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EQUITY BENCHMARK PERFORMANCE: RETURNS AND PERCENTILE RANKS
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¢ U.S. markets rallied in Q4, leading to a positive finish for large cap stocks in 2011. However, the rally was
not enough to overcome Q3 losses in small caps. Foreign equities continued to underperform, leading to

significant negative performance for the year.

¢ 2011 will rank among the worst years for active manager performance; many benchmarks ranked

significantly above the median performance of relative peers.
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TRENDS IN EQUITY RETURNS
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GLOBAL EQUITY RETURNS: 2011
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COMMODITIES

2011

Sector Last 1 Year Begin Price: End Price: Measure
Return Quarter 10/3/2011 12/30/2011

Coffee 0.1% 1.7% $2.27 $2.27 $/Ib 2.6%

Corn 6.7% 17.2% $6.06 $6.47 S/bushel 7.9%

Cotton -5.0% -2.8% $0.97 $0.92 $/Ib 2.5%

Agriculture -14.35% soybean Oil 3.8% -8.1% $0.51 $0.52 $/Ib 2.8%
Soybeans 0.8% -5.6% $11.98 $12.08 $/bushel 7.3%

Sugar -6.2% 2.6% $0.25 $0.23 $/Ib 3.0%

Wheat -0.6% -24.4% $6.57 $6.53 S/bushel 4.5%

Crude Oil 5.5% $78.25 $98.83 S/barrel 15.1%

Energy  -15.97% Heating Ol 6.8% 11.2% $2.73 $2.91 $/gallon 3.9%
Natural Gas $4.11 $2.99 $/MMBtu 9.8%

Unlead. Gas 9.3% $2.43 $2.66 $/gallon 3.9%

Aluminum -9.6% $2,208.75 $1,997.00 S/metric ton 5.0%

Industrial 24.23% Copper 8.4% $3.17 $3.44 S/Ib 7.3%
VCEE]R Nickel -1.6% $19,035 $18,731.00 $/metric ton 2.5%
Zinc -3.5% $1,897.25 $1,830.75 S/metric ton 2.7%

Livestock  -2.30% Lean Hogs -7.2% $0.91 $0.84 $/Ib 2.1%
Live Cattle -2.7% $1.25 $1.21 $/Ib 3.3%

Precious 4.565% Gold -5.6% 12.6% $1,659.60 $1,566.80 S/ troy ounce 10.1%
—— Silver 9.5% -6.2% $30.83 $27.92 $/ troy ounce 3.6%

Index: DJ UBS Commodity

-12.1%

140.30

140.68

National Avg Gas Price

-2.8% 8.0%

$3.62

$3.52$/ gallon

¢ Commodity prices generally declined during the
year due to U.S. dollar strength and rising concerns
over a global economic slowdown.

e Industrials Metals was the hardest hit sector, falling
24.23% during the year.

e Crude Oil prices rebounded sharply during Q4 after
reaching almost two-year lows during September.
The rally was primarily attributable to decreased
fear of a U.S. recession. Growing long-term demand
from emerging markets continues to support prices.

¢ Natural Gas prices fell significantly during 2011 as
production and inventory levels far outpaced
demand — both industrial and residential.

¢ Gold faced a multitude of forces throughout the
year. Prices surged as investors continued to use it
as a source of diversification as well as a “safe
haven;” however, speculation by hedge fund
managers and increased margins for traders hurt
prices later in the year.
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FIXED INCOME: RETURNS AND INTEREST RATES

Emerging Markets
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¢ High Yield spreads compressed 1.76% from their 10/4 peak, driven primarily by an improved outlook for the U.S. and Global
economy. Despite the significant rally, current spreads remain attractive relative to post-crisis lows and expected default rates.

e The Treasury yield curve continued to flatten during the quarter due to Euro concerns and Federal Reserve policy. Despite lower
Treasury yields, inflation expectations increased during the quarter, fueling a continued rally in TIPS. The TIPS market currently
implies annual inflation of 1.59% per year over the next five years, well below the most recent headline CPI year-on-year change
of 3.4%.
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OUTLOOK FOR 2012
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MARKET DRIVERS
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NEAR-TERM TACTICAL RECOMMENDATIONS

Review

us
Economy

Eurozone

We view 2012 as a pivotal point in the long-term direction of the global economy. The developed world is heavily debt ridden
and in need of extreme fiscal reform. Global debt is nearing $200 trillion dollars, with a total debt/GDP ratio at 310%, including
government and private debt. The key theme of 2012 will be policymakers in the developed world; we expect that their actions
will be center stage in determining the future viability of their economies. All eyes will be on Eurozone leaders in 2012 as they
wrestle with this enormous financial and political crisis, but the U.S. will be a significant focus as well, with the potential for
important long-term plans to emerge regardless of a political regime change. Global central banks will keep the world awash
with liquidity long through 2012. The greatest risk we see for 2012 and beyond is the risk of policy mistakes.

We expect the global market volatility to continue into 2012—or until a clear paths to resolve these major issues are determined.
We believe it is prudent for investors to remain well diversified in 2012. Quality and yield will be a core focus in the coming year.

The presidential election season is set to begin amidst a slow growing but seemingly stable economy. However, risks of recession
are elevated, and we expect them to remain elevated, due to external factors. Core election issues will be the economy—
especially unemployment, taxes, regulation, and fiscal reform. Given the utter failure of the Super Committee to propose deficit
reduction, we hope that the 2012 elections will bring leadership to take up the daunting task of tackling the US debt and deficit
problems—even without a full regime change. In the short term, we expect that both payroll tax cuts and unemployment
benefits will be extended, putting further pressure on goals to reduce the budget deficit.

We expect GDP growth to remain low in 2012: 2.0% to 2.5%. Consumption has been strong in the fourth quarter of 2011;
however, anecdotal evidence suggest that strong holiday spending numbers have been due to personal credit expansion.
Unemployment will remain high as companies are still reluctant to hire without clarity on taxes and regulation. Housing will
continue to languish as the previously mentioned problems must be addressed before we can see any significant rebound.

QE3 is looking increasingly more probable—although we remain skeptical that it would be beneficial, as the size of the program
would need to be massive in order to have even a marginal impact.

The Eurozone remains mired in a severe debt crisis, with many of their financial institutions on the verge of collapse. With
Greece insolvent, Portugal and Ireland on life support, and growing questions regarding the liquidity and solvency of Italy and
Spain, the Eurozone has significant financial and political hurdles to restoring confidence in the region and the currency union.
Talks of credit rating downgrades in France and Spain, coupled with credit default swap levels and Germany’s recent failed
auction revealed concerns about even the ability of the euro’s strongest members to withstand the crisis. Doubts about the
future of the Euro will dominate the headlines in 2012. There is not enough room in this piece to discuss all the possible
outcomes and variations of proposed solutions; however, we do believe that viable solutions exist if policymakers are willing to
make difficult decisions.
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NEAR-TERM TACTICAL RECOMMENDATIONS

China

Japan

Emerging
Markets

In 2011, the Chinese government undertook unprecedented policy measures to fight inflation, which rose toward 6% during the
year. These measures, such as capping property prices and halting lending, were designed to fight inflation by purposefully
slowing growth. As inflation has now begun to subside, we expect monetary easing and stimulus action to propel Chinese growth
forward.

After growing at double-digit rates for most of the past year, we expect Chinese growth to slow. However, “slow growth” in China
still means growth above 8%, as large numbers of people “urbanize” each year. The government will continue to manufacture
growth—and jobs—to avoid social unrest.

Japan, the world’s third largest economy, will continue to struggle with fiscal and economic growth issues of its own. With a debt-
to-GDP ratio of 229%, Japan, arguably, sports the worst balance sheet in the world. In the aftermath of the nuclear disaster, the
Japanese government is set to spend approximately $245 billion rebuilding the areas devastated by the earthquake and nuclear
fallout. While this investment should support growth in 2012, the longer-term prospects for Japan are beginning to deteriorate.
The population has begun to decline and more people are leaving the workforce than entering leading to less personal savings
suggesting that their main funding mechanism is in decline. That decline will leave them at the mercy of the markets to fund
their debt and create their own funding crisis within the next few years. We’ve already seen Japanese bond yields starting to rise.
Further complicating matters is that the $1.5 trillion state pension fund is selling bonds to support payment .

In the emerging world, the ever present threat of inflation and fear of slowing exports will lead to slower growth. However, we
believe the these countries will continue to “emerge,” as their populations become increasingly more urban and middle classes
continue to develop. In our opinion, most EM countries are undervalued; with their strong balance sheets and financial reserves,
they should be able to weather any significant slow down in demand for their products.
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NEAR-TERM TACTICAL RECOMMENDATIONS

We are positive on the U.S. equity markets going into 2012. We continue to favor dividend-paying stocks, as corporate

Domestic balance sheets remain healthy and earnings strength looks to continue. Pressures that have affected markets since Q2 have
Equity been largely external. We expect cautious guidance from corporations, given uncertainties about economic growth,
regulation, taxes, and outcomes of the Euro debt crisis.
After a significant decline, the market outlook for Emerging Markets looks even more positive. Concerns about a “hard
Foreign landing” in China are overblown, in our opinion; a slight decline in the annual GDP growth rate is much more likely. We
. recommend avoiding Chinese financials, especially Real Estate. We remain cautious toward Europe, and retain favorable
qu"ty long-term outlooks on commodity-linked countries, especially Canada and Australia. Frontier markets, especially non-oil
linked, offer attractive opportunities.
The nearly 1% decline in interest rates resulted from the “flight to quality” of money away from euros and concerns over a
Fixed potential global economic slowdown. The Fed’s “Operation Twist” appears to have minimal obvious effect. After corporate
Income bond spreads have widened vs. Treasuries, both Investment Grade and High Yield look attractive, despite low absolute rates.
Spreads of Emerging Markets bonds remain wide vs. Treasuries, also creating opportunities.
Commodities remain attractive. Qil still remains highly speculative therefore we are buyers when the price is in the
. $80/barrel range and sellers over $100/barrel. Agricultural commodities also appear attractive, given continued severe
Alternative : : .
weather worldwide and increases in demand.
Investments Managed futures have struggled recently, given the lack of “trends” in global markets. Generally, markets have experienced
swift declines and/or increases, or have been trading in relatively narrow ranges.
UNDERWEIGHT NEUTRAL OVERWEIGHT
* Global Financial equity sector * Europe: Select Euro-based Equities * Dividend-paying stocks
e Bonds, especially Sovereign Euro-based e Commodities (broad) e Agricultural commodities
Economies and Treasuries * China * Emerging market equities
e Australia e Corporate bonds—investment grade and
e (Canada hlgh yleld
 Japan * Emerging market bonds

e Managed Futures



