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QUESTIONS TO EXPLORE
w How do Risk Management and the “Investment Triangle theory” live hand-in-hand?
w Why is technology seen as a job killer, when it’s actually a vital tool and job creator?
w Why did almost 1,000 hedge funds close in 2015, a number not seen since the Crisis?
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RAM Score is our patented trending indicator that is utilized within the
Fundamental Focus Series.

Question #1: How do Risk Management and the
“Investment Triangle theory” live hand-in-hand?
Last month, I referenced the shocking contrast in the stock
market (using the S&P 500 chart specifically) when comparing
pre-year-2000 vs. post-year-2000. As you can see below, prior
to Y2K the S&P 500 chart looks like a “ski jump,” representing a
20-year bull market run (even 1987, the year encapsulating Black
Monday, returned a +2%). On the other hand, following Y2K the
S&P 500 looks more like a “rollercoaster,” revealing the bear
market of the early 2000’s, the bull market building up to 2008,
then the Financial Crisis of 2008-09, followed by the rebound
through 2015.
My profoundly simplified contention is that 1980-1999 can be
named the Buy & Hold Era, while our more complex current times,
years 2000-2015, should be considered the Risk Management Era.
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Mapper Score™ represents the number of stocks within a given index
that have met the criteria for ownership consideration within the Technical
Focus Series.

possibly the front end of the next significant downturn; or maybe just
another blip on the chart as Black Monday, 1987 turned out to be?
The answer(s)…
1. It’s definitely NOT a new era as Risk Management denotes
an interactive approach whereas Buy & Hold is a static
approach (as too many investors may have learned the
hard way) – more on this in a moment.

After publishing last month’s Trending Report, I’ve been asked if
I feel that 2016 may be the beginning of yet another new era; or
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2. No one knows if we are on the front end of the next
significant downturn or are just seeing a blip on the chart. If
anyone tells you otherwise, it’s pure speculation – crystalball stuff. It’s dangerous to make predictions when you’re
betting with your investment dollars, as no one can predict
stock market performance with any certainty.
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To help illustrate the concept of Risk Management, we’ve
developed a concept known as the “Investment Triangle theory.”
Under the Investment Triangle theory, a Risk Managed approach
will flex and stretch against the corners of the triangle – adapting
accordingly in a challenging market.

NOTE: You may wish to reference back to the February 2016 USA
Financial Trending Report as I discussed in some detail the use of
our patented RAM® Score indicator. You can also reference page
5 in this month’s Trending Report for the detailed RAM® Score
information we provide every month.

The three points of the Investment Triangle represent three key
features of any investment or savings vehicle:

The analogy I like to share is that we utilize RAM® Score within our
Fundamental Focus Series in a similar manner to how coalminers
used to carry a canary in a cage down into the coalmine with
them as they worked. If the canary was healthy and singing, they
kept mining. But, if the canary died, it indicated an environmental
concern, and they exited the mine immediately. Essentially, that
is how we apply RAM® Score – as an indicator of the investment
environment – determining whether we stay invested in individual
equities or whether we transition elsewhere.

l
l
l

Growth
Safety
Liquidity

The challenge is that you can only receive two-out-of-three of
these benefits in any particular investment vehicle. It may be a
sliding scale based upon the varying designs of available accounts
and assets, but nevertheless, it always shakes out to no more than
two-of-three in the end. For example:
1. If you want safety & liquidity, you MUST sacrifice growth,
so your options may be things like savings accounts, money
markets accounts, and checking accounts.
2. If your desire is safety & growth you MUST sacrifice liquidity,
meaning options such as bank CDs, annuities, and bonds
held to maturity.
3. Finally, should you pursue growth & liquidity, you MUST
sacrifice safety, with such vehicles as mutual funds, stocks,
and ETFs.
But here is the little known trump card…

If RAM ® Score is greater than zero, we remain invested in
individual equities based upon the strategy and formula you
selected with your financial advisor. But if RAM® Score is less
than zero, we exit those individual equities and transition to a
money market or other asset classes, again depending upon your
selection with your financial advisor.
To make sense of this, imagine if one were to apply the RAM ®
Score indicator against the S&P 500. A “positive number”
means you would remain fully invested in equities. Whereas a
“negative number” means you would transition to cash. The goal
of this exercise is to illustrate the value in market trending using
RAM® Score (which is a key risk management component of the
Portformulas Fundamental Focus Series).

Using a buy-and-hold strategy, your position within the triangle
will remain static regardless of marketing and economic
conditions. A risk-management approach is one that may adjust
positioning within the triangle depending upon market and
economic conditions.1

In the example above, when RAM ® Score indicates that it’s
time to transition from the S&P 500 to cash, you can see the
1 It is important to note that using a risk-management approach does not mean that you are
eliminating risk. No one can perfectly time or predict the market, so the possibility exists
that even with a risk-management approach, you could catch a down market or miss an
up market. The point is that you can change your position to help mitigate the effects of a
less-than-desirable market.
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flat line portion on the BLUE LINE versus the normal market
movement of the BLACK LINE. The RED LINE illustrates the
RAM ® Score indicator as its calculation moves above and
below the zero line (indicating when to be invested in individual
equities and when not to be invested in individual equities
based upon the resulting calculation).
The resulting BLUE LINE is ultimately a reflection of the
“adjustment” being made within the Investment Triangle – one
moves from the growth & liquidity of individual stocks to the
safety & liquidity of a money market. I love the simplicity that
results from such a tremendous amount of complexity, better
known as Risk Management.
Question #2: Why is technology seen as a job killer, when
it’s actually a vital tool and job creator?
Our entire approach to investing we have labelled “formulaic
trending,” which is why USA Financial Portformulas is known
as the “formulaic trending money manager.”
Our approach not only removes human emotion from the
investment equation, but also shifts people away from the inherent
dangers involved with traditional human-based investment
picking. Don’t get me wrong, we “humans” develop the formulas
and criteria, but then we remove ourselves and let the formula do
what it was designed to do. We do not intervene or override the
formula’s selections. That way we do not trip ourselves up as we
“humans” tend to do when picking our own investments. It’s just
one way that “we empower independent advisors and investors.”
That is our passion and our mission – to empower independent
advisors and investors.
As such, we always pursue both human and technological
enhancements in the interest of improving our investment
offerings. As I’ve been known to say, “we manage technology
as if it’s part of payroll.” Meaning we use technology to eliminate
negative human tendencies within investing. But equally important,
we use technology to enhance the human experience as well
as the vitally important role of human interaction. You see, our
belief is that technology can eliminate certain rudimentary and/
or drudgery work so that humans can focus on the highest level of
interaction and customization.
This is exactly why I believe everyone should have a quality
financial advisor, estate planning attorney, and accountant
working on their behalf. These professionals may use technology
to streamline the rudimentary aspects, but their human interaction
is crucial (or even priceless) to fully understand and help you meet
your needs.
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And I believe that this is where some businesses and industries
miss the mark.
We’ve all heard friends or family complain about customer service
suffering as a business outsources their phone support “offshore.”
It’s not that the offshore staff is incompetent and/or unintelligent.
It’s just that the communication and interaction often suffers.
Furthermore, today almost everyone uses voicemail and email.
We practically couldn’t function without it. But even still, if you can’t
get to a human when you need one, it becomes very frustrating,
doesn’t it?
This is the balancing act between technology being a blessing or
becoming a curse.
I just read an article that stated, “The White House has estimated
there’s an 83% chance that someone making less than $20/hour
(fulltime $40,000/year) will eventually lose their job to a computer.
That means gigs (jobs) like customer service rep could soon
be extinct.” The article continued, “But it’s not just low-paying
positions that will get replaced. Artificial intelligence also could
cause high earning jobs to disappear.” 2
What I think predictions like this often miss, is that such
advancements may eliminate or diminish certain jobs, but they
also create and increase other jobs (usually better jobs). Again,
we at USA Financial Portformulas, use technology to enhance
our offerings, but also to enhance the role our human staff plays
in the equation. Technology should make jobs more gratifying, not
less. The human touch can seldom be replaced. Therefore, it is
the marrying together of technology and human interaction that is
such a homerun for those who understand that fact.
As you might be able to tell, I’m perplexed when other businesses
or money managers miss this concept. The reality is, we could not
provide investors our Portformulas investment strategies without
very expensive technology. It simply would not be possible. Maybe
we are just ahead of the curve, but it is our willingness to embrace
(and harness) technology that has led to our ability to manage
more assets. As a direct result, this has led to more jobs being
created, not less. That is the real magic of technology when used
correctly for human benefit.
As former U.S. Secretary of Education, Richard Riley, stated, “We
are currently preparing students for jobs that don’t yet exist…
using technologies that haven’t been invented… in order to solve
problems we don’t even know are problems yet.” Jobs often shift,
they don’t just disappear.
2 March 17, 2016, Tech Insider, “A lot of people who make over $350,000 are about to get
replaced by software”.
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Question #3: Why did almost 1,000 hedge funds close in
2015, a number not seen since the Crisis?
“More hedge funds closed in the fourth quarter of last year than at
any time since the depths of the financial crisis. According to a new
report from Hedge Fund Research (HFR), 305 hedge funds closed
in the final three months of 2015, up from 203 the same time in
2014. That is the highest number of closures since the first quarter
of 2009, in the aftermath of the banking crash through late 2008.
An estimated 979 hedge funds liquidated in 2015… The highest
level since 2009, when 1,023 funds closed.” 3
When I’ve been asked why so many hedge funds were shutting
down last year, I would generally respond with a brilliant quote
(one of my favorites) from Warren Buffett, “Only when the tide
goes out do you discover who’s been swimming naked.”
Although Warren’s point can be pondered in many different
ways, the general meaning is… If you are cutting corners, not
necessarily doing things the right way, or with the highest quality,
once times get difficult or the economy gets lean, the world will
recognize your shortcomings and/or failures. In the universe of
hedge funds this happens regularly during difficult markets.

Interestingly, this is once again why we rely upon our formulaic
trending criteria (aided by technology as we discussed earlier)
to eliminate emotional human tendencies. We believe that there
is a time to plant and a time to harvest – seasons of investing if
you will – and we manage money accordingly. In the end, risk
management is just what it says, “the management of risk.”
It’s not a guarantee, but we do believe it may be wise to be
proactive with your investment approach. And, although we
cannot guarantee returns or performance, we can guarantee
that each step of our criteria will be executed on your behalf
each and every month.
Thanks for your continued trust in Portformulas!

Mike Walters, CEO

You see, a hedge fund is a pooled investment alternative that
may be aggressively managed, making use of derivatives and
leverage (including shorts and inverses) in attempts to generate
high returns during both good times and bad. But when you invest
this way, and you bet the wrong direction on an investment, things
can get very ugly very quickly. Add to this the doubling-up of
both a management fee – generally 2% – and an incentive fee –
generally 20% – (the so-called “two and twenty” structure) 4 and
you can begin to see how the “tide rolling out” in 2015 exposed
many a weak hedge fund manager.

3 March 18, 2016, Business Insider, “The bonfire of the hedge funds”.
4 March 19, 2016, Investopedia, “Hedge Funds: Structures”.
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RAM® Score
Overview

This data is used within the
Fundamental Focus Series
investment strategies.

u RAM® Score is a patented “trending” tool that takes into account several dynamic U.S. market and economic indicators. It features a core baseline which allows for
correlation between these multiple indicators so that they may be combined together for an overall RAM® Score. As a trending tool, we believe that a positive RAM®
Score means odds are stacked in favor of equity investments while a negative RAM® Score means odds are stacked against equity investments.
v Fundamental Focus Series investment strategies use RAM® Score plus qualitative & quantitative qualification criteria to select targeted holdings across multiple
indexes. Investing Note: We believe there are significant seasonal trends that historically occur in the market. The RAM® Score identifies what we view as the trends
or “changing seasons”. And then the Fundamental Focus Series seeks to act upon such trends and only own the stocks that meet our qualification criteria.
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Mapper Score™
Overview

This data is used within
the Technical Focus Series
investment strategies.

w Mapper Score™ is a proprietary “trending” tool that takes into account several dynamic components of the underlying stocks represented within an index.
It identifies certain strengths of individual stocks contained within an index and tracks how many meet minimum requirements. As a trending tool, we believe
that the higher the percentage of qualifying stocks, the greater the strength of the overall index.
x Technical Focus Series investment strategies use Mapper Score™ plus momentum & technical qualification criteria to select targeted holdings within
a single index. Investing Note: We do not believe that all stocks within an index are automatically worthy of ownership. The Mapper Score™ illustrates
how many stocks we view as “worthy of consideration” within each index. And then the Technical Focus Series seeks to only own the stocks that meet our
qualification criteria.
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y Portformula® investment strategies & scoring mechanisms do not guarantee that the markets will increase when scores are strong or decrease when the
scores are weak. But we believe the long term correlation may be valuable for investing… Combining the trending features of RAM ® Score & Mapper Score™
with our intricate Fundamental & Technical Focus Formulaic Investing™ Strategies results in a uniquely logical approach to investing that is exclusively
available through Portformulas ®.

Please note that there are a number of important disclosures that must be considered before investing in Portformulas. Please read the
information and disclosures contained in Portformulas’ hypothetical carefully before investing. Any performance figures referenced herein are
hypothetical and are not indicative of future results. Purchases and sales of securities within Portformulas’ various strategies may be made
without regard to how long you have been invested which could result in tax implications.
RAM Score and Mapper Score General Disclosures
The RAM Score and Mapper Score illustrations do not represent any particular Portformula strategy nor are they intended to recommend any
Portformula strategy or the RAM Score feature. The information contained herein simply attempts to illustrate how our firm’s RAM Score feature
and Mapper Score operate. The RAM Score feature can be applied to many Portformula models at no additional cost. The Mapper Score is
simply an analytical informational tool.
RAM Score was not developed until January 2010. Prior to January 2010, clients were utilizing RAM Score’s predecessor, RAM. Clients
utilizing RAM may have had different results than those reflected above. RAM Score movement prior to 2010 is hypothetical and based on
retroactive application of RAM Score’s indicators to market and economic conditions existing at the time. Portformulas was not managing
assets prior to 2007.
It is important to understand that RAM Score is only a tool designed to assist our firm’s management of your account. RAM Score does not
guarantee any specific results or performance and even with RAM Score on your account, it is possible that your account will lose value.
RAM Score moves assets into or out of the market based on various economic and market indicators. It is possible that the market will move
positively while you are not invested or negatively while you are invested, resulting in losses. Any Portformula strategy may underperform or
produce negative results.
Just because Portformulas maps a stock does not mean that the stock will be held in a model. Client accounts may hold fewer stocks than
those referenced in the Mapper Score illustration. Mapper Score has no impact on performance.
The RAM Score illustration utilizes the S&P 500 index because it is a well‐known index and provides a recognizable frame of reference. The
Mapper Score analysis uses the referenced indices because they are relevant comparisons across certain Portformula models. The indices
referenced herein are not publicly available investment vehicles and cannot be purchased. Furthermore, none of the indices referenced herein
have endorsed Portformulas in any way.
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