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The dominant theme of dislocation in 2015 continues in the New Year as talk of mergers & the reality of market

risk greeted traders on the first trading day of 2016. In this environment and in light of the varied positioning noted below, we
expect return dispersion across and within hedge fund strategies to continue.

|.  Performance - November's near-flat return for the Credit Suisse Hedge Fund Master Index hides a broader range across

strategies. December and 2015 full year returns due out later this week.

Exhibit 1: CSAM Hedae Fund Returns bv Strateav
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Above data are return percentages for current month & YTD respectively, as measured by the Credit Suisse Hedge Fund Indices with 96% of funds reporting.

Il. Polar Positioning

a.

Source: Credit Suisse Asset Management/ CS Prime Services Portfolio & Risk Advisory

Macro managers reassert regional preferences by pressing the U.S. net equity short into year-end but...

Fundamental L/S funds push the ELS ratio higher to 64%, an all-time

Exhibit 2: Developed Markets Macro U.S. Net Equity Exposure
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Source: CS Prime Services Portfolio & Risk Advisory
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Exhibit 3: Equity L/S Ratio vs. MSCI World Index: Equity L/S Funds Globally
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Source: CS Prime Services Portfolio & Risk Advisory

b.  The outsized U.S. exposure to Internet-related names dominates global positioning (lower left) and may drive regional
return differentiation in 2016 if this popular and overweight allocation reverses course.

Exhibit 4: Net & Gross Exposure: Internet Systems & Sftwr Sub-industry for Global Equity L/S Funds

70%

65%

y

60%

A
55% I
[

50%

Net Exposure

45%
40%
35%
30%

Jan'12 Juriz

m Gross as Pt of First
m Net Exposure

Jan13 Jul3 Jan'14 Jul'l4 Jan'15 Jul15 Jan"16

Source: CS Prime Services Portfolio & Risk Advisory

156%
150%
145%
140% _
%
135% =
130% S
125% &
120% <
1G
115% T
110% @
105%
100%
95%
90%
85%

@

Exhibit 5: Net & Gross Exposure: Internet Systems&Sftwr sub-industry for European Equity L/S funds
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Credit Suisse Prime Services
Market Risk Barometer January 5% 2016 (Data from January 4%)

Risk Off to Continue

Our Market Risk *Barometer reading jumped from 34 to 63% over the past 5days through today, on the back of a
record increase in the 21D correlation between the S&P 500 and the UST10Y.

® The meaningful move in our bellwether cross-market correlation, CSPRRVSL from -15% to -79% owes to one of the largest 5d moves on
record. The velocity of the change suggests a similary violent reversal in market sentiment as market participants shed equities for the safe
haven of bonds. See graph at bottom of page 3 for illustration. Click hyperlink above for primer on utility of bell-weather correlation or here for
more in depth empirical analysis of metrics across each of US, German and Japanese markets.

Today 5D 21D 63D Heat Map Readings Prior to Major Market Shocks
Signals 4-Jan  28-Dec  7-Dec  B-Oct jul'1l Apr'lo Mar '07
uantitative
Short Term @ signals 63% 34% 35% 48% 66%

¢ Bullish Observation
o Gross exposure across all hedge fund strategies remains at a two-year low, limiting pressure to de-leverage.

« Bearish Observation

o Largest 5-day move in the U.S. cross-market correlation to a strongly negative level since July 2007. The rapid decline and level, -79%,
is reminiscent of previous ‘risk-off’ periods including July 2014, October 2014, January 2015 and August 2015.

« Regional Market Risk Heat Map (next page)
o U.S. markets reflect greatest market risk reading, followed by the United Kingdom, Japan and Germany. The moderate heat map
reading for bank CDS underscores the equity-focused nature of today's risk-off move as currencies, credit and commodities experienced

below average volatility.

‘Market Risk Barometer is a measure comprised of six signals scaled between O and 100 based on degree of ‘riskiness’. Equity volatility, swap spreads, currency
volatility and cross-market correlations (CSPRRVSL) are the major contributors,  The final value, 63, is an anthmelic average of the inputs.

The sharp decreases towards a -100% reading in the U.S. bellwether X-Market correlation illustrated below, often occur prior to
material risk-off moves in equities as occurred in July 2014, September 2014, January 2015, August 2015.

Exhibit 6: S&P 500 vs. 10year U.S. Treasury 21 day correlation (CSPRRVSL on Bloomberg); Calculation based on daily returns
40.0% m
® I A i
20.0% V | / |]
0.0% T T m T T T T
N =P

=] el el i el el o2 2 2 Il 55 P
S & & & & 3 3 o3 o3
QIS B [ & \\N\@ o o ‘;\\"r\w ‘;,\"r\'” ",\"5~ hk\
40.0% ( WW /J

-60.0%

B0.0%

100.0%

Source: CS Prime Services Portfolio & Risk Advisory & Bloomberg LP
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Market Risk (continued)
Regional View of Currrent Risk Premia & Potential Risk Reversal
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2D change is calculated as any 2D change over the previous 5 days.

Sovereigns Representative of Region

us Germany Italy UK Japan
o Nominal Level (1Y Dist) 52%
- E Cross Mkt Nominal level (5Y Distr) 63%
€ 2 Correlations 2D Chg (1Y Dist)
[+

2D Chg (5Y Dist)
2D change is calculated as any 2D change over the previous 5 days.
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FOR IMPORTANT DISCLOSURES on companies covered in Credit Suisse Investment Banking Division research reports, please see www.credit-suisse comresearchdisclosures
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and isnot responsible forlosses ord arising out of emors, omissi r ch: in market factors. This material does not purport to contain all of the information that an interested party may desire and, in fact, pro\ndp_c.onka
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Credit Suisse Hedge Index, LLC, 2016. Alldsts was obtained from publicly svaiable inf tion, intemally developed data and third party sources believed to be relisble. Credit Suisse has notsought to independently verfy
information obtained from public and third party sources and makes no rep tationasto , COmp rrelisbility of such information.
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and options are complex instruments that are notsurtableforeverylnvestor may invalve a high degree of sk, and may be appropriate investments only for sophisticated investors who are capable
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many option transactions, the investor considening options should consult with histhertax advisoras to how taxes sffect the oute of p opfions b i

Equity Derivatives Tax Disclaimer

Credit Suisse does not provide any tex advice. Any fax stats therein ding any US federaltax is notintended orwritten to be used, and cannotbe used, by any taxpayerforthe purpose of avoiding any penalties. Any such
statement herein was written to suppaort the marketing orp tion of the ti rmatter(s) to which the statement relstes. Eachtaxpayershould seek advice based on the taxpayer's paricular circumstances from an
independent tax advisar.

The investments/securties described in this document are not for public offerin Luxembourg and may not be offered to the public in Luxembourg.

The investmentsisecunties may not be offered publicly in Germany, as no prospectus has been filed with the Federal Securties Trading Supenvisory Authority; The invest i ities are not registered for public distribution with
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respect to the tax consequences this has.
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price target, oroﬁenngtochangea research rating orprice target, & ideration fororan ind tto obtain busi rothercomp tion. Credit Suizse's policies prohibit research analysts from being compensated for
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Asused herein, “Credit Suisze” means Credit Suisse Securities (USA) LLC, Credit Suisse Securities (Europe) Limited and affliates of Credit Suisse Group AG. Credit Suisse Securities (Europe]) Ltd iz suthorized andregulated by
the UK Prudential Regulstory Authority (PRA) and Financial Conduct Authority (FCA)
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