Generating Better Risk-Adjusted Returns

Introduction to High-Yield Bonds
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Bonds and Credit Quality

Types of Bonds

US Treasury bonds

Inflation-protected bonds

Mortgage-backed bonds

Corporate bonds

High-yield corporate bonds (junk)

Floating Rate bonds

Municipal bonds

High-yield muni bonds

2-2

Bond Rating Description

AAA Prime S
AA+, AA, AA- High Grade g
A+, A, A- Upper Medium Grade é
BBB+, BBB, BBB- Lower Medium Grade é
BB+, BB, BB- Non-Investment Grade

B+, B, B- Highly Speculative ~
CCC+ Substantial Risks %
CCC Extremely Speculative %
CCC-, CC, C Default Imminent '%D
D In Default
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Merrill Lynch US High-Yield Master Il Index
12/31/1996—-12/31/2025
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Pl ; Pl ; ; N ; q/d CP = $1,867.060 (up $0.40/0.02%)

1] BP = 412.42%($1,502.700)
i Ann=6.50%
i i i MLHY- - ICEBAML US Hi Yield Master II DivAdj

i ; i il CP =$1,867.060 (up $0.40/0.02%)
iy _ i il BP=412.42%($1,502.700)
i i i Ann= 6.50%

: | | Calendar Stat
i i MDY =6539%
i Years= 25,95

il ocDY = 9497
il CMD = 9403
| | | sig/Trade=DEFAULT/DEFAULT
i | Trnd=DEFAULT

| | CDF=DEFAULT
i | i PARAM=DEFAULT

31/1999 -12/31/2025 Wednesdayi

Merrill Lynch US High-Yield Master Il Index (FT Symbol: MLHY-) tracks below investment grade rated
corporate debt publicly issued in the US domestic market.

To qualify for inclusion in the Index, bonds must have a below investment grade rating, at least one year to
maturity, a fixed coupon schedule, and a minimum of $100 million outstanding.
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Junk Bonds — Are they bonds or equities?

12/31/2010-12/31/2011

FastTrack 3.66.1

Tot return

Treasuries and junk bonds trended in the same
direction during the first half of 2011. What
happened to cause Junk to go down in the summer
of 2011 while treasuries rose?

P

12/31/2010

1111111

Help I Export

MLHY- - INDEXFAM ML US HY Master II D-
CP = $789.040
BP = 4.38%($34.560)
Ann= 4.38%

IEF - EXTRADED Treasury 7-10 Year Bond(
CP = $93.820
BP = 15.64%($14.444)
Ann= 15.64%

Calendar Stat

MDY = 252
Years= 1.00
ChY = 364
CMD = 5631

Sig/Trade=DEFAULT/DEFAULT
Trnd=DEFAULT

CDF=RGB DEFAULT
PARAM=DEFAULT

MLHY- IE

* Junk bonds share characteristics with both bonds and equities.

*  Junk bond prices are influenced by interest rates like most other bonds but are also influenced by economic
conditions and expected default rates. As expected default rates rise, investors require additional yield to

compensate for this risk, driving down bond prices.
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Junk Bonds — Are they bonds or equities?
12/31/2013-12/31/2014

Tot return , MLHY- - INDEXFAM ML US HY Master II D-
‘ ' ‘ ' ' ‘ ' CP = $1,022.590
BP = 2.50%($25.590)
‘ . ‘ . . ‘ . Ann= 2.50%
Why did junk bonds and treasuries start to trend in IEC'; fgg‘ﬁﬁg” Treasury 7710 Year Bond(
opposite directions in the last half of 2014? BP = 9.07%($8.924)
Ann= 9.07%
Calendar Stat
MDY = 252
Years= 1.00
DY = 365
CMD = 6385
Sig/Trade=DEFAULT/DEFAULT
Trnd=DEFAULT
CDF=RGB DEFAULT
PARAM=DEFAULT

|7, FastTrack 3.66.1
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03/29/20

Ap
312303

47, FastTrack 3.66.1 - ML US HY Master | D-A HOAD Ix

Tot return

Junk Bonds — Are they bonds or equities?
3/29/2019 - 3/29/2020

CP = $1,324.680
Ann= -7.41%

CP = $106.670
BP = 16.14%($16.977)
Ann= 16.07%

Calendar Stat
MDY

= 253
Years= 1.00
CDY = 368
CMD = 7704

During the global pandemic, junk bonds retreated
along with stocks, while treasury bonds climbed
higher.

19

o
IEF

Trnd=DEFAULT
CDF=SHORT TERM CREDIT
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BP = -7.44%(-$98.510)

IEF - iShares 7-10 Year Treasury Bond

Sig/Trade=DEFAULT/DEFAULT

PARAM=SHORT TERM CREDIT




Equity-like Returns with Lower Volatility
MLHY- vs. S&P 500 (12/31/1996 — 12/31/2025)

Tot return : : : S R : I : S [ 1 U [ MLHY- - ICEBAML US Hi Yield Master I DivAd)
Max= 835.83% ; ; Pl Pl ; Pl ; . LN ep = 1,867,060 (up £0.40/0.02%)
Min= -8.67% | ; ; IR AR ; Pl Annualized ||_gpsee-550(51,562.260)
q L Ann= 6.46%
e | Returns i Y SP-CP=S&F 500 Composite Index
Volat|||ty || cP = $6,845.500 (dn $-50.74/-0.74%)
T P - $6,104.760)
HH MDY = 7296
i i Years= 28.95
H COY = 10592
H CMD = 9403
f J Sig/Trade=DEFAULT/DEFAULT
i Trnd=DEFAULT
H CDF=DEFAULT
' PARAM=DEFAULT
ﬁ SIS O 0 00 S A 4 O I T A ST O A O 0 O Lol 12/31 /1996 + 12/31 /2025 Wednesd
oo oo oo o o
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Junk bonds tend to trend in the same direction as equities. Why?

Over the long-term, junk bonds have provided returns that have kept pace with the S&P 500 on a fraction
of the volatility, which makes them a desirable investment for most investors.
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Junk Bonds
Risk vs. Reward (12/31/1996 — 12/31/2025)
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_.---T7 @ Nasdaqg
10.00% S
c ‘—/,/,,
3 T
T 8.00% e ® S&P 500
- . T
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0.00%
0.00% 1.00% 2.00% 3.00% 4.00% 5.00% 6.00% 7.00% 8.00%
Standard Deviation

Owning junk bond mutual funds provides better risk-adjusted returns compared to many of the major
market indices and provides investors a potential vehicle for moving outside the long-term expected return

channel.

Can we do better?
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MLHY- Timed with a 50-day Moving Average

[ FastTrack 3.66.1

/"‘/_\//

50-day moving average

ad] return

Trading between junk bonds and a money market in
1998 would have resulted in higher returns (8.99% vs.

MLHY- - INDEXFAM ML US HY Master
CP = $345.240
BP = 2.95%($10.190)

™~ (Ann= 2.95%

VMMXX - Vanguard INV:Money Marke

CP = $1.000
BP = 5.38%($0.052)

..................... Ann= 5.38%

CP = 345.240(10.2)
MA = 341.964(9.3)

J Chart

2.95%) and lower volatility (0.46% vs. 0.99%).

Jo- own

12/31/1007 |

CP = $343.929

Calendar Stat
MDY = 252
Years= 1.00

DY = 365
TT~——" cMD = 2360

Sig/Trade=DEFAULT/DEFAULT
Trnd=DEFAULT

CDF=RGB DEFAULT
PARAM=DEFAULT

. Moving average timing can provide appropriate entry and exit points when investing in junk bonds.

. Timed drawdown is the % decline from a peak to the point it crosses the moving average (with a 1-day trading delay); total
drawdown is the % decline from a peak to a trough prior to crossing above the moving average.

. The timed drawdown (point A =2 B) is -1.0%; much better than the -8.7% total drawdown (point A = C).
. During 1998, a 50-day moving average would have increased returns and reduced overall volatility/drawdown.
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MLHY- Timed with a 50-day Moving Average
12/31/2002 —-12/31/2003

| FastTrack 3.66.1

Price /~/ : | MLHY- - INDEXFAM ML US HY Master
CA | P =$454.100 (up $0.36/0.08%)
>\ // BP = 28.15%($99.750)

// Ann= 28.15%
/\?wd/ VMMXX - Vanguard INV:Money Marke
/W/ CP = $1.000 (up $0.00/0.00%)

@ ¢

/ ) BP = 0.89%($0.009)

Ann= 0.89%
~ 50-day moving average

CP = 454.100(99.7)
MA = 444.326(99.0)

J Chart
CP = $587.551

ad] return % Adj= 27.25%($0.273)

Ann= 27.25%

/—'/
%’/ Calendar Stat

MDY = 252

Years= 1.00
CcDY = 365
CMD = 3868

Sig/Trade=DEFAULT/DEFAULT
Trnd=DEFAULT

CDF=RGB DEFAULT
PARAM=DEFAULT

12/31/2002 - 12/31/2003 Wednesday

]
. Timing junk bonds will not always generate larger returns, however it will always limit drawdown.
. In 2003, the timed drawdown (point A = B) was -2.0%; total drawdown (point A = C) was only -3.7%.
. In this case, trading when MLHY- crossed the 50-day moving average resulted in a whipsaw creating slightly less return.
© 2026 - Robert Bernstein
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MLHY- Timed with a 50-day Moving Average
12/31/2007 —12/31/2009

JZ. FastTrack 3.66.1 - Invesco Ultra Short-Duration ETF

omment Communic

Timed drawdown (A->B) is very predictable.
Ann= 7.66%

50 ( : 2
Total drawdown (A—>C) is not predictable. /\//
-------------------- VMFXX - Vanguard Federal Money Marki

N
d % CP = $1.000 (up $0.00/0.00%)
BP = 2.94%($0.029)
SD= 2.71% ® Ann= 1.45%
50-day moving average CP = 684.980(94.2)
MA = 666.430(75.5)

W J Chart

/@ CP = $1,374.778

i T Adj= 64.79%($0.648)

ad] return /_/ Ann= 28.31%
Calendar Stat

—/"/ MDY = 505
Years= 2.00
o

‘ MLHY- - ICEBAML US Hi Yield Master II

7/ CP = $684.980 (up $0.64/0.09%)

BP = 15.95%($94.200)

N

CDY = 731

CMD = 5379
"""} Sig/Trade=DEFAULT/DEFAULT
Trnd=DEFAULT
CDF=DEFAULT

PARAM=DEFAULT

W 12/31/2007 - 12/31/2009 Thursday
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MLHY- | VMFXX

*  Timed drawdown for MLHY- (A = B) was 1.5%; a lot better than the total drawdown (A—>C) of 34.7%.

*  Timed drawdown for MLHY- using a 50-day MA for the last 20 years is generally between 1%-3% and is very
predictable.

*  Total drawdown is not predictable.
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MLHY- Timed with a 50-day Moving Average
12/31/1996 —12/31/2025

Fastrack 3.66.1 - PF-FP Flex Plus

Price SERERRA RS AR R RRRA R P A : R RN R : P |7t | MLHY- - ICEBAML US Hi Yield Master
5( L] i| cP = $1,867.060 (up $0.40/0.02%)

20
Ann= 6.46%
| HUHBHEN | Nl | mf’”t»’/ | | % 74 Federal Money Ma
i Pilidi i Piipii i i e ; P ; BN i CP = $1.000 (up $0.00/0.01%)
BP = 92.89%($0.658)
(?D = 1.40% — 1 : : i i P : B Ann= 2.29%

CP = 1,867.060(1,562.3)
. rd Eaare A

\7 Standard D

< i| MA=185153 4(1,546.7)
. Z RN ERRE e
Annualized Return CP = $4,359.325

Y ~536-22%($13.302)
~C] Ann=9.62%

MDY = 7296

Years= 28.95

DY = 10592

=i CMD = 9403
Sig/Trade=DEFAULT/DEFAULT

Trnd=DEFAULT

-~ CDF=DEFAULT
ol /,.m-\-J’"( PARAM=DEFAULT

ad) return

1996 - 12{31/2015' dhes

bl #L—‘&”'Iﬂ; T

*  The composite line shows the results of trading between junk bonds and cash based on a 50-day MA.

* Timing junk bonds with a 50-day moving average has provided higher returns and less risk than buying and
holding junk bond funds.

*  Maximum drawdown of the composite line is 5.9%; significantly less than the 35.0% max drawdown for

MLHY-.
© 2026 - Robert Bernstein
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Junk Bonds
Risk vs. Reward (12/31/1996 — 12/31/2025)
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Using a 50-day moving average to time entry into and exits from junk bond funds produces better risk-

adjusted returns.
This technique is consistent with most investors’ desire to strive for lower risk and higher returns.
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Generating Better Risk-Adjusted Returns
12/31/1996 —12/31/2025

P SP-CP - S&P 500 Composite Index

i| CP = $6,845.500 (dn $-50.74/-0.74%)

il BP = 824.14%($6,104.760)

i il Ann= 7.98%

i | MLHY- - ICEBAML US Hi Yield Master II DivAdj
| CP=$1,867.060 (up $0.40/0.02%)

i BP =512.55%($1,562.260)

| Ann=6.46%

Totretumn & | || ‘ | | ‘ ‘ | ‘ | ‘

HY50 represents a better risk-
| adjusted return compared to a
| traditional buy-and-hold index
| strategy.

' | Calendar Stat

™| MDY =7296

| Years= 28.95

| cDY = 10592

| CMD = 9403

| | Sig/Trade=DEFAULT/DEFAULT
|| Trnd=DEFAULT

| | CDF=DEFAULT

| || PARAM=DEFAULT

1 2131,'1995 12/3112025

u| \MH MIH |||wm4ﬂjj;_|im|:_ é,‘_‘”i‘ﬂ' uJ_leﬂ_ m\m Mm”@ Hﬂ\_ uiJ ||LM “,'. mquuuu HH HIJJ IHM HIH\ MH|| MH

Ann Ret SD ul UPI Max DD
S&P 500 Index (SP-CP) 7.98% 5.57% 17.42 0.41 -56.78%
ML High Yield Master Il Index (MLHY-) 6.46% 1.40% 5.25 1.07 -34.99%
MLHY Index Timed w/ 50-day MA (HY50) 9.62% 0.83% 1.20 7.33 -5.94%
© 2026 - Robert Bernstein
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Junk Bond Moving Average
Which Moving Average Should | Use?

10-day Moving Average
20-day Moving Average
J0-day Moving Average
40-day Mc:ﬂ.fmg Average

al-day Mmfmg Average
70-day Moving Average
80-day Moving Average
90-day Moving Average

Annualized
Return
11.95%
11.43%
10.84%

Max
DrawDown
-4.40%
-4.37%
-3.94%

Et:;:t?;i switches/Year
0.82% 8.72
0.80% 5.51
0.80% 4.72
0.82% 4.00
0.82% 2.89
0.82% 2.45
0.82% 2.21
0.85% 1.90

Time Period: 12/31/1996 — 12/31/2025

Adjusting the moving average will impact risk and return — higher moving averages produce higher
drawdown and lower return; the lower moving averages produce less drawdown and higher returns.

Investors need to consider switches per year (S/Y) due to restrictions on frequent trading with junk bond

mutual funds.
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Junk Bond Mutual Funds
A Good Proxy for Merrill Lynch US High-Yield Master Il Index

. FasTack 356

Tot return P MLHY- - ICEBAML US Hi Yield Master II DivAdj
Max= 440.80%: | ! CP = $1,867.060 (up $0.40/0.02%)
Min=-6.95% @ | | BP = 440.80%($1,521.820)

BH = 440.80% : : Ann= 6.23%

SD = 1.42%: : :

P RGBO04 - RGB Junk Bond Index
Cor= 97.00%

BH = 331.14% | |
SD = 1.17% ||
Cor= 100.00% | |

CP = $571.350 (up $2.06/0.36%)

BP = 331.14%/($438.830)

Ann= 5.37%
Calendar Stat

MDY = 7043

Years= 27.95

CcDY = 10227

CMD = 9403
Sig/Trade=DEFAULT/DEFAULT
Trnd=DEFAULT
i i CDF=DEFAULT
PARAM=DEFAULT

RGBO04 is an average
of 10 large junk bond
mutual funds.

12/31/1967|- 12/31/2025

You can not invest directly in the Merrill Lynch US High-Yield Master Il Index.

However, junk bond mutual funds do a good job of tracking the overall high-yield market as represented by
the ML US HY Master Il Index. Note similarity of risk and return.

© 2026 - Robert Bernstein
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Mutual Funds vs. ETFs
Can | use Junk Bond ETFs with 50-day Moving Average”?

Chats

™ Exo
Tot return /| MLHY- - ICEBAML US Hi Yield Master II DivAdj

CP = $1,867.060 (up $0.40/0.02%)

%($1,276.280)
Ann= 6.61%
= res iBoxx HiYld Corp Bond ETF

CP = $80.630 (dn $-0.08/-0.10%)

Max= 216.03% | Annualized
' : || Returns

Volatility

%($75.104)

SD = 3.20% i Ann=5.12%
s 10051
i MDY = 4529
Years= 17.97
CDY = 6575

CMD = 9403
Sig/Trade=DEFAULT/DEFAULT
i Trnd=DEFAULT
|| CDF=DEFAULT
PARAM=DEFAULT

12/31/2007 - 12/31/2025 Wednesday
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.......... | 2000 Gow EN Y 20m

Although junk bond ETFs trend in the same general direction as MLHY-, the ETFs tend to be much more
volatile.
The volatility of HYG (iShares iBoxx HiYld Corp Bond ETF) is two times the volatility of MLHY- (3.20% vs.
1.60%).

© 2026 - Robert Bernstein
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Mutual Funds vs. ETFs
Can | use Junk Bond ETFs with 50-day Moving Average”?

[iZ fastirack 261 - o0 X
- - - - - = o =

HYS0 - HY Timed with 50-day moving average

Tot retu H H H H
taxe 42 | | - Bl L - | | | i CP = $4,359.325 (up $0.93/0.02%)

Max= 422.55%

Min=  -.70% : : : ; - %l .
B aom s MLHY- timed with a 50-day moving average. [| 5P - 422, 85%(43,525.084)
D= 091% ; i|RGB50 - Lowest Composite or Yellow Line

Cor= 92.77%

BH = 307.19% N_,r—f"“
J\rr—.r\«

SD = 0.77% | | | | \
Cor= 100.00% . | i ! ! i

M"/\- H ! Calendar Stat
: i MDY = 4528

il CP=%1,226.526 (up $4.42/0.36%)
i| BP = 307.19%($925.309)
il Ann=8.13%

i Years= 17.97

i, CDY = 6575
i CMD = 9403
i Sig/Trade=DEFAULT/DEFAULT

Pdian ; : : : { Trnd=DEFAULT

H H H i CDF=DEFAULT

| PARAM=DEFAULT
A— ; ; ; N i
| A : : . P
/ ‘ NPV e s & : A T

Average of 10 junk bond mutual funds
timed with a 50-day moving average.

I SRGOND | FRAMS T A OND TR T

12/31/2007 - 12/31/2025 Wednesday;

e s i T

FRAMS T4 GOND JFHAM T TR SOMD ) TR I A 50 ND JFMAMS TAS 0N
s = il e

THn A

HYG50

Using a 50-day moving average on HYG resulted in lower returns than timing mutual funds with a 50-day
moving average (8.55% annualized vs. 11.52%) and over twice the volatility (2.25% vs. 0.85%).

This is generally not consistent with investors desire for better risk-adjusted returns.

© 2026 - Robert Bernstein
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Junk Bond Strategy — Move to Cash or Treasuries

12/31/2021-12/31/2023

[Tot return

/‘ MLHY- - ICEBAML US Hi Yield Mz

12/31/2021

Treasury bonds don’t always move higher in times
of elevated risk. During periods of high inflation,
both Treasury and junk bonds can move down

together. W

2-19

CP = $1,578.790

BP = 0.71%($11.250)

Ann= 0.36%
IEF - iShares 7-10 Year Treasury

CP = $115.000

BP = -12.07%(-$13.923)

Ann= -6.26%
Calendar Stat

MDY = 501

Years= 1.99

CDY = 728

CMD = 8400
Sig/Trade=DEFAULT/DEFAULT
Trnd=DEFAULT
CDF=DEFAULT
PARAM=DEFAULT
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Summary

Junk bond mutual funds
a) Have a high propensity to trend (high serial day-to-day correlation),
b) Are low volatility in both up and down markets, and
c) Drastically reduce default risk relative to holding individual junk bonds.

Review junk bonds in FastTrack database — FastTrack Family = Junk Bonds
Invest in junk bonds when they are trending up above their moving average.

Sell junk when they are trending down below their moving average.

Avoid trading when junk bonds are in a trading range. Wait for a trend to
develop.

Whipsaws are a normal aspect of investing; stick with your plan.

Consider the frequent trading restrictions of mutual funds. If you have to sell a
mutual fund and want to buy again, use a different fund family.

Don’t make this complicated.

Consider using margin — this will be discussed in an upcoming session



If you have any questions about the presentation, feel free to contact:

Rob Bernstein
rob@rgbcapitalgroup.com
858-367-5200

© 2026 - Robert Bernstein
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