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Modern Portfolio Theory
A Personal Message from Bob Boshnack, Chairman, Vision L.P.

The case for diversification of one’s investment portfolio with managed futures, when supported
by independent research, is extremely compelling. This brochure attempts to present this

information in a straight forward, easy to understand, provocative manner.

You will learn why no prudent investor should ever let his or her financial future depend upon
the vagaries of a portfolio comprised of investments largely correlated with one another.
Constructing a portfolio of investments that move in virtual lock-step with one another, e.g.
stocks, bonds, mutual funds and other securities-related instruments, is one of the most
dangerous things an investor can attempt and in direct violation of Modern Portfolio Theory. In
our opinion, it’s tantamount to the head of a household failing to provide health insurance for his

family!

Serious investors should take their cue from institutional investors who have long adhered to the
principles espoused in Modern Portfolio Theory, which you will hear more about in the ensuing
chapters. Briefly, the key tenet of Modern Portfolio Theory states that if one wishes to increase
the performance, and reduce the risk in an overall investment portfolio, he or she should
combine investments that are non-correlated with one another. Simply put, a diversified portfolio
of non-correlated investments can provide the highest returns with the least amount of volatility!
The risk of loss in futures trading can be substantial. An investor could potentially lose more

than the initial investment.

The performance enhancement and risk reduction benefits of diversification in non-correlated
investments go a long way in explaining why many major institutions and private investors
adhere to Modern Portfolio Theory. One would think that if Modern Portfolio Theory works for
major financial institutions and affluent investors, it would also be appropriate for a wider range
of qualified individual investors. However, when our investment representatives polled random
qualified investors and asked the question: “What do you have in your portfolio that can
potentially do well if stocks perform poorly or in lackluster fashion,” the responses said it all. The
overwhelming majority of qualified investors we spoke with had nothing in their portfolios to

potentially combat the underperformance of their more traditional investments!

The father of Modern Portfolio Theory, Professor Harry Markowitz, warned investors that
“holding securities that tend to move in concert with each other does not lower risk.” Dr.

Markowitz concluded that a diversified portfolio comprised of non-correlated asset classes can

The risk of loss in trading futures can be substantial. An investor could potentially lose more 1
than the initial investment.



Modern Portfolio Theory

provide the highest returns with the least amount of volatility. Professor Markowitz’s findings
were of such import he was awarded the Nobel Prize for his work, in 1990. There have also
been other landmark independent studies in support of Professor Markowitz’s findings. You will

learn about them in this brochure.

We find it astonishing how many investors are ignorant of the basic tenet of Modern Portfolio
Theory, and continue to focus on stock-related investments, often in the face of mounting
losses. Logically speaking, should not every investor desire the best opportunity to potentially

increase performance and reduce risk in his or her portfolio?

We can only conclude that the reason why a disproportionate number of investors have ignored
Modern Portfolio Theory lies in the fact that they have been “brainwashed” by the major
brokerage houses into inflating the true value of stocks and stock-related investments. Why
would they do this? We have long known that major brokerages have little to do with
investments that don’t correlate well with stocks. If the truth about non-correlated investments
were to get out, it would ultimately mean loss of business for these firms. (Look at it another way
and ask yourself why, out of tens of thousands of research reports issued yearly, only a fraction
made ‘sell’ recommendations, even though so many of these companies were outright “dogs.”
We suggest that the major brokerages would have lost substantial business had they issued

negative reports on firms from which they were collecting handsome investment banking fees!)

We also feel strongly that a lack of openness and fair play exhibited by the major brokerage
houses extends to properly educating investors about the potential benefits and risks of
diversifying their portfolios with different asset classes including managed futures! For this
reason, it is our intention to fill the void left by these firms and better inform you, the general

public, about the potential benefits and risks of portfolio diversification!

The rest is up to you!

Sincerely,

Bob Boshnack

Chairman, Vision L.P.

The risk of loss in trading futures can be substantial. An investor could potentially lose more
than the initial investment.
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Modern Portfolio Theory

Modern Portfolio Theory

Modern Portfolio Theory (MPT) is also called “portfolio theory” or “portfolio management theory.”
MPT is a sophisticated investment approach first developed by Professor Harry Markowitz of the
University of Chicago, in 1952. Thirty-eight years later, in 1990, he shared a Nobel Prize with
Merton Miller and William Sharpe for what has become the frame upon which institutions and

savvy investors construct their investment portfolios!

Modern Portfolio Theory allows investors to estimate both the expected risks and returns, as
measured statistically, for their investment portfolios. In his article “Portfolio Selection” (in the
Journal of Finance, in March 1952), Markowitz described how to combine assets into efficiently
diversified portfolios. He demonstrated that investors failed to account correctly for the high
correlation among security returns. It was his position that a portfolio’s risk could be
reduced and the expected rate of return increased, when assets with dissimilar price
movements were combined. Holding securities that tend to move in concert with each
other does not lower your risk. Diversification, he concluded “reduces risk only when
assets are combined whose prices move inversely, or at different times, in relation to each

other.”

Dr. Markowitz was among the first to quantify risk and demonstrate quantitatively why and how
portfolio diversification can work to reduce risk, and increase returns for investors. That's why he

probably received the Nobel Prize!

Diversification reduces volatility more efficiently than most people understand: The volatility of a

diversified portfolio is less than the average of the volatilities of its component parts.

While the technical underpinnings of MPT are complex, and drawn from financial economics,
probability and statistical theory, its conclusion is simple and easy to understand: A
diversified portfolio, of uncorrelated asset classes, can provide the highest returns with

the least amount of volatility!

Many investors are under the delusion that their portfolios are diversified if they are in individual
stocks, mutual funds, bonds, and international stocks. While these are all different investments,
they are all still in the same asset class and generally move in concert with each other. When the
bubble burst in the stock market, this was made painfully clear! Proper diversification

according to MPT, is in different asset classes that move independently from one another.

The risk of loss in trading futures can be substantial. An investor could potentially lose more 3
than the initial investment.
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One of the most uncorrelated and independent investments versus stocks are
professionally managed futures. The value of professionally managed futures was thoroughly
researched by Dr. John Lintner, of Harvard University, in a 1983 landmark study, “The Potential

Role of Managed Futures Accounts in Portfolios of Stocks and Bonds.”

Lintner wrote that “the combined portfolios of stocks (or stocks and bonds) after including
judicious investments ...in leveraged managed futures accounts show substantially less
risk at every possible level of expected return than portfolios of stocks (or stocks and
bonds) alone.” Lintner specifically showed how managed futures can decrease portfolio

risk, while simultaneously enhances overall portfolio performance.

The risk of loss in trading futures can be substantial. An investor could potentially lose more than

the initial investment.

Many times, the best and easiest way to convey an important point is with graphs. A picture is

worth a thousand words!

We believe the following graphs represent some of the strongest evidence available today in
support of the key tenet espoused in Modern Portfolio Theory, that diversification in different
asset classes incorporated in an investment portfolio can reduce risk, and increase returns. And
as Dr. Lintner concluded, managed futures is an ideal asset class to use in portfolio

diversification! In viewing the charts, you be the judge!

The risk of loss in trading futures can be substantial. An investor could potentially lose more 4
than the initial investment.
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The Impact of Portfolio Diversification

Graph #1

PERCENT RETURNS

As you can clearly see in Graph #1, portfolios with as much as 20% in managed futures yield up to 50%

THE IMPACT OF PORTFOLIO DIVERSIFICATION
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more than stock and bond portfolios, while having comparable risk.

Source: Chart denved from sfatislics presented in the Chicago Mercantile Exchange’s Q&A Report on Managed Futures, 1993 edition page 4.

Potential Impact of Managed Futures on the Traditional Portfolio January 1980 - Dec 2004

Graph #2
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Graph #2, exhibited in the 2006 edition of “Portfolio Diversification Opportunities,” published by the Chicago Board of Trade, shows that a port-
folio without managed futures underperforms and is more risky than a portfolio that includes managed futures. The portfolio that exhibited the
highest returns and least volatility, comprised 37.5% stocks,37.5% bonds, and 25% managed futures.

Source: Barclay Trading Group, Lid., Managed Futures: CTA Index; Lehman Brothers Long —Term Treasury Index, Stocks;, S&P 500 Total Return index

The risk of loss in trading futures can be substantial. An investor could potentially lose more
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than the initial investment.
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S&P Returns Compared to Barclay Index

Graph #3
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The Barclay CTA Index is a leading industry benchmark
of Commodity Trading Advisors. There are currently 429
programs included in the calculation of the Barclay CTA
Index, which is underweighted and rebalanced at the
beginning of each year. To qualify for inclusion in the
CTA Index, an advisor must have four years of prior
performance history. Additional programs introduced by
qualified advisors are not added to the index until after
their second year. These restrictions, which offset the
high turnover rates of trading advisors as well as their
artificially high short-term performance records, ensure
the accuracy and reliability of the Barclay CTA Index.

THIS MATERIAL MENTIONS SERVICES WHICH
RANK THE PERFORMANCE OF COMMODITY
TRADING ADVISORS. PLEASE NOTE THAT THE
RANKINGS ONLY APPLY TO THOSE CTAs WHICH
SUBMIT THEIR TRADING RESULTS. THE RANKINGS
IN NO WAY PURPORT TO BE REPRESENTATIVE OF
THE ENTIRE UNIVERSE OF COMMODITY TRADING
ADVISORS. THE MATERIAL IN NO WAY IMPLIES
THAT THESE RESULTS ARE OFFICIALLY SANC-
TIONED RESULTS OF THE COMMODITY INDUSTRY.

Graph #3 empirically shows the non-correlation of managed futures to the S&P 500.

Managed Futures Correlation with Other Asset Classes

-0.0270 Managed Futures vs. Bonds

-0.0160 Managed Futures vs. International Equities

:| 0.0320 Managed Futures vs. Stocks

0.1900 International Equities vs. Bonds

International Equities vs. Stocks

0.5100

Less Correlated

0.3260 EBonds vs. Slocks

More Correlated

Graph #4 further illustrates managed futures’ historical non-correlated performance to stocks and bonds.
Values of 1.000 imply a high correlation, while near zero indicate little or no correlation. Note managed
futures’ low historic correlation to stocks, bonds and international equities. As Graphs 3, 4, and 6
show, managed futures is virtually non-correlated to stocks, and can provide a portfolio with the ability to
perform when traditional markets such as stocks and bonds experience difficulty.

Source: The S5&F 500 Index, Salomon Corporate Bond Index and MSCI EAFE Index performance dala for stocks , bonds, and international equities,
respectively, are provided by Thompsen Financial Software Solutions (Boston, MA). The Barclay CTA Index performance dala for managed futures is
provided by the Barclay Trading Group (Fairfield, 14).

The risk of loss in trading futures can be substantial. An investor could potentially lose more

than the initial investment.
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Worst Case Declines and How Managed Futures Performed Over the Same Time Period

Graph #5

Graph #5: Worst Case Declines
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Futures Markets Frequently Display Lower Volatility than U.S. Equities or Interest Rate Instruments (12- Month Price Volatility, 1992-2004)

Graph #6
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Contrary to popular belief, Graph #6, extracted from the Chicago Board of Trade’s 2006 edition of “Portfolio Diversification
Opportunities” shows that at certain times futures markets frequently display less volatility than in U.S. equities and interest rate
instruments. Bear in mind in futures, the potential exists to lose more than your initial investment.

The risk of loss in trading futures can be substantial. An investor could potentially lose more 7
than the initial investment.
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Hypothetical Examples of Adding Managed Futures to a Stock and Bond Portfolio

The chart below should prove helpful in understanding how a relatively small investment

in managed futures can increase overall portfolio performance:
Let's assume your total portfolio is $250,000 and you invest 80% in stocks and bonds ($200,000)
and 20% in managed futures ($50,000). Let's assume at the end of the year you realize a 5%

return on your stocks and bonds and a 25% return on managed futures. The result would be as

follows:

$250,000 Portfolio % of Portfolio Return

Stocks & Bonds $200,000 80% 5% Profit $10,000

Managed Futures $50,000 20% 25% Profit $12,500
Total Profit $22,500

Now let's assume you earn 10% on the 80% of your portfolio invested in stocks and bonds, but

lose 25% in managed futures. The results would be as follows:

$250,000 Portfolio % of Portfolio Return

Stocks & Bonds $200,000 80% 10% Profit $20,000

Managed Futures $50,000 20% 25% Loss ($12,500)
Total Profit $7,500

You can see, in these hypothetical examples, by investing only 20% of your portfolio in
futures, if you were to earn 25%, it would outperform 80% of your portfolio invested in

stocks and bonds if the stocks and bonds earned 5%.

You can also see that a 25% loss in futures would still leave you with a net profit of $7,500
if your stock and bond allocation returned 10%. These hypothetical examples both show a
positive result. The risk associated with futures trading could potentially result in a loss greater

than the initial investment, and the overall results could be negative.

Note: No matter what the size of your portfolio, 80% invested in stocks and bonds and 20%
invested in managed futures, with the same percentage returns, would produce the same

percentage results in our hypothetical examples.

Important Disclaimer: The above hypothetical examples are strictly for illustration purposes

only, to help you better understand the potential impact of portfolio diversification.

In no way are the examples to be construed as the returns you might receive in stocks and

commodities. Of course, in actual investing, your results can be better or worse.

The risk of loss in trading futures can be substantial. An investor could potentially lose more 8
than the initial investment.
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Are Managed Futures Riskier than Stocks?

Technically speaking, futures are riskier than stocks because of the greater leverage in futures
and potential for unlimited risk. Over-leveraging a futures trading account without utilizing prudent
money management could result in potentially substantial losses or profits. In our opinion, that

would constitute high stakes gambling, not investing.

In over 25 vears of observing traders and seeing many millions of dollars made and lost, we

believe the unprofessional use of leverage and the lack of prudent money management are the

culprits that can render futures riskier than stocks. Place futures in the hands of an accomplished

CTA, and we strongly believe the risk in futures becomes no greater than with stocks. Viewing

declines in some of the biggest and supposedly “safest” stocks in America is testimony to our
opinion. The fact is, widely popular blue-chip stocks like Microsoft, G.E., Pfizer, IBM, and many
other “solid” stocks have experienced greater drawdowns than most of our CTA’s! Bear in mind
there is the potential to lose more than your initial investment in futures no matter who is

managing your money.

Truth be told, it’s not the investment vehicle that makes or loses money, but rather the
individual or individuals managing it. Stocks and futures are both investment vehicles
employed by money managers as a means of earning profits. Some managers succeed where
others fail, regardless of the conveyance. Doesn’t it then stand to reason: It's the money
manager’s skills, abilities, and investment acumen that will determine investing results, not the

investment vehicle?

Are managed futures riskier than stocks? Become better informed by reading the

academic studies on the following pages and you be the judge!

The risk of loss in trading futures can be substantial. An investor could potentially lose more 9
than the initial investment.
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Academic Studies on Managed Futures

The Time Variation in the Benefits of Managed Futures

The academic paper, “The Time Variation in the Benefits of Managed Futures,” appeared in the
Spring edition of “The Journal of Alternative Investments”. The report strongly supports much of
the findings in previous studies on managed futures. Some of these points were brought out in

the August 2003 edition of Managed Account Reports:

- Utilizing even a small allocation of managed futures limits portfolio risk by a statistically

significant margin.

- The study confirms earlier findings that managed futures increases return and reduces portfolio

risk. A 10% managed futures allocation was allocated for the study.

- More conservative investors may gain from allocating a portion of their portfolios than more

aggressive investors.

- Conservative portfolios experienced an increase in return in more than 50% of the years. The

study went back 40 years.

- The risk reduction benefits of managed futures were quite pronounced. 98% of the years where
managed futures were included in each portfolio, experienced an increase in the portfolio’s
Sharpe ratio. The Sharpe ratio is a measure of risk management. The higher the ratio, the lower
the risk.

- Managed futures highest performance periods were in periods of rising interest rates.

Many believe we are now in such a period.

The Benefits of Managed Futures, by Thomas Schneeweis, Professor of
Finance, University of Massachusetts

This academic study destroys the myth of managed futures as investments that are riskier
than stocks. According to Schneeweis “Managed futures are not any more riskier

than traditional equity investments. Investment in a single commodity trading

The risk of loss in trading futures can be substantial. An investor could potentially lose more 10
than the initial investment.
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advisor is shown to have risks and returns, which are similar to investment in a
single equity. Moreover, a portfolio of commodity trading advisors is also shown to

have risks, and returns, which are similar to traditional investments.”

The study’s summary and conclusion states:

The results of this study provide important information to the investment community

about the benefits of managed futures.

First, managed futures trade in markets which offer investors the same market
integrity and safety as stock and bond markets. Managed futures investment, as for
stocks and bonds, provide investors with the assurance that their investment
managers work with a high degree of government oversight and self regulation and

trade primarily in closely regulated markets.

Second, managed futures are not more risky than traditional equity investment.
Investment in a single commodity trading advisor is shown to have risks and returns
which are similar to investment in a single equity investment. Moreover, a portfolio of
commodity trading advisors are also shown to have risks and returns which are

similar to traditional equity portfolio investments.

Third, most traditional money managers (and many hedge fund managers) are
restricted by regulation or convention to holding primarily long investment positions
and from using actively traded futures and option contracts (which offer lower
transaction costs and lower market impact costs than direct stock or bond
investment). Thus, in contrast to most stock and bond investment vehicles, managed
futures traders offer unique return opportunities which exist through trading a wide
variety of global stock and bond futures and options market and through holding
either long or short investment positions in different economic environments (e.g.,
arbitrage opportunities, rising and falling stock and bond markets, changing market
volatility). As a result of these differing investment styles and investment
opportunities, managed futures traders have the potential for a positive return even
though futures and options markets in total provide a zero net gain among all market
participants. Thus managed futures are shown on average to have a low return
correlation with traditional stock and bond markets as well as many hedge fund

strategies and to offer investors the potential for reduced portfolio risk and enhanced

The risk of loss in trading futures can be substantial. An investor could potentially lose more 11
than the initial investment.
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investment return. As important, for properly constructed portfolios, managed futures
are also shown to offer unique downside risk control along with upside return

potential.

Simply put, the logical extension of using investment managers with specialized
knowledge of traditional markets to obtain maximum return/risk tradeoffs is to add
specialized managers who can obtain the unique returns in market conditions and
types of securities not generally available to traditional asset managers; that is,

managed futures.

The complete study may be read in its entirety at:
http://cta.visionlp.com/pdf/gen/Benefitsof MFRev.pdf

Facts and Fantasies About Managed Futures, by Gary Horton, The Warton
School, University of Pennsylvania, and K. Geert Rouwenhorst, Yale School
of Management

This study was published in 2004, a year which experienced the biggest jump in new money
entering managed futures from the previous year since 1980, according to the Barclay Group.
With all the previous studies supporting managed futures, the conclusions of this study not only
supported the previous studies but went even further in its support. This may have been one of
the reasons why 2004 was a watershed year in regards to new money invested in managed
futures! A September 9, 2004 Wall Street Journal article entitled, Commodities Enter Investment
Mainstream brought out a key point in the Facts and Fantasies about Managed Futures study that
apparently got investor’s attention: “During the past 45 years, commodity futures have had
roughly the same return as stocks with less risk, have way outperformed bonds and are a

better hedge against inflation than either stocks or bonds”.

The study’s summary states:

Summary

This paper provides evidence on the long-term properties of an investment in
collateralized commodity futures contracts. We construct an equally-weighted index of
commodity futures covering the period between July 1959 and March 2004. We show
empirically that there is a large difference between the historical performance of

commodity futures and the return an investor of spot commodities would have earned. An

The risk of loss in trading futures can be substantial. An investor could potentially lose more 12
than the initial investment.
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investor in our index of collateralized commodity futures would have earned an excess
return over T-bills of about 5% per annum. During our sample period, this commodity
futures risk premium has been equal in size to the historical risk premium of stocks (the
equity premium), and has exceeded the risk premium of bonds. This evidence of a
positive risk premium to a long position in commodity futures is consistent with Keynes’

theory of “normal backwardation”.

In addition to offering high returns, the historical risk of an investment in commodity
futures has been relatively low — especially if evaluated in terms of its contribution to a
portfolio of stocks and bonds. A diversified investment in commodity futures has slightly
lower risk than stocks — as measured by standard deviation. And because the distribution
of commodity returns is positively skewed relative to equity returns, commodities have

less downside risk.

Commodity futures returns have been especially effective in providing diversification of
both stock and bond portfolios. The correlation with stocks and bonds is negative over
most horizons, and the negative correlation is stronger over longer holding periods. We
provide two explanations for the negative correlation of commodities with traditional asset
classes. First, commodities perform better in periods of unexpected inflation, when stock
and bond returns generally disappoint. Second, commodity futures diversify the cyclical

variation in stock and bond returns.

On the basis of the stylized facts we have produced, two conclusions are suggested.
First, from the point of view of investors, the historical performance of collateralized
investments in commodities suggests that commodities are an attractive asset class to
diversify traditional portfolios of stocks and bonds. Second, from the point of view of
researchers, there are clearly challenges for asset pricing theory, which to date has

primarily focused on equities.

The complete study may be read in its entirety at:
http://cta.visionlp.com/pdf/gen/factfantasies9-24-04.pdf

The academic papers mentioned were prepared for educational purposes and do not
address the significant risks inherent in futures trading. Futures trading is not suitable for

all investors. An investor could potentially lose more than the initial investment.

The risk of loss in trading futures can be substantial. An investor could potentially lose more 13
than the initial investment.
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What are Professional Commodity Trading Advisors (CTAs)?

If an unskilled person attempted to practice law or medicine, he or she would probably perform
quite poorly, just like many non-professional and unskilled “do it yourself’ futures traders. So it
comes as no surprise that in the highly complex and challenging field of commodity futures
trading, the vast majority of non-professional, amateur traders do lose. In fact, we often hear
statistics that as much as 90% of these “do it yourself’ futures traders wind up losing. However,
more experienced professional Commodity Trading Advisors (CTA’s) have been shown to

achieve substantial, highly attractive returns.

CTAs are federally licensed and registered professional money managers who manage investor’s
assets using investments in the commodities markets just as a stock mutual fund manager would

invest his client’s assets in a variety of different stocks.

Studies have shown professional Commodity Trading Advisors do experience an appreciably
higher success rate than the individual amateur trader. The fact is, there are numerous
Commodity Trading Advisors with consistent returns achieved through prudent money
management! You are, however, subject to the risk of loss no matter who is managing your

money.

The establishment of global futures exchanges and the accompanying increase in actively traded
contract offerings has allowed CTAs to diversify by geography as well as by product. For
example, through CTA managed accounts, investors can participate in at least 50 different
markets worldwide, including stock indexes, financial instruments, agricultural and tropical
products, precious and nonferrous metals, currencies, and energy products. CTAs offer ample

opportunity for profit potential and risk reductions among a broad array of non-correlated markets.

*THIS MATERIAL MENTIONS SERVICES WHICH RANK THE PERFORMANCE OF COMMODITY TRADING ADVISORS. PLEASE
NOTE THAT THE RANKINGS ONLY APPLY TO THOSE CTAs WHICH SUBMIT THEIR TRADING RESULTS. THE RANKINGS IN NO
WAY PURPORT TO BE REPRESENTATIVE OF THE ENTIRE UNIVERSE OF COMMODITY TRADING ADVISORS. THE MATERIAL IN

NO WAY IMPLIES THAT THESE RESULTS ARE OFFICIALLY SANCTIONED RESULTS OF THE COMMODITY INDUSTRY.

The risk of loss in trading futures can be substantial. An investor could potentially lose more 14
than the initial investment.
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The Professional Versus The Amateur Trader

Commodity Trading
Advisor*

Amateur Trader

Definitive Follows a long-term plan Usually in the markets seeking

Strategy based on extensively tested instant gratification. Lacking a
research; limits losses on definitive game plan, he often
losing positions while letting changes his approach
profits run on profitable midstream, resulting in
positions. This patient, impatience and creating
disciplined approach can pay chaos. Quick to take a profit
big dividends though, as with and let losses run.
any investment, risk exists.

Equity Often diversifies into trading Tries to “break the bank,” often

Management positions covering as many as | committing 100% of an
25 markets while typically account’s equity to the
committing only 10%-40% of markets. Commonly trades
an account’s equity to the only one commaodity resulting
markets. in a lack of diversification and

increased risk.

Trading Commits full-time attention to | Usually able to pay only part-

Decisions following a definitive system time attention to the markets.
which may look at market Misses news and often makes
prices and trends, therefore decisions based on rumors,
acting immediately upon hunches, gossip, or the
signals and market opinions of others.
knowledge.

Discipline Realizes the markets “owe him | Believes his destiny is to
nothing” and “takes no predict the direction of the
hostages.” He expects his markets rather than to manage
share of both winning and risk. When losing, feels he is
losing trades. Neither result due for a win. This win-it-back-
will influence him to deviate at-all-costs mindset inevitably
away from prudent money leads to downfall. Hangs onto
management and his trading losing positions hoping they
plan. Cuts losses short while will come back. Conversely,
allowing profits to run. takes profits prematurely to
Realizes capital preservation validate his prediction.
is a prerequisite to capital
appreciation!

*Studies have shown that professional CTAs experience returns greater than the individual investor. Nevertheless, the

risk of loss exists in futures trading and past results are not necessarily indicative of future results, regardless of who is

trading your account. The risk of loss in futures trading can be substantial. An investor could potentially lose more

than the initial investment.
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Dynamic Diversification at an Affordable Cost!

Consider what Jack Meyer, the fund manager of Harvard University’s huge endowment said

about diversifying Harvard University’s portfolio with futures:

“Holding commodities offers protection against the ups and downs of stocks and
bonds.” Referring to commodities, he added, “They’re the most diversifying asset in

the portfolio.”

Barron’s, the newspaper had the following to say about Harvard Management Company’s Chief

Executive Officer:

“In the months after arriving from the Rockefeller Foundation back in 1990, one of his
biggest decisions was to settle on diversification as a key theme. Relying on
techniques of modern portfolio theory to get the best returns with lowest level of risk,
Harvard needed to cut its exposure to publicly traded U.S. stocks and bonds, and
increase its investments in foreign stocks, commodities, and private companies. The
result: Right now the Harvard endowment has about only half its portfolio in U.S.
stocks and bonds, versus about 75% for the typical university endowment.” Harvard
Management Company’s Chief Executive was quoted in the article as saying, “The
benefits of diversification are indisputable. Diversification rules. It’s powerful and our

portfolio is a good deal less risky than the S&P 500.”

Meyer’s experience with managed futures strongly supports Dr. Lintner’s landmark study

mentioned in this brochure.

Harvard University is not alone in using futures in their investment portfolio. Other entities that
include futures in their investment portfolios, include such prestigious universities as Stanford,
Notre Dame, major corporations, and state pension funds, such as Detroit and San Diego.

With powerful evidence supporting the value of professionally managed futures and its attractive
features, investors have placed over 130 billion dollars in it, making managed futures one of the
fastest growing investments today. In fact, investors have placed over double the money into
managed futures over the past 4 years than the previous 22 years!

Many prominent analysts believe we are in a secular bear market, where stocks will underperform

for many years to come. With the anemic outlook for stocks, we believe the most important

The risk of loss in trading futures can be substantial. An investor could potentially lose more 16
than the initial investment.
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question an investor should be asking himself or herself is, “What do | have in my
portfolio that is non-correlated to stocks, and can potentially capitalize on a lackluster or
bear stock market?” For informed, suitable investors in the financial position, many believe
there isn’t a better way to properly diversify, and help protect an overall stock portfolio, than

incorporating professionally managed futures!

The research and facts supporting the inclusion of managed futures in an overall investment
portfolio are overwhelming. For many informed and savvy investors, the question is not if, but

how much should be invested in professionally managed futures!

In helping you diversify your overall portfolio, we have constructed several CTA portfolios
that can provide dynamic diversification at an affordable cost! Many individual CTAs
require account minimums in excess of $500,000. You’ll find our entire portfolios of
several CTAs are less than what would be required to invest with one CTA! Consult your
Vision Introducing Broker for the CTAs that best meet your investment goals, and

affordability.

Our CTA Selection Process

Vision is one of the largest providers of Introducing Broker Services in the futures industry and
ranked by Futures Magazine within the top 30 largest Futures Commission Merchants in the U.S.
Vision is a registered Futures Commission Merchant (FCM) with the Commodity Futures Trading
Commission as well as a Commodity Pool Operator. Vision is a member of the National Futures
Association. Howard Rothman, the President of Vision, was elected in January 1990 by the
Introducing Broker membership category to serve on the National Futures Association Board of

Directors, and served three consecutive terms.

On behalf of its guaranteed Introducing Brokers and clients, Vision spares no expense or effort in
finding CTAs. On an ongoing basis, Vision monitors the potentially successful CTAs and

Professional Traders in order to find the best possible trading talent.

Vision’s CTA selection process is primarily guided by seeking traders who practice sound
money management while producing consistent returns. For us, capital preservation is a
prerequisite for capital appreciation! Some of the specific criteria we generally look for in

selecting CTAs are:

The risk of loss in trading futures can be substantial. An investor could potentially lose more 17
than the initial investment.
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1. Favorable drawdown-to-return ratios.

2. Recovering from all drawdowns to produce new highs in equity.

3. Worst case drawdowns weren’t so severe that an account didn’t have enough equity
left to make a recovery that subsequently produced a new high in equity.

4. Consistent annual average returns.

CTAs who will reduce management fees for our clients.

IMPORTANT NOTES: Before a CTA is placed on Vision’s Recommended CTA List, our
Compliance Department conducts an on-site audit of the CTA’s books and records. This is
done in order to confirm the accuracy of the performance record presented in the CTA’s

disclosure document.

Doubly Diversified CTA Portfolios

Each CTA has his own unique trading system, and places trades on the client’s behalf,
completely independent from one another. Our CTAs use their own proprietary trading systems to
trade the markets of their choice. Not only is these CTA’s performance non-correlated with stock
related investments, but also each other’s performance. In effect our CTA portfolios offer

double diversification!

When you examine the disclosure documents of our recommended CTAs, you'll discover that,
over many months some advisors were up and others down. Bear in mind, past performance is
not necessarily indicative of future results. The risk of loss exists in futures trading. One of the
only things our CTAs have in common is that they have consistent performance records. You will
see for yourself. Not only is the CTAs’ performance non-correlated to the stock market,
but also to each other! We believe this is what diversification is all about, and the epitome

of Modern Portfolio Theory!

The risk of loss in trading futures can be substantial. An investor could potentially lose more 18
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The Investment Process

Every client’s needs are different. We attempt to match you, the investor, with the best possible
portfolio that will hopefully suit:
A. Your investment goals;
Your time-frame;
Your comfort zone for volatility (investment temperament);

Your type of account (i.e.: IRA, pension, individual, joint, corporate, etc.); and

m o O @

Your comfort level in terms of affordability.

Our experience has led us to believe it is erroneous and self-defeating to adopt a wait-and-see
investment stance by observing how one CTA performs before investing with another CTA. That
would be the equivalent of an investor seeking to build a diversified portfolio, first buying IBM, and
then waiting to see how IBM performs before buying other stocks. Each CTA’s performance is

completely independent of one another.

Some investors may be able to comfortably invest with multiple CTA’s while others will
only be able to afford to invest with an individual CTA. Very important: Whatever the
amount you decide to invest, we advise in the strongest of terms, that it should be in
proper proportion to your overall investment portfolio in order to make a meaningful
impact! (Studies show around 20% of one’s investment portfolio can have the most

meaningful impact in terms of the potential for increased performance and risk reduction.)

Whatever your investment means, building a portfolio is, ultimately, a dynamic and collaborative

process. We look forward to working with you in building an appropriate portfolio that’s best suited

to meet your individual needs!

PLEASE NOTE: An individual must only decide to invest with a given CTA after receiving,

reading, and signing the government filed Disclosure Document from each respective CTA.

The risk of loss in trading futures can be substantial. An investor could potentially lose more 19
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QUESTIONS AND ANSWERS

Q. What's been responsible for growth in managed futures trading?

Several factors have impacted growth: First, as traditional markets have become increasingly
volatile - and vulnerable to often unexpected events --- institutional money management and
other sophisticated investors have sought to more effectively manage overall portfolio risk
through diversification. Indeed, risk and diversification are major concerns in today's market
environment; Secondly, many investors are seeking higher rate of return. A number of studies
indicate that a portfolio that includes managed futures can yield appreciably higher and more
stable return over time than a portfolio that includes only stocks and bonds. The same evidence
indicates this can be achieved without added portfolio risk. Still another factor in the growth of
managed futures has been the tremendous broadening of futures on a global basis to encompass
stock indexes, debt instruments, international currencies, and options as well as conventional
commodities including metals and energy. These new investment vehicles have created new

categories for profit potential as well as a mechanism to lower overall portfolio risk.

Q. How are profitability, volatility and risk affected when managed futures are included in

an investment portfolio?

Harvard Business School Professor John E. Lintner found that including managed futures in a
portfolio have the potential to "reduce volatility while enhancing return." And those portfolios
"have substantially less risk at every possible level of return than portfolios of stocks, or stocks
and bonds." For the period of January 1, 1980, to December 31, 1998, data show that managed
futures investments (as measured by the Barclay CTA Index) had a compound annual return of
about 15.8%. That compares very favorably with the 17.7% return that common stocks had
during the same period, one of the strongest stock markets in U.S. history. Further, it exceeded
the 11.8% return on bonds. Moreover, during a similar period (Jan. 1, 1980, to December 31,
1997), analysis showed that a portfolio that comprised some managed futures had similar
profitability with far less risk. For additional information see the CBOT publication Portfolio
Diversification Opportunities at:

http.//cta.visionlp.com/pdf/gen/46589 r.pdf

Q. What is a CTA managed Futures Account?

The risk of loss in trading futures can be substantial. An investor could potentially lose more  2()
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A: A CTA managed futures account is one where a registered Commodity Trading Advisor (CTA)
is given responsibility to make all trading decisions. This authority is delegated by the account

holder to the CTA through a limited power of attorney which may be withdrawn at any time.

Q: How can | track the performance in my managed account?

A: Three ways. One, a complete accounting of the activity in your account, including your account
balance can be seen on Vision’s Internet web site 24 hours a day. Ask your Managed Futures
Specialist for more details. Two, you may call your Managed Futures Specialist who receives a
daily equity run detailing all your open positions, netting out profit and losses, showing the exact
daily balance in your account. Three, whether you call or not, a purchase and sale statement (P/S
Statement) automatically will be sent to you on every single trade, showing the date and price
entered; when you exit a trade, the date, price, and net profit or loss on the trade as well as your
account balance. Besides receiving confirmation on each individual transaction, a summary of all
transactions showing their results are sent each month for the entire month’s transactions.
Instead of having your statements post office mailed, you can select having your P/S statements
e-mailed directly to you! Therefore, even without calling, you will have a written, detailed
breakdown of the CTA’s transactions and performance in your account. However, we strongly
advise that you not evaluate the performance in your account on a trade-by-trade or day-to-day
basis. We believe a managed account is a long-term investment and should be evaluated as

such.

Q: How does my CTA get paid for managing my account?

A: Most CTA’s receive an on-going management fee on the account balance in the range of 2%
to 4% per year, whether the account is profitable or not, and an incentive fee that varies
widely depending on the CTA. These fees are usually paid either monthly or quarterly which is
detailed in each CTA’s disclosure document. However, Vision has negotiated with the majority of
its CTAs, for the benefit of Vision’s Introducing Brokers’ clients, that the CTAs waive or reduce
their on-going management fees. THE MAJOR SOURCE OF INCOME FOR THE MAJORITY OF
VISION’S CTAs IS AN INCENTIVE FEE THAT CAN ONLY BE EARNED BY PRODUCING ON-
GOING NEW PROFITS FOR AN ACCOUNT! (Net of all costs.)

Q: How accessible are my funds in a managed account?
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A: A managed account offers a high degree of liquidity. Although we strongly advise you to view
your managed account as a long-term investment, part or all of your funds are usually available

on one day’s notice.

Q: If | am an experienced futures trader, why should | have a managed account?

A: There are numerous top-performing CTAs who have managed accounts with other CTAs.
When you are trading your own account, you are limited to your trading system and style. By
diversifying with CTAs who have good performance records, you are, in effect, constructing a

diversified trader’s portfolio of your own, the merits of which are discussed in this brochure.

Q: Are there any tax benefits to investing in managed futures?

A: Yes. According to the Tax Act of 1981, short-term profits in commodities are treated as 60%
long term and 40% short term. On the other hand, short term trading profits in stocks are treated
as 100% short term. A short-term investment is one that is held for less than one year. This
favorable tax treatment in commodities can translate to investors in upper tax brackets, saving as

much as 30% on taxes in short term gains on commodities versus stocks!

Q: Where is my money kept?

A: Your money is held in a Customer Segregated Account by Vision at an established financial
institution. Vision is a well-established and strongly capitalized Futures Commission Merchant
(FCM). Vision currently holds the customer equity and is the FCM of choice of over 150
Introducing Broker firms as well as numerous professional traders and CTAs. Vision ranks within
the top thirty largest FCMs in the U.S. Since its inception, Vision has maintained substantially
more regulatory capital than is required to maintain its customer equity. Vision’s President and
Chief Financial Officer is Howard Rothman who served on the Board of Directors of the National
Futures Association for three consecutive terms. Mr. Rothman was also a director and founding

member of the National Introducing Broker Association.

Q. Can | use retirement funds in a managed account?

A. Absolutely. You can use IRA, trust, pension, and other retirement monies. You can use

managed futures in a variety of qualified retirement plans including IRA’s, trusts, and pensions.
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Q: How do | open a managed account?

A: Before opening a managed account, you must be supplied with a copy of the CTA’s disclosure
document. Read it carefully before you invest. Go over questions you may have with your
Managed Futures Specialist. After any questions you may have are answered, have your
Managed Futures Specialist help you fill out the management agreement with the CTA and
Vision’s customer agreement forms, both of which should be sent to your Introducing Broker for

processing.
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