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Beyond the Solstice

A bee colony is an amazing, efficient, organized social
network. In the spring and early summer when honey
gathering takes place, the colony and the hive grow to its
largest size. Later in autumn and winter, it contracts in
size. Bees will seek to grow their colony every single day
right up until the sun reaches its highest point in the sky,
and then the day after the summer solstice, when the
sun is just slightly lower, the bees transform their energy
from seeking growth to stockpiling and storing. They
begin to winterize, and they do it in late June! Right
when we humans are breaking out the grill and buying
sandals and sunscreen, bees begin prepping for winter.
Even though plenty of sun and warmth remain after the i & ot ,
3" week of June, these social animals heed an environmental signal and start making arrangements for
preservation.

Bees do not seek to make the last bits of extra growth beyond the solstice. They begin to prepare for the next
phase of the cycle. They protect what has been built, and although the colony will shrink during the cold, hard
winter, they make preparations to survive it. And then, in the depths of winter, when the sun is lowest in the sky
and the days are short, what do bees do? They prepare for growth.

A bee’s life is divided into two halves. One half is characterized by expansion and the other by contraction. The
two solstices create the top and bottom of their life [investment] cycle. They pivot together, work together, act
like a healthy, functional collective. The colony always above the individual. And by doing so, they thrive in
growth [markets] seasons and survive in weak [markets] seasons.

We can learn a lot about successful investing by observing and then mimicking the actions of bees. We inherently
understand that investments have economic cycles. If we could simply use the solstices to plot our economic
market tops and market bottoms, then capital allocation becomes much easier. But alas, we are humans. And
humans are not bees. We have egos and seek to be unique and special and above average. We grade on a
relative basis. We have biases and inequality and emotions. Environmental signals can be hard to hear.

It may seem odd to discuss economic recessions in the autumn of 2018. After all, the US economy is churning out

growth and unemployment is the lowest in 50 years! Capital and credit are easily accessible and abundant.
Nectar [credit] sources abound! We are foraging and growing and building.
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The same is true for bees. Even after the summer solstice in late June, there are abundant foraging and nectar
collection opportunities. Flowers and plants do not die away overnight. They continue to flourish throughout the
summer months. But now the bees understand that nectar [credit] has peaked and will begin to slowly diminish.
This will ultimately result in fewer resources and may even bring on robbery and raiding by yellow jackets.

By August, the drones, which are so instrumental in the growth cycle, are now being driven out to reduce colony
numbers. (Perhaps similar to a central bank raising interest rates to reduce credit flows). With less nectar [credit]
and more time spent defending stores [paying debt loads], the bees become defensive.

For us human investors, there is no “emergency warning system” blasted to our phones to tell us when to reduce
risk. There is no “all clear” that tells us to seek growth. We must find our own signals. And so | get to the
guestion: What if some of the biggest and most influential “insiders” have sensed the passing of the summer
solstice? What if the “smart” money has already begun their winter preparation?

Think back ten years to the economic summer solstice of 2007 and the subsequent financial crisis of 2008-09.
Our cycles are different from bees. We do not split the calendar evenly between "expansion" and "contraction."
Fortunately for us, our expansion phases last approximately 4x longer than our contraction phases.
Unfortunately, our contractions can be severe and gut-wrenching.

In the depths of the last crisis, The Federal Reserve and Congress and billionaire magnates took actions to create
credit, reduce interest rates to zero percent, create incentives to borrow and buy assets, and indeed bought
enormous sums of assets themselves. Smaller individual investors who heeded the “insiders” actions and
followed suit into the expansionary phase earned themselves a significant profit these past ten years.

When we begin to discuss trillions of dollars, it is often easy to skip over the significance of the size and
difficult to put into context.

In brief, here is some context:

Size of the world's coins and banknotes (cash): S7 trillion

Size of the entire world’s stock markets together: $73 trillion

Size of the world’s total money (cash and bank deposits): $90 trillion

Size of the world’s debt (corporate, gov’t, household): $215 trillion

Size of derivative contracts (bets on asset price moves): up to $1 quadrillion (estimated because no one

knows precisely how much exists)

If we were playing a game of musical chairs and there were 215 players and only 90 chairs, | would expect that
everyone would be straining to hear when the music stops.

In recent months, another group of “insiders” began to winterize. Corporate executives have started selling stock

at a rate of $400 million per week. There are plenty of valid reasons for insider selling, but it is also valuable to
watch for a growing trend toward larger amounts of selling in aggregate.
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Access to credit is still relatively easy; interest rates are still below average levels and corporations are using
enormous sums of cash to buy their own stock (a record $1 trillion is projected for 2018). Indeed, there may still
be days of sunshine and summer activities as credit flows, and capital chases scarce assets. But perhaps some of
the most “influential” and “richest” bees in the human colony are heeding an environmental signal of the
economic summer solstice.

Each of us are now eleven years older than the last summer solstice, which occurred several quarters before the
Global Financial Crisis hit with full force. And each of us has our own story, and our own financial needs and
goals, so it is difficult in a commentary such as this to provide specific advice. But here is the message.

It is time to prepare. It is not yet time to hibernate, but it is time to have a plan that is actionable, specific to your
life, and known. It is impossible to call a market top, but we can control our own financial destiny. We can begin
to change our activities from seeking growth to seeking preservation and income. These are not abrupt changes
or large swings, but rather a process of making ready for the next cycle.

We cannot control the actions of the crowd, but we can fully control our exposure. We can make sure that when
the music stops, we have one of the chairs.

We humans, and most pertinent to this commentary, we investors are part of a social framework. A collective. A
market. Like bees, we are part of a larger organism. Imagine if the collective organism were to switch from
seeking growth to seeking preservation and we, the individual bee decided we wanted just a bit more growth, a
bit longer in the sun.

Sometimes, the best path to prosperity is to store up reserves and be prepared to invest in the next cycle rather
than trying to suck the last bits of nectar out of the current cycle.

High Level Takeaways

In our last quarterly update we discussed Newton’s formula of gravity. We discussed why we do not hold a
“Netflix type” stock in the portfolio and showed the fundamentals and the “Eiffel Tower” graph of Netflix. Netflix
is now building the right side of the Eiffel Tower. It is down over 25% since the Q2 report.

When volatility is high and markets decline quickly many of our clients wonder how the covered call portfolio is
performing.

The S&P 500 is down 6.3% and the BXM is down 5.9% in October (10/11/2018). The covered call portfolio is
down 2.2%. This is in line with our downside capture message.
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As you have seen from our track record, our strength lays in downside capture, and produce consistent returns
over time. A so-called “singles and doubles” strategy. We do not “swing for the fence” in seeking a Netflix type
stock.

Our strategy satisfies with owning high quality stocks instead. Going forward, we believe the art of downside
capture comes back into play for the years ahead of us. We have dealt with various difficult market environ-

ments.

We continue to believe in long term mean reversion and will continue to stick to our guns.

Covered Call Strategy Performance (gross as of 09/30/2018)
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Returns (annualized)* Sep 2018 3M 6M YTD lYear 3Years 5Years 7Years 10Years Inception
Van Hulzen (Gross) 0.4% 3.7% 6.3% 3.6% 0.2% 8.8% 71.3% 9.9% 8.9% 8.5%
Van Hulzen (Net) 0.4% 3.6% 6.0% 3.1% 5.5% 8.1% 6.7% 9.1% 8.0% 7.5%
BXM 0.0% 4.9% 8.5% 6.8% 9.8% 10.3% 9.0% 10.3% 6.6% 5.8%
Difference (Gross-BXM) 0.4% -1.2% -2.2% -3.2% -1.6% -1.5% -1.7% -0.4% 2.3% 2.6%

*Inception date : 12/31/2001. Figures greater than one year are annualized. Van Hulzen returns represent actual returns from
composite of accounts

Note: There is no assurance that the Strategy will achieve its investment objectives. Writing call options can result in an option exercise
and may cause shares to be “called away” and sold. The use of covered call strategies does not ensure profits or guarantee against losses.
Past performance may not be indicative of future results.

The foregoing content reflects the opinions of Van Hulzen Asset Management and is subject to change at any time without notice. Content provided herein is for infor-
mational purposes only and should not be used or construed as investment advice or a recommendation regarding the purchase or sale of any security. There is no
guarantee that these statements, opinions or forecasts provided herein will prove to be correct. Past performance is not a guarantee of future results. Indices are not
available for direct investment. Any investor who attempts to mimic the performance of an index would incur fees and expenses which would reduce returns. All in-
vesting involves risk including the potential for loss of principal. There is no guarantee that any strategy will be successful. The CBOE S&P 500 BuyWrite Index (BXM) is a
benchmark index designed to track the performance of a hypothetical buy-write strategy on the S&P 500 Index. The BXM is a passive total return index based on (1) buy-
ing an S&P 500 stock index portfolio, and (2) "writing" (or selling) the near-term S&P 500 Index (SPXSM) "covered" call option, generally on the third Friday of each
month. The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market-value weighted index (stock price
times number of shares outstanding), with each stock's weight in the Index proportionate to its market value. It is widely used as a benchmark of U.S. equity perfor-
mance. It is not possible to invest directly in an index. FPAC-0145-18
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