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INTRODUCTION

Managed Futures strategies encompass a variety of
active investment approaches expressed through
liguid and transparent exchange traded futures and
foreign exchange markets. Options on these contracts
may also be utilized. e $300+ billion dollar Managed
Futures industry is comprised of professional
investment managers, commonly referred to as
Commodity Trading Advisors (“CTAs”"), who actively
manage positions across a wide variety of global
markets and sectors.

Managed Futures, as an investment class, 0 ers
investors a number of bene cial attributes. Dr. John
Lintner rst widely published several of these

bene tsin his seminal 1983 paper “ e Potential
Role of Managed Commaodity-Financial Futures
Accounts (and/or Funds) in Portfolios of Stocks and
Bonds.” In the paper he concluded that every well-
diversi ed portfolio would bene tfrom exposure
to Managed Futures. Since Lintner’s study,
considerable independent research has arrived

at similar conclusions.

FIGURE 1

is paper will address the key characteristics
of Managed Futures which bene tinvestors and
highlight the potential advantages of including
Managed Futures in a diversi ed portfolio.

Non-directionality ~ No directional bias; ability to profit from increasing or

decreasing values/prices without restriction

Historic returns exhibit low correlation to traditional
and alternative asset classes

Non-correlation

Diversification Managed Futures investments can be diversified
across a variety of active investment approaches,

sectors traded and trade duration
Liquidity Deep, active futures and foreign exchange markets
Intraday market-based pricing via futures exchanges
and foreign exchange markets

Transparency

Cash efficiency Ability to increase exposure without borrowing

(financial leverage)

In addition to attractive historical absolute returns,
the Managed Futures industry, as represented by

the ISTOXX® E cient Capital® Managed Futures 20
Indext, has also exhibited a low overall correlation to
traditional assets such as stocks and bonds through a
range of market environments. Managed Futures has
also exhibited a low overall correlation to other alter-
native asset classes including hedge fund strategies.

iSTOXX® Efficient Capital® Managed Futures 20 Index and S&P 500 Total Return Index ¢ January 2001 through December 2012

100% M L
BRI
iSTOXX® Efficient
75% Capital® Managed
) Futures 20 Index
50°%
S&P 500 Total
25% Return Index

POV

(25%)

M |
W

(50%) |

12001 12002 2003 2004 {2005 2006

Data Source: Efficient Capital Management, LLC | Bloomberg

eiSTOXX®E cient Capital® Managed Futures 20 Index was designed to track the returns of the Managed Futures investment class.
e index is comprised of the twenty largest investible Managed Futures managers by assets

with E cient Capital Management, LLC serving as the index research partner.
under management. e index is reconstituted annually and rebalanced monthly.
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e index is provided by STOXX Limited
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MANAGED FUTURES GROWTH

e Managed Futures industry has grown considerably over
the last 30 years and has been one of the fastest growing
alternative strategies over the last 3years.  esigni cant
increase in open interest in futures markets, continuous
improvement in information technology, and increased
interest from institutional investors have contributed to
an uptick in the rate of growth over the last decade.

FIGURE 2

While there are a large number of professional
Managed Futures managers, the vast majority of capital
is concentrated in a core group of rms. As illustrated
in Figure 3, the top 20 Managed Futures managers
ranked by assets under management account for over
50% of the total assets under management of the top
500 Managed Futures managers.

Managed Futures Industry Assets Under Management ¢ January 1980 through December 2011

11980 1 1985

Data Source: BarclayHedge

FIGURE 3

~] $314 Billion USD

Top 500 Managed Futures Managers’ Assets Under Management 2011 * Top 20 CTAs (dark green) vs Remaining 480 CTAs by AUM (light green)

$30 Billion USD

20

AUM

480

Data Source: Efficient Capital Management, LLC | Barclay Hedge

Manager Count
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OVERVIEW OF MANAGED FUTURES STRATEGIES

e Managed Futures industry can be described as
an investment class in which alpha targeting rms
utilize a variety of information and active investment
techniques to extract returns from the market using
futures and foreign exchange instruments. Alpha,
in this sense, can be understood as the active return
independent of the underlying positions held.

Although there are a wide variety of approaches,
many Managed Futures strategies pro tfrom
sustained capital owsin nancial markets. ese
ows occur as a particular market moves from a state
of imbalance toward a new equilibrium. Capital ows
can take the form of rising markets as well as falling
markets. Market ine ciencies form the basis for the
alpha Managed Futures investment strategies
aim to capture.  ese opportunities arise from market
participants’ behavior such as commercial entities
seeking to hedge market exposure.

Today a wide variety of systematic computer
driven models and discretionary approaches are
being implemented based on both technical price-
based inputs and fundamental information. Initial

methods of extracting alpha by Managed Futures
rms involved purchasing or selling a speci ¢
market instrument once a particular market high
or low was reached. e initial approaches were
based on the observation that markets often move
with momentum that can continue in a particular
direction. Over time, original breakout strategies
developed into more sophisticated approaches.
Trend following strategies based on breakout and
momentum concepts continued to evolve with the
introduction of volatility Itering, risk-budgeting
and more dynamic time frame selection. In addition,
some managers began to develop non long term trend
concepts and employed more than just technical data
in their systems.

Often opportunities for Managed Futures traders
have historically come in periods that have proved
di cult for conventional asset classes and other
alternative investments. is is due to Managed
Futures ability to generate gains in expanding
volatility environments through non-directional
momentum and breakout trading.
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Profit from long
positions during
rising prices

Profit from short
positions during
falling prices

An Overview of Managed Futures: An Introduktion to the Asset Class and The iSTOXX® Efficient Capital® Managed Futures 20 Index




MANAGED FUTURES CHARACTERISTICS (continued)

NON-CORRELATION

Managed Futures historically has exhibited low
correlation to traditional investments and other
alternative asset classes. is low correlation is
created by Managed Futures managers’ ability to
dynamically enter long or short positions across
equity index, xed income, commodity, and foreign
exchange markets without taking on any systematic
exposure to an asset class (or beta). Further, they can
go long or short without any funding or exposure
constraints. Relative to equities, Managed Futures

FIGURE 5

have exhibited a measurable negative correlation

in equity bear markets, and a positive correlation

or non-correlation in equity bull markets?. Overall,
there has been non-correlation to equities as the net
average correlation is near zero.

e often timely negative correlation of Managed
Futures to equities is summarized in the illustration
below. Some of the most di  cult periods for
equity markets have corresponded with positive
performance realized by Managed Futures. Over
extended periods of rising or falling equity markets,

S&P 500 Total Return with Bull and Bear Markets Highlighted ¢ January 2001 through December 2012
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Rolling 12 Month Correlation of iSTOXX® Efficient Capital® Managed Futures 20 Index to S&P 500,
Negative Correlation in Bear Markets Highlighted * January 2001 through December 2012
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2 Seealso: Martinelli, Lionel & Vaissie, Mathieu. Benchmarking the Performance of CTAs. from Gregoriou, Greg N., et al.
Commodity Trading Advisors: Risk, Performance Analysis, and Selection. Hoboken: John Wiley & Sons, 2004.page 24.
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Managed Futures managers will often pro t from over time through a range of market environments.

the prevailing trend. Pro ting fromatrendina Managed Futures has exhibited a meaningful positive

falling equity market drives the timely negative correlation during equity bull markets such as 2006

correlation. While there is a conceptual basis for and 2007 and meaningful negative correlation during

this non-correlation and historical precedence, the trying 2008 bear market for equities.

challenging periods for Managed Futures theoretically

can correspond with di  cult equity markets. Figure 8 illustrates the bene t Managed Futures can
provide to a portfolio as represented by the annual

Importantly, Managed Futures have also exhibited returns of various asset classes over the iISTOXX®

low correlation to other alternative asset classes E cient Capital® Managed Futures 20 Index’s 2001-

including hedge fund strategies. As shown in Figure 2011 history.

7, this characteristic of non correlation has persisted

FIGURE 6 FIGURE 7
iSTOXX® Efficient Capital® Managed Futures 20 Index vs S&P 500 Rolling 12 Month Correlation to S&P 500 * December 2002
During Draw downs >15% * 2007-2011 through December 2012
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20 Index
W iSTOXX® Efficient Capital® Managed Futures 20 Index Compound Return (1.0)
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Data Source: Efficient Capital Management, LLC | Bloomberg Data Source: Efficient Capital Management, LLC | HFR

FIGURE 8

Annual Returns of Asset Classes ¢ 20071-2012
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

iSTOXX ECMFI: iISTOXX® Efficient Capital® Managed Futures 20 Index
HFRX GL: Hedge Fund Research Global Hedge Funds

DJ US Real Estate: Dow Jones US Real Estate

JPM GGBI: JP Morgan Global Government Bond Index

S&P 500 TR: S&P 500 Total Return
S&P GSCI TR: S&P Goldman

Data Source: Efficient Capital Management, LLC | Bloomberg
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MANAGED FUTURES CHARACTERISTICS (continued)

DIVERSIFICATION

Managed Futures investments can provide investors a
diversi cation bene tatanumber of levels. Managed
Futures investments can be diversi ed across a
variety of active investment approaches, sectors
traded and trade duration.

A single manager investment may not allow for optimal
exposure to Managed Futures. A multi-manager
approach has the ability to utilize a variety of managers
to provide investors with diversi ed access to Managed
Futures and an overall return representative of the
Managed Futures investment class.

Further diversi cation can be achieved by investing
in managers employing a variety of di erentiated
systematic and discretionary strategies including
mean-reversion/relative value and value/macro-
fundamental approaches.  ese strategies can be
based on technical and/or fundamental inputs. A
signi cant portion of all Managed Futures rms
employ various mixes of such strategies.

FIGURE 9

e below chart (Figure 9) illustrates the pair-wise
correlations of the 20 manager sample comprising the
ISTOXX®E cient Capital® Managed Futures 20 Index.

Market and sector concentration di erences
between strategies can be a meaningful source of
diversi cation as well when investing in Managed
Futures. While many alternative investments,
including a large number of hedge fund strategies,
trade primarily stocks and bonds, a diversi ed
Managed Futures portfolio holds positions across a
wide variety of sectors. Figure 10 is an example of a
Managed Futures portfolio diversi ed across equity
indices, xed income, foreign exchange, energies,
metals, and agricultural instruments.

Finally, the average holding period (the period of time
in which an average position is held by a manager)
can vary signi cantly between Managed Futures
investment managers. Combining managers with

di ering trade durations can also be a meaningful
source of diversi cation.

Component Correlation Matrix
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FIGURE 10

Hypothetical Managed Futures Portfolio Sector Exposure
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Data Source: Efficient Capital Management, LLC

LiQuiDIiTY

Managed Futures rms transact in the deepest,

most liquid markets in the world. e growth in the
number of contracts available to be traded and volume
of contracts traded has made Managed Futures an

e cientand reliable marketplace. Today there are over
150 di erent futures markets available to be traded
and more than 80 exchanges worldwide. Capacity is
extensive and growing. As the futures markets have
enjoyed increased market participation and liquidity,
bid/ask spreads have increasingly narrowed.

For the manager, liquidity means the ability to get

in or out of any position quickly. For the investor,
liquidity means freedom from lock-up provisions often
imposed in some hedge fund strategies and other
alternative investments. Because managers are able

to liquidate positions on a daily basis, most Managed
Futures funds o er daily or monthly liquidity. Because
of this freedom, traders and investors are able to
participate in a cycle in which they may easily move in
and out of markets, which in turn improves the overall
liquidity of those markets and creates the opportunity
for unique product structures.

TRANSPARENCY

Exchange-traded futures as well as interbank foreign
exchange prices are continuously updated and made
available to the public. Market depth and volume

are tracked and published by the exchanges, and
carried by data services such as Bloomberg. In this
way, contract values can be tracked continuously. e

Managed Futures industry also reports to regulators,
making the industry itself transparent and accountable.

For the investor, the transparency of each position is

dependent upon the way the investment is structured.
e level of transparency in a fund is at the fund

manager’s discretion and often transparency is limited.

Managed accounts, on the other hand, o er complete
transparency, giving the investor updated and

full knowledge of account status and value. is
transparency ultimately provides the investor with a
signi cant amount of knowledge and control over the
investment. eiSTOXX®E cient Capital® Managed
Futures 20 Index is comprised only of managers that
are open to managed account investments.

CASH EFFICIENCY

Futures contracts trade on margin. Margins generally
are 5-15% of the overall value of the contract. For
example, to secure a $100 cash equivalent position, the
investor may need only $5in cash. e investor then
has $95 left in cash, $5 deposited in margin, and owns a
$100 value futures contract.  isis “cashe ciency.”

It is worth noting that many investment strategies
use leverage to enhance returns. However, many other
hedge fund strategies and other investment strategies
that seek to take advantage of leverage do not deal
with such liquid instruments; may have to pay the
costs of borrowing and are dependent on a bank for
leverage; or may not have transparent instruments.

e transparency and liquidity of Managed Futures
provide the proper controls needed to bene t from
cash e ciency without any borrowing of capital while
utilizing prudent and patrolled risk management.

For the investment manager, cash e ciency allows
portfolio managers to target exposures with
predictable volatility and a targeted level of returns.
As an extension of this principal, cash e ciency
allows for the ability to increase exposure, per the
investor’s desired risk preference, without any cost of
borrowing typical in other alternative investments.

An Overview of Managed Futures: An Introduction to the Asset Class and The iSTOXX® Efficient Capital® Managed Futures 20 Index
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MANAGED FUTURES IN A PORTFOLIO

Managed Futures are non-correlated, non-directional,
diversi ed, liquid, transparent, and cash e cient.
While only pure non-directionality is unigue to
Managed Futures, the other characteristics exist in
quite di erent forms in other investment classes.

But it is only in Managed Futures that all of them

can be found at work at the same time. e inclusion
of Managed Futures in a portfolio has led to both
increased returns and reduced volatility.

e following table (Figure 11) summarizes the
statistical pro le of Managed Futures relative to

FIGURE 11

traditional and alternative asset class benchmarks.
In addition, the analysis illustrates the improvement
in the statistical pro le of a hypothetical portfolio
of traditional investments and hedge funds when
combined with an investment in Managed Futures.

In this analysis, Managed Futures is shown to
diversify and improve the performance of multiple
portfolios. e Sharpe Ratio, a key variable to
measure the improvement in the risk adjusted return
pro le of an investment, shows the increase in return
relative to a unit risk found when including Managed

Hypothetical Portfolio Analysis ¢ January 2001 through December 2012

January 2001 through December 2012 Sharpe Ratio Sortino Ratio Calmar Omega Ratio Skew Excess Kurtosis
ﬁ;ﬁj;;ﬁ‘ﬁg?ﬂ:l Management 058 061 0.40 1.57 0.12) 0.36
S&P 500 TR Index 0.16 0.14 0.05 1.20 (0.59) 0.93
JPM GGBI 0.97 1.07 0.84 2.09 0.05 0.54
HFRI Equity Hedge (Total) Index 0.52 0.45 0.14 1.51 (0.89) 1.93

The following hypothetical portfolio illustrates Managed Futures diversification benefit to a portfolio of stocks, bonds and hedge funds.

January 2001 through December 2012 Sharpe Ratio Sortino Ratio Calmar Omega Ratio Skew Excess Kurtosis
50% Stocks

30% Bonds 0.47 0.41 0.14 1.47 (0.66) 1.36
20% Hedge Funds

20% Managed Futures
409 k

0% stocks 0.62 0.59 0.19 161 (0.46) 0.70

24% Bonds
16% Hedge Funds

Risk Free Rate=0%

Data Source: Efficient Capital Management, LLC | Bloomberg | HFR
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Futures in a portfolio. Additionally, the Sortino ratio

highlights that the inclusion of Managed Futures

also reduces the downside volatility of the portfolio.
is suggests that Managed Futures has historically

bene ted a portfolio during periods of market stress.

Finally, Managed Futures industry returns, as repre-
sented by the ISTOXX® E cient Capital® Managed
Futures 20 Index, are summarized in the below table

Within the framework of modern portfolio

theory, Managed Futures exposure not only
contributes absolute return but it also adds valuable
diversi cation to a traditional portfolio of stocks

and bonds as well as a portfolio of stocks, bonds, and
hedge funds?®. Based on the characteristics outlined in
this paper, Managed Futures can play an important
role in balanced portfolios of traditional and
alternative assets.

(Figure 12). e table illustrates the relative stability
of the Managed Futures industry return pro le,
particularly over multiple year investment cycles.

FIGURE 12

Hypothetical Compound Annualized Rate of Return of iSTOXX® Efficient Capital® Managed Futures 20 Index ¢ Jan 2001-Dec 2012

From the start of

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
2012 *5.2% 5.2% 4.5% 3.4% 3.9% 3.6% 2.9% 1.7% (1.0%) (0.2%) (4.3%) (3.8%)
2011 6.0% 6.2% 5.5% 4.3% 5.0% 4.9% 4.4% 3.1% (0.1%) 1.7% (4.8%)
2010 7.2% 7.5% 6.9% 5.7% 6.7% 7.0% 6.8% 5.9% 2.4% 8.7%
2009 7.0% 7.3% 6.6% 5.2% 6.3% 6.5% 6.2% 4.5% (3.6%)
2008 8.4% 9.0% 8.4% 7.0% 9.0% 10.1% 11.4% 13.2%
Totheendof | 2007 7.7% 8.3% 7.5% 5.5% 7.6% 8.6% 9.5%
2006 7.4% 8.0% 7.0% 4.2% 6.6% 7.7%
2005 7.4% 8.1% 6.7% 2.5% 5.6%
2004 7.8% 8.9% 7.3% (0.5%)
2003 10.7% 14.0% 15.8%
2002 8.3% 12.2%
2001 4.5%

*5.29 compound annualized rate of return from the start of Jan 2001 to the end of Dec 2012.

Data Source: Efficient Capital Management, LLC

3 Kat, Harry M. Managed Futures and Hedge Funds: A Match Made in Heaven. From Gregoriou, Greg N. et al. Commodity Trading Advisors: Risk, Performance Analysis, and
Selection. Hoboken: John Wiley & Sons, 2004. page 17. Kat's essay provides considerable detail with regard to both skewness and kurtosis in the application of hedge funds
and Managed Futures, together and separately.
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NOTES & DISCLAIMERS

CFTC

PURSUANT TO AN EXEMPTION FROM THE COMMODI-
TIES FUTURES TRADING COMMISSION IN CONNECTION
WITH ACCOUNTS OF QUALIFIED ELIGIBLE PERSONS, THIS
DOCUMENT IS NOT REQUIRED TO BE, AND HAS NOT
BEEN, FILED WITH THE COMMISSION. THE COMMODITY
FUTURES TRADING COMMISSION DOES NOT PASS

UPON THE MERITS OF PARTICIPATING IN A TRADING
PROGRAM OR UPON THE ADEQUACY OR ACCURACY OF
COMMODITY FUTURES TRADING ADVISOR DISCLOSURE.
CONSEQUENTLY, THE COMMODITY FUTURES TRADING
COMMISSION HAS NOT REVIEWED OR APPROVED THESE

TRADING PROGRAM STRATEGIES OR THIS DOCUMENT.

SOLICITATION AND RISK

THIS DOCUMENT IS NOT A SOLICITATION FOR
INVESTMENT, AND DOES NOT DESCRIBE ALL THE VARIOUS
RISKS ASSOCIATED WITH INVESTING IN MANAGED
FUTURES OR FOREIGN CURRENCY EXCHANGE, A LIST OF
WHICH IS IN OUR FUND OFFERING DOCUMENTS AND OUR
COMPLETED DUE DILIGENCE QUESTIONNAIRES. WE CAN
PROVIDE THESE DOCUMENTS, OR THE LIST, TO YOU UPON
REQUEST.

iscon dential information was prepared solely for your use
and should not be distributed outside of your organization. is
document does not constitute a solicitation in any jurisdiction in
which such a solicitation is unlawful. Moreover, this document
neither constitutes an o er to enter into an investment
agreement with the recipient of this document nor an invitation
to respond to the document by making an o er to enter into
an investment agreement. Opinions expressed are our current
opinions only.

EXPLANATION OF DATA

e data used in this study has been gathered from a variety
of sources, both internal and external, which are noted in the
documentitself. E cient Capital Management®, LLC, believes
these sources to be reliable, but can make no guarantees
regarding the accuracy of the data provided.

PROSPECTIVE INVESTORS ARE CAUTIONED

Prospective investors are cautioned that the performance on

the preceding pages is not indicative of and has no bearing on
any trading results which may be attained by E cient Capital
Management® or any of its accounts or funds in the future, since
past results are not necessarily indicative of future results. ere
can be no assurance that an account or fund will earn any pro ts
atall or will be able to avoid incurring substantial losses.

FEES, CHARGES, AND EXPENSES

e fees, charges, and expenses applicable to individual accounts
are not speci cally described herein.

STOXX

STOXX Limited, its owners, data sources, business partners and
agents (the “STOXX Parties”) have no relationship to the E  cient
Capital Management, LLC, other than the licensing of the iSTOXX®
E cient Capital® Managed Futures 20 Index and the related trade-
marks for use in connection with the ISTOXX®E cient Capital®
Managed Futures 20 Index.

e STOXX Parties will not have any liability in connection
with the iSTOXX® E cient Capital® Managed Futures 20 Index.
Speci cally, the STOXX Parties do not make any warranty,
express or implied, and disclaim any and all warranty about:
the results to be obtained by the iISTOXX® E cient Capital®
Managed Futures 20 Index, and the data included in the iSTOXX®
E cient Capital® Managed Futures 20 Index; the accuracy or
completeness of the ISTOXX®E cient Capital® Managed Futures
20 Index and its data; the merchantability and the tness for
a particular purpose or use of the iISTOXX® E cient Capital®
Managed Futures 20 Index and its data; the STOXX Parties will
have no liability for any errors, omissions or interruptions in
the iISTOXX®E cient Capital® Managed Futures 20 Index or its
data; under no circumstances will the STOXX Parties be liable
for any lost pro tsor indirect, punitive, special or consequential
damages or losses, even if the STOXX Parties know that they

might occur.

TRADEMARKS

eE cientlogo, E cient Capital®and E cient Capital
Management® are registered trademarks of E cient Capital
Management, LLC.

Past results are not necessarily indicative of future results.
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