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So why are we here? 36 SOUTH

1) We think that the volatility asset class and tail risk hedging are important to investors.

“Wailtt Wai Listen o me! - . . We donT HAVE o be
ust sheeap!™
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Why Volatility is important?

Restate to ....

“assets which perform well in the presence or
absence of volatility are important to investors™
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Why are volatility assets important?

Why?
It is a big market.
It tends to become irrationally cheap or expensive.

Thus providing a massive source of alpha

Potential for unique diversification
Perfect qualities for tail hedges
Volatility is the proxy for risk

- forecasting

- risk management
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Why Volatility is important?

Volatility market is BIG
enough to warrant attention

65 Trillion notional invested in options globally
according to www.bis.org.
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Tend to become irrationally cheap or expensive? 36 SOUTH

Volatility is cyclical, mean
reverting and counter-intuitive

A picture is worth a thousand words
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Volatility investing in pictures 36 SOUTH

2002-2007
Net short strategy Net long strategy
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Volatility investing in pictures --

Jun 2007 - Dec 2008

Net short strategy Net long strategy
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Volatility investing in pictures 36 SOUTH

2008
Net short strategy Net long strategy
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Volatility investing in pictures

2009 -2012

Net short strategy

(.- - .' .‘?“
o -~ : gl s
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Tend to become irrationally cheap or expensive? 36 SOUTH

Volatility is cyclical, mean
reverting and counter-intuitive

Actual Predicted
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Why Volatility is important? 36 SOUTH

Cyclical, counterintuitive characteristics combined
with the fact that volatility assets easy to price,
difficult to value.

Result: massive potential for alpha.

Example: Google call option 5 year strike 1800
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What is the price of a Google 5 year call option,
strike $1800 when the current price is $9007?

1.50 - $4
2.55-510
3.511- 540
4,541 - $100

5. 5101 - $400




What is the price of a Google 5 year call option,
strike $1800 when the current price is $9007?

1.50-54 0%
2.55-S510 0%
3.511-540 0%
4. 541 - S100 0%

5. 5101 - $400 0%
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Why Volatility is important? 36 SOUTH

November 13

Potential for unique diversification

The “volatility” assets have unique qualities which
should be highly desired by portfolio managers.

Can generate returns in volatile markets?
Long volatility strategies...

In becalmed markets?
Short volatility strategies ...

In idiosyncratic markets

Long / short volatility strategies
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Why Volatility is important?

Potential for unique diversification

Long volatility strategies...

2008 ... the year that changed everything.
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How?

Global financial crisis

Characterized by...

Contagion

Rapidly falling prices

Extreme Volatility

Correlations on all assets except

bonds tending to 1

DID | MISS A
SIGN BACK THERE
SOMEWHERE?
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Why Volatility is important?

November 13

Long volatility strategies display...

« Convexity - ability to snowball returns
positively

* Unique Correlation footprint - tendency for
long vol assets to correlate towards -1 in a crisis.

This...

« Helps a traditional portfolio stay diversified and
smooths out extreme losses.

When the assumptions of mean variance fail.....
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Why Volatility is important?

Potential for unique diversification

Short volatility strategies...

'E- Last Price 1288.71

T High on 05/13/13 1288.71
-+ Average 545.91
1 Low on 09/30/86 = 86.62

86 | '87 | '88 '89 '90 '91 '92 | '93 '94 '95 '9% | '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09 | '10 11 '12 '13
INFO)YZ2aRYE uT Index (CBOE S&P 500 Putuirite Index) Quarterly 01JAN1985-14MAY2013 Copyrightg 2013 Bloomberg Finance L.P. 14-May-2013 10:50:19
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Why Volatility is important?

Potential for unique diversification

Long/Short volatility strategies...

/

Inter product

T
Inter market product
US vs Europe Front month vs back
Europe vs Asia month
Stock vs Bonds OTM vs ATM
ETF vs OTCs
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Why Volatility is important? 36 SOUTH

November 13

Potential for unique diversification

The “volatility” assets have unique qualities which
should be highly desired by portfolio managers.

Can generate returns in volatile markets?
Long volatility strategies...

In becalmed markets?
Short volatility strategies ...

In idiosyncratic markets

Long / short volatility strategies
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Summary - volatility is important...

November 13

Why?
It is a big market.
Tends to become irrationally cheap or expensive.

Thus providing a massive source of alpha

Potential for unique diversification
Perfect qualities for tail hedges
Volatility is the proxy for risk

- forecasting

- risk management
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Reality check

Volatility managers have been found
wanting in their ability to generate returns
even when there is a “tailwind” for their
style.

Why?

So have investors been found wanting.
Why?

Client pull in a counter-intuitive space.

Way forward?

“Wonderful! Just wonderful! ... So much for instilling
them with a sense of awe.”
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Summary 36 SOUTH

I will now hand you over the various speakers who
will spell out exactly how to “tame” or “time” the
volatility assets.
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Regulatory Information 36 SOUTH

36 South Capital Advisors LLP, which is authorised and regulated by the Financial Services Authority ('FSA'), has issued this document for access by Professional
Clients in the UK only and no other person should rely upon the information contained within it.

This document is for discussion purposes only and is not an advertisement and does not constitute an offer to sell or a solicitation of an offer to buy shares in
any fund. This document has been provided to you in a private and confidential manner and may not be reproduced or disseminated to third parties without
36 South Capital Advisors LLP 's prior written consent.

This document concerns certain investment strategies and does not purport to disclose details about any particular existing funds. This document is
accordingly provided for informational purposes only and does not constitute investment advice. This document does not give exhaustive details about the
parties, structures or investment processes. The information herein is not intended to provide, and should not be relied upon for, accounting, legal or tax advice
or investment recommendations. Please consult independent tax, legal, accounting or other advisors in the course of assessing any strategies mentioned in this

document.

Restricted Investors
This document is not, and under no circumstances is to be construed as, an advertisement, or any other step in furtherance of a public offering of shares in the

United States or Canada. This document is not aimed at persons who are resident in the United States, Canada or any province or territory thereof, where the
Companies are not authorised or registered for distribution and where no prospectus for the Companies has been filed with any securities commission or
regulatory authority. The Companies may not be acquired or owned by, or acquired with the assets of, an ERISA Plan.

Risk Warnings

Shares in the Companies may or may not be suitable for all investors. 36 South Capital Advisors LLP does not guarantee the performance of the shares or funds.
The price of the investments (which may trade in limited markets) may go up or down and the investor may not get back the amount invested. Your income is
not fixed and may fluctuate. Past performance is not a reliable indicator of future results. The value of the investment involving exposure to foreign currencies
can be affected by exchange rate movements. We remind you that the levels and bases of, and reliefs from, taxation can change. Further, 36 South Capital
Advisors LLP and/or its affiliated companies and/or their employees from time to time may hold shares or holdings in the underlying shares of, or options on,
any security included in this document and may as principal or agent buy or sell securities.

© 2012 36 South Capital Advisors LLP. Registered Company No. 477881. All rights reserved.
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