Spotlight

International Startups:

RCM Trust.

In this section we investigate what’s
new in the financial world, whether
it’s a trend, technique, website, prod-
uct and service or an “out of the box”
innovative startup. It is not a call to
follow such techniques or deal with
any institution but an attempt to give
the reader an idea of what’s going on

in the real world of finance.

Introduction

Summer 2007 won’t be a happy memo-
ry for many financial institutions. Many
experienced significant losses, closed
funds or halted redemptions when the
credit markets seized up. RCM Trust
was among those managers who were
able to sidestep the blows that afflicted
the industry.

RCM is a private Investment Club
based in Europe. It was founded by
Raftaele Mugno, an outstanding finan-
cial professional who has the expertise
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and the academic background to pro-
duce one of the most promising finan-
cial theories of our days.

Due to Raffaele’s knowledge, skills
and techniques, the trust escaped any
dent during that period and was able to
make money. This is partly because it
does not use borrowed money to lever-
age its investments and acts quickly to
sell out any adverse investments.

RCM’s Investment Strategy in Man-
aging Funds

The trust® uses an active investment
strategy to manage the investment.
Quantitative Analysis techniques based

(1) RCM stands for Raffaele, Carlo e Mariano Mugno

on revision of expectations and prob-
ability theory are applied to trade the
markets in real time intraday and daily
basis. A solid money management
model is optimized as necessary to
minimize risks and maximize returns.
Using an investment strategy that relies
on frequent buying and selling creates
an opportunity for investors to capital-
ize on market trends and capture its
turning points. In order to do so, RCM
has defined three major types of mar-
ket dynamics: the Symmetry, the Zig-
Zag and the Random® . As a result,
it is possible to earn absolute returns
through analyzing market dynamics.
RCM operates using state-of-the-art
technologies. Most trading operations
are automated using advanced proprie-
tary algorithms developed and modeled
into place over time, through endless
testing and reviews. A robust password
system is in place to secure all market
operations. Given the very active na-
ture of the service, RCM invest exclu-
sively in very liquid electronic traded
financial products.

When we interviewed Raffaele, he ex-
plained the underlying logic and the
results of the investment strategy™.
Although trading Equity index Futures,
RCM’s returns are not correlated to the
stock market, hence, RCM often makes
money even in periods when the Stan-
dard & Poor’s 500 Index, the bench-
mark U.S. stock index, is down.
Raffaele says: «I’'m a risk manager,
which I believe is the most important
thing in active management.” He ana-
lyzes market dynamics and responds
with corresponding trades, going long
or short.

Despite RCM’s respect for coincidence,

(2) (RCM is self regulated trust (A legal instrument to manage client’s money),hence manages the money
as per the agreement with the client and bases the client’s risk profile with full transparency.)
(3) We will have Raffaele contributing to Mustashar Magazine in the near future, to enable readers to

benefit from his technical universe.

(4) We have seen certified and statistical results, we believe that the methodology used to test historical
data is not discretional and do not overestimate the results by any means. Also we had the opportunity to

see real time trades both intraday and daily positions.

it does not allow its trading positions to
the vicissitudes of chance. “The most
important lesson I learned as a trader
is to cut losses when a position moves
against me,” Raffaele said. He applies
this rule in every single trade with no
exceptions. The math behind these
contained losses is the RCM’s money
management model.

Due to its advanced, in-house devel-
oped Money Management model,
RCM appreciates risk and reward as-
sociations. Before opening any posi-
tion, the maximum potential risk and
the maximum potential reward are
assessed. The most interesting fact is
that the maximum risk RCM takes is
always (at least) equal to the potential
reward, and often that risk is half of the
corresponding reward.

Raffaele stressed: «The first brick of
our investment strategy is ‘minimizing
the risk’ and the last brick, ‘minimiz-
ing the risk.” The whole focus for the
business is ‘every time we lose, we
want this loss to be half of the poten-
tial profits’ of course according to mar-
ket conditions and not to personal risk
aversion. This allows us to end on a net
profit even if it is minimal, even if our
model would give us only 35 percent of
the winning trades.”

Many fund managers, especially the
ones who use qualitative models, like
to talk about conviction, to stay put
when other investors are jamming the
exits.

Raffaelle Says: «From my experience,
1 do not see how you could ‘think’ the
markets. The most comfortable behav-
ior to me is to treat the market using
a solid probability theory. When my
model indicates a high probability
trade I send the order, either long or
short. What matters is the probability
assigned to that particular dynamic.”
Risking more than five percent of capi-
tal in any one daily trade is something
RCM has never done, and generally
we prefer to trade on an intraday ba-
sis where the limit for any one intraday
trade is 0.5 percent. Raffaele added,
“Our one day maximum loss in (Mini
Dow Jones) intraday trading, up to
now, has been $125 over $15000 man-

aged per single Mini Dow Jones fu-
tures contract. This loss was made over
seven losing trades.”

On the other hand, the potential profit is
not limited. The technicalities involved
would become a bit complex, but just
to say that among fixed targets, estab-
lished before sending the order to the
markets, it is also managed what is the
so called ‘runner’ which will not limit
the potential profit with a predefined
target price, but will stay open until
the market dynamic will indicate to
close that position. Historically (2002-
2007), on a statistical basis (see tablel
MC YM), the average profit on any one
daily trade is about 16 percent.

Following is a brief description of
RCM’s new service, Morning Calls
Pro.

Morning Calls is a daily advisory ser-
vice of the US futures markets dissemi-
nated via email. This can be extended
to other products per client request.
Lists of changes and impacts are sent
out to clients daily at least one hour be-
fore markets open weekdays.

This service is principally for profes-
sional money managers and investors
who take part in trading. It is unique
in terms of quality and quantity of
analysis. RCM methodology studies
the market dynamics, which makes it
possible to earn absolute returns even
in efficient markets.

Products offered currently include Eg-
uity Futures, Interest Rates Futures and
Commodities, such as Energy, Metals,
and Agriculture, limited only to liquid
and electronic traded instruments.
Every Call will contain, the entry price,
the initial stop price (with the potential
loss per contract), and the initial targets
(with the potential reward per con-
tract). Then, the position is managed
daily, modifying initial stops and target
levels.

Advantages of the Service:

* Predefined statistical characteristics.
The tests are run manually and on ‘out
of sample’ periods, which covers the
entire market life period, using state-
of-the-art technologies to assure the

absence of technical under-over esti-
mation of the performance.

* Fully transparent. The client-sub-
scriber always knows when his port-
folio is being managed, what is being
bought or sold, the potential risk and
the potential reward.

* Not Discretional. The Calls are ex-
tremely clear, indicating only two pos-
sible outcomes; whether verified or
not.

* Not time consuming. Anyone, even
those not familiar with brokerage ac-
counts and markets, via a support ser-
vice, can access and use the service.
What’s more important, RCM offers
a full two months free trial period to
prove their performance. Therefore,
there is no need to rely on previous re-
cords while interested people can expe-
rienced actual market movement.

Conclusion:

RCM investment strategy is to invest in
leveraged instruments, such as futures
contracts on securities, commodities
and stock indices traded on national
exchanges and boards of trade. Futures
allow the trust to pursue its objectives
without investing directly in securities
and to use a different proportion to that
represented on the indices.

The strategy is very robust; 100 per-
cent exposed to assets in a liquid
category. Investments are in liquid
instruments, electronically traded,
with quick transaction bailouts. An in-
vestment is locked-in for only a year
because of the efficiency of the prod-
ucts traded and to allow flexibility for
RCM to use its strategies effectively
and they are very proud of their fully
transparent policy. Clients have access
to view performances or the value of
their portfolio in real time, allowing for
total transparency.Table 1 shows simu-
lated trades for mini Dow Jones (YM),
Equity Index Futures and continuous
contract regular session. (The prices
are expressed in Mini Dow Jones in-
dex points; one YM point values $5).
The entry column indicates the price at
which the position was opened and its
date.The signal column indicates the
type of trade, long or short and the date
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of closing the position. The Stop/Run-
ner column indicates:

1) When red, the Stop price that was
hit (Loss).

2) When pale the Runner price that was
hit (Profit). (The Stop/Runner level is
the same for all the contracts; this
means that all Target cells in white col-

12450 Short
05/01/2007 closed 09-01-07
12566 Long
11/01/2007 closed 18-01-07
12686 Long
13/02/2007 closed 20-02-07
12189 Short
13/03/2007 closed 14-03-07
12385 Long
20/03/2007 closed 26-03-07
12684 Long
13/04/2007 closed 19-04-07
13348 Long
11/05/2007 closed 23-05-07
13553 Long
29/05/2007 closed 05-06-07
13600 Long
13/06/2007 closed 18-06-07
13633 Long
02/07/2007 closed 10-07-07
13272 Short
03/08/2007 closed 07-08-07
13071 Short
14/08/2007 closed 17-08-07
14150 Long
01/10/2007 closed 03/10/2007
14150 Long
05/10/2007 closed 10/10/2007
14075 Short
15/10/2007 closed 17/10/2007
12999 Short
19/11/2007 closed 26/11/2007
13299 Long
28/11/2007 closed 04/12/2007

or do take the value of the Stop/Runner
cell. When the Stop/Runner cell is red,
there is a loss of that specified dollar
amount and that loss does apply to all
the Target cells in white color. When
the Stop/Runner cell is pale it means
there is a gain of that specified dollar
amount and the gain does apply to all

Mini Dow Jones I A Futures Contract Daily Calls 2007 RCM Trust Morning Calls

Stop
Runner

12400 12380

250 350

12591 12616 12636
125 250 350
12754 12736 12756
340 250 350
12188 12139 12119
5 250 350
12523 12435 12455
690 250 350
12752 12734 12754
340 250 350
13544 13398 13418
980 250 350
13628 13603 13623
375 250 350
13741 13650 13670
705 250 350
13694 13683 13703
305 250 350
13273 13222 13202
5 250 350
12986 13021 13001
425 250 350
14200 14220
- 250 350
14151 14200 14220
5 250 350
14042 14025 14005
165 250 350
12998 12949 12929
5 250 350
13300 13349 13369
5 250 350

the target cells in white color.)

The T1...TS columns indicate the price
target levels and the corresponding dol-
lar amount (right below the price). The
green color in the Target cells indicates
that level has been hit.

12350 12300 12250
500 750 1000
12666 12716 12766
500 750 1000
12786 12836 12886
500 750 1000
12089 12039 11989
500 750 1000
12485 12535 12585
500 750 1000
12784 12834 12884
500 750 1000
13448 13498 13548
500 750 1000
13653 13703 13753
500 750 1000
13700 13750 13800
500 750 1000
13733 13783 13833
500 750 1000
13172 13122 13072
500 750 1000
12971 12921 12871
500 750 1000
14250 14300 14350
500 750 1000
14250 14300 14350
500 750 1000
13975 13925 13875
500 750 1000
12899 12849 12799
500 750 1000
13399 13449 13499
500 750 1000

Although these trades have been certified by a major Broker platform and executed in simulation mode with state of the art technologies, the results may have
under- or over-compensated for the impact, if any, of certain market factors, such as lack of liquidity. Unlike an actual performance record, simulated results do
not represent actual trading. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown.
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