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PREMIA CAPITAL MANAGEMENT., LLC

PURSUANT TO AN EXEMPTION FROM THE COMMODITY
FUTURES TRADING COMMISSION IN CONNECTION WITH
ACCOUNTS OF QUALIFIED ELIGIBLE PERSONS, THIS
BROCHURE 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 THE COMMODITY TRADING

ADVISOR’S DISCLOSURE. CONSEQUENTLY, THE COMMODITY

FUTURES TRADING COMMISSION HAS NOT REVIEWED OR
APPROVED THIS TRADING PROGRAM OR THIS BROCHURE.

INVESTMENT IN FUTURES AND OPTIONS PROGRAMS
INVOLVES SUBSTANTIAL RISK OF LOSS AND IS NOT SUITABLE
FOR ALL INVESTORS.
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PREMIA CAPITAL MANAGEMENT., LLC

Premia Capital Management, LLC’s services are only available to
Qualified Eligible Persons.

An investment with Premia Capital is speculative and involves a high
degree of risk.

Please read the Disclosure Document before seeking Premia Capital’s
services.

The information in this presentation may not be reproduced or used in
conjunction with any securities offering and is not for reproduction or
distribution without the prior written permission of Premia Capital
Management, LL.C.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE
RESULTS.
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PREMIA CAPITAL MANAGEMENT., LLC

All presentations at this meeting are for informational purposes only and
should not be construed as a solicitation.

Opinions expressed herein are current opinions as of the date appearing
in this material only.

No part of this material may be i) copied, photocopied or duplicated in
any form, by any means, or ii) redistributed without Premia Capital
Management, LL.C’s prior written consent.

The portfolio risk management process includes an effort to monitor and
manage risk, but should not be confused with and does not imply low risk.
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I. Risk is the Flipside of Return

In a number of trading strategies, an investor is paid to
bear risks.

Trading strategies can be well known and publicized.

This does not prevent them from continuing to exist.



December Products/Novermber Soybeans
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I. Risk is the Flipside of Return

[94%.
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Strong Seasonality

This spread carries slightly more risk
than other reverse crush spreads be-
cause it usually has to be put on at
higher spread differentials than deferred
positions, and it often must be held into
the delivery period for November soy-
heans to achieve the best results. This
adds the risk of strength in November
soybeans after first notice day in some
years.

(Continued)

— Sovbean Crush Spread Example

. A trade that was recommended

~ in a 1983 commodity futures

10-Year Seasonality ¢/bu

Seasonal Factors and the DRV

=
v
v
L
o
e /_ _
.
S L
Highs and Lows Wy
High #fbu  Low by i
T Date _ Level Date Level Move
1970/71  1SMovii 2688 27MayTl 675 +20.21
1971/72  13Novi2 2083 SFebi2 1190 +17.99
1072/73  20Nov73 8240  5Sep7d 11.60  +84.00
1973/74 20074 86395  Rlan7d 947  +96.42
1974/75  TNevIS 4325 27Dec74 185  +41.40
1S78/76  BJUTE 5063 220ul76 749 —52.14
1976/77  1BNovI7 4325 1200177 1123 +3202
1077/78  2Nov78 5625 260ct77 2052  +3573
197B/7T9  16Mov7d 9228 23Novie 2173 46456
7330 2200479 2022 +4508

1979/80

ENovB0

#/bu
/by Maonthly () ()
brokerage report is still relevant
Month Factors In Factors DAY
dan —26622 + 0000 2,760.00 g p
Feb 11107 +1.5515 2,480.00
Mar =1,4847 3840 152000 |
Apr —1.5667 - 0720 1,625.00
= = = = nearly 20 years later
Jun —4.1640 ~—a.2482 1,815.00 [
dul —1.3650 2,794 1,325.00
Aug —1.4050 — 0400 2,005.00
Sep A2 41,5281 3,350.00
st 48171 +4.7940 3,095.00
Nov 96426 +4,7255 5.105.00
Trading Record
#/bu #ibu
Initiate  Liquidate

Reverse Reverse H 3 ¥

Crushin  Crush in Profiy/ Worst Best
Year  Junat  Novat Loss  Scenario  Scenark
1871 98224 223103 624395 380000 585500
1972 153356 255648 511465 47.50 8,087.50
1973 260868 346182 428070 —17,745.00 40,080,00
1974 115799 327448 1058250 — 300995 1745010
1975 230022 374444 702190 — 12495 1229000
1976 202703 258482 2788985 - 7,210.00 7.94000
1877 293871 215314 -3927.85 —10,17505 10.21000
1878 317330 468181 754210 83501 1406000
1979 350241 827431 2385950 1883500  20.704%
1980 347658  GBIGBE 1679940  10,560.75

Cumulative profit/loss
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I. Risk is the Flipside of Return

The Not So Perfect Index

The Impact Of Russell 2000
Rebalancing On Small-Cap Performance

By Peter Jankovskis

(Continued)

Impact of Russell 2000

Rebalance Example

Average Monthly Excess Return (S&P 600 - Russell 2000)
1994/01 - 2001/12

Month ~ Average Minimum Maximum Stdev  T-signif.
January -0.79 -2.59 0.33 0.91 96.1%
February -0.16 -3.12 1.71 1.40 60.9%
March 0.09 -1.91 2.89 1.34 56.2%
April 0.51 -2.35 4.30 1.85 73.6%
May 0.33 -0.85 2.87 1.19 73.7%
June -0.13 -2.81 1.17 1.16 60.6%
July 1.47 -0.40 3.74 1.24 98.7%
August 0.44 -0.70 1.24 0.67 91.9%
September -0.10 -1.70 0.77 0.79 61.3%
October 0.54 -0.66 5.09 1.92 74.3%
November  -0.12 -1.79 1.07 0.82 63.9%
December  -0.12 -3.10 3.73 1.96 55.9%




I. Risk is the Flipside of Return
(Continued)

Impact of Russell 2000 Rebalance Example (continued)

* This phenomenon has been published in the Journal of
Indexes by Dr. Peter Jankovskis of QOakBrook
Investments.

« It has also been well covered by Wall Street
quantitative researchers.
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I. Risk is the Flipside of Return
(Continued)

ssassmocom 1IMPACt of Russell 2000

RUSSELL 2002 RECONSTITUTION PREVIEW Monday, 10 June 2002 Reb alan ce Example

Figure 12 - Russell 2000 "“New” Additions

5% T Rissi"WNew Al Gamgpry Retis LT (continued)

3/28 - Current
13% K

10% — e - B e

8%

5%

3%

0% =y

-3%

5% +—

-8%

Oto R2 s 5.1 %, = = 0toRZ-RTY

0% SR s
S b B B 0 9 o LD o O 0 6 D L0 * o M > &
E U L USRI SR U AR IR I MR S S R P R AR

Source: Salomon Smith Bamey

)

11

5

(



I. Risk is the Flipside of Return
(Continued)

Impact of Russell 2000 Rebalance Example (continued)

* One can set up a trade where one is long the S&P 600
Small Cap Index and short the Russell 2000.

* Putting on this spread from late-June until mid-August
has not lost money since the launch of the S&P 600
Small Cap Index.

* And yet, there is considerable risk to this trade.
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I. Risk is the Flipside of Return

(Continued)
<HELP> for explanation. N127 Index HSN ImpaCt Of Russell 2000
HISTORICAL PRICE U-CALC PAGE 1 OF 4
SELL RTY —- RUSSELL 2000 INDEX 0SD LAST 401,29 Rebalance Example
BUY SML -- S&P 600 SMALLCAP INDEX USD LAST 206.38
RANGE IYEZYE 10 IATLE SELL BOY .
PERIOD [ (D-W-M-0-Y) TIME FRAME (N=NY,F=NY 9-3,L=LONDON, T=TOKYO) ( )
U-CALC P PRICE YALUE (0=0PEN, H=HTGH, L =L0l, C=CLOSE) contlnued
YIELD C CONY/SEMT-ANN/ANN | MARKFT M M (B=BID,A=ASK,M=MID) L t f l
Enter 1<G0> for expanded view. S
= panEs . 4  Enter E(E;Sl;:l_i_[i‘_oi_r]:%)iletirg%d view. as year, Or examp e,
PAGE FOR GRAFH-TRBLE i : : 5 - - HEHH (HVE) .6054 th . N t. t
: - : : : ~ "1° MEDTAN .6363 -
. . _ . _ ‘ ' 1 Kbev BT € SINCe 1ncep 101NN WOr'S
B : : i - : ' ‘1% DFF AYE 1.4169
: : : : : : : 1 [FF AYE Sd 1.84
T s 12 oss of the trade nearly
28JUND2 SJUL 12 15 26 2AUG 3 16
SURMARY OCCURRENCES
LAST 2.0224 -7 T0 -.34 410,31 [E matched the worst case
AYERAGE isgsgg -.34 T0 .29 B=20.5%
OFF AVE .41 .29 T0 .92 15=38.5% .
HIGHEST  2.1804 ON 8/15/02 .92 T0 1.55  B=20.5% SINcCe 1989.
L DWEST -.967 DN 7/22/04  1.55 TD 2.18  4=10. af UERE e
ORF Jf T=CPL: VALUATTON __(BOY| B WCERFPE D SEL LT M gEre) B W A i
Austrolia 61 2 5777 3600 Brazil 5511 2048 & Europe 44 20 7330 7500 Germony 49 63 520410

Hong Kong 852 2977 6000 Jopoan 81 3 3201 8900 Slngupore 65 212 1000 U.S. 1 212 313 2000 Copuright 2002 Bloomberg L.P.
5564-364-0 19-Aug-02 17:30:53
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II. Risk Management and the Investment Process

* The Kkey to a successful investment program is not in
finding strategies that have a statistical edge.

A prominent hedge fund manager with currently over
$4 billion under management told me in 1993:

“Other people have the same information as I do;
other people put on the same trades on as I do. 1
make money; they don’t.”
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III. Risk Management Policies are a Product Design Issue

* In derivatives trading, an investment manager has a lot
of flexibility in designing an investment program.

* Futures trading @) REFCO “
requires a relatively et BN 1 D~ )
small amount of margin. |

 For example, some programs only require $7 for each
$100 of exposure.

@ 15



III. Risk Management Policies are a Product Design Issue
(Continued)

 The result is that a futures trader can easily adjust
their leverage level to magnify gains (and losses.)

* Trade sizing is a matter of determining how much risk
one wants to assume.

A trader is not very constrained by the amount of
initial capital committed to trading.

@ 16



III. Risk Management Policies are a Product Design Issue

(Continued)
Delevered Returns by Strategy
1997-2001 Analysis
Average Average Historical
Levered Delevered Financial
Style Retum {%o)* Return {(%o)* Leverage™
Short Biased 137 9.3 0.3
Slobal Macro 16.8 =9 2.0
Emernging MMarkets 16.9 2.8 1.0
Event Driven 147 = 1.1
MMerger Arbitrage 14.7 7o 1.8
Long/Short Eqguity 14 .0 5.3 1.3
Fixed Income 9.5 4.8 1.5
Zomeertible Arbitrage 106 4 2 2B
Managed Futures 105 g 2 2.8
Distressed Secunties (F=! mrE=! 1.2
CAPITAL
MARKET * Lewerage analysis was done for funds with 5 year Historical Leverage and pedormance data
m RISK =

AWISORS | Source: Altvest, CSEFE Tremont, EACK], HER, Tuna, Institutional Investor (Jdune 20020, ChR A,

Analysis
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III. Risk Management Policies are a Product Design Issue

* With the ability to
leverage, one must
ensure that investors

can tolerate the potential

within-period losses.

(Continued)

Probability of10% Loss

3 Year Horizon

0%
BO%
50%
40%

0%
20%

|ithin Haorizan
@End of Horizon

10%
0%

2 4 G g 10

Leverage Factor

@

From Mark Kritzman, “H

idden

Risks of Hedge Funds, and Asset

Allocation versus Security
Selection,” Presentation to
QWAFAFEW, 2/12/02.
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III. Risk Management Policies are a Product Design Issue
(Continued)

Top 20 CTA Performers Past Five Years

For the period 1/1/96 to 12/31/00. Includes only CTAs managing at least 510 million as of 12/31/00

o A n u mb e r O f 5-YR COMP. LARGEST L BEST WORST FUNDS

ANNUAL SHARPE  DRAW-  WINNING 12-MO. 12MO.  UNDER

o TRADING ADVISORS RETURN HATIO DOWN MONTHS PIERIOD PERIOD MOGMT

tO p C oOmmo dlty 1. SoundView Capital Mgmt. (MAP) 5788% 168  1794%  6333%  +252%  18%  S10M
2. Tucson Asset Mgmt. (Domestic 2X) 48.58% 142 41.18% 68.33% +176%; -38% 531M

T d 3 g A d 3 3. Hathersage (Accelerated Appreciation) 40.07% 115  26.43%  65.00% +132% -16% 571M
r a ln VlS O rs 4. Gollyhott Trading (Discret.) 35.62% 1.32. 7.85% 63.33% +241% 1% $102M

9 5. Eckhardt Trading Co. (Higher Leverage) 34.480%; 092  28.42%  56.67% +185% -13% $20M

(C TA S) h ave h ad 6. Johnson Management 3296% 238 2.70% 70.00% +68%: +12% $15M
o 7. Beacon Management Corp. (Meka) 3235% 079 4648l 60.00% +119% -36%  $131IM

lO S S e S 1IN exc (& S SO f 8. Cipher Investment Management Co.  32.25% 132 1290%  61.67% +133% 4%  $365M
9. Quicksilver Trading, Inc. 29.57% 117 17.14% 63.33% +106% -0% S24M

- 40 0/ 10. Ansbacher Invest, Mgmt, (Opt, Writing) 27.34%  0.83  26.89%  65.00% +113% 7% $30M
0 ® 11. Dunn Capital Mgmt, (WMA) 27.23% 058  44.16%  58.33% +1067% -44%  $1,066M

12. Digilog LLC 26,83% 0.82 19.63% 56,677 +104% -8% 5103M

13. Clarke Capital Mgmt. (Worldwide) 26.08% 0.98 8.48% 61.67% +73% +1% 587M

14. Eckhardt Trading Co. (Standard) 25.25% 088  17.05% 56.67% +117% -13% 5260M

o T h e S e lO S S e S S e e m 15. Bell Fundamental Futures (Standard) ~ 24.97% 087  21.37%  60.00% +100%, +2%  $37TM
16. Capital Fund Mgmt. 24.86% 1.40 8.01% 63.337% +54% -5% $47M

t h b 17. Analytic Investment Mgmt. (3R Strat)  24.73%  1.73 6.69%  75.00% +447s +706  $299M
O ave e e n 18. Hathersage (Long Term Growth) 24.48% 1.37 7.94% 68.33% +50% =60 $14M
19. Jacobson Fund Managers (Curr.) 23.99% 0.94 19.07% 65.00% +84°% -04% §188M

ac c ep table tO 20. Macquarie Treasury (Diversified) 2327% 136 8.96% 66.67% +79% 7% $28M

clients since these programs sometimes return in excess
of 100% annually. @0



IV. Risk Management Policies Determine Whether a
Program will be Viable

Our belief is that a number of |
statistically significant
investment opportunities exist
because of the possibility of
large losses.

20




V. Standard Risk Management Methodology is a Useful
Starting Point

 The conventional asset manager approach is a useful
first step.

* One still needs to add several layers to this approach
because of:

— the unique statistical properties of commodity
futures contracts, and

— the different way futures products are marketed.

ﬁ 21
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VI. Risk Management Rules Flow from an
Understanding of Price Behavior

* Diversified portfolios of equities have returns that
appear to be symmetrically distributed.

« Itis a different matter for commodity prices.



V1. Risk Management Rules Flow from an

Understanding of Price Behavior
(Continued)

 The empirical behavior of commodity prices can be
described as follows:

— Commodity prices are extremely volatile;
— There exist rare but violent explosions in prices; and

— There is substantial positive skewness in the price
distributions.
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V1. Risk Management Rules Flow from an

Understanding of Price Behavior

(Continued)

These observations are illustrated with a long-term
chart of sugar prices:

13
o~

1.5

deflated price
1.0

.0

(=]

2.0

0.5

............

date

FIGURE 1
Annual sugar prices, 1900-1987
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V1. Risk Management Rules Flow from an

Understanding of Price Behavior
(Continued)

Another example can be found in heating oil:

HO1 60 . 14= as of close 3/ 5 Comdty GP
Vol 14,919y OpInt 52,286
Line Chart [IEanim 1/5

Ranoe IEVENLE - WYFEITE Period [{ Haonthly
Upper Chart: E Line Chart Moving Averages N BN

Lower Chart: [ No additional graph(s) Moving Average [ 1) News
Cloze 110
Last 56,28
High 11/30/00 105.34
[ |Farerage 56.6034 100
Low 115088 3132
] )
,,,4‘_,__4 _____________ ~90
'
S L IR R (R S S U e S e | 5o
1
:
s e B L SRR LR TR S (CPU S. ¢ | ES S TR IS 70
!
:
-——-: ———————————————————————————————————————————————————————————— + 60
:
o
L "iﬂi- R 50
i
: ; ;
b v ;
N ,,,,,,,,, i i
: y :
;
:
----------------------------------------------------------------------------------------- F30
i : : : : : : : ; : : i : ; : :
L I [ [ I [
[ 10881000 | 1891.1993 | 1994-1936 | 1997-1999 [ 2000-2002 |
Australia 61 2 9777 2600 Brazil 5511 30438 4500 Europe 44 20 7330 7500 Germoany 49 £9 920410

Hong Kong 852 2977 6000 Japan 81 3 3201 8900 Singepore 65 212 1000 U.S. 1 212 318 2000 Copuright 2002 Bloomberg L.P.
F564-364-3 05-Mar—02 17:55:17
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VI. Risk Management Rules Flow from an
Understanding of Price Behavior

(Continued)
Value-at-Risk
* The portfolio’s
volatility is
calculated using °
the recent _ ]
volatilities and  §
correlations of il
the portfolio’s ﬁﬁ
instruments. PR — wow o
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V1. Risk Management Rules Flow from an

Understanding of Price Behavior
(Continued)

Value-at-Risk (Continued)

* The standard Value-at-Risk approach alone is
inadequate for a commodity portfolio.

* A commodity portfolio consists of instruments that
have a tendency toward extreme positive skewness in
returns.

* This measure, though, is still useful when it is twinned
with other measures.
@ :
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V1. Risk Management Rules Flow from an

Understanding of Price Behavior
(Continued)

Scenario Testing

* Using long-term data, an investor can directly examine
the worst performance of a commodity trade under
similar circumstances.

* This measure will sometimes be larger than the Value-
at-Risk measure based on recent volatility.

@ 5



V1. Risk Management Rules Flow from an

Understanding of Price Behavior
(Continued)

Diversification and Concentration Risk

Example of Portfolio Effect When Combining Independent Strategies

Portfolio Volatility vs. Number of Strategies

14.0

13.0 1

2 12,0 |
® 11.0
O
> 10.0
2
S 90
g \
S 80
7.0 \\‘
6.0 : : : : : ‘
1 2 3 4 5 6 7

Number of Strategies

@
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V1. Risk Management Rules Flow from an

Understanding of Price Behavior
(Continued)

Understanding the Fundamental Drivers of a Strategy

 The following graphs illustrate how two normally
unrelated markets can become temporarily very
related:

September Corn Futures Prices vs. September
Natural Gas Futures Prices (6/29/99 to 7/21/99)

215 |
8 210
e .
& 205 |
£ 200
=
' §
S 195 o>
31901 e
185 ® e o ‘ ‘ ‘ ‘
2.16 2.21 226 231 236 2.41

Natural Gas Futures Prices
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V1. Risk Management Rules Flow from an

Understanding of Price Behavior
(Continued)

Understanding the Fundamental Drivers of a Strategy
(Continued)

September Corn Futures Prices vs. September
Natural Gas Futures Prices (11/30/98 to 6/28/99)
250
o?
245 - . $, .
§ 240 ,—‘_0_30 >
(3} L X3
= o, % .
o 235 *o . .
$ 230 e (R K
S i LTS o o
5 05 * @ o ¢ o.ox‘ Rl
i i ° -~
£ 220 Re A N
O 215 LI
210 ‘ ‘ ‘ ‘ ‘ ‘
1.8 1.9 2 21 2.2 2.3 2.4 2.5
Natural Gas Futures Prices
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V1. Risk Management Rules Flow from an

Understanding of Price Behavior
(Continued)

Understanding the Fundamental Drivers of a Strategy
(Continued)

 In July, both corn and natural gas prices are heavily
dependent on the outcome of weather in the U.S.
Midwest.

* And in July 1999, the Midwest experienced blistering
temperatures.
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V1. Risk Management Rules Flow from an

Understanding of Price Behavior
(Continued)

Extraordinary Stress Testing

* Futures products are marketed as equity diversifiers.

* Therefore, one job of risk management is to attempt to
ensure that a futures investment will not be correlated
to stocks during dramatic equity declines.

 For a futures portfolio, it is prudent to examine how
the portfolio would have performed during various
well-defined stock market declines.

ﬁ 33
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VI. Risk Management Rules Flow from an
Understanding of Price Behavior

(Continued)
1987 1990 1942 1984 1995 1997 1998 1999 2000 2001 2002
1927 Stock 1994 US Interest 1999 Brazl
Market Crash Rate Hike Crisis 2002 Stock
KMarket Crash
1990 Hikkei l 1997 2000 Tech
Crash Asian Crisis Heltdown
* 1994 .95 b
Hexican Peso 1993 2001 Tech
1990 High Crisis Russian Crisis Heltdown
Yield Tumbles l
v 1995 Latin l 9M1 Temorist
American Crsis
1998 LTCH Attach

1992 European

hRMKENMAR Currency Crisis
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VII. Useful Risk Management Reports in Futures
Trading

* On a per-strategy basis, it is useful to examine each
strategy’s:

— Value-at-Risk based on recent volatilities and
correlations;

— Worst-case loss during normal times;

— Worst-case loss during well-defined eventful
periods;

@ .
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VII. Useful Risk Management Reports in Futures
Trading (Continued)

— Incremental contribution to Portfolio Value-at-Risk;
and

— Incremental contribution to Worst-Case Portfolio
Event Risk.

 The latter two measures give indications on whether
the strategy is a risk reducer or risk enhancer.

ﬁ 36
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VII. Useful Risk Management Reports in Futures
Trading (Continued)

* On a portfolio-wide basis, it is useful to examine:

— Value-at-Risk based on recent volatilities and
correlations;

— Worst-case loss during normal times; and

— Worst-case loss during eventful periods.

@ .
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VII. Useful Risk Management Reports in Futures
Trading (Continued)

 The spreadsheets on the next two slides give examples
of a futures portfolio with the recommended measures
displayed.

* Note the properties of the soybean crush spread.

* It is a portfolio event-risk reducer, but it also adds to
the volatility of the portfolio.

ﬁ 38
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VII. Useful Risk Management Reports in Futures

Trading (Continued)

Commodity Risk Reports

Strateqgy
Deferred Reverse Soybean Crush Spread

Long Deferred Natural Gas Qutright

Short Deferred Wheat Spread

Long Deferred Gasoline Outright

Long Deferred Gasoline vs. Heating Oil Spread
Long Deferred Hog Spread

Portfolio

Value-At-Risk
2.78%
0.66%
0.56%
2.16%
2.15%
0.90%

3.01%

@

Worst-Case Loss
During Normal Times
-1.08%

-0.18%

-0.80%

-0.94%

-1.04%

-1.21%

-2.05%

Worst-Case Loss
During Eventful Period

-1.42%
-0.39%
-0.19%
-0.95%
-2.22%
-0.65%

-2.90%
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VII. Useful Risk Management Reports in Futures

Trading (Continued)

Commodity Risk Reports (Continued)

Incremental Contribution to

Strateqy Portfolio Value-At-Risk*
Deferred Reverse Soybean Crush Spread 0.08%
Long Deferred Natural Gas Outright 0.17%
Short Deferred Wheat Spread 0.04%
Long Deferred Gasoline Qutright 0.33%
Long Deferred Gasoline vs. Heating Qil Spread 0.93%
Long Deferred Hog Spread 0.07%

* A positive contribution means that the strategy adds to risk

while a negative contributicns means the strategy reduces risk.

@

Incremental Contribution to
Worst-Case Portfolio Event Risk*
-0.24%

0.19%

0.02%

0.81%

2.04%

-0.19%

40



VII. Useful Risk Management Reports in Futures
Trading (Continued)

So an incremental contribution to risk measure based
solely on recent volatilities and correlations does not
give complete information about whether a trade is a
diversifier or not.



VII. Useful Risk Management Reports in Futures
Trading (Continued)

* Another example concerns financial futures trades.

* This example portfolio consists of a long Russell 2000
vs. a short S&P 500 futures trade and a long Municipal
Bond vs. a short U.S. Bond futures trade.

 These trades are normally unrelated as illustrated in
the graphs on the next slide.
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VII. Useful Risk Management Reports in Futures
Trading (Continued)

LINEAR REGRESSION ANALYSIS MTY, CaLL, PUT
Y=Dependent LRLXSPY -— RUSSELL 2000 ¥
A=Independent .MOB —— MUNICIPAL BONMDS ¥

Y X
Feriod [I TIME FEAME N N (N=NY,F=NY 9-3, L=LONDON, T=TOKYU)
Yield € Yalue E [
Log (Relative Valuel)? [l Y/N Market T 1

Slope  Intercept

Regression Tupe Start Date End Date (Beta) (Alpha) (R2)
Filter DN 9/17/01pM1//14/01 -774.4 458. 012
Lag X B Periods P) EeeZArgll REVEFits 19390.1 B5.7 024
# [dentifies latest observation
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VII. Useful Risk Management Reports in Futures
Trading (Continued)

* But during a scenario test of the portfolio’s sensitivity
to event risk, we find that the combination of the two
trades results in an exposure to a liquidity shock.



VII. Useful Risk Management Reports in Futures

Trading (Continued)
 Event Maximum Loss
October 1987 stock market crash -4.11%
Gulf War in 1990 -4.12%
Fall 1998 bond market debacle -6.42%
Aftermath of 9/11 attacks -3.95%



VII. Useful Risk Management Reports in Futures

Trading (Continued)
e Worst-Case Event Maximum Loss
Fall 1998 bond market debacle -6.42%

 Value-at-Risk based on recent volatilities and
correlations

3.67%



VII. Useful Risk Management Reports in Futures
Trading (Continued)

* The short legs of each spread are the more liquid of the
pair.

* So both of these trades are at risk to a flight-to-quality
event as happened during the Fall of 1998.

* QOur response to a concentrated risk to a liquidity shock
has been to purchase OTM fixed-income calls.
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VII. Useful Risk Management Reports in Futures
Trading (Continued)

 Purchasing OTM fixed-income call options is not
always the best economic choice.

* Last fall a futures portfolio consisted of the following
positions: outright long wheat, a long gasoline calendar
spread, short outright silver.

* When carrying out an event-risk analysis on the
porttolio, the worst case was a 9/11 scenario.
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VII. Useful Risk Management Reports in Futures
Trading (Continued)

 With implied volatilities of short-term interest-rate
options at 50%, these options would have been quite
expensive macro portfolio insurance.

* Given that the scenario that would most negatively
impact the portfolio was a sharp shock to business
confidence, the least expensive macro portfolio
insurance was short-term gasoline puts.
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Conclusion

Our view is that there are a number of derivatives
strategies that earn their returns due to taking on risky
positions in a risk-averse world.

The returns are not due to inefficiencies in the
marketplace.

There is a very important active component to an
investment program that earns a return due to bearing
risk.
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Conclusion (Continued)

« It is the iInvestment program’s risk management
methodology.

* An investment manager must decide:

— How much to leverage the strategy, and

— Whether to give up any of its returns to hedge out
the strategy’s extreme risks.

@ 51

rmwm————
e



Source of Graphics
(not directly credited in presentation)

Slide 8, “December Products/November Soybeans,” Seasonality in Agricultural
Futures Markets, ContiCommodity, 1983, p. 346.

Slide 9a, “The Not So Perfect Index: The Impact of Russell 2000 Rebalancing on
Small-Cap Performance,” article by Peter Jankovskis and illustration by Craig
Smallish, Journal of Indexes, Second Quarter 2002, p. 38.

Slide 9b, chart of monthly Russell rebalancing impact from slide 5 of “Chicago
QWAFAFEW Discussion of Small Cap Investing,” by Peter Jankovskis, July 18,
2002.

Slide 11, graph of performance of expected Russell 2000 new additions from
Salomon Smith Barney, Global Portfolio Trading Strategies, June 10, 2002, p. 8.
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Source of Graphics (Continued)

Slide 13, graph of normalized performance of S&P 600 Small Cap Index vs. the
Russell 2000 Index from 6/24/02 to 8/16/02, The Bloomberg.

Slide 15, sample Refco futures statement, 11/20/01.

Slide 17, excerpt from presentation by Leslie Rahl of CMRA, “Hedge Fund
Transparency: Unravelling the Complex and Controversial Debate,” Slide 52,
RiskInvest 2002, Boston, 12/10/02.

Slide 19, “Top 20 CTA Performers Past Five Years,” Barclay Managed Funds
Report, 1% Quarter 2001, p. 6.

Slide 20, cover of Against the Gods: The Remarkable Story of Risk by Peter
Bernstein, John Wiley & Sons, Inc., 1996.

Slide 24, graph of deflated sugar prices from 1900 to 1987 from Deaton, Angus and
Guy LaRoque, “On the Behavior of Commodity Prices.” Review of Economic

Studies (1992) 59, p 2.
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Source of Graphics (Continued)

Slide 25, graph of monthly heating oil prices from 4/30/86 through 2/28/02, The
Bloomberg.

Slide 26, graph of historical Value-at-Risk for a commodity portfolio from “The
Energy Market” presentation by Global Advisors Limited, Slide 22.

Slide 29, graph of portfolio volatility vs. number of strategies from Till, Hilary,
“Passive Strategies in the Commodity Futures Markets.” Derivatives Quarterly, Fall
2000, p 54.

Slides 30 and 31, graphs of Natural Gas vs. Corn prices from Till, Hilary, “Taking
Full Advantage of the Statistical Properties of Commodity Investments.” The
Journal of Alternative Investments, Summer 2001, p. 65.

Slide 34, excerpt from presentation by Richard Horwitz of Kenmar, “Constructing
a ‘Risk-Efficient’ Portfolio of Hedge Funds,” Slide 26, RiskInvest 2002, Boston,
12/11/02.
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Source of Graphics (Continued)

« Slides 39 and 40, commodity portfolio risk measures, Premia Capital Management,
March 2002.

« Slide 43, graphs of RLX-SPX vs. MOB futures spreads, The Bloomberg.
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CONTACT US

Ms. Hilary Till
Premia Capital Management, LL.C

505 N. Lake Shore Drive
Suite 402
Chicago, IL 60611 USA

Phone: 312-583-1137
Fax: 312-873-3914

E-mail:
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