Bedrock Newsletter Friday, June 26" 2015

For technical reasons we are composing your Friday’'s News on Thursday. It is likely that some of
today’s thoughts and views will be stale by the time you read us. In order to reduce such asynchrony,
we chose to concentrate on a timeless subject - The meaning of Risk!

For the purpose of this exposé, we chose to use uncertainty of outcome as the definition of risk. The
greater the uncertainty the greater the risk; the broader the distribution of possible outcomes to an
event, the higher the uncertainty of any particular outcome to occur and therefore the greater the risk
we face. We also state that humans in general and investors in particular are risk-averse, i.e., we don’t
like risk and only agree to take-on risk in exchange for compensation. This said, we can explain how a
perception of risk affects asset prices- As we worry about the future, we require higher expected
returns to induce us to part with our money. As Risk Perception rises, prices drop to raise the asset’s
yield and as perception of risk abates, required yields drop causing prices to rise, all else held equal.
To exemplify this idea, we ask - what is a riskier proposition - Jumping off the Empire State Building or
jumping out of your second floor window? Well, the riskier act is clearly the latter, as the former has a
certain outcome... Let’s not confuse a subjectively “bad outcome” with a “risky” one...

Now we will bring this theoretical argument into today’s reality; the headlines are Greek and we are all
curious as to what might happen - Will Greece and the EU find a compromise that will keep them in
the EU, in the Euro? Or perhaps they will not - Greece might default, might exit the Euro currency and
could leave the EU. Then what? Will they join the CEE? Will they simply disintegrate as a political
entity? We are facing a binary outcome; and then, each of these two base possibilities has its own
broad set of sub-outcomes. Indeed, a very broad distribution of outcomes and therefore we perceive
much risk. This state of being drives us to demand a discount on anything we buy.

What will happen with Greece? Like yourselves and most others, we don’t know. But we do know one
thing - there will be a conclusion to this saga. And we postulate that no matter which ending is to be
set, once it is set, we will have certitude, i.e., no risk! If perception of risk goes down, prices will rise!
Well, there are 5 days (four from your reading) left for the IMF debt maturity... So in less than a week,
we expect this risk to go away. Now what will the effects be? Well, like with earthquakes, there is an
epicentre and effects which decline with distance... We therefore postulate that prices will rise (from
whatever levels they will be at just before) in inverse proportion to their “distance” from Athens; The
Greek stock market, then the European ones, Euro denominated bonds, then the Euro itself, followed
by the US equities and bonds, etc., etc.

We now look at some information which should support the suggested upswing; U.S. home resales
surged to a 5-1/2-year high in May as first-time buyers piled into the market, the latest indication that
housing and overall economic activity were gathering steam in the second quarter. The National
Association of Realtors said on Monday that existing home sales increased 5.1% to an annual rate of
5.35 million units; the highest level since November 2009. May's sturdy home sales report added to
last week's data on building permits in portraying an upbeat picture of the housing market. It joined
strong retail sales, consumer sentiment and employment data reports in suggesting a building up of
momentum in the economy after output contracted at the start of the year.

Then the US Commerce Department said on Wednesday that gross domestic product fell at a 0.2%
annual rate in the January-March quarter instead of the 0.7% pace of contraction it reported last
month. With personal savings increasing at a robust $720.2 billion pace, consumer spending could
accelerate in the second quarter.

Well, then there are statistics - The S&P 500 is currently less than 1.3% from its all-time high of
2,134.72 set May 20, and according to Krinsky's work, in the last 86 years the index has made its
calendar-year high only once in the month of June and twice in the month of May. "This suggests that
even if there is weakness into the summer, a higher high should be made by year-end," said Krinsky,
chief market technician at MKM Partners. "We're seeing some very good reading under the surface.
We're seeing new all-time highs from the small caps, the micro caps and the mid-caps. And more
importantly, we're seeing the highest reading of stocks at one-month highs that we've seen since
March." The dollar is biding its time and should resume its climb once the euphoria over a possible
Greek debt deal dies down and focus returns to higher U.S. interest rates. The dollar index peaked
this year at just over 100 in March and was trading back at 94.16 on Monday. The dollar is still up
about 20% against the euro since last summer, and the euro has been trading between $1.10 and
$1.14 since early June after hitting a low of $1.05 in March. It is reasonable to expect improvements in
U.S. data to lift the dollar and that it will resume its uptrend.

Well, this is the last weekend in June and the last before the Greek Saga reaches a conclusion. And
as you seek information, remember that getting information off the Internet is like taking a drink from a
fire hydrant (Mitch Kapor).
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This Week’s Highlights:

e The Dollar turned marginally positive this week with the USD Index (DXY) moving from 94.00
to 95.00. The US$ is now trading at about $1.1200 against the EUR and at 0.9340 against the
Swiss Franc. The Pound had a poor week now trading at 1.57. We maintain our belief in the
fundamental strength of the US$ and consider this pullback to be an opportunity to add Dollar
exposures to portfolios. Again, this view is driven by the outlook for interest rates to hold or
rise in the US and hold or decline elsewhere. The Japanese Yen resumed its weakening
versus the USD and is trading 1223.80. Gold turned lower and we are now trading at 1,177.
We note that Oil is unchanged, with WTI at $60.30/Bbl and Brent at $63.50/Bbl. The Russian
Ruble has steadied and is trading at 54.30 per USD along with the Brazilian Real which is
steady at 3.10 - Until the reforms are firmly in place we do not see a significant rally in the
Real and our worries would be for further downside movements.

e The US 10Yr Treasury yields moved higher throughout the week as the USD strengthened.
The German 10Yr Bund has followed the news flows from Greece, with the yield moving
higher on the expected Greek deal at the start of the week and the yields sliding as the news
seems to talk about no imminent deal, the Bunds are trading at 0.85% at the moment. The
Spanish 10Yr dropped significantly, sliding from 2.27% at the end of last week to remain at or
around 2.10% for week so far. Italian 10Yr notes followed a similar trajectory, dropping from
2.28% and finally settling lower at 2.14%. In the UK, the yields moved higher from 2.01% to
settle closer to 2.12%. Swiss 10Yr yields remained stable at 0.13%.

e In general the US equity markets are higher on the week. Both the Dow and the S&P500
closed Wednesday night respectively at -0.28%% and flat for the week; and the NASDAQ
being +0.11% - with the futures indicating a marginally higher open on Thursday across the
three indices. Europe really has had a mixed week with the DAX +4.1%, CAC40 at +4.6%,
IBEX +3.8% and the UK FTSE at -1.9%. With the Shanghai dropping heavily by 5.4% but the
Nikkei was up 3.0%. The Greek stock exchange is currently up 12.7% for the week.
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Highlighted items are interesting data points for the week

MARKET INDICES PERFORMANCE 24]06/2015
]

INDEX NAME CCY__ LastPrice 1D 50 MTD YTD [ 3y

EQUITY MARKET INDICES - BY REGION PIE

S&P 500 INDEX usD 210258 a7 039 008 082 221 128 241 761 60.50 1763

DOW JONES INDUS. AVG usD 17986.07 o8 047 028 148 140 038 020 51 4270 18.02

NASDAQ COMPOSITE INDEX  USD 5122414 a7 1.14 102 0.6 504 731 816 1698 061 10.44

RUSSELL 2000 INDEX usD 1283.017 a1 122 200 28 408 8.30 658 558 6252 1831

EURG STOXX 50 EUR 3810.05 041 142 080 143 220 13.14 1451 1078 60,10 1552

EURG STOXX 600 EUR ag7.32 038 208 ngs 258 047 15.17 1562 1582 2.1 18.67

CAC 40 INDEX EUR 5045.35 024 162 038 470 000 16.08 17.61 1266 68.31 1828

DAX INDEX EUR 1147128 82 am 044 207 a3 15.54 16.02 16.18 5695 1238

FTSE 100 INDEX ceP 6a448 015 185 210 284 228 338 405 148 2534 16.48

SWISS MARKET INDEX CHE 5081.81 a1 181 213 234 181 0.21 084 538 52,00 17.85

NIKKE! 225 Y 20868.03 0.28 330 101 178 519 18.64 1003 3s08 137.81 1085

HANG SENG INDEX HKD 2740497 0.28 1.90 o8 283 10.00 16.50 1524 12.08 4204 12.07

SHANGHAISECOMPOSITE  CNY 4600.15 240 886 82 504 2380 47.38 008 12254 10258 17.01

S&P BSE SENSEX INDEX INR 2772067 027 270 007 074 04 235 126 1001 8405 18.20

RUSSIAN RTS INDEX 5 usp 95145 133 208 178 264 788 1273 034 3120 2450 613

BRAZIL IBOVESPA INDEX BRL 53842 54 013 142 205 140 183 580 787 078 007 1232

MSCIWORLD usn 17857 057 029 LE 400 168 345 445 274 5020 1725

MSCI WORLD HEDGED usp 755422 050 147 013 00 087 813 710 1145 8780 -

MSCI WORLD LOCAL - 1383.01 050 1.45 021 Am 023 508 605 054 5230 -

MSCI AC WORLD usD 43541 04z 0.42 021 133 167 354 438 102 4502 1650

MSCIEM usD 00331 028 161 100 408 178 443 387 485 ose 1262

MSCI AC ASIA x JAPAN usD 602,36 D14 M 181 <00 257 7.86 685 564 2049 130

MSCI EM LATIN AMERICA usD 2563.98 0.20 121 271 202 279 591 £.00 2411 2368 1485

MSCI EM Eur, ME & Africa usD 27884 0.44 1.47 081 458 079 200 30 -16.84 738 1133

EQUITY MARKET INDICES - BY SECTOR PIE

MSCI ENERGY usD 23017 000 053 084 am 021 445 an 2547 7.04 2238

MSCI MATERIALS usD 2307 068 038 nss 256 000 320 343 a2 12.25 1768

MSCI INDUSTRIALS usD 205,08 074 0.00 007 105 015 166 280 018 5138 1711

MSCI CONS DISCRETIONARY ~ USD o023 72 066 131 015 244 852 884 1178 7570 1828

MSCI CONS STAPLES usD 208,50 038 002 018 422 0.14 182 284 248 30.00 on4s

MSCI HEALTH CARE usD 22208 a77 032 104 027 200 11.07 1154 1824 @208 1818

MSCI FINANCIALS usD 106.02 a8 075 162 .08 248 320 405 278 s0.01 1304

MSCIINFO TECH usD 147.4 051 022 03 147 272 243 43 1287 50.06 1758

MSCI TELECOMS usD 7237 50 1.54 142 008 283 407 587 044 3125 1867

MSCIUTILITY usD 11451 080 .40 342 403 232 525 595 750 15.28 1550

MSCIWORLD REAL ESTATE  USD 12235 045 089 234 418 6 .88 -1.08 118 26.40 2482

HEDGE FUND INDICES

HFRX GLOBAL HEDGEFUND  USD 125211 033 085 021 .02 057 310 277 LES) 1164

HFRX EQUAL WEIGHTED usD 1220.78 0.20 02 oo 0.03 058 273 240 011 10.01

HFRX GLOBAL EUR EUR 1148.01 0.27 0.3 017 038 -0.05 254 200 083 078

MARKET INDICES PERFORMANCE 241062015
PRICE CHANGE IN % [unless indicated) |

TNOER NARE CCY  aciPrice i) Ein} RITD T I ) ai] v v

FIXED INCOME INDICES - YIELD ON US GOVERNMENT BONDS (Changs in bps)

US 3MONTH usD 0.0051 001 o 001 o0 -2 000 003 002 -

US2YEAR usD 08841 0.00 005 008 .07 008 .08 0oz 020 -

US 10 YEAR usD 23383 002 0.05 028 0.18 048 0.12 021 017 -

FIXED INCOME INDICES - BY TYPE OF ISSUER Vield to Warst

GLOBAL AGG TR HEDGED usD 47312 010 008 38 087 238 o 051 218 10.04 178

US GOVERNMENT TR usD 2072.42 0.20 02 108 040 -1.80 030 017 230 264 178

US CORPORATE TR usD 2562.58 0.29 038 128 04 244 030 098 107 10.20 238

US HIGH YIELD TR usD 1672.13 008 029 0s3 088 0o1 338 3m 01 2343 634

E£U GOVERNMENT TR EUR 2364 002 028 227 180 a5 a1 113 460 2082 085

E£U CORPORATE TR usD 24228 001 D02 g8 488 244 A8 135 220 1814 141

EU HIGH YIELD TR EUR 27472 08 086 07 408 n4o 230 233 227 3856 427

JACI GLOBAL usp 2851853 022 D42 014 078 233 448 058 138 2572 -

GLOBAL EM TR (HEDGED) usp 1208153 012 086 100 110 071 an4 208 100 15.50 480

SRP/LSTA U.S. LEV LOAN usp 05 47067 0.01 002 05 -1.08 072 017 013 244 272 408

COMMODITY INDICES - BY TYPE OF ISSUER

GSCIINDEX TOTALRETURM  USD 3185612 o8 029 a7 200 642 454 148 an.41 2525

GSCIENERGY TR usD 851.145 A3 081 o4 2m 1302 140 338 4805 2827

GSCIINDUSTRIAL METALS TR USD 1147.452 82 014 a7 548 828 047 030 -18.00 2025

GSCIPRECIOUSMETALS TR USD 1446 885 020 036 184 315 229 02 085 1338 2830

GSCI AGRICULTURE TR usD 483.0047 008 268 4m 12 a7o 1270 nea 2387 2805

GENERIC 1ST'CL' FUTURE  USD 8027 003 A4 18 022 15.08 045 4 4ane 2668

GOLD SPOT SI0Z usp 1175.47 o8 213 119 220 -159 013 072 -10.83 2578

CURRENCIES

DOLLAR INDEX SPOT usn 05 28401 08 125 474 083 BTN 504 548 12.60 15.42

Euro Spat EUR 1.1208 o0 Aa7 108 208 212 838 740 1780 -10.40

Japaness Yen Spat JPY 12388 008 085 031 470 248 247 am 1788 3564

British Pound Spot ceP 16708 o0 A 280 151 553 003 o8t 754 082

Brazilian Real Spat BRL 30084 074 438 250 004 133 1200 142 2818 3330

China Renminki Spot cNY 62072 02 0.00 017 010 008 o012 004 042 250

Singapare Dallar Spat SGD 13434 003 088 03 005 208 151 130 A04 458

Norwegian Krone Spot NOK. 7852 0.16 0585 -0.86 249 0.00 5,18 494 2178 2341

VOLATILITY / LIQUIDITY INDICES

CBOE SPX VOLATILITY INDX ~ USD 1328 550 8585 410 0 1412 772 -ans4 14.41 2404

USD SWAP SPREAD SEMI 2YR 2104 283 487 &00 1487 am 21.05 168 77.78 400

TED SPREAD 2808 185 172 108 231 1048 043 2758 3188 2742

All data is compiled from Bloomberg

www.bedrockgroup.ch

Bedrock


http://www.bedrockgroup.ch/

Bedrock Newsletter

Disclaimer

This document is for information purposes only and has been prepared by Bedrock SA, representing the opinions and investment views of
Bedrock SA as applied in its investment advisory and management activities. It is a private publication intended for private circulation only. It does
not constitute a company survey, a financial research, an offer, a solicitation or a personal recommendation to buy or sell specific products or
securities. Bedrock SA disclaims all liability for any losses or damages of any kind relating to such information, which may be changed at any time
without notice. The risks inherent in certain investments, particularly derivative products, may not be suitable for all investors. The contents of this
publication may have been used for transactions by Bedrock SA prior to their communication. Distribution or dissemination of this document
and/or the sale of certain products mention herein are subject to restrictions. Copyright 2015 All rights reserved. Approved for circulation in the UK
to professional clients only by Bedrock Asset Management (UK) Ltd which is authorized and regulated by the Financial Conduct Authority. This
presentation is being made to you solely for your information and must not be copied, reproduced, further distributed to any other person or
published, in whole or in part for any purpose.
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