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Key Points

Cornerstone  is
    designed to take
    advantage of current
    financial crisis

 will utilize
    stocks, bonds mutual
    funds, ETFs and
    Options

 will not short,
    but will utilize
    investments that will
    benefit from shorting,
    such as Short ETFs

As Seen in

Forbes
Cornerstone Investment
Services has been cho-
sen by Goldline Re-
search as one of the

Ten Most Dependable
Wealth Managers of

the NorthEast

Cornerstone Money Management

Cornerstone   is a managed portfolio de-
signed to take advantage of the current financial and
economic crisis.  It is a fully flexible portfolio that will
invest in stocks, bonds, ETFs, mutual funds and op-
tions.  The proactive strategy will be implemented by
the reputable and unconventional manager of the Cor-
nerstone Model Portfolio, John Riley.

Background:
Investors have begun to realize that the economy and
financial system are at risk more now than they have
ever been in their lifetimes.  This means that unless an
investor changes their investment strategy, they could
be left out in the cold or worse, decimated by the
potential economic collapse.

With traditional brokers, investors have two choices,
to either hope to ride out the crisis and take their lumps,
or to move to the sidelines and sit in cash.

Now they have a third option.  They can look the
economic monster right in the face and attack it in a
way they have never been able to before.

The Cornerstone  portfolio is designed to
take advantage of the downside of various markets.  It
will attempt to exploit the policies of the Fed that are
doing long term damage to the economy.  Trading
strategies will turn market volatility into an advantage
for the  portfolio.

Economic Backdrop:
There are four main problems with the current US
economy.  They are Debt, Derivatives, Deficits and
the Dollar.

Debt
The current Debt to GDP ratio is the highest it has ever
been, higher than just before the Great Depression.
The unwinding of this debt will take years and take
money away from economic growth and the stock
market.  Unfortunately for the economy, the Fed
doesn’t understand the problems with the mountain of
debt in the economy since virtually everything the Fed
has done this year, with all of the bailouts, takeovers
and handouts, have increased debt levels, not de-
creased them.  This should keep the economy down
and the stock market from making any serious gains
until the debt to GDP ratio is down to a manageable
level.

Derivatives
These financial time-bombs have caused much of the
problems with the failed banks and brokerages this
past year.  Unregulated and gigantic in size, these
esoteric financial instruments are understood by very
few but have the potential to bring down the biggest
banks and brokerages, along with the economy.  Don’t
be fooled, banks have continued to increase their
derivative holdings even in the face of the current
economic crisis.  JP Morgan alone added about $7
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Cornerstone
Debt compared to GDP

Source: Federal Reserve; Format: CIS

The Debt to GDP Ratio is the highest since before the
Great Depression.  In order to reverse this, the economy
either has to grow extraordinarily, or debt levels must
come down substantially.  Negative debt growth would
negatively impact the economy and markets.

Derivative Growth Continues...

Source: OCC; Format: CIS

The use of derivatives just keeps on marching upwards.
It is so out of control that the growth of derivatives in
just the 2nd quarter of 2008 at the 3 big banks almost
equaled the entire US GDP.



Key Points

 Debt to GDP at Pre-
    Depression levels

 Derivative use growing
    unchecked and
    unregulated.

 Federal Budget Deficit
    growing due to
    bailouts

 Municipal Deficits
    growing as tax bases
    decline and liabilities
    expand

 Trade Deficit growing
     thanks to America’s
    unquenchable thirst for
    foreign goods

TRILLION to its derivative portfolio in the 2nd quar-
ter of 2008.  At this point, everyone was well aware
of the unfolding economic and financial problems
and Bear Stearns had failed in the 1st quarter.

Deficits
The Federal Budget Deficit is about $400 billion so
far this year and estimates are for it to reach $1
trillion in 2009.  The rising deficit forces the Trea-
sury to sell more bonds to finance the deficit, driving
long term interest rates higher and bond prices lower.

Local and State governments are also facing deficits
that will not be easily paid down thanks to declining
real estate prices reducing their tax base and the
slowing economy reducing income tax and sales tax
receipts.  Muni bond offerings should rise as states
and local municipalities are forced to finance their
deficits with borrowed money.  This increase in debt
offerings along with the potential failure of the two
major muni bond insurers should have negative im-
pact on bond prices and send long term rates higher.

The Trade Deficit and Current Account Deficit are
indicative of the reliance the US has on the generosi-
ty of foreigners.  Thanks to our voracious appetite for
all things made overseas, foreign countries have
ended up with piles of US Dollars in their coffers and
Treasuries in their banks.  They would like to ex-
change those Dollars into their own currency, but
thanks to the declining value of the US Dollar, this
has been a difficult proposition for many countries.
The risk is that some countries start dumping Dollars
and Treasuries sending the Dollar crashing and long
term interest rates skyrocketing.

The Dollar
The US Dollar has been in a bear market since about
2002.  The recent rally of about 15% is curious since
just about everything the Fed has done to bail out the
banks, brokers and everybody else, has been dilutive

and eroded the value of the Dollar.  How many compa-
nies can the Fed bail out?  Can they bail out everybody?
Will their printing press keep cranking out more Dollars
forever?

We believe the Dollar is the key to everything previous-
ly mentioned.  Normally, everything the Fed has done
would drive the Dollar lower.  Even though the Dollar
has instead rallied, we believe that fundamentals al-
ways win and that the errors of the Fed’s policies will
eventually result in the collapse of the US Dollar.

A Dollar collapse would send long term interest rates
higher.  The economy would stall and fall into reces-
sion or worse while the bear market in stocks would
head lower.  Inflation would heat up, possibly even to
the point of hyper-inflation.  Commodities and hard

Federal Budget Deficit

Source: Federal Reserve; Format: CIS

Since 2002, the Federal Budget Deficit was with us
once again, putting a drag on the economy.  It had
been declining in the past several years though.

With all of the bailouts and takeovers, if the budget defi-
cit likely to shrink or grow?  By the 3rd quarter of this
year, the budget deficit is already the highest it has
been in 4 years.  Some estimate next year’s budget
deficit could reach $1 trillion.

Federal Budget Surplus/Deficit
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Trade Deficit and
Current Account Deficit

Source: Federal Reserve; Format: CIS

The weakening Dollar was supposed to alleviate the
Trade Deficit.  It didn’t work that way.  As the Dollar fell for
the past 5 years, the Trade Deficit kept going lower too.
The recent uptick has given some hope of  a reversal, but
a strong Dollar is already showing it is dashing those
hopes.

Foreigners may not want to hold Dollars for much longer
as our economic and financial woes deepen.

Trade Deficit and Current Account Balance
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Eroding the Value of the Dollar

Source: Federal Reserve; Format: CIS

Over the past 12 months, the Federal Reserve has sys-
tematically eroded the value of the Dollar.  Historically,
Treasuries had been the staple of the Federal Reserve’s
Balance Sheet, accounting for 90 - 95% of their assets.

Now only 26% of the Fed’s assets are in Treasuries.
This is what is backing the Federal Reserve Notes in
your pocket.

Is it any wonder we believe the current Dollar rally is not
based on fundamentals?

% Treasuries in Fed's Holdings
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Key Points

 Fed’s actions have
    eroded the value
    of the US Dollar

 A collapsing
    currency usually
    brings with it
    hyper-inflation

assets would benefit from a falling Dollar as investors
run to “real” investments and shun paper assets.

Strategy
The Cornerstone  portfolio is designed to take
advantage of the problems listed above.  Never before
in history have investors had so many choices of
investments and vehicles that could profit from market
declines and economic disruptions.  Today investors
don’t need to be fearful of a bear market, but embrace
it with the proper investment strategy.

The first parts of the strategy are Index shorts.  Corner-
stone will utilize a variety of vehicles to profit from
the declining markets including ETFs, mutual funds
and options.  (Cornerstone will never actually go short
any investment.)

The next parts are sector shorts.  These will focus on
certain sectors from currencies to interest rates to
industries.  Again, as with the Index shorts, we will
utilize ETFs, mutual funds and options.

Since we believe the US Dollar is a key to much of the
future problems in the United States economy, we will
have a significant portion allocated to gold and gold

mining companies.  As the Dollar declines, gold
should advance and the miners are currently cheap
relative to the metal.

The next portion is allocated to US Treasuries as we
believe this could be a volatile area.  We will lengthen
and shorten maturities as our strategy indicates, at-
tempting to capture some gains on the volatility of the
long end of the yield curve.

The last part of the allocation is focused on trading.
Both long term and short term strategies will be used.
This part of the portfolio will be open to trading stocks,
bonds or ETFs.  When not invested, the money will be
in a Treasury money market.

Buy n’ Hold is dead
The allocations will not be static nor will the holdings
be static.  We will constantly be monitoring the alloca-
tion and making adjustments as our strategy requires.

For instance, we will not hold short index ETFs forever.
If it appears that the market is ready for an intermediate
rally, we may reduce our short allocation and go long
as our strategy guides us.

Long Term
While we believe the bear market will last for years and
it will take even more years to work off the debt load,
we are not perma-bears.  We do believe at some point
the bear market will be over and it will be time to get
bullish.  The Cornerstone  portfolio will re-
adjust its asset allocation to follow our strategy for a
bull market.  But this could be several years away.

Risks
The Cornerstone  will not have risk manage-
ment as one of its top objectives.  It is expected that the
portfolio will be very volatile.  This volatility should
give us trading opportunities.

The primary objective of the Cornerstone
portfolio will be to profit from the current financial
crisis.  We do not believe the crisis will end quickly,
but should last for years.  At the point at which our
research indicates the financial crisis and its aftermath
are over, we will re-assess our primary objective and
determine what is most appropriate at that point.  It
may be a bull market in stocks and bonds.

If this is the type of proactive money management you
would like, please contact Cornerstone and we will
send you a copy of our Form ADV which contains an
explanation of all fees and charges.

The Fed Saves the Banks
With More Debt

Source: Federal Reserve; Format: CIS

In the past year, the reserves at banks have been
wiped out and replaced with debt.

Source: Federal Reserve; Format: CIS

The Fed has lent over $400 billion in the past year.
The printing presses are working overtime!

Non-Borrowed Reserves of Depository Institutions
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Strategy

 Index and Sector bear
    market ETFs and
    Funds and options to
    take advantage of the
    long term bear market

 Gold to take advantage
    of the falling Dollar

 S/T Treasuries to profit
    from declines in S/T
    rates

 Trading positions to take
    advantage of bear
    market rallies

 Asset allocation will
    shift as the markets
    and our strategies shift

Questions, comments, fur-
ther information, to set up
an appointment or request

forms, call: Toll Free:
1-888-277-5968

(outside Rhode Island)
Providence Office:

(401) 453-5550
Dallas Office:
(972) 563-8990

Email:
johnr@cornerstoneri.com

Cornerstone
Investment

Services, LLC
245 Waterman St,

Ste 301
Providence, RI 02906

Securities offered through
Cantella & Company, Inc.,

Member, FINRA, SIPC
Fee based money management

and Financial Planning
offered through

Cornerstone Investment
Services, LLC's RIA

Accounts are carried by
National Financial Services

Corporation,
Member NYSE/SIPC

Required Disclaimers & Disclosures:
 Diversification does not ensure a profit or guarantee against a loss.   There is no assurance that any investment strategy will be
successful.  Investing involves risk and you may incur a profit or a loss.
 Fees vary according to account size. A fee schedule is available upon request and is described in Part II of the firm’s ADV. A
client’s actual net total return may differ from the CMP due to various factors including, but not limited to time, asset allocation, income
distributions and risk tolerance of the investor.
 Any performance information is supplied for reference. Past performance is no guarantee of future results. Results will vary
among accounts. The U.S. dollar is the currency used to express performance. All material is compiled from sources believed to be reli-
able, but accuracy cannot be guaranteed.
 For other information please contact Cornerstone Investment Services, LLC at (401) 453-5550. This report is not to be consid-
ered an offer to buy or sell any financial instrument. As with all investments, there are associated inherent risks. Please obtain and review
all financial material carefully before investing.
 Nothing on this report should be considered a solicitation to buy or an offer to sell shares of any mutual fund in any jurisdic-
tion where the offer or solicitation would be unlawful under the securities laws of such jurisdiction.  The use of the Cornerstone Invest-
ment Services reports and commentaries is at your own sole risk.  Cornerstone reports and commentaries are provided on an "as is" and

"as available" basis.  Cornerstone Investment Services makes no warranty that reports or commentaries will be timely or error free.
 This report does not provide individually tailored investment advice.  It has been prepared without regard to the circumstances
and objectives of those who receive it.  Cornerstone Investment Services recommends that investors independently evaluate particular
investments and strategies, and encourages them to seek a financial adviser's advice.  The appropriateness of an investment or strategy
will depend on an investor's circumstances and objectives.  This report is not an offer to buy or sell any security or to participate in any
trading strategy.  The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates,
securities prices or market indexes, operational or financial conditions of companies or other factors.  Past performance is not necessarily
a guide to future performance.  Estimates of future performance are based on assumptions that may not be realized.
 This report is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell
any securities or related financial instruments.  References made to third parties are based on information obtained from sources believed
to be reliable but are not guaranteed as being accurate.  Visitors should not regard it as a substitute for the exercise of their own judgment.
Any opinions expressed in this site are subject to change without notice and Cornerstone Investment Services is not under any obligation
to update or keep current the information contained herein.  Cornerstone Investment Services accepts no liability whatsoever for any loss
or damage of any kind arising out of the use of all or any part of this material.  Our comments are an expression of opinion.  While we
believe our statements to be true, they always depend on the reliability of our own credible sources.  We recommend that you consult
with a licensed, qualified investment advisor before making any investment decisions.
 Reports prepared by Cornerstone Investment Services research personnel are based on public information.  Cornerstone In-
vestment Services makes every effort to use reliable, comprehensive information, but we do not represent that it is accurate or complete.
We have no obligation to tell you when opinions or information in this report change apart from when we intend to discontinue research
coverage of a company.  Facts and views in this report have not been reviewed by, and may not reflect information known to, profession-
als in other Cornerstone Investment Services business areas.
 Trademarks and service marks herein are their owners' property.  Third-party data providers make no warranties or representa-
tions of the accuracy, completeness, or timeliness of their data and shall not have liability for any damages relating to such data.  This
report or portions of it may not be reprinted, sold or redistributed without the written consent of Cornerstone Investment Services.  Cor-
nerstone Investment Services research is disseminated and available primarily electronically, and, in some cases, in printed form.  Addi-
tional information on recommended securities is available on request.
 The market commentaries and reports are by John J.  Riley and express the opinions of John J.  Riley and not those of Fidelity
Investments, National Financial Services or Cantella & Co.

Past performance is no guarantee of future results
Copyright © 2008 Cornerstone Investment Services, LLC

Sample Asset Allocation

This is a sample of an asset allocation we could utilize.
Your asset allocation will be different as

the allocation will continually change
as the markets and our strategies change.


