The new global economy and rapid advancements in technology are
changing the fundamentals of investing at a rate thimdustry has never seen
before, rendering many mainstream asset management strategies obsolete.

A Pensions and institutions need to change their traditional processes to
ensure their portfolios remain relevant to their plan members and to identify
the next asset managers and asset management methodologies that will
thrive in this new era.

A Asset management strategies that are not relevant to plan members
represent an avoidable liability for pensions and institutions, especially
during volatile markets. The banking industry fell first. Are pensions next?

A Consumption-Based Fundamental Asset Allocation introduces a new
generation of asset management methodologies which tilize the
fundamental attributes of the Investor, not the investment

A These onsumption and GDRbased asset allocation methodologiescreate
the most relevant portfolios for institutions, pensions and plan members.
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The Next Asset Managers

Consumption-basedFundamental Asset Allocation

The purpose ofhis white paper is tolsow institutional asset managersow to recognize and respond
to rapid transformation so they can stay relevdottheir plan membersand thrive in the new global
economy.We believe thatinstitutional asset managers stand at a list crossroad where they must
embracetransformationto stay relevantto their plan memberr risk being completely bypassety
the next generation of Investors and asset management methodologies

Pensions and institutions need to change their tradiibprocesses to ensure their portfolios remain
relevant to their plan members and to identify the next asset managers and asset management
methodologies that will thrive in this new ermstitutions that ignore this transformation and stay with
their traditional screening processes will continue to hire traditional asset managers, and their
portfolios will rapidly lose relevanaturing thistransformation

Asset management strategies that are not relevant to plan members represent an avoidable kability
pensions and institutions. Thiacus has been on the fall of thieanking industry however many
pensions and institutions have bedrtt as hardand will receive increased scrutiny the years that
follow. During periods of large negative returns, rpl@members will begin to ask how these portfolios
were relevant to them. The institutional asset managetso can show their plan members how their
investment processes atavestorDrivenwill have the advantage, in our opinion.

We believe thatEmergingManagerswill be the primary source of the next generation of asset
managers tdead Investors out of th global financiatrisisbecause their lean, efficient models are best
positioned to adapt to transformation and create new value for Investbtany established idustry
leaders are too entrenched in traditional(Industrial Age)processesto adequately recognize and
respondto this transformation

ConsumptiorbasedFundamental Asset Allocatiomtroduces a new generation of asset management
methodologiesthat utilize the fundamental attributes of the Investor, not the investmeWte believe
that these consumption and GEfased asset allocation methodologies create the most relevant
portfolios for institutions, pensions and plan members.
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oConsumptiorbasedFundamental Asset
Allocationintroduces a new generation of asse
management methodologiehat utilize
fundamental attributes of theénvestor not the
investment as the primary determinant faall
FaasSa Ftt20FGA2Y

Overview

The purpose of this white paper is tb@w institutional
asset managerbow to recognize and respond to rapid
transformation so they can stay relaviato their plan
membersand thrive in the new global economy.

ChapterOnelooks at the origin of Wall Streetvhythe Age
of the Brokerfailed, and howits transformationplaces the
entire industry at a critical crossroadvhere it must
respond or be bypassday its customers Investors

ChapterTwo covess how the Age of the Investorand the
new global economyrave usheed in a new set of rules
and values thahas changel the fundamentals of investing
and asset management

Chapter Three reviews the historic importance of asset

allocation and how traditional asset management
strategies do not provide Investors with financial
confidence because they are no longer relevant to the

primary reasorthey invest

ChapterourintroducesConsumptiorbasedFundamental

Asset Allocationa new generation of asset management

methodologiesthat use fundamental attributes of the

Investor not the investment as the primary determinant
for all asset allocation decisionBhis methodology is built
for the Age of the Investoiand offers asset managers and
their Investors clear advantages over mainstream
strategies.

Chapter Fivglives examples afew industry transformers
who have determined to be the next industry leaderg b
creating new value for Investors and asset managers.

The new global economy and rapid advancements in
technology arechanging the fundamentals afivesting

at a rate theindustry has never seen beforeThis
transformation presents Investors with a rare opportunity
to reinvent Wall Street on their own terms while Wall
Street has a onem-a-lifetime opportunity to earn back the
trust of Investors and lead them out of this crisis/estors
will be thecomerstone of the ngt Wall Street. Th asset
management companiethat effectively respondirst will

be the next global leaders and will reap the benefits of the
biggest assegathering opportunity in 100 years.

CHAPTER |

THE AGE OF THE BROKEEF

Figure 1.0. Origin of Wall Street

Source: Buttonwood diorama. NYSE. Museum of the City of

New York from the Gottscho-Schleisner Collection (Library of
Congress) Reproduction number: LC-G612-T-47539-A
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A. The Age of the Broker: Origin of Wall Street

Rarely has 200yearold contract agreement held true to

There is a very good reason wiikain Streetdoes/ Q i (i NXa#s driginal founding intent as completely as this one has.

Wall Street. The root of this great divide goes all the way
back to The Buttonwood Agreement the original
founding document that established the New York Stock
Exchange and Wall StredFigure 1.0 This historic
document created an unlevel playing field from the
beginning and made it crystal clear that Wall Street was

OCredit has to be given to these Brokers. Rarely ha
200yearold-contract agreement held true to its
original intentas completely as this one g

ONBI SR &oé& GKS . Nmnd Me | y RFew expriengas Sre lessenjoy@ings than entering into a

Investor.

On May 17, 1792, twerdfour stockbrokers gathered
under the buttonwod treeat 68 Wall Street to formalize
into existence one of the most important financial
establishments in world history. Though monumental in its
financial scope this documentalso contained the seeds
that eventuallywould rip Wall Street apart.

THE BUTTONWOOD AGREEMENT 1792
2SS GKS {dzoaONAOGSNEZ . NR{|SNH
Public Stock, do hereby solemnly promise and pledge
ourselves to each other,
that we will not buy or sell
from this day for any person
whatsoever, any kind of
Publc Stock, at least than
one quarter of one percent
Commission on the Specie
value and that we will give
preference to each other in
our Negotiations. In
Testimony whereof we have
set ourhands this 17th day
2F ale& Fd bSe

Source: Public Domain

Shown above in its entirety, the Buttonwood Agreement
made three resolutions.

rigged negotiation, especially when your life savings are at
stake. Itis not surprising that Investors often come away
from the Wall Street experience feeling plundered and left
standing with the bill. When Investors place their future
financial security in the hands of Wall Street, it is a huge act
of trust. But at some point, gen enough abuse, the public
trust will go away andnvestors will come for their money
with pitchforks. It is not surprisng to see the top Wall
Street executives all lined up in front of Congress taking the
grilling of a lifetimethese past few monthsThe bigger

USRI, R R LR o5 2P0 IS 1Y

B.The Age of the Broker: The Brokers Club

For the purposes of this paper, we defiteL y @S & i 2 N& €
both the individual and the

pooled consortium of Investors

found in large pension funds,

Figure 1.1. Brokers Club
/e Eem— o

foundations and other
institutional accounts. Wealso
define & . N2 {1 SN& ¢ I &

Investment Banking  Firms
Brokers Market Makers and
Specialists the infrastructure of
Wadl Street. Thee professionals

, 21 Source: Public Domain have always been considered

essential to an efficientlyun financial industry the coil¢
that keeps everything working.ldeally, Investment
Banking Frms and their Brokerscreate, manage and sell
investments that help providdor Investor retirements.

ONE:¢ KS TFTANEG NBaz2f dzia 2y t ONB MarstRiakersproviddiiR ig&idiEfor dvdryde® ¢o tradek I

effectively was a cast system thatit Brokers first (ahead
2F alye LISNARZ2Y 6 KItinseat@¥ S NE
TWO:The second resolution established price fixing on the
commissions the Brokers would charge to Investors (a
minimum fee no Broker was to go below).

THREEThe final resolution declared that the Brokers

at fair pricesand Specialistrotect Investos by accurately
ricibopseciritiel dridy buying 2viveh everyone is selling.

This ideal was certainly challenged last year wherstoek
market started to freefall andy 3Sa G 2NJ nam| Qa ¢
half. t was difficult to findany of these professionals

g2dzZA R IAGS SI OK 20KSNI @S T & BBy eleyjony a3 2dilidglinifact? nstéad of

eloquently put, they rigged their negotiations and created
an unlevel playing field.

This document started thage of the Brokeand created a
Brokers Clubulture that has permeated Wall Street fiie
past 200 years.Credit has to be given to ¢ise Brokers.

buyingto protect their customers(investors) it appears
that they were the ones doing theellingwhen they were
forced to unwind their leveraged positions as the markets
fell. Infact, this collapsés unique because #ppears to
have been caused by Wall Street itself.
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C.The Age of the Broker: Conflicts of Interest

Historically, Investors have been given no reason to believe
that their interests were ever placed first. Theclusive
nature of theButtonwood Agreemenhaturally created a
structure that layered conflist of interest across every
level of Wall Streetinvestment Banking Firmseceived
underwriting fees for investment products and then
became the same companies to evaluate, rate and
recommend these products to InvestorsBrokers
recommendechigherpayingproprietary products firsand
were paid regardless of how the Investor fared in the
recommended investment.

¢The bottom line is that the Buttonwood Agreemer

gra | a. NEYSSBGIGENREL &l

ultimately set in motion many of the eventisat are
now unfolding across Wall Strept

As for liquidity, Market Makers have a huge conflict of
interestnot to give Investors the best fillhe worse the fill

for the Investor the more they get to take homeEvery
portfolio manager worth his salt knows fmut on his full
battle gear and prepare for bloody hell every time a
decision has been made to purchase or liquidate a holding.

LT &2dz R2yQix @&2dz
experienceiy 8 0 S R 2F |
dza G2RlFe& tSG YS aSS Kaket L

Makers take as much as they possibly can from you just
short of drawing attention from the regulators.

Finally what purpose was served by givirgpecidists
monopoly power to price a stock for the public while
simultaneously having the ability to purchase or short
shares of the same stock in their own personal trading
accountsif additionto their corporate accounts)?

The fact that the largest investmebanking firms on Wall
Street have historically been placing their interests ahead
2F alyeée LISNBR2Y nétlrpiise 2i§@déE NE
This is exactly what they agreed to do right from the
beginning in the Buttonwood Agreement.

The bottom line is thiathe Buttonwood Agreement was a
G. NP | SINBy oSRNERNER [ F ade
set in motion many of the events that are now unfolding
across Wall Street. To be clear, Wall Street can be saved
but it will require a return to theButtonwood to rewite
Investors back into their rightful placéirgt) in the new
founding document of the next Wall Street.

D.The Age of the Broker: Back to the Buttonwood
LG NBIffte g2dAZ RyQd Gl 1S
.dzid2yg22R ! ANBSYSyio

R20dzYsSy i

GAGK aLY@Saia2NE |yR @&2dz | NB
eliminate the price fixing on fees and give preference to
Investorsin all negotiations Now you have a founding
document that might begin to restore trust and bring
Investors back to the table. Our rewrite of the Buttonwood
would go quite a bit further, however. Two hundred years

of infrastructure built around d@rokers Clulsystem may
require a complete dismantling to build something thveitl

thrive during the Information Age

G NBFHffe g2dAZ RyQd Gl
2NRAIAYLE . dziG2yég22R | 3
YR NBLX I OS AG 6AGK alL

halfway thee. Ourrewrite of the Buttonwood would
go quite a bit further, howevet.

E.The Age of the Broker: Infrastructure is Expendable

For those who grew up seeing telephone poles their whole
lives it would be easy to conclude that telephone lines
were the essenal component to an efficientlyjun phone
industry. How else are the voices going to communicate
with each other?[Figure 1.2 It turns out that the
infrastructure  was disposable, and it was the
communicationthat was the essential component. Many

I NS our2 dz& (part3 of Eslayivll neveiseeda tedghgi@keezause cell
G &dzNB 3t | Rphdrasdzan® webS phénds havwel raBe the\ Hakd line
Gnifragtrudtu& folisblete andzénnedeSshigg A O S =

Figure 1.2. Infrastructure is Expendable
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Source: Airport Way in Seattle.1962. Photo courtesy Washington State

Digital Archives.

OKIFIa dZ GAYlOSté

This is not an isolated example. Aneone industries are
shedding infrastructure in order to thrive in the
Information Age. EBaydid. Amazon did. Google did. And
0§KS 02 YLI y ArénaformivilliquicklyRyet yaQsed
by. For example,dok at how the music industry is being
bypassed byts next generation of customers who would
much rather download one song via MP3 than purclase

U 2 2entité UK o8 2 AL Andl Row hdnyF timésKinSthe AR A Y
5SfSusS a.
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week did you use Google over the Yellow Pagasthe
Internet overEncyclopedia Britannica?

Wall Street should heethese warning signer it will be
completely bypassed by its next generation o§tomers.
Rapidly changing technology has become the great
equalizer as the Information Age is rendering large
infrastructures obsolete all over the world. Investors now
have immediate access taunlimited information and the
technology needed to bypass W&treet altogether. Not
only is Wall Street not exempt from becoming obsolete,
but recent events have made it ripe for becoming obsolete.

E.The Age of the Broker: The Perfect Storm

Three powerful events have converged on Wall Street to
form the perect storm, powerful enough to send Wall
Street right tothe brink of extinction.

1) Creative Destruction Joseph Schumpeter states that
creative destructiod & (G KS aSaaSydal ¢
0SOlI dza S OFLAGEHEAAY
economic structure from within, incessantly destroying the
2f R 2yS:s
creative destruction accurately describes whatiigolding
before us on Wall Street. The financial services industry
finds itself in theDepleted Stagef the Industry Lifecycle
[Figure 1.3The most visible players are collapsing from the
inside and are able to create little new value in the
marketplace because their stock of intellectual capital is
depleted or covered by layers of bureaucradpepleted
Industries ignore transformation because they do not see it
or they do not understand how to respond to it. As a result,
G Ay Rdza G NE
the transformation andare able to create great value for

GAYOSaalydte

AyOSaal yi'twe beeS | Ay 3 |

their customers (TheEmerging Industly This value
creation is recognized and rewarded by customers,
spurring aGrowth Industry As theGrowth Industryslows
down, intelectual capital is protected more than it is
created, and innovation is discouraged as disrutivéis
creates aStatus Industrywhere the main players are
content to rest on past accomplishments. Eventually
customers see the industry for what it has bewe and
they leave, sending it into thédepleted Stageof the
Industry Lifecycle. There are only two ways out of a
Depleted Industry transform or be bypassed.

2) TheAge of the Brokeis transforming to theAge of the

Investor. Not only is capitalism woven into the fabric of this

country, but scare core concepts from Y SNX O Q& T 2 dzy
document The Declaration of Independenize Ge¢KIEG
whenever any form of government becomes destructive to

these ends, it is the right of the people to alter or to abolish

it, and to institute new government, laying its foundation

on such principles and organizing its powers in such form,

as to than shall seem most likely tffect their safety and
KILILAYySaax. dzi é6KSy | f2y3a 0
usurpations, pursuing invariably the same object evinces a

design to reduce them under absoludespotism, it is their

right, it is their duty, to throw off sch government, and to

LINE GARS ySg 3Tdzr NRA® F2NJ GKSANI T

We think that Investors have readtehe tipping point
where nowthey no longer believe in Wall Street, at least
not in its present form. Just as the Declaration of
Independence shed hundreds of years of British
infrastructure andtradition, we bdieve that Investors are
finished with the Age of the BrokefFigure 1.#4and are
movinginto the Age of the Investowhere they willwield
much more of the control.
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