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Consider a Different Way to Diversify Your Portfolio
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Alternative Investments Differ from
Traditional Investments

rnative ins rum of strategies that cann

hese strategies have the potential to help lower volatility and increase diversification in clients’ portfolios
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Alternative Investments Industry: AUM Projections
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Large College Endowments Are Heavily Invested in Alternatives
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Academic Leaders Are Significantly Invested in Alternatives
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What Is a Hedge Fund?

+ A hedge fund is an alternative investment strategy that is designed to reduce overall portfolio
volatility, increase diversification and provide the potential for enhanced returns

- They consistof both domesticand Kets and typically employ

sophisticated trading strategies, using leverage and derivative instrumentsin their goal to
generate alpha:

Amanager's ability to gen

e alpha is primarily based on its investment strategy often utilizing:

g, derivatives, and lliquid securities

jes and sec:

ties are used by hedge fund managers with the objec

enhancing returns and reducing risks, however they also incre: e risk of losses
- Hedge funds are not new - they have been in existencefor over 5o years
- Typically, hedge funds seek an absolute returns

Unlike traditional vehicles, which manage to a relative benchmark

« Primarily investin publicly-traded securities

ks / bor nmodities currenc:
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Traditional Portfolios May Benefit from
Hedge Fund Allocations
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Alternative Investments Performance in Bear & Bull Markets

January 2000 - December 2014
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Hedge Fund Risk Return Comparison
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Fund of Hedge Funds
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Fund of Hedge Funds q
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Rationale for Professional Hedge Fund Selection

gle investment vehicle. Markets

Managed Futures
1
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Annualized Return of Managed Futures

Average Annual Return
Annualized Standard Deviation
Worst Draw Down

Best/ Worst 22 Month Return

96 Positive 12 Month Periods
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Managed Futures During Market Turmoil
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Index Growth Comparison

Janvary 3, 2000 - December 33, 2014
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Private Equity Defined o
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Private Equity Strategies

Stages of aCompany Life Cycle
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PubicorPrivate
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Private Equity Investing
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Accessing Private Equity2
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Understanding Private Equity Returns
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fit:

Real Estate Attributes
|

Historically, high correlation with market indices Historically, low correlation with marketindices

ven during
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The 4 Quadrants of Commercial Real Estate Investing

Public and Private - Debt and Equity

Debt

ndFunds

Private
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Diversifying With Commercial Real Estate

Exchange Funds

Real Estate Investment Strategies*

Expected Rewm*

¥

-
-
-
-
-
-
-

i
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Exchange Funds ﬂ
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The Case for Alternative Investments
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Quantitative Easing Has Enhanced Returns for Stocks and Bonds
TheRecentPatis o rlague
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While Volatility Has Decreased
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Which Led to Extraordinary Risk-Adjusted Returns

Sharpe Ratio of a 60% S&P 500 | 40% Barclays US Aggregate Portfolio
Rolling Thee-Year Average, 32f August 3, 2015
— Roling Year Average
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Global Capital Markets Volatility Is Increasing With the End

of USQE

Rates and FXVolatility
A of August 28, 2015
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s of August 35, 2015
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With Interest Rates Rising and Bond Volatility Increasing,
Bonds Are Not Likely to Be an “*Anchor to Windward”

US 20-Year Treasury YieldVs. Nominal GDP* &P 500 andVIX Index

s of August 35, 2015 A of August 31, 015

W s0-VearTreasury Vi ns —sepse0 "
Nominal GDP (s year moving average) Vixindex
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Lower Volatility Increases Probability of Success
Between both target an averag I return, the pe lower a
higher pr achieving the target return and lower pr g 3
Reducing Portolovaltitynceases Pobabity of Reaching Gosl
PortfolioVolatility: 10%
Poiolovaatity:
£
H
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What Constitutes “Alternatives Investments”?

Private Equity Commodities
Hedge Funds Venture Capital
Real Estate Master Limited
REITs Partnerships (MLPs)

Collectibles
Currency

Structured Investments

11
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Many Alternatives Strategies Have Low Correlations to Stocks & Bonds

not

Asof August33, 2015
Altemative Strategies Annvalized Annual Volatility, 25 Long Run Correlations 25-Year Maximum

Performancesince 1990 YearAverage  Comelation  Comelationto | SharpeRatio  Drawdown
oS8P GlobalBonds

Equity Long/Short B % o7 026 046 g%
EventDriven 1% 5% o070 om 220 248%
Hedge Fund of Funds Composite 7% W o4 010 o068 222%
Relative Value 96% 32% I 014 149 Bo%
Equity Market Nevtral 4% 34% 003 035 020 9.29%
Convertible Arbitrage 8% W% 046 022 078 353%
Global Macro 1% 64% 032 025 107 0%
Distressed Credit 2% 52% o052 008 123 27.4%
Managed Futures 0.4 7.5% o 007 034 203%
S&P 500 9.6% 3% 043 “So.9%
Barclays Capital Global 6% 5% os 201%
Aggregate Bond Index

e,
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Hedged Strategies’ Diversification Properties Are Not Homogeneous

o ndexed January 31,2007

200 . 200 o0 - . o o -

Recession Eauity Hedge Equity MarketNeutrsl = MamagedFutures = 58P 500
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The GIC's Alternatives Assets | Categories

Real Assets

MLPs, Global REITs

lobal M. Funds,

Equity Long/Short, Event Driven, Structured Investments

Private Equity, Pivate Direct Real Estate, Early StageVenture, istressed Lending, Direct
Lend “Timberland, Water, Collectibles, et
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Which Alternatives Asset ClassesYou Add to a Portfolio Matters

January 33,199010 August 30,2015
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The GIC's Framework Employs an Outcomes-Oriented
Approach to Using Alternative Investments

Client Goal
Alternatives' Portfolio Alternative Suggested
Main Purpose Assets

Margan $tanley

Alternative Strategies Should Adhere to Investment Objectives

AsofMarch 33,2035
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The Increased Availability of Alternatives Mutual Funds/ETFs Has
Transformed Asset Allocation Choices for Private Clients

Business Traditional Private Alternative
Consideration Offerings Mutual Funds/ETFs

q
layed c

Source MorganStane WeathianageraneGobal st Commiee
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Keep in Mind Liquidity Has a Price. Is Liquidity Overvalued
by Investors?

Investors Pay a Performance Price for Liquidity
Asof March 2013

3 e Difference inNet Returns Between Private Offeringsand
AltemativeMutual FondsfETFs+

aa0%

Canned s
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Talent Differences Also Can Impact Performance Realization

Investors Pay a Performance Price for Liquidity

Performance Comparison: Traditional Hedge Funds vs Mutual Funds
August 3, 205210 Jly 30,2015

IndextFunds Number of 3vear 3vear
Fonds Performance  Performance  Performance  Performance  Performance  Performance
(Overalh Diffrence  (Topas¥)  Difference  (Topao%)  Diflrence
(Overaly (Topas%) (Topaose)
@ 730 036 E
HERI Equity Hedge Index P 838 13 429 s 2029 6
Morningstar Market Neutral 3 240 356 o
HERI Equity Market Neutral Index s st 3w 896 sa o 838
Morningstar Mtalternative & s su 747
HERIFOF Composite Index % 62 236 80 350 05 350
Morningstar Managed Futures a e 602 747
HERI Macro Systamatic Diversified Index a5 25 029 653 o5 w062 33
Morningstar Multi-Currency " a3 240 2
HERI Macro Currency Index =5 a0 ass 505 369 63 3
Average Performance Diference o S o

Sowce: W, Morngetr, Morgn Saney West
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Investors Should Consider Allocating Across the Liquidity Spectrum

As of une 30,2015

More Less
Liquid

Liquid

cquityere Actively Long/Short  Private

f Private  Venture
I Fundy  Managed EquityHedge  Equity

Mutual Funds ~ Funds Secondaries  COUY  Capital

Highield  Municipal t‘:;ﬂ::':"g‘e Mezzanine  Distressed
Bonds Bonds o Debt Del

Liquid Real

Estate Debt PrivateReal Private Real Estate
Managed  ESAtEDEBt o Equity

Futures

Source MorganSane Hesksnagurart €
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Private Market Performance Premium

Private EquityVs. Public Equity: (1990 - 20147
Annualized Tota Retums 25 of 10 3015

% Private Equity has historically I prvate ey Totl Reurn
6% ic equity markets,
S cheanronaried o vty
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Debunking Commonly Held Myths About Alternatives
While the case for ling alts Iternati under-
represented in many client portfolios.

Hend We explain and

Alternatives Myth

2. AllAlternatives are Exp

2. Alternativesare liquid (and That's
Somethingto Avoid)

tfee,the Gi
justifed on a isk-adjusted basis.

avery dy.
quarterly fiings on fund hocings.

formatsaf
foranamount o sk
investments,
benefts.
L CiftaterLLC, 2o
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Debunking Commonly Held Myths About Alternatives

3. Alternatives Make a Portfolio Riskier
(Than Tradtional Long-Only)

bond portfolios. By defintion, many aternatives have low correlatons o traditonal aset classes.

. Alternatives Exist to Achieve "Higher

Nowthey.

raditonsl atemative investments such s mutual funds, ETFs, CEFs, UITs and SMAS. It s he firm's

andinvestmentopportuntis.

5. Alternativesare not Widely Accessible

Morgan Stanley

Theme 1: Manage Broad Global Volatility

10/9/2015
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Manage Broad GlobalVolatility: Consider Global Macro and Managed Futures
Strategies to Hedge Potential MarketVolatility

As of September 2015

e GIC years across
fears

markets. Blanced growth investors should
Context Managed Futures Have Benefitted from HigherVolatilty
s of August 31, 2035

Fed engaged in Quantitative Easing (QF)
H

v

. inOctaber
scare fears, vlatity s picked up meaningfly
. tesand
A A
finishingthe year ending August 33, 2015 Up 1036 ,a NV\'\/\/\J\ /\
. i \,

up 6%—the highest year-over-year retursince 2010°

NEB

5

SBEEHESEEE

T3

W Dz kea Decsy hew Dsa kes
years and are ikely to struggle with redemptions = ViXindex et )

Barcayhiedge BTOP odex Managed s, fiht s
investmentThesis Global Macro StrategiesCan Provide Potentially Higher Returns and
Less Risk During Major Equity Market Drawdowns
s of August 35, 2015

ininterest rates and currencies rrr— Nov.soey o009

+ The GIC believesthat 2015 s the year of the "Great Rebalancing” -
markets and global consumers 2o
* Asaresult it makes sense to have exposure to global macroand ey
normalizationin rate,currency and commodity markets Perfomance  Deviation  Performance _ Deviation
= HERI Macro (Total Index 547 500 Total Return
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Manage Broad GlobalVolatility: Consider Global Macro and Managed Futures
Strategies to Hedge Potential MarketVolatility

Asof Septermber 015
Investment Ideas Volatilty of Global Macro Funds s Lower Than That of Equities
ora 5o/s0 Blend of Stacks and Bonds

s of August 31, 015" (Based on Data Since January 1990)

+ The GIC believes global macro strategies shovld become more.
attractive when global volatiity increases

6% a0
formanaged futures strategies -
. 7
redemptionsin 2015, 50 we have reduced theirrelative b -
attractiveness o
o
UsBarclays Agg.

HRIMacoTota) S8R0
i

B Arvualized Voltity

Key Risks

+ Some equity market upside may be imited by pursuing these.
strategies

strategiestess relevant

Bonber Facset,

10/9/2015
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Rising Volatility Improves Outlook for Alternatives
VX index . Merilynch OptionVolity Estimate (HOVE) ndex
o “
w
J 3
-
w s
© v/‘ \/’\_‘ \/\ s
Vixindextrighti
w s
anso Novao seps b oy Marss s

Soure Facse, By, MorgaSarey West irsgenent G

MorganStanley
Hedged Strategies and Global Alternatives Risk/Return
R HodgeFondSateges HFRIHedgeFud Stategies
S Tt e e it st A 3 205
4% HERIED:
HFRI Fund I HFRI Event -
o ofFunds P M cauy
6% Relative Hedge
£ o% x 6% gl wmiRd
2 HFRI Equity S of Funds
& HERI HFRI Event Hedge £s HFRIED:
S Dren E0) L Distressed
H alve £ Securties
< 4% HERI Fixed <%
Income - HFRIED:  yg Fixed
6% Corporate FRI EDd 3% Merger Income
Distresse % Atbitrage  cor0o
8% Securities ¥ Corporats
2%
2% % 4% 5% 6% 2% % % 5% 6%

Annualized Standard Deviation (Risk)

Annualized Standard Deviation (Risk)
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Theme 2: Managing Risk of Rising Rates

Morgan Staniey
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Manage Risk of Rising Rates and Spread Widening: Use Credit Long/Short
and Structured Credit Funds Utilizing Hedged, Low-Duration Strategies

Asof September 2015
Theai
I particular, s rates rise, the GIC.
Context Creditsp ) €
he GiC s ofSeptember 37, 2015
income in 20155 the Fed prepares o officially hike rates P 2%
. e
back up, taking nominalrates with them ,.. 209
o o
. e s
. Py o
catalyzedin large part by the crashin ol prices *
Iy ‘ge partby. P s
. s
Barclays Emerging Markets Corporate USD Index eft axis)
InvestmentThesis —— Barlays US Aga, High Yield ndex (ft axis
—— Barcays US Aga, Investment Grade Index (ight axs)
credit qualty, creating dispersion in spreads and opportunitie for CreditCurve Has SteepenedsSince 2013
security selection Asof September 11, 2015
H 000055
are stilwell below historicalpeaks.
+ Given our expectations for rsing rates and higher voltiity n 2015 and oo
beyond, investors should pursue strategies with lower duration, which o
canhelp reduce volatiity na ising rate environment
+ Managers focused on credit-sensitive bonds in corporate and e
structured credit can generate returns from security selection 00
fiskutilzing market hedges e o e
—— OAS: sarzcns OAS: safgasaony 0AS: sapalaons
Souce egh

Morgan Staniey

Manage Risk of Rising Rates and Spread Widening: Use Credit Long/Short
and Structured Credit Funds Utilizing Hedged, Low-Duration Strategies

Asof September 2015
Investment Ideas
+ Favormanagers with low duration (between o and 3 years)

Seek exposure to funds that are more credit sensitive in their
security selection

+ Focus on structured credit managers who are concentratedin
CMBS 2nd CLOS

KeyRisks

+ Interest rates do not normalize as e believe they will, making
short-durationstrategies less relevant

equitiesina risk-off environment

adverselyimpact structured credit markets

Source MorganStanley & o, The Vield Saok, Bloomberg

US Invest. overage Elevated
Asof 203015

2992 1994 1996 1998 2000 2002 2004 2006 2008 2030 2032 2034
—— US Investment Grade Interest Coverage

HighYield Interest Coverage Also Historically High
Asof 203015
s

g —_
1997 1999 001 003 005 007 2009 om 203 205

——US High Vild Interest Coverage.
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FedWill Likely Raise Interest Rates as Economy Continues to Expand

Fed Funds FuturesCurve (2015€ - 2018€)
A of August 31, 2035

o%  —Fed Funds Futures Curve
Fed Dec 2014 Median Rate Path

5% Fed March 2015 Median Rate Path
" Fed June 2035 Median Rate Path

oM aug 15 sanise onag e Novase apraze Separe FebasE ine

Margan Stanley
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Long-Duration! Bonds Can Be Risky When Rates Rise

Total Return Impact of a 1% Rise/Fallin Interest Rates
s of August 35, 2015

sl
20% Floating Rate
%Rise aYear
e ot
aBs
sYer so%
%
High Yield
TIPS - s s
Broad Market
se%
so-vear
8%
Munidpals
30vear 2%
g Corporates
% ot o o P
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Theme 3: Manage Equity Exposure
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Manage Equity Exposure: Use Event-Driven and Equity Long/Short Strategies
to Diversify/Amplify Global Equity Exposure

Asof eptember 2015

1805, of activist

Context Correlations Collapse—Active Management More Attractive
. of

classes and secuities emain ow, making ative strategies
(particularly equity longlshort) more attractive

+ MEAactivityinthe US hasjust started to pick up, of fering more.
fertle ground for event-driven managers

+ Rising volatityin globalinterest rates, currencies and

exploited

InvestmentThesis
+ Asaresultof low asset correlations, it makes sense to consider a

more actve investment approachin equities US MEAActivity |s Elevated

Oallars)
l9ger b 5300
+ We donot think that recent rule proposals from the US Treasury. s
“taxinversions’ o
+ Wide currency divergences are liely to create incentives for P
consolidation deals; this could make event-driven strategies T ————
especially relevantin 2015 = US MBA Transaction Value, Tree-Month Average

itk S

Margan Stanley
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Manage Equity Exposure: Use Event-Driven and Equity Long/Short Strategies
to Diversify/Amplify Global Equity Exposure

A ofSeptember 2035

Investment deas Equity Long/Short Funds Have Generated Attractive Risk-Adjusted Returns
of

stage of the recovery cycle "

+ Seek exposure to stocks that could benefit from M&A, LEOS *
and share repurchases o 2o
+ Focus on managerswith expertise in our favored equity s o
markets—Japan, Europe and the US
o5 —
oz . %
KeyRisks o0 =
) SharpeRato Maximum Drawdown
event-drivenmanagers sap o0
prevd

+ Astring of disappointing economic data could aise questions
aboutthe strength of the US ecanomic recovery

Morgan Stanley

Theme 4: Seek Private Market Opportunities
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Seek Private Market Opportunities

» Private Equity Outlook
= Commodity Companies (Energy, Metals)
= Secondaries

> Real Estate Outlook
= U.S. Residential Market Opportunities
= Niche Market Opportunities (College Campus, Senior Living)

» Private Debt Outlook — Bank Regulation Trade
= Middle Market
= Europe
= Real Estate
= Energy

» Impact Investing
= Socially responsible private equity

Appendix
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Appendix (cont'd)
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Appendix (cont'd)
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Appendix (cont'd)
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Appendix (cont'd)
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Important Notice Regarding Complex Products

The type of mutual funds and ETFs discussed in thi ut mplex dior derivatives.
Examptes of these typos o funds ncude those tha Uiz one o more o ha below noted nvetment srateies or categoresor whih seek
exposure tothe following markets:

. jrural,  Currency,
* Managed Futures

* Leveraged, Inverse or Inverse Leveraged

+ Bear Market, Hedging, Long-Short Equity, Market Neutral

+ Real Estate

* Volatlity (seeking exposure to the CBOE ViX Index)

You should keep in mind that while mutual funds and ETFs may, at times, utilize nontraditional investment options and strategies, they
should not be equated with unregistered privately offered alternative investments. Because of regulatory limitations, mutual funds and ETFs
that seek alternative-like investment exposure must utilize a more limited investment universe. As a result, investment returns and portfolio
characteristics of alternative mutual funds and ETFs may vary from traditional hedge funds pursuing similar investment objectives.
Moreover, traditional hedge funds have limited liquidity with long *lock-up” periods allowing them to pursue investment strategies without
having to factor in the need to meet client redemptions and ETFS trade on an exchange. On the other hand, mutual funds typically must
meet daily client redemptions. This differing liquidity profile can have a material impact on the investment returns generated by a mutual or

Nontraditional investment options and strategies are by a portfol to further a fund objective and to
elp offset market risks. However, these features ay be comple, making it more diffcut o understand the fund's essentialcharacteristics
and risks, and how it wil perform in different market environments and over various periods of time. They may also expose the fund to
increased vlatlty and unanticipated isks particularly when used in complex combinations andjor accompanied by the use of borrowing or
“leverage

Margan Stanley

Appendix

HFRI Indices

3 indices).

(the returns of the indices may not be representative of al the hedge funds i the universe because of the tendency of ower performing funds to leave the index);

heterogeneity (not al hedge funds are alike or comparable to one another, and the index may not accurately reflect the performance of a described style; and

limited data (many hedge funds do not report to indices, and the index may omit funds, the inclusion of which might significantly affect the performance shown.

e HER! ncices aebased o nformaton sefeored b hdg fund managers tha dcie on thi wn,at any e, whethr o ot they want toprovide, o
Ass Results for funds that go out o luded in the index until

operations. Therefor

Hedge Fund Index Performance Biases
It should be noted that the majority of hedge fund indexes are comprised of hedge fund manager returns, This is in contrast to traditionsl indeses, which are
comprised of individual securites in the various market segments they represent and offer complete transparency as to membership and construction
thodl b, of

performance, while others may skew performance negatively. However, many studies indicate that overall hedge fund index performance has been biased to the
upside. Some studies suggest performance has been inflated by up to 260 basis points or more annually depending on the types of biases included and the time
period st Athough thert are umerous poental base tht coud afect Peage fnd retrns, we entiy some of the rere Commen ancs hroughout
paer.

Self-selection bias results when certain manager returns are not included in the index returns and may result in performance being skewed up or down. Because
hedge funds are private placements, hedge fund managers are able to decide which fund returns they want to report and are able to pt out of reporting to the
various databases. Certain hedge fund managers may choose only to report returns for funds with strong retums and opt out of reporting returns for weak
performers. 2

inde "blow ups,” or

other such event: h gher. A noted, hedge fund index performance biases careslt n postive or

negative skew. However, it would appear that the skew is more often positive. While it is diffcult to quantify the effects precisely, investors should be aware that
it or up

10/9/2015
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AssetAllocation Models & Insurance Products Disclosures
CLIENTS T0 CONSIDER THEIR OWN IVESTHENTREEDS
ecommaniation,
Glents K lrance, ity nests
may e Clent shou tal o thei inandl Adior sbot what wold be asufabie et

Slocatonforher
HYPOTHETICAL MODEL PERFORMANCE (ROSS)

bt sly

ased on benchmark nices, ot muestment resls from an actual portfoto or actal tading. Thre can b arge diferences betwen hypothetcal and actual performance rsuts cheed by 2

et promnce el o wcous ydo 1, o g, kel s (8 ) b lnt s s 5 vesmer e selcton, g of s snd

st Alocaton
odut e peroh mieaes

ssetollcation
conccts. e forthe st ciases, and ot th recums of ecunes, nd o athr nesament
proucs.

he sk of oss Iovestoent s ot th s o the ik f s n 8 brosd market i, Thesefors,
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