitations:

Traditionally, investing into a global portfolio has been a more daunting task than it is today. The advent of tech-
nology, not only in its use of building and testing portfolios but in the use of measuring relative currency move-
ment, feasible management of transactions into and out of foreign countries, and management of geopolitical
risks on a day to day basis may be a primary reason it can be done in today’s environment.

For a single manager to be adept at assessing and monitoring a global portfolio even today would require exten-
sive capabilities in all of the above mentioned concentrations: the movement of dozens of various currencies and
their impact on those countries bond and stock issuers should prove stressful enough if it weren’t for the addition
of geopolitical risks. Using several money managers that specialize in those areas is required.

Advisory Services offered through Buchanan & Co., Inc., a Registered Investment Advisor. Registered Representative offering securities
through FSC Securities Corporation, member FINRA/SIPC. The enclosed material includes information and opinions provided by outside
sources not related to Buchanan & Co., Inc. or FSC Securities Corp or its affiliates. It has been obtained from sources believed to be reli-
able but no independent verification has been made, nor is its accuracy or completeness guaranteed. The opinions expressed may not nec-
essarily represent those of Buchanan & Co., Inc., or FSC Securities Corp., or its affiliates and is provided solely for informational purposes
and not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. Buchanan & Co., Inc. and
FSC Securities Corp. accept no liability for loss or damage of any kind arising out of the use of this information. There is no guarantee that
a diversified portfolio will outperform a non-diversified portfolio. In general, the bond market involves risk as prices rise when interest rate
fall and vice versa. This effect is usually pronounced for longer term securities. Any fixed income security sold or redeemed prior to matur-
ity may be subject to gain or loss. Investing involves risk including the potential loss of principal. No investment strategy can guarantee a
profit or protect against a loss in periods of declining values. Past performance is no guarantee of future results. Please note that individual
situations can vary. Therefore, the information presented herein should only be relied upon when coordinated with individual professional
advice. International investing involves special risks not present with U.S. investments due to factors such as increased volatility, currency
fluctuation, and differences in auditing and other financial standards. These risks can be accentuated in emerging markets.
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