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Logica

THIS INFORMATION IS CONFIDENTIAL AND IS BEING PROVIDED BY LOGICA CAPITAL ADVISERS, LLC (HEREINAFTER REFERRED TO AS “LCM”) TO A LIMITED NUMBER OF SOPHISTICATED INVESTORS UPON THEIR
REQUEST, AND IN CONNECTION WITH ONE-ON-ONE PRESENTATIONS. THIS PRESENTATION IS PROVIDED FOR INFORMATIONAL PURPOSES ONLY AND IS NOT INTENDED TO BE AN OFFER TO BUY OR SELL, AND IS
NOT TO BE USED AS A SOLICITATION FOR THE LOGICA ABSOLUTE RETURN STRATEGY, THE LOGICA TAIL RISK STRATEGY (HEREINAFTER REFERRED TO AS “LOGICA”) OR ANY OTHER PRODUCT MANAGED BY LCA.
THIS INFORMATION IS CONFIDENTIAL AND MAY NOT BE PROVIDED TO ANY PERSON, DIRECTLY OR INDIRECTLY, WHO IS NOT THE INTENDED RECIPIENT. THE INFORMATION CONTAINED HEREIN MAY NOT BE
REPRODUCED OR DISTRIBUTED.

IF ANY SUCH OFFER OF INTERESTS IN LOGICA IS MADE, IT WILL BE MADE ONLY PURSUANT TO A DEFINITIVE CONFIDENTIAL INVESTMENT ADVISORY AGREEMENT (HEREINAFTER REFERRED TO AS “lIAA™), AND
OTHER SUBSCRIPTION DOCUMENTS, WHICH CONTAINS MATERIAL INFORMATION THAT MAY NOT BE PROVIDED IN THIS PRESENTATION. THE INFORMATION CONTAINED IN THE IAA SUPERSEDES THE INFORMATION
CONTAINED HEREIN AND WILL BE FURNISHED TO PROSPECTIVE INVESTORS UPON REQUEST.

ANY INVESTMENT OR INVESTMENT ADVICE WITH LOGICA IS SPECULATIVE AND INVOLVES SIGNIFICANT RISKS, INCLUDING THE RISK OF LOSS OF THE ENTIRE INVESTMENT. BEFORE DECIDING TO INVEST WITH
LOGICA, INVESTORS SHOULD PAY PARTICULAR ATTENTION TO THE RISK FACTORS CONTAINED IN THE IAA. INVESTORS SHOULD HAVE THE FINANCIAL ABILITY AND WILLINGNESS TO ACCEPT THE RISKS
ASSOCIATED WITH AN INVESTMENT WITH LOGICA FOR AN INDEFINITE PERIOD OF TIME. PLEASE REFER TO THE IAA FOR A DETAILED DISCUSSION OF LOGICA AND THE RISKS OF AN INVESTMENT THEREIN.

ALL DECISIONS WITH RESPECT TO THE INVESTMENT OF LOGICA ABSOLUTE RETURN OR LOGICA TAIL RISK OR ANY OTHER PRODUCT MANAGED BY LOGICA WILL BE MADE BY LCM OR ITS INVESTMENT ADVISOR.
INVESTORS WILL HAVE NO RIGHT OR POWER TO TAKE PART IN THE ADVISERS OF LOGICA FUND. AS A RESULT, THE SUCCESS OF LOGICA FUND FOR THE FORESEEABLE FUTURE WILL DEPEND LARGELY UPON THE
ABILITIES OF LCM AND THE INVESTMENT ADVISOR, AS WELL AS MARKET CONDITIONS. THE DEPARTURE OR UNAVAILABILITY OF KEY PERSONNEL OF LCM OR THE INVESTMENT ADVISOR COULD HAVE A
SUBSTANTIAL AND ADVERSE IMPACT UPON THE PERFORMANCE OF THE LOGICA ABSOLUTE RETURN OR LOGICA TAIL RISK STRATEGY.

LIMITED LIQUIDITY. INTERESTS IN LOGICA ABSOLUTE RETURN OR LOGICA TAIL RISK WILL NOT BE REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”), OR ANY OTHER
SECURITIES LAW OF ANY JURISDICTION AND WILL NOT ORDINARILY BE TRANSFERABLE. THERE IS NO MARKET FOR THE INTERESTS, AND NONE IS EXPECTED TO DEVELOP. INVESTORS MAY REDEEM ALL OR A
PORTION OF THEIR INTERESTS PURSUANT TO THE TERMS AND CONDITIONS SET FORTH IN THE PPM. INVESTORS SHOULD REFER TO THE PPM FOR ANY AND ALL APPLICABLE RESTRICTIONS.

CONFLICTS OF INTERESTS. LOGICA ABSOLUTE RETURN OR LOGICA TAIL RISK IS SUBJECT TO CERTAIN CONFLICTS OF INTEREST. LCM, THE INVESTMENT ADVISOR, PERSONS CONTROLLING LCM AND THE
INVESTMENT ADVISOR AND THEIR RESPECTIVE AFFILIATES EXPECT TO ADVISE OTHER CLIENTS, MANAGED ACCOUNTS AND FUNDS. THOSE CLIENTS AND FUNDS MAY HAVE ACCOUNTS THAT PURCHASE OR SELL THE
SAME SECURITIES, ASSETS OR OTHER PROPERTY AS LOGICA FUND, SEEK THE SAME BUSINESS OPPORTUNITIES, OR HAVE INVESTMENT OBJECTIVES SUBSTANTIALLY SIMILAR TO THOSE OF LOGICA.

NO REPRESENTATION OR WARRANTY CAN BE GIVEN WITH RESPECT TO THE ACCURACY OR COMPLETENESS OF THE INFORMATION CONTAINED HEREIN, OR THAT ANY SUBSEQUENT OFFER OF INTERESTS IN LOGICA
ABSOLUTE RETURN OR LOGICA TAIL RISK STRATEGY WILL CONFORM TO THE TERMS HEREOF. NO REPRESENTATION IS MADE THAT ANY TARGETED RETURNS INDICATED HEREIN WILL BE ACHIEVED BY LOGICA
ABSOLUTE RETURN OR LOGICA TAIL RISK STRATEGY.

PROSPECTIVE INVESTORS SHOULD UNDERTAKE THEIR OWN INVESTIGATION TO EVALUATE THE INFORMATION CONTAINED HEREIN. IN DOING SO, LCM AND LOGICA STRONGLY RECOMMEND THAT EACH
PROSPECTIVE INVESTOR CONSULT THEIR OWN ATTORNEYS, BUSINESS ADVISORS AND TAX ADVISERS PRIOR TO ANY INVESTMENT TO DETERMINE IF AN INVESTMENT IN LOGICA ABSOLUTE RETURN OR LOGICA
TAIL RISK STRATEGY GIVEN THE INVESTOR'S GOALS, RISK PROFILE AND RISK TOLERANCE, IS APPROPRIATE FOR THAT INVESTOR. ANY DECISION TO INVEST IN LOGICA ABSOLUTE RETURN OR LOGICA TAIL RISK
STRATEGY SHOULD BE BASED UPON THE CIRCUMSTANCES RELATING TO EACH INVESTOR'’S LEGAL, BUSINESS, TAX AND RELATED MATTERS.

EXCEPT AS OTHERWISE INDICATED, THE INFORMATION PROVIDED HEREIN IS BASED ON MATTERS AS THEY EXIST AS OF THE DATE THAT THIS PRESENTATION WAS PREPARED, AND NOT AS OF ANY FUTURE DATE.
THIS PRESENTATION WILL NOT BE UPDATED OR OTHERWISE REVISED TO REFLECT INFORMATION THAT MAY BECOME AVAILABLE, OR BASED UPON ANY CHANGE IN CIRCUMSTANCE OCCURRING AFTER THE DATE
THAT APPEARS ON THE PRESENTATION.
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What is Correlation?

Correlation measures the fraction of the movement of
Variable Y explained by the movement of Variable X

Two reasons why correlation can be low:
1) No relationship

2) No movement in X
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In 2017, low implied correlation was driven by Reason #2

2017 highest
fraction of <25bps
days in history

Share of Days Based on SPX Absolute Return
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Source: Bloomberg, Logica calculations
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Conditional Correlation — A Measure of Fragility

Holding Volatility constant, over the last 25 years, correlation has increased dramatically

Comovement on <25bps Moves in S&P Comovement on 50-100bps Moves in S&P 500
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Source: Bloomberg, Logica calculations
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Cumuiative net fiows into passive and active
equity funds since 2005 ($8n)
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Why is Correlation Rising?
Passive Investing

“If everybody indexed, the only word you could use is
chaos, catastrophe...The markets would fail.”
- John Bogle, May 2017
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Fundamental Trading Source: J.P. MOrgan SOURCE: J.F. MORGAN
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Yield
Enhancement
Strategies

Call
Overwriting

Asian
retail

Canadian

pensions

Note: data as of 12/2017

Gamma / 1% Move, $bhn

Why aren’t Stock Indices Moving?
Systematic Volatility Selling

Estimated S&P 500 Dealer Gamma by Spot Price
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Dealer trading creates a boundary around S&P prices within which price
/s more likely to mean revert.

When the boundary is broken, however, dealer trading exacerbates
volatility instead of cushioning it.

Retail VIX ETFs
(like XIV)

Corporate share

buybacks

Systematic
investment
programs (401Ks)

Systematic

rebalancing
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A Period of Record Correlation

Historical Comovement for S&P 500
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Source: Bloomberg, Logica calculations = Share Based Comovement = Constant Share Comovement
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A theoretical model of Active->Passive transition shows rising valuations over time

— Active Only Market
== Expon. (Active Only Market)= = Expon. (Active->Passive)

P/E Evolution Over Time

- Active->Passive

Empirical results show the same

— S&P 500 Median Price/Sales Ratio (2017-06-30 = 2.49)
== Price/Sales Linear Regression (2017-06-30 = 1.77)

Source: Proprietary survey of 452 investors subscribing to RealVision, Logica calculations, Compustat
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“The median company is getting better over time”... no, it’'s not

VF Corp
Price/Sales Ratio
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Source: Bloomberg, Logica calculations
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Unfortunately that’s not the only way “passive” changes markets

Not only does passive have a higher marginal Since cash has zero variance, the only “flex” is in
propensity to transact, it hates cash... equity prices... we are still too low to see most
effects clearly
Equity Cash Cash %
t=0 Active 950 50 5%
Passive 0 0 Passive Share vs Required Value of Equities
Total 950 50 5% 560 000 6.00%
Step 1: Mike Green wants to move $10 from Active to Passive
50,000 <« 5.00%
Equity Cash Cash % 350, N
t=1a Active 950 40 4.0404% N
Mike Green 0 10 100% SN
Passive 0 0 $40,000 NG 4.00%
Total 950 50 5.0000% 8 |
. <
t=1b Active 950 40 4.0404% %5 $30,000 3.00%
Mike Green 0 0 100% E N
Passive 0 10 3 e
Total 950 50 5.0000% 520 000 : 2.00%
Step 2: Active needs to get back to 5% cash + Passive needs to get to 0.1% Cash ~
Active must sell $9.50 (1% of $950)
) $10,000 1.00%
Passive must buy $9.99 (99.9% of $10) .
Buying outweighs selling, so prices must rise. Solve iteratively /”/
Equity Cash Cash % s 0.00%
. X EFEEFETEXERRE
t=2 Active $949.81 $ 49.99 5.0000% STEANEgYTNboTRNESTEIDSYRAB]
Passive $ 10.09 $ 0.01 0.1000% -
Total $959.90 50 4.9510% —Total Cash (LHS)  =—Total Equities (LHS) = =——Total Cash % (RHS) Active Cash % (RHS)
Source: Logica Capital Advisers, LLC
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When Time becomes a proxy for Passive penetration, Alpha vanishes for Active Management

Source: Bloomberg, Logica calculations

Return

IN SEARCH OF THE ORIGINS OF FINANCIAL
FLUCTUATIONS

Xavier Gabaix (Harvard) and Ralph Koijen (Chicago Booth)

Version 0.8, May 2020 - Virtual Finance seminar

Time ——

Passive Share ——»

12
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10 Year Rolling Alpha for Active Segment (pre-fees)

10 Period Alpha (Annualized)

Again, little difference between Theory and Practice

Theory
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Source: Bloomberg, Proprietary survey of 452 investors subscribing to RealVision, Logica calculations
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Tesla is not the only company offering autopilot...

Figure 1. Age-based equity allocations among Vanguard retail investors

Taxable-account and/or IRA investors as of December 31, 2017
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Slightly more than 60% of all contributing participants
in 2018 were in plans with autornatic enrollment.
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Source: Vanguard
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“Those who can make you believe absurdities,

can make you commit atrocities.”
Voltaire
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