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Theory & Practical application
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(L) Return forecast are always wrong
() Asset covariances are unstable
() Autocorrelation do exist

() Markets are not always efficient
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Targeting Return vs. Risk Management
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The traditional way:
Return targeting

* Based on expectations of future returns
* Expectations are most often wrong
* Fixed intervals for portfolio rebalancing

* Changes in risk/volatility not taken into consideration

* Assumes that assets move in stable patterns relative
to each other

* In times of trend changes, portfolio is only
rebalanced as trend estimates are revised

The ARA way:
Volatility targeting

* Based on existing volatilities
* No guesswork as the volatilities are available

» Adaptive intervals for rebalancing determined by target
volatility

» Adjusting to changes in risk

» Takes into consideration that correlation patterns
change

* In times of trend changes, volatility changes force a
portfolio rebalancing
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Fundamental factors Corre‘la'tlon & Market Intelligence Technical factors
Volatility factors factors

Active Risk Allocation

¥

Adaptation to risk profiles and investment universe

Portfolio
Dynamic
Multi-
Assets

Portfolio
Leverage
Multi-
Assets

Portfolio
Equities
Tactical
Overlay

Portfolio
Equities
Multi-
Factor

Portfolio
example
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Active Risk Allocation

Summary of method

() Decide on desired portfolio volatility band
* 3.5-5%, 6-8% or 9-11% target
* Depending on model input

() Allocate between risk assets and non-risk
assets

* Between 0 and 100% of portfolio may be allocated
to risk assets

* Depending on model input

(J Calculate portfolio allocation

* Allocating assets in a way that no asset class gives
a too large risk contribution (almost Risk Parity)

* Respecting overall volatility target
* Respecting overall allocation target

() Daily follow up
* Daily calculation of expected portfolio volatility

* Daily supervision of OMRI and portfolio risk
allocation

» Corrective action if necessary
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Portfolio Risk
Target

Allocation to risk
assets

Optimal risk
allocation

Daily follow up
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Try something else

Volatility targeting 98ob — an example

() Finding best allocation,
based only on volatility
(risk) control

(J Simplified example, with
only two investments
. MSCI World Stocks
+ JPMorgan GBI Bonds

(J Strategy

*  Allocation is adjusted
monthly

*  Target volatility 9%

(] Results

* Annualised return of 5.6%
against 0.3%

*  Realised volatility 8.8%
agalnst MSCI Volatility of
19.74%

*  Max Drawdown of 9.0%
a?alnst MSCI Drawdown
of 52.1%

(J A reactive strategy that
reduces losses to
outperform the market.

Volatility targeting with stocks and bonds
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Holdings of stocks and bonds (available as ETF’s) are adjusted monthly, targeting 9% portfolio volatility. In
periods of increasing volatility, allocation is automatically directed towards the less volatile asset class.
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OPRA®, the backbone of our approach

1/2016 China
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crisis, Brexit
Trump, Russia 2018 US-China
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State of the components: Risk-on, last inning

14 November 2019

Indicator Sentiment Last update
Comfortable
X-Asset correlation _ 14 Nov 2019
Economic Surprises _ 14 Nov 2019
Financial Conditions Comfortable 14 Nov 2019
Global Financial Stress Comfortable 13 Nov 2019
Dollar indicator Neutral 14 Nov 2019
Money Velocity _ 14 Nov 2019
Summary Comfortable Risk Dimensions 30 Sep 19

X-Asset correlation

e==31 Oct 19

= Most Recent

Money Velocity " Economic Surprises

~ 7/

_~ Financial Conditions

Dollar indicator

Risk low towardscentre,
increasing going outwards

Global Financial Stress
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Asset Class Low High Proxy for asset class

Short-term liquidity 0% 20% JPMECUL:LX
Top AAA bonds 30% 65% IEAG:IM / FRTDANB:LX

Asset backed mortgage bonds 10% 30% FRODMBF:LX

High yield 0% 30% HYLD:LN

Investment grade 0% 20% BBINGRR:LX / LQD:US

Emerging market 0% 10% EMB:US

Stocks 10% 35%

Global stocks 5% 30% IBCH:GR

Regional stocks 5% 15% SPIOMXC:DC / CARWWDA:DC
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Portfolio — Historic asset allocation
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Performance
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Portfolio performance, Index

Baseline portfolio vs ARA portfolio
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Excess performance
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Accumulated excess performance
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This document is informative and confidential and includes information intended for institutional or professional investors. It can only
be read by the person to whom it is addressed. The contents of this document can not be reproduced without the prior written
permission from Origo Advisory Services Sarl. (OAS). The information contained herein has been obtained from sources deemed
reliable, however the production of this information may contain errors or omissions that have escaped our vigilance and OAS or its
representatives have no responsibility for the information.

Any views or opinions expressed in this presentation are solely those of the author and does necessarily represent those of OAS.
Unless otherwise stated, this presentation is not investment research.

The information is not intended to provide recommendations, and should not be relied upon, for accounting, legal, tax advice or
investment purposes. You should consult your tax, legal, accounting or other advisers separately. Nothing in this information summary
should be construed as an offer, invitation or general solicitation to invest or to engage in any other transactions.

This presentation should not be considered as a recommendation or an offer to sell financial instruments. The past performance of a
product does not represent its future performance and the value of the investments may vary up or down. Investors must make
investment decisions based on their financial position and their objectives of investment in light of the regulations which are
applicable to them. At no time can not be held liable for any direct or indirect result of using this document. OAS can not be held
responsible for direct or indirect damages resulting from the use of this document.
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