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LOOKING BACK ON THE 2015 ECONOMY

Economic growth in 2015
was driven by consumer
spending, primarily on
services.

Credit growth is picking
up across the board,
except for the mortgage
sector.

Global government
spending will be positive
for the first time since
2009.
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Looking Back
GDP Contributors: C + | + G + Net Exports
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Source: Bureau of Economic Analysis, data through September 2015.
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Looking Back
GDP Contributors: C+ 1+ G

Personal consumption
plus private investment

+3.3% y/y
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Source: Bureau of Economic Analysis, data through September 2015.
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86% of the economy - the
private sector -has been
growing at +3.3% y/y.

Government sector has been a
drag on growth, but will be a
net positive for the first time
since the GFC. This is true
across the developed world,
especially in Europe.

Personal Consumption is driven
by changes in income and
changes in credit.
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Looking Back

Private Jobs Rose, Government Jobs Stagnant
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Source: Bureau of Labor Statistics; data through November 2015.
12010 census hiring spike.
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Private sector jobs
recovery looking
good.

Government jobs
halting recovery.

Government jobs (millions)
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Looking Back
Consumer Income By Source

Personal income
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Source: Bureau of Economic Analysis, monthly data through October 2015. Includes wages, salaries, benefits and employer contributions for social security and Medicare.
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Looking Back
Bank Credit - Recovery in a Key Economic Driver

15

excessive

dit ti P
credit creation Bank credit is the
lifeblood of economic

expansion.

The rate of bank
credit creation is
finally looking robust.

y/y % change

Bank credit - loans and leases

Shaded bands represent
recessions.
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Source: Federal Reserve, schedule H8. Data through October 2015, released December 4, 2015.
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Source: Federal Reserve Bank of New York, Quarterly Report on Household Debt and Credit, May 2015.
1 CAGR = compound annual growth rate. 2 14.2% CAGR compared to 4.2% CAGR for total household debt, including mortgages.

V E RSANT Copyright Versant Capital Management 2015
CAPITAL MANAGEMENT

Student loans $1.2 trillion
and growing 3X faster?

than total household debt.

The high growth rate of
student debt was a
conscious policy decision
to expand one credit
conduit when virtually all
others were not

functioning after the GFC.

Income-oriented and
service-related
government relief
programs have been
started to alleviate debt
burdens. Initial price tag:
$38b.

\/ERSANT Copyright Versant Capital Management 2015

2 CAPITAL MANAGEMENT

10




1/4/16

Looking Ahead
Why Consumer Income Growth is Strong

Most of the jobs created during this recovery are high-wage jobs
but recently more medium and low-wage jobs have been created
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Deutsche Bank Research  Torsten Siok. torsten.siok@db.com +1 212 250-2155 January 2016 75
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Looking Ahead
ISM Manufacturing Purchasing Managers Index
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55 47.5 are a drag.
% 1\ A l/Ll\ ]\ Note the historic
E 50 V L\I volatility in the
\// U\\j manufacturing PMI.
45 Note how this
indicator has slumped
40 well below 50 even
Shaded bands during periods of
35 indicate recession. strong economic
expansion, eg. 1995,
30 e e e e e e e e e e e e 1999, 2003, 2013.
T3 R/ B L2 LT 8882/ QRELELIBIEERN L RG

Source: Copyright 2015, Institute for Supply Management; data through November 2015. ISM: “A reading above 50 percent indicates that the manufacturing economy is generally expanding; below 50 percent indicates that it is generally
contracting. A PMI in excess of 43.1 percent, over a period of time, generally indicates an expansion of the overall economy.”
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Source: Copyright 2015, Institute for Supply Management; data through November 2015. This data series was created in

percent indicates that it is generally contracting.”
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Non-
manufacturing
captures the vast
majority of the
U.S. economy.

November
dropped to still-
strong 55.9 from
59.1 in October.

New orders strong
at 57.5. Export
orders are hurting
at 49.5.

008. ISM: “A reading above 50 percent indicates that the non-manufacturing economy is generally expanding; below 50
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Source: Bureau of Labor Statistics, data through September 2015.
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1.6% in Q3.

Productivity gains
have averaged only
+0.6% per year for
the last five years,
not fully recovered
from pre-recession.
But, is the trend
improving?

Productivity gains
offset wage gains.
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Looking Ahead
U.S. Index of Leading Economic Indicators (monthly)

Peak: 013 07:12
133"’”9” 01:11 09:6
The Conference Board Leading Economic Index® (LEI) for the United States w H
—— The Conference Board Coincident Economic Index® (CEI) for the United States The US. L.EI rose Sharply in
125 October, with the yield
spread, stock prices, and
120 LE) building permits driving the
115 increase. Despite lackluster
5 third quarter growth, the
T 110 economic outlook now
g CEl appears to be improving ...
4 the U.S. economy remains
X 105 ’
e on track for continued
expansion heading into
100 2016."
95 The Conference Board
November 19, 2015
Oct"15
920
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The Conference Board Leading Economic Index® (LEI) components: 1) average weekly hours worked, manufacturing; 2) average weekly initial unemployment claims; 3) manufacturers' new orders - consumer goods and materials; 4)
ISM index of new orders; 5) manufacturers' new orders, nondefense capital goods; 6) building permits - new private housing units; 7) stock prices, S&P 500; 8) Leading Credit Index™; 9) interest rate spread; 10-year Treasury less fed
funds; 10) index of consumer expectations.

Source: ©The Conference Board. Data through October 2015, released November 19, 2015.
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Looking Ahead
Consensus U.S. Economic Forecast

Actual and Forecast The 70 economists
9 surveyed in early
November see an
7 average +2.6% rate
of quarterly GDP
3 5 growth ahead
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Sources: Bureau of Economic Analysis, actual data through September 2015; The Wall Street Journal survey taken November 2015.
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4 2015-2017
Forecast
2013-2014
Actual

GDP Growth (% Change Y/Y)

Euro Area

u.s. Japan China Brazil

Source: OECD Economic Outlook, November 9, 2015.

VERSANT

CAPITAL MANAGEMENT

Copyright Versant Capital Management 2015

India
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Special Topics - The Dollar
U.S. Dollar Index

Despite its
dramatic surge, the
dollar could go
higher.

100)

“... no model
projecting
directional
movements in
exchange rates is
significantly
superior to tossing
a coin.”

$USD Index

(March 1973

-- Alan Greenspan?
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Source: Federal Reserve major currencies index. Data through November 2015. Federal Reserve, Remarks by Chairman Alan

Greenspan before the Economic Club of New York, March 2, 2004.
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Special Topics - The Dollar
S&P 500 vs. $USD

Is a strong dollar
2200 120
$USD bad for stocks?

(right axis)

2000
110 The argument is
1800 S(gt’aig? often made that a
1600 stronger dollar
100 makes it tougher
%5 1400 5 for exporters and
e °© foreign currency
£ 1200 90 £ N .
o a translation, hurting
R 1000 g earnings and, thus,
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Source: Standard and Poor’s, Federal Reserve. Monthly data through December 7, 2015.
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Special Topics - Oil
WTI Spot Crude Oil Prices
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Source: U.S. Energy Information Agency. Data through December 7, 2015.
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In November
2014, in the midst
of increasing over-
supply, OPEC
refused to cut
production while
non-OPEC is
boosting
production.

Ditto in December
2015.

According to
Deustche Bank, oil
shorts are at all-
time highs.

21

Special Topics - Oil

World Crude QOil Production - U.S. Shale Explosion
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Source: U.S. Energy Information Agency, Short-Term Energy Outlook, June 2015. For non-OPEC producers the figures include crude oil plus liquids
production. For OPEC producers the figures include crude oil but exclude liquids.
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U.S. shale
roduction has
upset the global
supply/demand

equilibrium.

Saudi Arabia has
borne the brunt
of the
production cuts
while others in
OPEC have
increased.

Saudis decided
not to take it
any more!

But their target
is not shale oil, it
is other high-
cost marginal
producers.

22
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Special Topics - Oil
U.S. Drilling Plunge
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Source: U.S. Energy Information Agency, Baker Hughes. Rig count through December 4, 2015. Crude oil production through November 27, 2015.
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9.2 mmbpd
production.
Peaked at 9.6
mmbpd in June
2015.

545 rig count.
Peaked at 1,609
in October
2014.

What is priced
in today:
approximately
$44/bbl for the
end Of 2016.
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Special Topics - Oil
World Crude QOil Supply vs. Consumption
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Source: U.S. Energy Information Agency, Short-Term Energy Outlook, December 2015, data through November 2015. Includes condensate and natural gas liquids.
Investor's Business Daily, November 11, 2015.
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In 2014 and so far in
2015, global supply
surged, outstripping
demand growth, driving
prices down.

Supply has now
outstripped demand for
16 consecutive months.

1.3 to 600 mmbpd
oversupply.

IEA sees oil rebalance in 2020
The Int] Energy Agencysaid erude
prices should rebound to $80 a bar-
rel by 2020, a longer timeline than
some oil companies have predict-
ed, though amore bearish scenario
from the oil watchdog puts oil pric-
esin the $50 range until 2020. The
TEA predicted OPEC will boost its
marketshareatthe expense of non-
cartel members like Russia and the
U.S. shale industry. But oil demand
from America, Europe and Japan
will drop onincreased use of clean-
erfuel.

24
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Special Topics - Interest Rates

Much Lower Than Expected Bond Yields

5.00
4.50 3/2/11: Bill Gross: with the
- end of QE2, bond yields are ,‘c} *
likely to go "higher, maybe (&V(’ . @
4.00 even much higher." ((0‘3‘ . °
&
— 7y M
X 3.50 . i a
g “ ]
= A
[} 3.00 o
= A
T 250 & -
o u 2.28%
[aa]
- 2.00
-
>
@ 150
E QE1 1.43%
“ 1.00
S QE2
“ 0.50
I
9 QE3
T 000
S FEEQTEERISESEEE QT I LIS EREFERTEEREERTEES
SRR E R LT LR

Source: Federal Reserve. Data through December 4, 2015

T Average of economists' forecasts from The Wall Street Journal ‘s monthly surveys taken November 2011, January 2014, September 2014 and April 2015.
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Lower than
expected bond
yields have been
the big surprise for
the last four years.

The CME Group’s
FedWatch
computes an 88.1%
implied probability
of a 0.50% fed
funds rate hike at
the 1/27 FOMC
Meeting, and a 50%
chance of a hike to
0.75% at the 3/16
meeting as of
1/1/2016.

Special Topics - Interest Rates

Fed Policy... it's the last rate hike that matters
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Sources: NBER, Federal Reserve and Standard & Poor’s. Data through November 2019.
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Fed Funds (%)

Initial fed funds
rate hikes have
caused the stock
market to stutter.

But, following the
initial stutter

stocks have
continued higher
even as the Fed
has repeatedly
hiked rates ... until
fed funds have
approximated
bond yields.
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Special Topics - Interest Rates
Central Banks Shift to Rate Hikes From Cuts

Number of world's central banks hiking interest rates less those cutting interest rates by month

More rate hikes than cuts
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Source: Charles Schwab, Bloomberg data as of 12/21/2015. 76 central banks studied
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Special Topics - China

@ China is Trying to Re-engineer Its Economy From an Industrial Exporter to a Consumption-Based
Economy Revolving Around Services.

@ Chinais in a period of credit adjustment resulting from a period of hyperinvestment. It is in the
early stages of passing through credit losses (Bridgewater Daily Observations, 11/290/2015):
@ Debt service burdens reduced through interest rate cuts.
Restructurings and forbearances have been selectively mandated.
Defaults are allowed to flow through at a reasonable pace.
Targeted fiscal stimulation.
Government has propped up asset prices and exchange rates to allow troubled debtors time to unwind.

@ The Banking System is Well Capitalized and May be Able to Handle the Problem if Given Time.
@ Chinese Government Reserves are Extensive and Available.

@ But the pace of Credit Creation is Still Too High - Painful But Manageable Adjustment Ahead.
@ Undertaking steps to float the currency and rise to reserve currency status.

@ The government has committed to full interest rate liberalization.

© 0 ¢ ¢

0
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Special Topics - China

Historical Credit Loss Cycles (%Loans)
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Source: Bridgewater Associates
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REVIEW OF GLOBAL INVESTMENT MARKET
RETURNS

“But Daddy, you were so smart yesterday.”

W \/ERSANT Copyright Versant Capital Management 2015 30
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Review of Global Investment Mark

et Returns

S&P 500 - Flat for the Year Amidst Drama
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Source: Standard & Poor’s. data through December 4, 2015.
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Review of 2015 Investment Market Returns

Developed Market Freely Floating FX

Currency yearly performance vs USD (ranking)

Source: Deutsche Bank
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DO DD OO0 OO0 OO0 00 O 00 00 OO O
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No currency has rallied as strongly as the dollar into its third year.

Being long the U.S. dollar was described by DB as the year's most crowded trade.

Economic strength in the US, rising interest rates, and the rest of the world conducting monetary policy via currency depreciation suggests

the dollar’s strength may be resilient for the time being.
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Review of 2015 Investment Market Returns
Market Summary

US Stock International Emerging Global US Bond CB-:‘IObdal

Market Developed Markets Real Estate Market Monk
Stocks Stocks arket

0.48% -3.04% -15.22% 0.59% +0.55% -3.57%

1331

STOCKS BONDS

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio. Market segment (index representation) as follows:
US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World ex USA Index]), Emerging Markets (FTSE Emerging Markets Index]), Giobal Real Estate (S&P Global REIT Index), US Bond Market (Barclays US Aggregate Bond Index), and Global
Bond ex US Market (Citigroup WGBI]). The S&P data are provided by Standard & Poor's Index Services Group. Russell data © Russell Investment Group 1995-2015, all rights reserved. MSCI data © MSCI 2015, al rights reserved. Barclays data provided by Barclays Bank
PLC. Citigroup bond indices © 2014 by Citigroup.
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Review of 2015 Investment Market Returns
Select Country Stock Market Performance

Developed Market Returns Emerging Market Returns
RUSSIA — 1%
JAPAN I 957% ACWI 216%
PACIFIC - 2.96% INDIA Py e—
USA B 069% KOREA -6.66% m—
SWITZERLAND 1 044% CHINA ~7-82% m—
TAIWAN -11.72% —
FRANCE -0.11% | MEXICO 14:41%
-14.41% E—
HONG KONG -0.54% 1 EMERGING MARKETS -15.22% —
EAFE 082% N CHILE 17,679 T—
GERMANY -1.89% HE UAE -18.72% IE—
- ——
EUROPE .84 MA(LQ'TT; 2006%
SWEDEN -5.02% = SOUTH AFRICA -25.45% EE——
UNITED KINGDOM -7.56% | PERU -31.66%
AUSTRALIA -9.95% BRAZIL -41.37%
-41.80%
CANADA  -24.16% COLOMBIA 3

GREECE ~ -50.70%

Source: Morningstar. Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance
does not reflect the i with the of an actual portfolio. Country returns from MSCI ‘country’ NR USD index data.
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SwissRe Cat Bond

Barclays Municipal Managed Money
Barclays U.S. MBS

JPM EMBI Global

Barclays U.S. Treasury

Barclays U.S. Agg Bond

Barclays U.S. Corp IG

S&P/LSTA Leveraged Loan

Barclays U.S. Treasury U.S. TIPS

BofA/ML U.S. HY Master Il

Source: Morningstar
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-0.68% [N

-0.69% [N

1.44% [

a0 | I——

Copyright Versant Capital Management 20

I a7

15 35

Momentum

Large Cap Growth

Large Cap

Marketwide

Small Cap Growth

Large Cap Value

Small Cap

o

SmalCap Value 2o I

Source: is ne

6.86%

5.67%

1.38%

0.48%

f future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management

0t a gt
of an actual portfollo Market segment (index representation) as follows: Marketwide (Russell 3000 Index), Large Cap (S&P 500 Index), Large Cap Value (Russell 1000 Value Index), Large Cap Growth (Russel
1000 Growth Index), Small Cap (Russell 2000 Index), Small Cap Value (Russell 2000 Value Index), Momentum (MSCI USA Barra Momentum and Small Cap Growth (Russell 2000 Growth Index).
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Review of 2015 Investment Market Returns
U.S. Stock Market Sectors

Consumer Discretionary
Health Care

Information Technology
Consumer Staples

S&P 500 Index
Telecommunication Services
Financials

Industrials

Utilities

Materials

Energy

Source: Fidelity Research

N VERSANT

-1.75%

-2.94% I

-4.56% N

-5.69% N

-10.08% (N
-11.26% I

-24.13% | mmmm——

I 8.04%
. 418%

I 3.02%

E 2.50%

Copyright Versant Capital Management 2015 37
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R (]
eview of 2015 Investment Market Returns
I o
nternational Stock by Style
Developed Small Cap _ 5.46%
Developed Growth - 1.56%
Developed Large Cap -3.04% -
Developed Value -7.68% _
Emerging Small Cap -10.52% _
Emerging Large Cap 5220 [
Source: Morningstar. Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the of

an actual portfolio. Market segment (index representation) as follows: Large Cap (MSCI World ex USA Index), Small Cap (MSCI World ex USA Small Cap Index), Value (MSCI World ex USA Va\ue Index), and
Growth (MSCI World ex USA Growth). Large Cap (MSCI Emerging Markets Index), Small Cap (MSCI Emerging Markets Small Cap Index),
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Review of 2015 Investment Market Returns
Global Stock Market Sectors

Consumer Staples e s12%
Healthcare I s.05%
Consumer Discretionary | 5.98%
Information Technology s 4.45%
Telecommunications -0.37% Nl
Industrials -2.26% |
Financials -4.44% NN
Utilities -7.01% I
Materials -16.70%  I——

Energy  -22.33y% [N

Source: Morningstar. Past performance is not a guarantee of future results. Indices are not available for direct investment. Index
performance does not reflect the i with the of an actual portfolio. Sector returns are from S&P
1200 Global Index sector returns.

M Xp%ﬁ%vﬁﬁl Copyright Versant Capital Management 2015 39
R (]
eview of 2015 Investment Market Returns
. e, 0
Inflation-Sensitive Investments
Cocoa Beans I— 13.04%
Dow Jones U.S. Select REIT I 4.48%

Dow Jones Global Ex U.S. Select REIT -1.34% m

Maize -3.02% .

Logs -5.72% |

Cotton -9.04% |

Silver -11.44%

S&P Global Infrastructure -11.46%  ——

Soybeans -12.77% ——

Gold -13.82% ———

Wheat -18.63% —

Bloomberg Commodity Index 24,667 I —

Copper -26.60% IEEE——

Beef -29.37% | mmmmm——

Alerian MLP -32.59% I mmmm————

US Natural Gas 140.56%

Crude Qi ~4271%

Source: Morningstar and the IMF. Prices as of December 10, 2015
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2-Year Swap Spread

TED Spread
s 6
2 A 4
1 AN\ 2
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Market Risk Indicators

Risk Metrics (Cont.)

Windham Systemic Risk

1 I
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Windham Trades ~ ====Windham Systematic Risk

CBOE VIX Index
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Windham Trades ~ ====Windham Turbulence

Cleveland Fed Financial Stress Index
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GLOBAL INVESTMENT MARKET
EXPECTATIONS

“Daddy! Daddy! Red’s my favorite color!”
Copyright Versant Capital Management 2015 44
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Global Market Expectations

Commodity Contribution to Inflation

40 PPI Crude Materials
PPI Crude Materials ===CPI captures commodity
30 price inflation. This
measure is comprised
2 roughly 60% of crude
foodstuffs, feedstuffs
. and crude oil; and
X 10 roughly 40% of all
& . other commodities
& .
5 . w% used in )
(@] s Eg Es g g ET EgET E g e ElgclseEs €o|le/s e e € manufacturing,
2 528323285252 628R2Z5I1Z5IRxszd7 23 LF . )
c 882l aReRgfglRIgg8sepbtgNebre RS including metals.
§ -10
& The plunge in
> . commodity inflation
< 20
> has pushed the y/y
ACPI practically to
-30 zero.
-40

Source: Bureau of Labor Statistics, data through October 2015.
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Global Market Expectations

Expected Inflation

US Treasuries vs Inflation Indexed

2.0%

1.5%

1.0%

0.5%

0.0%

5Y 7Y 10vY

UK Gov. Bonds vs Inflation Indexed

30y

Canada Gov. Bonds vs Inflation Indexed

2.0%

1.5%

1.0%

0.5%

0.0%
5Y 0V 15Y

20Y

Source: Investing.com, Globinvestor.com, and U.K. Debt Management Office. Data as of 12/31/2015.
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7Y 0V 20Y 30Y

Discounted breakeven rates were generally
down worldwide in 2015.

5y/5y rates are 2% in the US and
developed Europe. Five year forward rates
are much lower in Europe.

5y/5y rates are less than 1%, well below
the BOJ target.

Surveys of inflation forecasts and swap
markets agree with the bond markets.
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Global Market Expectations
The Fed is “Printing Money.” Why Hasn'’t Inflation Surged?

Key distinction between
monetary base and mone

supply.

The Federal Reserve engineered
an explosion in the monetary
base — reserves that commercial
banks keep on deposit at the Fed
— in an effort to restore
confidence in banks and
stimulate the economy.

$12 trillion

M2 Money Supply

$4.1 trillion

2,000

M2 - cash, checking and savings
accounts held by households and
businesses - is a function of
both supply and demand for
funds — is responding sluggishly.

Billions ($)
(logarithmic scale)

$840 billion

M t B,
onetary Base For inflation to pick up, M2 has

200 —mMm———————————————————————————————— to pick up ... more money
e = e NN NRNRNRNRNNNNNNNRNNRNDNDNDNDDNDN 1
[l iRl il i Rl Rl R R chasing the supply of goods and
Lg8gssgsgessgsgesssegsegesggsgeagees
COERN PP EVN TP P OORRRPREINIIRRBO R R ERE i
CE OO L LSO OL LR o Lo hobohobbndbdn services.
2528252528283 252R8252R8_8B82R_8528_5

Source: Federal Reserve. Data through April 2015, released June 4, 2015.
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Global Market Expectations
Sovereign Yield Curves - Developed Markets

Developed Countries

3.50% Canada =f#—United States United Kingdom ~ =>=Japan =¥=Germany France =—+—Italy

Spain

3.00%

2.50%

2.00%

1.50%

1.00%

0.50% /

0.00% %

—
e .
-0.50% P
-1.00%
3M 6M 1YR 5YR 10YR 30YR

Source: Investing.com. Data as of 12/31/2015.
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Global Market Expectations
Sovereign Yield Curves - Emerging Markets

China Government Bonds Mexico Government Bonds
4.0% 8.0%
3.5% 7.0%
3.0% 6.0%
2.5% 5.0%
2.0% 4.0%
1.5% 3.0%
1.0% 2.0%
0.5% 1.0%
0.0% 0.0%
1y 2y 3y 5Y 7Y 10Y 15Y 20Y 30Y 3M 66M 9IM 1y 3y 5Y 7Y 10Y 18Y 20Y 30Y

Brazil Government Bonds

18.5%
16.5%
14.5%
12.5%
10.5%

8.5%
9IM 1 2y 3y 5Y 8y 10vY

Source: Investing.com. Data as of 12/31/2015.
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Global Market Expectations
Corporate Bond Spreads

Have spreads
widened enough to
get concerned about
the economy?

7% ined bands |
7+% indicate QE
i

Shaded bands

indicate recessions
20

Investment-grade
spreads have only
just normalized
following the
termination of QE.

[,
w

Bond (%)

High Yield
spread

Wider junk spreads
are due, specifically,
to energy and
materials. Contagion
in HY from energy
but not in HG bonds.

BAA Spread

Yield Spread to 10-year U.S. Treasury

AAA Spread

Too late in the cycle
to stretch for yield?

6-uer
s6-l
6-uer
96-Inr
AU
T-uef
STn

Source: Federal Reserve, Federal Reserve Bank of St. Louis, Data through December 4, 2015.
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12.0

10.0

8.0

6.0

4.0

Percent (%)

Muni spread

2.0 over/under 10-

0.0

-2.0

-4.0

Source: Federal Reserve, bond buyer GO 20-bond municipal bond index. Data through November 2015.
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Municipal Bond

Index

Municipals’ spread-
to-Treasuries is
attractive.

51

Consumer Discretionary

e
Technology [

[

[

=

Health Care

Consumer Staples
S&P 500

Financials |

Telecom Se-
IndSEfiaisl
| Materials |

" : : :
-20 -15 -10 -5
S&P Sector Performance YTD (%)

o
w

Source: Standard and Poor’s. Data through December 4, 2015.
1 From Barron’s survey of 12 Wall Street strategists, published December 15, 2014.
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Neutral

Most favored
Not favored
Not favored

Most favored
Not favored

Favored

Not favored
Least favored

Favored
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Global Market Expectations

S&P 2014 YTD Sector Returns - Not What the Strategists! Expected

Utilities

Health Care

Financials

Consumer Staples

S&P 500
Consumer Discretionary
Industrials

Materials

Telecom Servii

Technology [

Least favored

Neutral

Most favored

Neutral

Least favored

Neutral

Most favored

Neutral

Least favored

Neutral

-15 -10 -5 0 5 10 15 20
S&P 500 Sector Performance (%)

Source: Standard and Poor’s. Data through December 31, 2014.
1 From Barron’s survey of 12 Wall Street strategists, published December 16, 2013.
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Global Market Expectations

S&P 500 Sector Earnings Forecasts - Most Headed Higher

energy and
materials
clobbered 2015

earnings

Operating Earnings per Share by S&P
Sector ($)

Actual Forecast

-32010 2011 2012 2013 2014 Z(ME

Source: Standard & Poor's. Earnings estimates are based on the Capital IQ consensus forecast. Data as of November 30, 2015.
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Health care

Technology

C Discretionary

Industrials

C Staples
Financials

Materials
Energy
Utilities
Telecom

2016E

Energy and
materials clobbered
2015 earnings. The
other eight sectors
have posted good
gains to date.

Accelerating
earnings growth
forecast for most
sectors in 2016,
with 14% growth in
the S&P 500 for
2016 forecasted.

2015 earnings for
the energy sector
were down 14.4%,
the rest of the S&P
grew 6%.
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Global Market Expectations
Corporate Profit Margins

8.0%

7.0%

6.0%

5.0%

% of GDP

4.0%

Corporate profits
after tax!

Corporate profit
margins are
running strong,
although down
from recent
record highs,

3.0%
2.0%
TR R EEEEIEEESEOEEELIIL B EE8RSSTRIRIRBBEERLEEL
Source: U.S. Department of Commerce, Bureau of Economic Analysis. Quarterly data through September 2015.
1 With inventory valuation and capital consumption adjustments.
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Global Market E tati
Dividend Yield 4.82% 538% 5.91% 5.28% 3.28% 4.17% 4.61% 2.68% 1.77% 214% 2.06% 4.03%
Earnings Growth 9.09% -4.09%  8.15% 3.87% 5.48% 9.90% 4.42% 7.72% 0.51% 4.30% -6.52% 5.00%
Multiple Expansion 7.62% -1.17% -5.16% 9.72% -1.09% -8.30% 8.17% 7.59% -3.23%  5.90% 5.79% 0.80%
Total Return 21.54% 0.12%  8.90% 18.87% 7.68% 577% 17.20%  18.00% -0.95% 12.43% 1.34% 9.83%
Inflation -1.30% -2.00%  5.42% 2.20% 2.52% 7.37% 5.10% 2.95% 2.52% 1.52%  0.50% 2.96%
Real Return 22.71% 221% 330% 16.31% 5.03% -1.49% 11.52% 14.61% -3.39% 10.75%  0.83% 6.67%
Real Earnings Growth 10.14% -2.09%  2.59% 1.63% 2.88% 2.36% -0.65% 4.63% -1.96% 273% -6.99% 1.98%
Real GDP Growth 2.70% 1.80%  5.40% 4.00% 4.30% 3.30% 3.10% 3.20% 1.80% 24% 2.5% est 3.02%
Stocks 17% -2% 10% 18% 8% 7% 17% 18% -2%
Bonds 22% 15% 8% -1% 4% 10% 14% 10% 12%
Gold 0% 5% 1% -1% 0% 31% -3% -4% 11%
Commodities -5% -4% 6% 0% 2% 10% 2% -1% 9%
Expected Inflation 510% -1.00% -1.60% 0.80% 0.50% 4.20% 8.10% 4.40% 2.20% 1.60% 1.60%
Total Debt/GDP 127% 166%  164% 145% 140% 143% 155% 224% 256% 355%  334%
Money/GDP 8% 7% 21% 16% 10% 8% 6% 5% 6% 14% 23%
Source: Standard & Poors, BEA, BLS, Versant Capital Management, Bridgewater Associates
Al \/ERSANT Copyright Versant Capital Management 2015
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Source: MSCI, Robert Shiller. Data as of 12/31/2015
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N/A N/A
[28.14%
[21.30% 17.05 l5.87% 113 .58%
16.12% 15.40 l6.49% 1.48 l3.78%
15.43% 109 [3.72%
15.32% 13.50 7.41% 1.33
15.07% 1.25
14.40% 1.21 3.53%
13.98% 13.24 [7.55% 106
13.72% 7.95% [1.49 14.20%
8.59 11.65% 15.97 16.26% 1.28
871 11.48% 105 [3.02%
10.51 9.52% .51% 122 [2.81%
12.45 8.03% 142 [2.76%
12.64 7.91% 18.09 5.53% 178 [3.42%
14.04 7.12% 16.99 5.88% 1.63 3.17%
16.53 19.26 .19% [3.00%
16.68
17.23 17.95 5.57% [2.00 [2.60%
17.35 .70% Jr.18 [3.00%
17.81 15.24 l6.56% 1.40 [2.73%
19.07
16.02 l6.24% 1.37
18.38 [5.44% 3.09%
[20.54
2019
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Sources: MSCI, Robert Shiller. Data as of 11/30/2015
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Global Market Expectations
World CAPE Ratios Comparison

CAPE Comparisons

45

w AN
. MW Al \

30

26.60
25

[ A N

10 ,M"f/ o 10.75
V\-\_\\/'\l" .

5

0
1980 1982 1984 1986 1988 1990 1992 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015

=—EAFE CAPE  —=Emerging CAPE  =—=S&P 500 CAPE
Source: MSCI, Robert Shiller. Data as of 11/30/2015.
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Capital Markets Assumptions*

US Equities US Large 7.20% 7.00% 600% 010% 470% 360%
US Small 8.40% 7.25% 600% 140% S50 2 5 %
US High Quality 220%
US Broad Equity 7.30% 5.60%
Private Equity 1070% 850% 8.60% 850%
International Equities  Global Equity 7.40% 7.50% 650% 680%
Ex-US Developed Equity 7.00% 7.75% 610% 7.25% 880% 7.77%
International Large 220%
International Small 7.50% 090%
Emerging 9.80% 10.00% 7.80% 975% 630% 4570% " "1038% |
Real Estate US REIT 8.00% 6.00% 4.98%
Global REIT 7.70% 690%
Direct Real Estate 5.60% 550% 650%
Fixed Income US Aggregate 270% 375% 300% 375% 130% 359%
Municipal Bonds 310% 325% 330%
US Treasury Bonds 210% 300% 250% 175% 1.60% 326%
US High Yield 480% 675% 580% 5.25% 5.60% 531%
International Bonds (Hedged) 250% 1.09 % -040%
Global Aggregate 220% 250% 250% 230% 377%
Ex-US Developed Fixed Income 250%
Emerging Debt 490% 650% 7.80% 450% 440% 490% 511%
Inflation Protection/  usTiPs 230% 275% 170% 2.50% 3.65%
Hedging Gold 350% 140%
Diversifed Hedge Funds 490% 425% 440% 575%
Event Driven Hedge Funds 510% 600% 500%
Cash 150% 150% 210%
Infrastructure 7.30% 650% 620%
Commodities 230% 300% 450% 475%
Inflation 220% 250%

*Returns are geometric and stated in nominal terms. Real return estimates are adjusted to nominal returns by adding back expected inflation as estimated by that source.
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Capital Market Expectations
2008-2015 Five-Year Moving Average of Premia

minus BILLS
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o

<
a®
<w
Se
3
33
5z
-
£

1932 1940 1950 1960 1970 1980 1990 2000 2010 2014

-10%
-20%
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HIGH PROF
minus LOW PROF

1950 1960 1970 1980 1990 2000 2010 2014

@ Informatio b nal Fund

o Five-year roling equity premium is the five-year arthmetic average return of the FamalFrench Total US Market Research Index minus the five-year arithmetic average retur of the one-month US Treasury Bl Five-year roling size premium is the ive-year arithmetic average retur of
the FamalFrench SmB factor: (FamalFrench US Small Value, US Small Neutral, and US Small Growih Research Indices) minus (FamalFrench US Large Value, US Large Neutral, and US Large Growth Research indices). Five-year roling value premium is the ive-year arithmetic

average retum of the FamalFrench HL factor: (FamalFrench US Small Value and US Large Value Research Indices) minus (FamalFrench US Small Growth and US Large Growth Research Indices). Five-year rolling profitabilty premium is the five-year arithmetic average retur of

the FamalFrench RmW factor: (FamalFrench US Small Robust and US Large Robust Profitabilty Research Indices) minus (FamalFrench US Small Weak and US Large Weak Profitabiity Research Indices). Profitabilty is measured as operating incorme before depreciation and

ifusi i chiefi by book. FamalFrench indices provided by Ken French. Index descriptions available upon request. Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management

ual afce is no guarantee of future results. Eugene Fama and Ken French are members of the Board of Directors for and provide consulting services to Dimensional Fund Advisors LP. 61
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WHAT IS DIFFERENT TODAY

The Good

HALF FULL!!
IT'S HALF FULL!!

The Bad, and

The Ugly

Dr, Hamilton makes a breakthrough
in his quest to convert pessimists to
optimists.
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What is Different Today - The Ugly
Deleveraging, What Deleveraging?

Global debt has i $57 trillion since 2007, ing world GDP growth
Global stock of debt outstanding by typ:
‘Compound annual
growth rate
2000-07  2007-14'
199 73 5.3
¢ 40 Household 85 28
142
33 56 Corporate 57 59
87 38
19 Government 5.8 93
26
Financial 94 29
4Q00 4Qo07 2Q14"
Total debt )
as % of GDP

12014 data for advanced economies and China; 4Q113 data for other daveloping economies.
NOTE: Numbers may not sum due to rounding

SOURCE: Haver Analytics; national sources; World economic outiook, IMF; BIS; McKinsey Global Insbiute analysis.
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What is Different Today - The Ugly
Federal Debt % of GDP Through 2040

130
Extended
baseline
110 wwil projection?
90
& 70 '
o
a Rising Deficits
8 50 Great 1980s
° Depression
€ Revolutionary War .
g Louisiana Purchase Civil War
5 30
o

10

Actual Forecast

e N N N )
S EERERRE R R R BB E R E R e e B EEEEEEEEEEE

0 SO T OO UVO VOO UOUOUOSUMOUS O WMOUWOUWOUWOUOUSUOSUOoOWVS Glownmou ow o
Source: Congressional Budget Office (CBO), The 2015 Long-Term Budget Outlook, June 2015. 1ICBO's 10-year and extended baselines are meant to serve as benchmarks for
measuring the budgetary effects of proposed changes in federal revenues or spending. They are not meant to be predictions of future budgetary outcomes; rather, they
represent CBO's best assessment of how the economy and other factors would affect revenues and spending if current law generally remained unchanged.
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What is Different Today - The Ugly

Government Debt-to-GDP Ratios (2011-2019)

180
160
140
120

100

80
60
40
20

0

Debt / GDP (%)

Greece Japan Portugal Italy Ireland France  United KingdomUnited States Spain Germany

CE

Source: IMF, World Economic Outlook Database, October 2014. Data for years (from left to right) 2011-2019. For all countries except the U.S.: actual
data for 2011-2013, estimates for 2014-2019. For the U.S.: actual data for 2011-2012, estimates for 2013-2019
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What is Different Today - The Ugly
Country Debt-to-GDP Ratios

@ The debt problem is endemic in developed market

N for a developing economy
economies.

The big, overriding balance sheet theme. Too much DEBT. China is too high on this chart

@ Current real yields on sovereign debt are barely positive in porie]

some countries; negative in others. Sagun

@ The debt problem will be worked through with some '“""““Eﬁ
combination of restructuring government benefits and France

transfers, continued repression of interest rates, o
restructuring of debt commitments, and induced inflation. iy

5

@ There are few positive outcomes for holders of long-term Sngapore
sovereign debt. riens

= Total credi to the goverrment secter, % of GOP.

§

% of GOP.

Total credit to households, % of GDP

8
H
8

200 80 0 450
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Source: RES; BIS data as of Q1 2015
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S&P 500 Index

600 4/18/83
U.S. embassy bombing Beirut
400 63 dead

200

0

08-uer
T8-uer
8-uer
€8-uer
8-uer
Sg-uer
9g-uef
£8-uef

Source: Standard & Poor’s. data through December 1, 2015.
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10/23/83
Beirut barracks bowobc.,zgrgpe%%

88-uef

WTC bombing 6 dead 1042 injured

88
ing 259 dead

68-uer

11/13/15
Paris
130 dead

1/7/15 Charlie Hebdo attack Paris 11
dead 11 injured
4/15/13
Boston marathon bombing
3 dead 183 injured

7/7/05

London subway bombings

9/11/01 56 dead 700 injured
wrC

2997 dead market closed foraweek ) ¢ o 1acccy attack Benghazi 4 dead 10

injured

3/11/04
Madrid train bombings
8/7/98 191 dead 1800 injured
U.S. embassy bombing Kenya 214

4/19/95
Oklahoma City bombing 168 dead 800
2/26/93 injured

vy v v ¥ ¥ ¥ v ® ¥ ¥ v ¥ ¥ ¥ ¥ ® ¥ ¥ ¥ § ¥ T ¥ 5 ® °§

2 2 2 3 2 2 2 3 2 2 2 2 % % 2 2 3 2 2 2 3 2 2 2 2 3

e R R - - - L

8 B 8 8 B 8 8 § 8 8 8 B 8 8 2 8 I 8 8 58 B 8 & & &
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S&P 500 CAPE vs 10-Year Treasury Yield (rhs)

45 18.00%
40 \ 16.00%
35 H \- 14.00%
30 A 12.00%
U\ J‘ 26.60
25 M l \ Aj U - 10.00%
20 A“l M-ﬂ‘ 8.00%
15 6.00%
10 © 4.00%
5 2.00%
0 0.00%
1881 1889 1898 1906 1914 1923 1931 1939 1948 1956 1964 1973 1981 1989 1998 2006 2014
——U.S. CAPE (S&P 500)  ~~~~~ U.S. CAPE Average ~ ——10Y Treas
Sources: FRED, MSCI, Robert Shiller. Data as of 11/30/2015.
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What is Different Today - The Bad
Fed Options During the Next Downturn Limited

Expansion of the Fed’s Balance Sheet has
Happened Before.

20

Great Depression: 23.0 = / End of WWII: 20.2 2011:19.0 \

We will Not Have a Demographic Wave
and Women Entering the Workforce to
Help Us.

The Most Consistent Worry Among
Professionals is the Paucity of Remaining
Options Available to the Fed For the Next
Economic Downturn.

Percent of Nominal GDP

o Interest Rates are Near Zero; The Fed has
s § &§ & & & & & § & &8 § & g ¢ Already Aggressively Expanded Its
Balance Sheet - Helicopter Money?

Copyright Versant Capital Management 2015 69
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What is Different Today - The Good
Corporate Tax Rates! - Comparison From 1990
60 Corporate income
tax rates started

55 moving lower in
B8 the mid-1990’s but
% the U.S., alone, did
5 45 not follow.
[l
8
g s Us. At 39% today, the
] 2 U.S.is 15%%
£ France higher than the
Q
5 30 Germany OECD average.
o
o
5 2 1 L
8 OECD Average This is why the
r_‘g 20 UK. “inversions” are
00 going to
g 15 Ireland.

Ireland
Q
o 10 ¢ " : : .
- PR R R R B R R R R NNNNNNNNNNNNNNNN
g2 88888888 csscsse8ec8css8e8E8ERERE
1 Top marginal federal plus state and local corporate income tax rates. 2 Average of the 33 non-U.S. OECD countries.
Source: OECD Tax Database, 2015, Table I1.1. Does not include non-OECD countries such as China, Brazil, India and Russia.
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What is Different Today - The Bad
Taxes % of GDP - Comparison
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Total tax revenue as a percent of GDP (%)
A
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Source: OECD, Revenue Statistics, 2014 Edition. Data for 2013. Does not include non-OECD countries such as China, Brazil, India and Russia.
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Includes all forms of taxes: federal, state and local; income taxes, sales taxes, VAT taxes, estate taxes, property taxes, etc.
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While the U.S. has
the highest
corporate tax rate,
the U.S. has one of
the lowest total
tax burdens among
developed
economies.

Small wonder U.S.
companies are
moving or opening
foreign
subsidiaries.
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What is Different Today - The Good

Consumer Financial Obligations Ratio Near a Low

18.5

18.0

17.5

17.0

16.5

16.0

15.5

The financial obligations ratio consists of estimated required payments
on outstanding mortgage and consumer debt plus automobile lease

payments, rental payments on tenant-occupied property, homeowners’

Financial Obligations as a Percent of DPI (%)

15.0 insurance and property tax payments divided by disposable personal
income.

145
B R R R R RER R RR SRR RE R RE R NNNNNNNNNNDNNNNNN
LLobobbobbobbobobbohoobhod 333333333333 083
RO RRD BB BOOBOBBEBB3383533388338822R2R
EER R R SIS RN R NI R®28 SRR RdI_Ionnerd
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Source: Federal Reserve, data through June 2015; released October 5, 2015.
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15.4

Comparing
consumers’ monthly
flow of income to
their fixed recurring
monthly expenses,
including debt
service, gives a more
accurate measure of
consumers’ financial
health.

Consumers’ ability to
cover the monthly
“nut” has seldom
been better as
incomes have
recovered, household
debt has been
reduced and interest
rates remain low.

Caveat: Refinancing
risk.
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What is Different Today - The Good, the Bad, &

the Ugly

Major Commodity Price Indices (Global FX Terms, Indexed to June 2014)

—— GSCI (Energy Heavy) —— JOC (Industrial Metals Heavy) —— CRB (Agriculture Heavy)
A

VLJ‘K« - 0%

-5%
-10%
-15%
Falling prices across all commoditles, 20%
with weakness continuing toward the -25%
end of this year 30%
35%

-40%
45%

20

w

2014 2015

Source: Bridgewater Associates
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What is Different Today - The Good
We Know How to Do This...Let’s Go!

Lee Kuan Yew’s Singapore Flourished while Fidel Castro’s Cuba Floundered
GDP per Capita Based on Purchasing Power Parity (PPP)

60,000 E

w— Singapore
== United States

50,000 4 Cuba

Lee Kuan Yew
(1923-2015)

40,000 4

30,000

20,000

10,000

T T T T 1

1960 1970 1980 1990 2000 2010
Past performance does not guarantee future results.

Source: Penn World Table (Center for International Comparisons at the University of Pennsylvania), U.S. Global Investors
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What is Different Today - The Good
I’'m With the Cornucopians

@ Demographics, Debt, Interest Rates, Intergenerational Equity (who writes the check), and
Malthusians are Headwinds.

@ Positive Trends that Still Exist: The Improvement in the Lot of Most of the Planet’s
Inhabitants.

@ We know this can happen: Just look at Korea, Taiwan, Hong Kong, Singapore, and the former East
Germany.

@ At around $5,000 income per capita, big changes in diet and education.

@ Much investment in agriculture, energy, and materials will be needed.

@ The current market decline in these sectors may be teeing up quite an opportunity.
@ They also tend to be inflation sensitive sectors.

@ The Cornucopians believe that technological progress will continue what was started in
the late 1700s - more than a order of magnitude improvement in economic growth.
@ We believe even though we can't identify the future breakthroughs - like so much else an act of faith.
@ The Malthusians believe the future can’t duplicate the advances of the past.

What is Different Today - The Good
Some Ideas

@ Investment Strategies Focused on Forecasting are Dangerous - We Cannot Forecast Well
Enough
@ Invest in market risk premiums inexpensively.
@ Tilt around the edges with favorable trends.

@ Rebalance aggressively from the things that have done well (US growth stocks) into that
which has not (emerging market stocks).

@ The big decline in interest rates and run up in debt will not be duplicated over the next 30
years; consider some other asset classes in your investment strategy.

@ Tend more toward global market capitalization than relying on U.S. stocks alone. There is
still ample room for long-term earnings growth outside the U.S.

@ Make sure your less liquid investments are held in kind or in the proper investment vehicle
to preclude forced selling.

@ The Issues of the Day, Debt, Demographics, Interest Rates, and Inflation are Difficult but
Solvable if All Interests Contribute. There are Historical Precedents.
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THANK YOU FOR YOUR VALUABLE TIME

Q&A

IMPORTANT DISCLOSURES

Please remember that past performance may not be indicative of future results. Different types of
investments involve varying degrees of risk, and there can be no assurance that the future performance
of any specific investment, Investment strategy, or product (including the investments and/or
investment strategles recommended or undertaken by Versant Capital Management, Inc.), or anz non-
investment related content, made reference to directly or indirectly in this newsletter will be profitable,
equal anY corresponding indicated historical performance level(s), be_ suitable for your portfolio or
individual situation, or prove successful. Due to various factors, including changing market conditions
and/or applicable laws, the content may no longer be reflective of current opinions or positions.
Moreover, you should not assume that any discussion or information contained in this newsletter serves
as the receipt of, or as a substitute for, personalized investment adyvice from Versant Capital
Management, Inc. To the extent that a_reader has any questions regarding the applicability of any
specific_issue discussed above to his/her individual situation, he/she is encouraged to consult with the
professional advisor of his/her choosing. Versant Capital Management, Inc. is neither a law firm nor a
certified public accounting firm and no portion of the newsletter content should be construed as legal or
accountlrg advice. If you are a Versant Capital Management, Inc. client, please remember to contact
Versant Capital Management, Inc., in writing, if there are any changes in your personal/financial
situation or investment objectives for the purpose of rewqwm%evaluatlng/rewsmg our previous
recommendations and/or services. A copy of the Versant Capital Management, Inc.’s current written
disclosure statement discussing our advisory services and fees is available upon request.
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