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With interest rates near record lows, and developed economies finally experiencing positive growth,
investors are getting more concerned about rises in global interest rates.

While the exposure to interest rate risk is manageable for bond investors via the traditional duration-based
approach, it appears there is no consensus amongst equity investors on how to measure and eventually
manage their interest rate exposure.

As such, we briefly investigate in this note the potential impact of changes in interest rates on the excess
returns of the Equal Weighted, Minimum Volatility and Maximum Diversification strategies versus the
Market Cap Weighted Benchmark in the US equities market. In addition to the interest rate factor, we have
included in our analysis macro-economic variables such as inflation and the trade weighted US Dollar
Index.

@ TOBAM’s Diversification Ratio measures a portfolio’s or index’s diversification. It is supported by original research and is based on a mathematical
definition of diversification. TOBAM'’s “Anti-Benchmark” Most Diversified Portfolio® maximizes this Diversification Ratio. Maximizing diversification within
a universe of securities provides a result closer to the true market risk premium from that universe. “Maximum Diversification®” and “MaxDiv®” are
registered trademarks of TOBAM.
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Overview of the Methodology

Market Cap Weighted Benchmark: MSCI USA, from December 1998 to March 2014.

Equity strategies:

Equal Weighted: MSCI USA Equal Weight Index
Minimum Volatility: MSCI USA Minimum Volatility Index
Maximum Diversification: Anti-Benchmark® US Equity

We have regressed the above US equity strategies’ quarterly returns against the changes of the
following time series which are measured in percentages except for Corporate Interest Rates, for
which changes are measured in differences:

Hwn -

Market Cap Weighted Benchmark: MSCI USA

Corporate Interest Rates: Bank of America Merrill Lynch US corporate investment grade index
Inflation: Consumer Price Index

Currency: The Fed’s US Trade Weighted Major Currency Index (Measure of the dollar strength
compared to a trade-weighted basket of major foreign currencies )

Note: We have used corporate rates instead of government interest rates as the aggregate funding cost of
the MSCI USA companies is likely to be better reflected by a corporate investment grade index.

The results are presented in below:

-

Empirical Results

Exhibit 1. Time Series of 4 variables
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Source TOBAM. Past Performance is not indicative of future results.
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Exhibit 2. Linear Regression
Data from Dec 1998 to Mar 2014

Stocks Corporate Inflation Currency
MSCI US Yield CPI uUsD TW Alpha R2
Anti-Benchmark USA 0.74 -0.58 0.23 -0.14 0.01 74%
tstat 11.45 -0.48 0.28 -0.70 1.70
Equity MSCI USA Minimum Volatility 0.70 -0.93 0.43 0.12 0.00 85%
tstat 16.84 -1.19 0.83 1.00 0.60
MSCI USA Equal Weighted 1.1 -2.00 0.44 0.16 0.01 92%
tstat 23.85 -2.28 0.76 1.16 0.99

Source TOBAM. Past Performance is not indicative of future results.

As shown in Exhibit 2, while all equity portfolios display a negative exposure to US corporate rates, the
level of their exposure differs:

- The Anti-Benchmark® US strategy exhibits the lowest exposure associated with the lowest
level of significance (38% for a t-stat of 0.48) among the 4 variables.

- The Minimum Volatility portfolio achieves an exposure almost twice as high as that of the Anti-
Benchmark®, with a level of significance of 76% (for a t-stat of 1.19).

- The Equal Weighted portfolio registers the highest exposure: double the level for Minimum
Volatility and four times higher compared to the Anti-Benchmark®. In addition to its higher
exposure, the Equal Weighted Portfolio exposure displays the highest level of significance
(97% for a t-stat of 2.28)

These results seem to confirm that the past relative performance of the Equal Weight & Minimum Volatility
strategies are in part due to a higher exposure to interest rate risk during a period in which yields have
experienced a secular downtrend.

In addition to their higher exposure to interest rate changes, the Minimum Volatility and the Equal
Weighted portfolios display a positive exposure to the Currency Index, as opposed to the Anti-
Benchmark. One explanation for this could be a bias toward companies whose business activities are
more US centric. In the case of the Minimum Volatility portfolio, that would likely comprise low volatility
companies such as Utility and Telecom Services stocks. This is also partially mitigated by low t-stats.

During the period studied, the Anti-Benchmark® portfolio is the most immune to changes in interest rates
when compared to Minimum Volatility and Equal Weighted portfolios in US markets. Indeed, from
December 1999 and March 2014, while all three portfolios have demonstrated a negative exposure to
rises in interest rates, the other two smart beta strategies seemed to be in a more vulnerable position
during periods of rising interest rates.
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For more information

TOBAM is an asset management company offering innovative investment capabilities whose aim is to
maximize diversification. TOBAM’s flagship Anti-Benchmark® strategies, supported by original research
and a mathematical definition of diversification, provide clients with diversified core equity exposure, both
globally and in domestic markets. The company manages over $6.2 billion (June 2014) via its Anti-
Benchmark strategies for institutional clients worldwide. Its team includes twenty six financial
professionals.

Contacts:

Paris Office

Christophe Roehri

+33 153234160
christophe.roehri@tobam.fr

New York Office:

Stephane Detobel Francis Verpoucke
+1(646) 829-1621 +1(646) 829-1622
stephane.detobel@tobamusa.com francis.verpoucke@tobamusa.com

Client Service

Joe Kiwan

+33 153234166
ClientService@tobam.fr
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Disclaimers

This material is solely for the attention of institutional, professional, qualified or sophisticated investors and distributors who qualify as
qualified purchasers under the Investment Company Act of 1940 (hereafter the “1940 Act”), as accredited investors under Rule 501
of SEC Regulation D under the US Securities Act of 1933 (“1933 Act”). It is not to be distributed to the general public, private
customers or retail investors in any jurisdiction whatsoever. This document is intended only for the person to whom it has been
delivered.

Funds and/or SICAV specific information may have been provided for information solely to illustrate TOBAM’s expertise in the
strategy. Funds or the SICAV that might be mentioned in this document may not be eligible for sale in some states or countries and
they may not be suitable for all types of investors. In particular, TOBAM funds are not registered for sale in the US, and this
document is not an offer for sale of funds to US persons (as such term is used in Regulation S promulgated under the 1933 Act). This
material is provided for information purposes only and does not constitute a recommendation, solicitation, offer, advice or invitation
to purchase or sell any fund, SICAV or sub-fund or to enter in any transaction and should in no case be interpreted as such, nor shall
it or the fact of its distribution form the basis of, or be relied on in connection with, any contract for the same.

The information provided in this presentation relates to strategies managed by TOBAM, a French investment adviser registered with
the U.S. Securities and Exchange Commission (SEC) under the U.S. Investment Advisers Act of 1940 and the Autorité des Marchés
Financiers (AMF) and having its head office located at 20 rue Quentin Bauchart, 75008 Paris, France. TOBAM’s Form ADV is
available free of charge upon request.

Investment involves risk. All investors should seek the advice of their legal and/or tax counsel or their financial advisor prior to any
investment decision in order to determine its suitability. The value and income produced by a strategy may be adversely affected by
exchange rates, interest rates, or other factors so that an investor may get back less than he or she invested.

Past performance and simulations based on thereon are not indicative of future results nor are they reliable indicators of future
performance. Any performance objective is solely intended to express an objective or target for a return on your investment and
represents a forward-looking statement. It does not represent and should not be construed as a guarantee, promise or assurance of
a specific return on your investment. Actual returns may differ materially from the performance objective, and there are no
guarantees that you will achieve such returns. Back tests do not represent the results of an actual portfolio, and TOBAM does not
guarantee the accuracy of supporting data. The constraints and fees applicable to an actual portfolio would affect results achieved.

This material, including back tests, is based on sources that TOBAM considers to be reliable as of the date shown, but TOBAM does
not warrant the completeness or accuracy of any data, information, opinions or results. TOBAM has continued and will continue its
research efforts amending the investment process from time to time accordingly. TOBAM reserves the right of revision or change
without notice, of the universe, data, models, strategy and opinions. TOBAM accepts no liability whatsoever, whether direct or
indirect, that may arise from the use of information contained in this material. TOBAM can in no way be held responsible for any
decision or investment made on the basis of information contained in this material. The allocations and weightings, as well as the
views, strategies, universes, data, models and opinions of the investment team, are as of the date shown and are subject to change.

This document and the information herein is disclosed to you on a confidential basis and shall not be reproduced, modified,
translated or distributed without the express written permission of TOBAM or TOBAM NORTH AMERICA and to the extent that it is
passed on, care must be taken to ensure that any reproduction is in a form which accurately reflects the information presented here.
This information could be presented by TOBAM NORTH AMERICA, a wholly-owned subsidiary of the TOBAM group of companies
that is authorized to present the investment strategies of TOBAM, subject to TOBAM's supervision, but is not authorized to provide
investment advice.

Copyrights: All text, graphics, interfaces, logos and artwork, including but not limited to the design, structure, selection, coordination,
expression, "look and feel" and arrangement contained in this presentation, are owned by TOBAM and are protected by copyright
and various other intellectual property rights and unfair competition laws. Trademarks: "TOBAM," "MaxDiv," "Maximum
Diversification," "Diversification Ratio,” “Most Diversified Portfolio,” “Most Diversified Portfolios,” “MDP” and "Anti-Benchmark" are
registered trademarks. The absence of a product or service name from this list does not constitute a waiver of TOBAM trademark or
other intellectual property rights concerning that name. Patents: The Anti-Benchmark, MaxDiv and Maximum Diversification
strategies, methods and systems for selecting and managing a portfolio of securities, processes and products are patented or
patent pending. Knowledge, processes and strategies: The Anti-Benchmark, MaxDiv and Maximum Diversification strategies,
methods and systems for selecting and managing a portfolio of securities, processes and products are protected under unfair
competition, passing-off and misappropriation laws. Terms of use: TOBAM owns all rights to, title to and interest in TOBAM products
and services, marketing and promotional materials, trademarks and Patents, including without limitation all associated Intellectual
Property Rights. Any use of the intellectual property, knowledge, processes and strategies of TOBAM for any purpose and under any
form (known and/or unknown) in direct or indirect relation with financial products including but not limited to certificates, indices,
notes, bonds, OTC options, warrants, mutual funds, ETFs and insurance policies (i) is strictly prohibited without TOBAM’s prior
written consent and (i) requires a license.



