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H20 Asset Management

Global macro discretionary boutique launched in 2010
AUM was EUR 16.1 billion as at 31/01/2018
—1 Along-term, top-down, mostly relative value, and unconstrained approach

Fully discretionary, relying on strong convictions

Dedicated Quant desk (5 people)



Realized Volatility

Volatility is defined as the standard deviation of the distribution of an asset’s
returns

* Quoted in percentage point, on a yearly basis (assuming 252 days a year)
*  Volatility of 15 means an average yearly returns magnitude of 15%
*  Returns being time-independent (i.e. no autocorrelation), volatility is scaled by the square-root of time
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Option, Implied Volatility and Volatility surface

OPTIONS

Options are actively traded
on numerous markets
Prices depend on offer and
demand

IMPLIED
VOLATILITY

We can infer the implied
volatility from market price

using the Black-Scholes
model

VOLATILITY
SURFACE

For a given underlying, implied
volatility varies with Strike and
Time to Maturity

The Volatility surface is a
function f(K,T)
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Volatility Surface - GBPUSD —Jan 14
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Volatility Surface - GBPUSD — Jul 16
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Volatility Surface

AS AWAY TO
AS A SOURCE OF ENHANCE A DELTA- ASAN
INFORMATION ONE POSITION ASSET CLASS
Volatility surfaces are *  Hedging active positions *  Directional exposure for
forward looking metrics portfolio construction
giving insight on market . Increase portfolio yield
expectations *  Relative value
. Leverage positions Between different
«  Expected distribution of underlying
returns can be inferred *  Within the same
from Volatility Surface underlying

*  Volatility surfaces are
related to market
positioning, sentiment and
exposure
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Trading Volatility, Practical challenges

Finding the right Liquidity and Trade
Instrument Transaction costs implementation

vanilla options, vol/var Complex instruments Execution is Key
swaps, exotic options, are less liquid
structured products...

Risk Management
Huge amount of

Non linear pay off data to analyze
Gap risk and process
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Analysis of Fx Volatility surfaces

OBJECTIVES
* Identify market regimes from volatility surface
* Highlight cheap/expensive points on a given surface

PCA based

_ Daily report
fair value

Retrieving Dimension Clustering

historical data reduction ) for traders
analysis
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Analysis of Fx Volatility surfaces - Data

Fx Crosses since 10dp, 25dp,ATM, 1w, 2w,

2002 (daily) 25dc, 10dc 1M, 3M, 6M, 1Y
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Analysis of Fx Volatility surfaces — Dimension reduction

Dim Redum
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K-Mean Clustering - Algorithm
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K-Mean Clustering - Results
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Self Organising Map - Algorithm

A ——%
il / sélection du neurone
(grille neuronale (1,1) yainguenr
rectangulaire)

modification des
vecteurs référents

V 14
(espace a discrétiser) (espace a discrétiser)

Source: wikipedia.fr
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Self Organising Map — Trained Map
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Self Organising Map - Results
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K-Means vs. Self Organising Map

4.0 T
]
'
o 500 1000 1500 2000 2500 51
L L L L L ] . b
26- . 2
. o g
. variable
1.2- variable variable . B Level
- . S el B3 el 2 B8 Term
F ; H Ef Term % o0- B8 e > B skew
§ . - B siew s B skew 5- i =ET
0.2- ES Bmye BtyF 4
' i
0 -10- 2
1.6 2- ] .
' . .
. i ] .
] H : ! ! . !
3.0 | | | + Level Term Skew BHfyF
. L Level Term Skew BfyF Level Ter ske BtyF riabl
Level Term Skew BttflyF variable e o ble o ;
Cluster Features 'GBPUSD Curncy' 2018-03-15 07:04:24 !
. . 50-
0 1000 2000 3000 50 1 b
L 1 L | 4 5 .
'
H ]
2.4- 25-
07 N
variable variable variable
ES Level ES Level ° : Level
E] 3 H Tem
3 Brem 2 B rem 3 _——
B skew B skew -
2 B Some e
<]
=
o
°
25~
10~
i .
. : : . 0 . : Level Term Stew BinyF
. ! Level T sk et Level BtyF
Level Term Skew BttflyF o i " o Jariable : variable
v
; H20
v” -

17.

Source: H20 AM

Asset Management




Clustering - Market Regime

We can qualitatively link each cluster with a different market regime:
*  Low vol regime, with steep Term structure and flat smile (60% of obs.)

*  Mid Vol Regime, with flat Term Structure and convex smile (30 % of obs.)
*  Stressed Regime, high vol, inverted term structure and strong skew (10 % of obs.)

GBPUSD3M Smile2018-03-1307:03:54
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Fair Value Analysis

Recompute Volatility

Identify Current Cluster Perform PCA within

the cluster points based on the

first n axis
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Daily Market overview

Clustering Summary 2017-11-27 08:36:38 . .
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Disclaimer

H20 AM LLP is authorised and regulated by the Financial Conduct Authority (FCA) and is listed on the UK Financial Services Register under firm reference number 529105.

This document (and any attachments thereto) is confidential and for use only by the intended recipient. Access by others is unauthorized. Its content should not be relied upon and no
liability or responsibility is accepted by us (H20 AM LLP) or associated companies), without subsequent written confirmation of its contents, signed by an authorized signatory. If you
are not the intended recipient, please notify us promptly and delete all copies and note any discloser, copying, distribution or any action taken or omitted to be taken in reliance on the
information it contains is prohibited and may be unlawful. This message is provided for information purposes and should not be construed as a solicitation or offer to buy or sell any
securities or related financial instruments.

This material is solely for the attention of institutional, professional, qualified or sophisticated investors and distributors who qualify as qualified purchasers under the US Securities Act
of 1933 (hereafter the “1933 Act””) and as accredited investors under Rule 501 of SEC Regulation D. It is not to be distributed to the general public, private customers or retail investors
in any jurisdiction whatsoever

The products managed by H20 are not registered for sale in the US and this document is not an offer for sale of funds to US persons (as such term is used in Regulation S promulgated
under the 1933 Act). Product-specific information has been provided to illustrate H20's expertise in the strategy. Differences between product-specific constraints or fees and those of
a similarly managed mandate would affect performance results. This material is provided for information purposes only and does not constitute a recommendation, a solicitation, an

offer, an advice or an invitation to purchase or sell any fund, SICAV or sub-fund and should in no case be interpreted as such.

Important note: Investors should consider the investment objectives, risks, charges and expenses of the fund before investing. These pieces of information are detailed in the fund’s
prospectus. To obtain these documents, please contact your usual investment advisor.

This material, which is not a contract, is based on sources that H20 considers to be reliable. Data, opinions and estimates may be changed without notice. H20 accepts no liability
whatsoever, whether direct or indirect, that may arise from the use of information contained in this material. H20 can in no way be held responsible for any decision or investment

made on the basis of information contained in this material.

Investment involves risk. Past performance and simulations based on thereon are not indicative of future results nor are they reliable indicators of future performance.

The value of an investment may fluctuate according to market conditions and cause the value of an investment to go up or down. As a result, you may lose the amount originally
invested. The allocations and weightings, as well as the views and opinions of the investment team, are as of the date shown and are subject to change.

All investors should seek the advice of their legal and/or tax counsel or their financial advisor prior to any investment decision in order to determine its suitability.

H20 AM LLP is a US registered Investment Adviser

Company Name & Business Office: H20 AM LLP, 2nd floor, 10 Old Burlington Street, London W1S 3AG, United Kingdom. Company Number 0C356207.
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