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Diversification Ratios®

TOBAM’s Diversification
Ratio® (DR) measures to what
extent a  portfolio is

diversified. The DR? (square | All Countries World 3.89 10.61 36.7 %
of the diversification ratio)

measures the number of | World 3.55 9.99 35.5 %
effeotivg degrees of fre.edor.n Emerging Markets 4.26 7.57 56.2 %
to which a portfolio is

exposed. Canada 3.46 7.40 46.7 %
As the table shows, the .

“broad market” indices leave | YUS Equity 2.42 5.48 44.2 %
diversification on the table. In | pgeific Ex-Japan 203 4.81 46.4 %
addition to a snapshot of

each market’'s DR2, the table | EMU 1.72 3.57 48.1 %
shows the DR2 of a well- . o
diversified portfolio, and the UK Equity 210 849 60.3 %
fraction of available | Japan 1.95 3.34 58.5 %
diversification used by the

index. US Credit 2.76 3.67 751 %

Source: TOBAM, figures as of January 29, 2016
20 months in the Life of the Anti-Benchmark US Credit

Having applied the Anti-Benchmark® to equities since 2006, TOBAM successfully
implemented its strategy to corporate bonds for the first time in May 2014.

The Anti-Benchmark investment process aims at delivering the full risk premium via
diversification. To achieve this in the context of the credit asset class, the Anti-Benchmark
US Credit strategy matches the duration and the average spread of the benchmark.

The strategy has attracted over US$ 200 million of net new inflows since its launch in mid-
2014, validating TOBAM'’s innovation efforts in adapting the Maximum Diversification®
approach to fixed income markets. We designed the strategy to offer an innovative solution
to investors targeting these markets, rather than to conform to existing offers and, after 20
months of track record, investors have embraced that innovation.

TOBAM'’s research team worked on product development for three years prior to launch in
order to effectively apply the firm’s trademark Anti-Benchmark® approach to the complexities
of the corporate debt market. The strategy has established a successful track record since
launch, outperforming the Merrill Lynch US Corporate & HY Index by 199 basis points per
annum (as of January 29, 2016).
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1. Introduction

The successful implementation of the Anti-Benchmark strategy for the first time to corporate bonds
represented a significant breakthrough in TOBAM'’s research and execution capabilities. Bringing together
the research contributions of 15 investment experts, the strategy has been designed to implement the Anti-
Benchmark attributes while taking into account the specificities of the corporate debt market.

The Anti-Benchmark investment process aims at delivering the full risk premium via diversification. To
achieve this in the context of the credit asset class, the Anti-Benchmark matches the duration and the
average spread of the benchmark.

The heavy structural biases that plague market-cap weighted equity indices are also observed in issuer-
weighted bond indices. In fact, corporate bond indices are usually weighted according to the volume of
debt issued, a situation that can lead to heavy concentrations and biases towards a limited number of
sources of risks.

Financials and financial services issuers, as well as the energy sector, have historically been over-
represented in US Corporate Credit indices, as illustrated in Chart 1.

Chart 1: Concentration in the Merrill Lynch US Corporate & High Yield Index: Sector weights
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Source: TOBAM. Figures from December 1996 to December 2015.
2. “AB US Credit Confidential”

To better understand the specificities of our strategy and the benefits of the approach applied to
fixed income, we have interviewed Yves Choueifaty, President & CIO of TOBAM and Raphaél Thuin,
Lead Portfolio Manager of AB US Credit to share their experiences

After having being a pioneer in the equity smart beta field since 2006, TOBAM distinguishes itself
once again as one of the pioneer in fixed income smart beta strategies. Why did you decide to enter
the fixed income space? And why with a US Credit strategy?

Yves Choueifaty: Fixed income was an obvious next step for us after years of experience in Maximum
Diversification® applied to equities. The corporate credit space in its mechanism shares a lot of
characteristics with the equity space. Given our experience in equity it was a logical next step to enter the
fixed income field via corporate credit. The US credit being by far the most liquid and largest corporate
bonds market in the world, our choice was... quite logical!
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What are the benefits of the Maximum Diversification® approach applied to Fixed Income?

Yves Choueifaty: The Anti-Benchmark® US Credit strategy aims at avoiding the concentration risks inherent
in issuer-weighted bond indices through superior diversification. Investors are coming to realize that issuer-
weighted corporate bond indices do not provide a diversified risk allocation.

This unique strategy in the fixed income world is designed to capture the credit risk premium from as many
independent and effective risk factors as possible. By maintaining a well-diversified portfolio, the strategy
aims to enhance performance by 150-200 bps p.a. over a full market cycle, while keeping the duration and
average spread in line with those of the benchmark.

s your process 100% systematic like in the equity space, when one could argue that systematic credit
strategies do not generally work?

Raphaél Thuin: It is not possible to be 100% systematic in the credit space. The way the corporate bonds
market trades requires a knowledge and a ground involvement that do not allow for systematic trading.
Fundamental factors, covenants analysis, collateral value or extension risk are complex items very difficult
to model. In addition, adjustments have to be made based on liquidity and flows, through permanent market
monitoring, as well as involvement in the new issue market.

All'in all, the job requires a fair mix of fundamental and technical analysis. And if there is no way to forecast
a default with certainty, you can at least try through a rigorous analysis to take into account the effective risk
factors, and diversify your portfolio’s exposure to the different default risks. The Diversification Ratio® adds
tremendous value to the investment process.

Yves Choueifaty: That was for us part of the challenge when we started to work on this asset class. Coming
from a 100% systematic approach in the equity space, we quickly realized that it was totally unrealistic to
have the same exact approach to fixed income.

Raphaél, your background is on pure discretionary trading, what was your first impression when you
joined TOBAM, one of the pioneers of smart beta in quantitative asset management?

Raphaél Thuin: Two things stroke me. First, the power of the investment philosophy, its simplicity and
clarity. Every money manager has in mind to keep a well-diversified exposure to the market. But this can
only be done in a very basic, unprecise way, mostly based on intuitions and experience. The expertise
TOBAM developed to create a measure for this essential portfolio management tool adds tremendous value
to managing money: intuition is now replaced by a rigorous, undisputable metric.

Secondly, | was very impressed by the quality of the IT and Research team. We have developed in a record
time a set of impressive trading and analysis tools. They provide a very robust technical framework to the
investment and portfolio management process.

fits for a fund manager to have a team of 15 investment experts involved in

Raphaél Thuin: First, the core members of this team have been working together for almost 10 years now
and their only focus is the Anti-Benchmark® strategy and the Maximum Diversification® approach, meaning
that they have a knowledge on TOBAM’s unique strategy that | had never seen before for another strategy.
Then for a firm of 41 employees, having 15 people involved in research is quite unique. It implies an intense
dedication on long term projects which is rare nowadays in our industry.

Lastly from my perspective, it means that | have a full team of experts with different backgrounds (engineers,
economists, quantitative analysts and mathematicians) to support me in terms of research and analysis,
which is an incredible asset.
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What impact has the current global financial environment on the strategy?

Raphaél Thuin: Let me take one example. Over the past few years, the discovery and exploitation of
massive shale oil and gas fields in the U.S. required significant investments by energy companies, mostly
financed through the issuance of new debt. Consequently, the proportion of bonds issued by energy firms
ballooned, reaching at its peak close to 15% of the total market value of the index. This created a massive
concentration of risks in the US corporate bonds market. Obviously, the subsequent collapse of commodity
prices stressed revenues and earnings, which left the industry with an unstainable amount of debt and
triggered a wave of downgrades and defaults we are still going through right now. This is the perfect
illustration of the risks inherent to concentration of bets in the benchmarks and why our approach based on
diversification makes sense for investors looking to access the credit risk premium in an unbiased way.

3. The live track record

a. Anti-Benchmark® US Credit vs. ML US Corporate & High Yield Index

Chart 2: Returns since inception (May 12", 2014 to January 29", 2016)

MDP AB U3 Credit.

6.5 J“-” Return: 4.09%
6.0 Annualized return: 2.36%

L]
5.5 'ﬂi ﬂ. flr'y \ Hist vol: 3.79%
Sharpe ratio: 0.57
50 TR rﬂh Sortino ratio: 0.94
45 ] Y |
0 _ MR {1 h
’ J’ A e '( Jl‘ J' Return: 0.64%
3.5 BT -1 1 Annualized return: 0.37%
% 3.0 / e ? lf‘ \J Hist vol: 3.55%
25 A ] WLUARELEN| _Shame ratio; 0,05
20 —rf_\j‘%ﬂﬁ s {vi_i Excess return: 3.44%
1.5 R. . - .;f__ o Excess annual. return: 1.99%
1:0 H J\F‘ r W W W . Tracking error: 1.65%
0.5 gv T A w/ Ly Info ratio: 1.20
0.0 _F( hr[ W s NP .gn"\\j Beta: 0.96
0.5 W L Correlation: 90.12%
Jensen's alpha: 3.46%

01/05/14 01/07/14 01/09/14 01/11/114 01/01/15 010315 010515 0107/15 01/09/15 01/11/15 01/101/16

—MDP - TOBAM Anti-Benchmark US Credit Fund
BofA Merrill Lynch US Corporate & High Yield Index TR — Difference

Treynor ratio: 0.02

Source: TOBAM. Figures as of January 29, 2016. Returns are stated in USD and Gross of Fees.
Past Performance is not indicative of future results.

Since inception, the Anti-Benchmark US Credit strategy posted an annualized excess return of 1.99%
versus its benchmark, increasing the Sharpe Ratio to 0.57 versus 0.05 for the Merrill Lynch US Corporate
& High Yield Index.

b. Understanding the Anti-Benchmark Relative Performance
i The benefits of diversification

Chart 3 below shows the drivers of the performance of the Anti-Benchmark US Credit and the benchmark
respectively, by breaking it down into various factors.
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Chart 3: Fixed Income Performance Attribution (May 12, 2014 to January 29", 2016)
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Unsurprisingly, since duration and spreads are matched with the ones of the benchmark, the “income”,
“treasury” and “spread” effects have no explanatory power. The main driver of the outperformance is the
so-called “selection effect”, in our approach: the benefits of the bonds’ diversification. The Anti-Benchmark
methodology applied to the corporate bonds universe succeeded in providing superior performance by
delivering greater diversification.

4. Conclusion

Since launch, the Anti-Benchmark AB US Credit returned +4.09% (gross of fees) vs. +0.64% for the Merrill

Lynch US Corporate & High Yield Index.
The outperformance was steady, the benchmark suffered notably from its unrewarded concentrations in the

energy sector while the AB US Credit strategy demonstrated its ability to provide greater diversification.

The Anti-Benchmark US Credit has attracted over US$ 200 million of net new inflows since its launch in mid-
2014, validating TOBAM’s innovation efforts. We believe that the capital coming into the Anti-Benchmark
US Credit strategy from high profile investors shows their trust in our approach and rewards the positive
track record since launch.

Having brought our pioneering research to the equity and fixed income spaces, we are continuing to explore
ways of applying our unique approach across global markets.
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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 Maximum Diversification® approach, supported by original, patented
research and a mathematical definition of diversification, provides clients with diversified core exposure, in
both the equity and fixed income markets. The company manages $8 billion (as of December 2015) via its
Anti-Benchmark® strategies in Equities and Fixed Income. Its team includes 41 investment professionals.

Contacts:
Paris
Christophe Roehri
+33 153234160
Christophe.Roehri@tobam.fr

New York

Stephane Detobel Francis Verpoucke

+1212 468 5171 +1212 468 5170
stephane.detobel@tobamusa.com francis.verpoucke@tobamusa.com
Hong Kong

Christopher Cheung

+852 2827 3894
Christopher.cheung@tobamasia.com

Cape Town

Michael Gran

+44 7796 953 113
Michael.gran@tobam.fr

Client Service

Joe Kiwan

+33 153234166
ClientService@tobam.fr
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Disclaimer

This material is solely for the attention of institutional, professional, qualified or sophisticated investors and distributors. 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 termis 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 49-53 avenue des Champs Elysées, 75008 Paris, France. TOBAM’s Form ADV
is available free of charge upon request. In Canada, TOBAM is acting under the assumed name “Tobam SAS Inc.” in Alberta and
“TOBAM Société par Actions Simplifiée” in Québec.

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 (ii) requires a license.
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