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Yes.....Defense Can Win Championships

The Virginia men’s basketball team has featured the best defense in college basketball for 5 of the last 6 years.
And while they have been respected as a consistent Top 5 team, many fans were skeptical that the team could
go all the way. Well, they did it. This group of determined student athletes outlasted all the competition. Their
secret? A disciplined and consistent DEFENSE. If you give up fewer points, you don’t have to score as many to
win. As you know, we believe in this philosophy too. Downside protection is the cornerstone of what we do.

i} -

Looking Back on A Volatile 6 Months

The stock market came roaring back in Q1, making up its losses from the worst December since 1931. While this
was great news for investors, there is no question that some important lessons were learned in 2018. After a
record setting 10 year rally, many investors needed to be reminded that markets apparently do not only go up!

Six Month Performance (including the Q4 sell-off and the Q1 rebound)
For years we have been talking about how losing less
in @ major pullback can allow you to break even faster.
Yes, even if your portfolio is hedged! After the 2008- 100
09 meltdown, our strategy was able to make back it’s
losses in just 19 months, compared to 37 months for
the S&P 500. There are two reasons for this: (1) You
simply don’t have to work as hard digging out of the
hole when you lose less on the way down, and (2)
Higher volatility associated with sell-offs allows us to Aug-18 Sep-18 Oct-18 Nov-18 Dec-18 Jan-19 Feb-19 Mar-19
collect higher premiums from the call options in our e o R i
portfolios. We saw this dynamic at work once again in

Q4 2018 & Ql 20109. Wh||e the S&P Stl” hasn't made Performance is net of fees. Past performance is no guarantee of future results
up its full Q4 losses, we were able to break even back in early February.
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Market Forecast: Scattered Thunderstorms
2018 was the year of the thunderstorm for financial markets, with four
separate S&P 500 pull-backs of more than 7%. But it’s important to understand
what types of storms these were. According to Tom Skilling, Meteorologist for
the Chicago Tribune, there is quite a difference between scattered
thunderstorms and isolated thunderstorms.

Scattered thunderstorms are wide reaching and random in occurrence (not
organized), and can cover up to 50% of the landscape.

Isolated thunderstorms are “loners,” individual events that are unrelated to
other factors and typically affect less than 5% of the landscape.

Nobody can predict an isolated storm, and even if one hits it is unlikely to affect you (only 5% are affected).
Scattered storms are a different story. We don’t think anyone will argue that last year’s storms were wide
reaching, making them “scattered” rather than isolated. The big debate today is whether 2019 will have clear
skies or more of the same.

There were three major headwinds in
Q4, as we see it: (1) The Fed, (2) Trade
wars, and (3) a slowing global economy.
The Fed has acknowledged that the
global economy is slowing and has
paused its rate hikes. That’s positive for
markets. And there is optimism that the
trade war between the US and China
may find some resolution in the coming
weeks or months. Some investors are v
reading these developments as an “all - ~ US Macro Index
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But the reality is the economy is slowing, and the Fed cannot be relied upon to hold us up indefinitely. Most long-
range macro indicators point to a period of consolidation that will weigh on stocks. True, central banks may
intervene along the way and that may help the stock market in the short run, but the reality is that after years of
major intervention, investors are finally on their own.

Investors were lured back into “risk-on” mode in the same way as 2018. Wasn't AAPL the buy of the century
trading at $232 dollars? People found solace in the fact that Buffett was buying stocks and companies were
buying back record amounts of stock. But after 2018’s summer high, AAPL lost 40%! Real people lost real money,
despite the messages from the talking heads on financial news channels to keep “buying the dips.”
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We have been saying for some time that we believe 2018 kicked off a (potentially prolonged) period of higher
volatility and sideways moving markets. It does not pay to be aggressive in this type of market. However,
investors can use options to cash in on this higher volatility. Our covered call strategy is generating yields of 10%
+ and, most importantly, is hedged.

The 5 distinct Volatility Cycles of the past 30 years:
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Apr 1997 — Jun 2003 Oct 2007 — Jan 2012 Beginning of Period 67
(avg VIX = 25.1) (avg ViX=27.2)

S&P 500 41.9% S&P 500 -4.4%
BXM 66.2% BXM +3.2%

1 3 5

May 1991 — Mar 1997 Jul 2003 — Sep 2007 Feb 2012 - Sep 2018
(avg VIX=14.8) (avg VIX=14.3) (avg VIX =14.9)

S&P 500 142.3% S&P 500 65.0% S&P 500 152.4%
BXM 127.9% BXM 48.2% BXM 67.8%

Source: Van Hulzen Asset Management White Paper: Welcome Back Volatility

The last time we saw a period of consistently high volatility was the late 1990s-early 2000. We believe the
upcoming period will look more like this than the Financial Crisis of 2008-2009 (which was more of an anomaly).
A prolonged period of consistently high volatility could be really good for covered call investors.

When the meteorologist calls for scattered storms, we
believe it makes sense to pack an umbrella before you
leave the house. We don’t know it will rain today. But
why not be prepared, just in case? Our covered call
strategy is just such an umbrella.

We believe 2018 marked the beginning of a (potentially
lengthy) period of elevated volatility. We recommend a
continued focus on income and downside protection.
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Covered Call Strategy Performance (gross as of 03/31/2019)
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Returns (annualized)* Mar 2019 3M 6M YTD 1Year 3Years 5Years 7Years 10Years Inception
Van Hulzen (Gross) 0.9% 6.9% 1.5% 6.9% 7.8% 7.2% 6.1% 8.1% 11.2% 8.3%
Van Hulzen (Net) 0.9% 6.8% 1.2% 6.8% 7.2% 6.5% 5.5% 7.3% 10.3% 7.3%
BXM 1.8% 6.8% -4.8% 6.8% 3.3% 7.4% 5.9% 6.5% 9.0% 5.4%
Difference (Gross-BXM) -0.9% 0.2% 6.2% 0.2% 4.5% -0.2% 0.2% 1.6% 2.2% 2.9%

*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-0052-19
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