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Introduction

The Case for Systematic Discipline

For high net worth individuals and family offices, the goal of wealth
management has evolved beyond simple asset accumulation; it is about the
preservation of capital and the generation of alpha with statistical rigor.

In the modern financial ecosystem—characterized by high-frequency trading, massive data proliferation, and
increasingly interconnected global markets—the traditional discretionary approach, reliant on human intuition
and isolated research, faces inherent limitations.

Blackworks Capital embraces Systematic Investing, which is not merely automation, but the intellectual application of
rules-based logic and computational power to build highly resilient investment strategies. Our systems are engineered
to replace cognitive bias and emotional reaction with dispassionate, statistically validated execution. This approach
allows us to process vast swathes of market information and distill them into a coherent architecture of signals,
ensuring portfolio behavior remains predictable across a multitude of market conditions.

The Blackworks Capital Multi-Factor Philosophy

The core of our strategy is built upon the recognition that no single market force operates in isolation. Price movements
are determined by a complex interplay of economic, technical, and behavioral factors. Our mandate is to structure

a Multi-Factor Framework that recognizes these forces and translates their movements into measurable, actionable
investment signals while attempting to minimize blind spots.

The following e-book is intended to be a primer and an introduction to the market forces as we see them and their
interaction with systematic portfolio construction. It’s not intended to be a comprehensive review of the forces, nor a
fulsome breakdown of the portfolio, but rather a glimpse in to how we view the markets and how we look for data to
construct models to manage risk and build the portfolio.
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Chapter1

The Five Forces That Drive Market Prices:
A Factor Taxonomy

The Blackworks Capital framework identifies five essential, interacting forces that collectively
determine asset prices. The challenge for a systematic fund is not just to identify these forces but to
create measurable rules and conditions that allow for non-emotional, timely investment decisions.

Force 1: The Macroeconomic Imperative

The Macroeconomic factor encompasses the highest-level drivers of global capital flow, including Monetary Policy,
Fiscal and Tax Policy, the Interest Rate Environment, and Inflation. These factors dictate the cost of capital, inflation
expectations, and systemic risk appetite across all asset classes.

Importance in Market Movements: These forces are critical because they dictate the velocity of money and the
valuation of duration risk across the globe, effectively setting the discount rate for all future cash flows and defining the
overarching economic regime. For example, a fundamental shift in the interest rate outlook, driven by central bank policy,
can dramatically alter the perceived value of long-duration risk assets (like growth stocks), or influence the global demand
for sovereign debt. Understanding and identifying regime change is paramount to setting the appropriate risk-on or
risk-off posture for the entire portfolio, as strategies that succeed in one regime (e.g., low rates/low inflation) often fail
spectacularly in another.

Systematic Translation: Instead of attempting to forecast specific macro conditions, Blackworks Capital focuses on
reading the market’s real-time consensus and expressed expectations regarding these forces. We use Inter-Market
Ratio Analysis to observe how different asset classes are priced relative to one another. For instance, we track the ratio
analysis of bonds vs. various ETFs, or sector vs. sectors. The purpose is to identify when yields are falling or rising or if
market internals are strengthening or weakening and if that momentum indicates a macro economic shift and to look
for risk-on or risk-off appetite.

Let’s look at junk bonds for a moment, if junk bond yields are decreasing, this indicates a favorable rate environment
and increasing risk appetite, as investors are willing to accept less compensation for greater credit risk. Conversely,
increasing yields in this segment can signal a lack of risk appetite or a rising rate environment. There are countless
signals that can be generated from Macro Economic forces, the difficulty isn’t finding them, it’s distilling them down
and combining them in a diversified portfolio.

Force 2: The Enduring Power of Technical Price Action

The Technical factor involves the study of price and volume data to identify structural and behavioral patterns. This
factor is crucial because it provides the clearest, most timely, and most democratized expression of the aggregated
market view of all other forces.

Importance in Market Movements: Technical analysis, at its core, is a rigorous, statistical study of supply and demand
imbalances, which are the fundamental drivers of price movement. The systematic application of technical tools helps
remove human subjectivity and allows for the capture of two statistically persistent phenomena: Momentum (the
observation that assets that have performed well tend to continue to perform well) and Mean Reversion (the tendency
for prices, after an extreme deviation, to revert to their long-term average). The challenge is not choosing one over the
other, but knowing when and where to apply each for optimal risk-adjusted returns.
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Systematic Translation: Our general thesis behind most strategies incorporates a combination of technical ideas,
often necessitating multi-time frame analysis for effective risk control:

+ Long-Term Momentum Analysis (e.g., the tried and true 200-day moving average, or longer-term RSl values)
are used to confirm the prevailing, enduring trend.

+ Short-Term Moving Averages are used for dynamic exposure adjustments, helping us step away from a trade when
the intermediate trend breaks down or resumes.

+ Short-Term Indicators like Relative Strength Index, or RSI, are employed for evaluating the potential for temporary
Mean Reversion trades and for dynamic risk management, flagging when the market is severely overextended one
way or the other, often providing an early warning of a trend reversal, exhaustion, or extremes in the markets that
require additional risk management.

Force 3: The Mechanical Footprint of Derivatives and Structure

The Mechanical factor accounts for the structural dynamics of the financial markets themselves—particularly the complex,
mandatory flows generated by participants in the options market, derivatives, and inter-market hedging activities.

Importance in Market Movements: The options market introduces non-economic pressures into price action. Large
structured positions, such as those related to Gamma Exposure, force options dealers to hedge their books dynamically.
This constant hedging activity can, at certain levels, become a self-fulfilling prophecy, acting as a massive accelerator
or brake on price. Phenomena like concentrated strikes—Call Walls and Put Walls—can create temporary zones of
stability or resistance. The structural requirement for dealers to manage their net Gamma is a major driver of short-term
volatility and often explains why certain price moves feel inevitable or overdone.

Systematic Translation: Blackworks Capital does not directly make trades based off raw Gamma or Option levels,
as the data can be noisy and interpretation highly complex. However, we attempt to derive signals from the impact of
this factor on market momentum and volatility. The awareness of these structural forces reinforces signals generated
by other factors. When we observe highly concentrated options levels coinciding with extreme signals from other
factors (e.g., extreme RSl levels from Force 2), we treat it as an indication that the market might be extended and being
mechanically amplified by forced hedging flows. This suggests the opportunity for a counter-trend trade, such as a
mean reversion play, is statistically enhanced.

Force 4: Fundamental Valuation (The Price-Action Expression)

The Fundamental factor revolves around Corporate Earnings, balance sheet strength, and intrinsic value. This is the
bedrock of classical finance.

Importance in Market Movements: While fundamentals are the long-term anchor of value, the time horizon for the
market to reconcile price with value can be vast and unpredictable. The market often remains disconnected from them
for sustained periods, either pushing valuations that exceed historical norms (euphoria) or crashing below historical
averages (fear). Trying to make investments based solely on what “should” happen can lead to substantial opportunity
cost and unintended risk of being on the wrong side of a persistent, powerful market trend.

Systematic Translation: The fundamental earnings of companies in the market is not an area that we heavily focus

on for signal generation in isolation but rather consider it’s impact through other Forces. Although the fundamentals

of companies are a major driver of long-term returns, we have found it to be equally as valuable to look at how the
fundamentals are expressed in market price action or on investor psychology (Force 2 or 5). The change in price,
momentum, and volatility acts as a real-time aggregator of consensus on fundamental shifts. This systematic filter allows
us to avoid making investment decisions based on a theoretical valuation that the market may take years to recognize,
ensuring our capital is always allocated to the path of least resistance as determined by aggregated investor action.
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Force 5: Human Psychology and Behavioral Extremes

The Human Psychology factor captures the emotional and behavioral components of trading: Fear, Greed, and herd
behavior. These forces manifest as Consumer Sentiment, Investor Positioning, and the rapid, often extreme shifts in
market bias.

Importance in Market Movements: Psychology is often the final catalyst that pushes the market to unsustainable
extremes. Cognitive biases such as anchoring (clinging to a past price) and herd behavior (following the crowd)
prevent rational distribution of capital, leading to momentum continuing long past the point of fundamental
reason. The emotional pendulum swing creates powerful opportunities for systematic systems designed to

remain perfectly disciplined.

Systematic Translation: While difficult to measure directly, our systems approach this factor through the lens of
extremes in other factors. We primarily use signals such as extreme Technical levels (Force 2) to extrapolate times when
the market may be trending or overextended one way or the other, recognizing that these moments often correspond
directly to a peak in either mass euphoria or mass panic. This allows the systematic framework to act as a discipline
mechanism to either follow trends or as a counter-cyclical force against prevailing human emotion, capitalizing on

the inevitable correction that follows psychological extremes.

Bringing it all together:
How Blackworks Capital utilizes the 5 Forces

Signal Aggregation: The Systematic “Voting” Protocol

The challenge for a systematic fund is to create measurable rules and conditions that allow for non-emotional, timely
investment decisions. Our proprietary methodology combines these five distinct factors into a unified portfolio view
using a “voting” system to determine overall market exposure.

+ TheVoting Mechanism: The output of each factor is translated into a series of signals. A positive signal results in
increased bullish positioning, and a negative signal leads to reduced exposure or a shift toward defensive assets
(such as GLD, XLU, or XLP).

The Value of Conflicting Signals and Cluster Risk
We believe that for a portfolio of systems to be robust, having conflicting signals is actually a critical component

and benefit of having a diverse, uncorrelated set of strategies.

+ Systemic Benefit: Conflicting signals indicate that different market forces are pulling in diverse directions, which
is a desirable state as it demonstrates the non-correlation of the underlying models.

+ Mitigating Cluster Risk: We are highly cognizant of Cluster Risk—the danger that too many highly correlated signals
could fail simultaneously. Our multi-factor, voting structure is designed to actively mitigate this risk by diversifying
signal sources across economic, structural, and behavioral domains.
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Quantitative Rigor at Scale

The robustness of the Fund is a direct result of the depth of its systematic analysis. The models perform a complex web
of daily checks to ensure perfect consistency and instantaneous risk response.

Total Core Systematic Strategies 10+ Distinct, non-correlated trading engines
Fundamental Conditions/Rules 500+ Coded systematic rules and conditional checks
Daily Data Points Processed 10,000+ Data points processed daily to generate trading signals

Unique Instruments

/ETFs Monitored 80+ Unique ETFs, asset classes, and inter-market ratios

10+ Distinct look-back periods (e.g., 5-day short-term signals

Trading Time Hori
rading Time Horizons to 200-day long-term trends)

+ f Equiti E ing Mark
Asset Class Diversification 5+ Core globalasset clas:sgs/ actors (US Equities, Emerging Markets,
Alternative Assets, Volatility)

Portfolio Rebalancing Frequency Daily (Continuous monitoring and rebalancing capability)

. ere _as 10+ Internal inter-market correlation and volatility metrics
Risk Mitigation Checks . ' . . ! voltatiity :
(solely for risk-off signaling)

Practical Application: Navigating Behavioral Extremes (Case Study)

A clear illustration of the system’s ability to capitalize on psychological and technical extremes occurred during the
crash resulting from the tariff announcements in April 2025. As the broader market experienced a sudden, sharp
sell-off (e.g., 15%+) driven by mass panic, the systematic framework took a non-emotional, risk reduction then counter-
cyclical stance.

The system established mean reversion trades based on the convergence of three factors:

+ Force 5 (Psychology/RSI Extremes): Extreme price movements signaled that the market had become severely
oversold, indicating a behavioral extreme and high probability of mean reversion.

+ Force 2 (Technical Price Action): Short-term momentum indicators, like the Relative Strength Index (RSI), reached
historic lows, confirming the technical exhaustion required for a Mean Reversion strategy to engage.

+ Force 1 (Macroeconomic Imperative): Crucially, the Macroeconomic signals did not indicate a permanent structural
breakdown, despite the potential impact that the tariffs implied, macro conditions remained resilient allowing the
system to treat the event as a severe, temporary drawdown within expectation.

This multi-factor confirmation allowed the models to execute disciplined mean reversion trades and maintain a
controlled level of exposure. The result was a demonstrably lower portfolio drawdown during the same period (e.g.,
10%), effectively mitigating the downside risk. By maintaining systematic discipline while others capitulated, the portfolio
was successfully positioned to capture the ensuing recovery when the behavioral extreme inevitably reversed and
has led to the portfolio outperforming the market over a 3 month period spanning the correction from April through
June of 2025 with the BWC Founders Fund achieving a Net 12.1% return while the S&P500 returned 10.5%. Taken
together, the portfolio achieved lower drawdown and higher returns, the result of a disciplined, systematic approach.

]
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Chapter 2

The Systematic Manager:
Continuous Vigilance Against Model Risk

The value proposition of a systematic hedge fund manager does not end when the code is deployed;
itis just beginning. It is the continuous, active intellectual oversight of the systematic manager that
maintains the strategy’s edge.

The Paradox of Automation and Active Oversight

A systematic manager’s primary role is not executing trades, but managing the algorithms that execute them.
This requires continuous, active intellectual oversight to maintain the strategy’s edge and involves:

1. Risk Monitoring: Ensuring the system’s risk profile remains within predefined parameters.

2. Continuous Research: Developing new signals and systems to adapt to an evolving market structure.

3. Model Maintenance: Identifying and mitigating the two core risks of quantitative trading: drift and overfitting.

The Two Primary Threats: Drift and Overfitting

The longevity and reliability of any systematic strategy are constantly threatened by two distinct forms of model failure:

1. Model Drift: This occurs when the market environment changes. The statistical relationship that generated alpha
in the past degrades because the underlying economic structure, regulation, or investor behavior shifts over time.
The model remains logically sound, but the reality it attempts to map has moved.

2. Model Overfitting: This is an inherent flaw in the model’s construction. The model perfectly captures
historical data, including random noise, but fails to generalize to any new, unseen data, resulting in poor
out-of-sample performance.

Model Overfitting: Mistaking Noise for Signal

Overfitting is the most common pitfall in quantitative development. It happens when a researcher customizes a
strategy—for example, by using excessive parameters, conditions, or time windows—until the backtest curve looks
perfect. This customization, however, merely forces the model to memorize the random price fluctuations (noise)
of the historical period, instead of learning the true, repeatable market principles (signal).

The Breakdown Risk: An overfit model presents a catastrophic risk in live trading because its spectacular backtested
performance is pure illusion. It does not wait for a market regime change (like a drifted model) to fail; it breaks down
immediately upon encountering data it hasn’t seen, which can happen on the very first day of live deployment.

Mitigation and Validation: The systematic manager mitigates this through rigorous validation techniques:

+ Out-of-Sample (00S) Testing: This is done by holding back a significant portion of historical data that is never
used for developing the model. The model’s true effectiveness is judged solely on its performance against this
unseen OOS period.

+ Walk-Forward Optimization (WFO): This simulates real-world conditions by sthen testing it on the next, immediate
future block of data.
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Drawdowns vs. Breakdown: Disentangling Drift from Flaw

A core competence of the systematic manager is distinguishing a normal, anticipated Drawdown—which falls within the
model’s historical worst-case scenarios—from a genuine System Breakdown. The diagnosis is critical, as the solution for
each type of failure is different:

+ Ifthe deviation is due to Drift, the market has changed, and the model may require fundamental modification or
de-allocation until the new regime is understood.

+ Ifthe deviation is due to Overfitting (the model was statistically flawed from the start), the model must be terminated
and rebuilt using more robust, generalized principles.

This distinction relies on establishing the statistical expectation for the system’s behavior across thousands of
historical scenarios. When performance persistently falls outside the statistically acceptable range derived from its
entire historical test set, the system is flagged for review, and potentially quarantined (de-allocated). This active, non-
emotional intervention is the ultimate expression of the systematic manager’s value, preventing a historically successful
strategy from becoming a permanent liability in a new market reality.

Tail Risk and Governance: A Capital Preservation Focus

For sophisticated investors, the goal is the preservation of capital. Our approach to risk management is multi-layered,
extending beyond just model design.

« Controlled Volatility Exposure: The Blackworks Capital portfolio seeks to achieve a Beta lower than the S&P500 and
volatility in line with the market while significantly outperforming on a risk-adjusted basis.

+ Market Stress Checks: The system incorporates numerous checks and signals that specifically evaluate for market
stress and high volatility.

+ De-Risking Protocol: In periods of market uncertainty, the model is designed to quickly achieve its primary objec-
tive: to de-risk the portfolio. This action is the ultimate expression of our systematic framework acting as a discipline
mechanism against prevailing human emotion.



Conclusion

Blackworks Capital: A Partnership in Rigor and Returns

The Five Forces discussed in the previous chapters—from Macroeconomic imperatives to the
extremes of Human Psychology—are always present, constantly exerting pressure on asset prices.
The challenge for the investor is not just identifying them, but executing on them without the
interference of fear or greed.

For Blackworks Capital, The BWC Founders Fund is the realization of this vision and the firms inaugural offering. It is
a systematic engine designed to translate the complex interplay of these forces into a coherent, actionable investment
strategy. To achieve our dual mandate of capital appreciation and dynamic risk management, we organize our systems
into three distinct pillars:

l/l\lj' Pillar 1: Core Growth Equity & Directional Trend

This strategy captures the upside of growth asset with a disciplined, systematic safety net. Instead of guessing,
our models verify a “Risk-On” environment before committing capital. When the trend is strong, we increase
exposure to capture gains. When the trend falters, the system automatically de-risks. This allows us to
participate in bull markets while avoiding the pain of sideways churn or prolonged market corrections.

A Pillar 2: Adaptive Risk Control

This is the backbone of our capital preservation mandate. Biased toward protection, these models act as

an early warning system for systemic risk. When volatility spikes or momentum breaks, we quickly rotate
capital out of equities and into defensive positions (like low-volatility ETFs or short-term debt). This proactive,
algorithmic rotation is designed to sidestep the heavy losses of extended bear markets and recessions while
maintaining tactical exposure to the market.

20

Pillar 3: Non-Correlated Diversifiers

gV

To ensure true all-weather performance, we target strategies that don’t move in lockstep with the stock
market. By diversifying into global markets, alternatives, and volatility strategies, this pillar aims to generate
alpha even when the S&P 500 is stagnant or declining—smoothing out portfolio volatility and improving risk-
adjusted returns across the entire cycle.

This layered architecture creates a portfolio that is dynamically adjusting its risk budget every day, driven by objective,
proprietary signals and the constant pursuit of non-correlation.
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A Partnership Built on Access and Alignment

While our strategies are driven by code, our relationship with investors is driven by a commitment to personal partnership.

« Direct Founder Access: In an industry of opaque institutions, Blackworks Capital offers transparency. You have direct
access to the Founder and Fund Manager—the architect of the strategy. This allows for clear, honest conversations
about how the Five Forces are impacting the portfolio in real-time, without the filter of a sales team.

+ Unwavering Alignment: We believe the only way to truly align incentives is to share the risk. The Founders have
invested substantial personal capital into the Fund, ensuring that our wealth grows—and is protected—exactly along-
side yours. This direct, and personal, alignment provides you with the assurance that every risk decision is made with
the stewardship of a partner, not just a manager.

The Systematic Advantage

The financial markets are evolving, and the speed of information has rendered traditional, discretionary reaction times
obsolete. The BWC Founders Fund offers a proven solution: a partnership in rigor, defined by aggressive growth targets,
systematic defensive discipline, and total alignment.

We invite you to join us.
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Important Disclosures: Blackworks Capital LLC manages hedge funds through its subsidiary, Blackworks Capital Management
LLC, an Exempt Reporting Advisor registered in the State of Colorado.

Performance: Performance data represents past performance and is no guarantee of future results. The returns presented
reflect the performance of an investor who invested from inception. Gross Returns represent the performance of the funds
applicable strategies including the reinvestment of dividends but prior to any fees or expenses. Net Returns reflect the rein-
vestment of dividends and earnings and the deduction of all expenses and fees (including the highest management fee and
incentive allocation charged, where applicable). The Performance Statistics are based on the Gross Returns of the strategies
on a daily basis and do not accrue for Management or Performance Fees and is solely intended to provide information related
to the performance of the strategies of the fund and not the fund itself. An actual client’s results will vary due to the timing of
capital transactions, high watermarks, and performance. Performance should not be indicative of the skill of Blackworks Cap-
ital and clients may experience a loss. The BWC Founders Fund follows a systematic trading strategy with actively managed
systems and strategies. The strategy employs the use of leveraged ETFs, inverse ETFs, and Volatility ETFs and can experience
significant volatility and loss of capital.

Private Securities Offering Legend: Only Qualified Clients will be admitted to the Fund. For natural persons, investors must meet appli-
cable Securities and Exchange Commission (“SEC”) and Fund requirements including minimum net worth thresholds. Blackworks Capital
funds are being offered in reliance on an exemption from the registration requirements of the Securities Act of 1933, as amended (the “Secu-
rities Act”) and are not required to comply with specific disclosure requirements that apply to registration under the Securities Act. The SEC
has not passed upon the merits of or given its approval to Blackworks Capital funds, the terms of the offerings, or the accuracy or complete-
ness of any offering materials. A registration statement has not been filed for any Blackworks Capital fund with the SEC. Membership interests
in Blackworks Capital funds are subject to legal restrictions on transfer and resale. Investors should not assume they will be able to resell
their securities. Investing in securities involves risk. Investors should be able to bear the loss of their investment. Investments in Blackworks
Capital funds are not subject to the protections of the Investment Company Act of 1940, as amended. Performance data represents past
performance, and past performance does not guarantee future results. Past performance is subject to revision following each monthly rec-
onciliation and annual audit. Current performance may be lower or higher than the performance data presented. Blackworks Capital is not
required by law to follow any standard methodology when calculating and representing performance data. The performance of Blackworks
Capital funds may not be directly comparable to the performance of other private or registered funds.
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