September 2021 Newsletter

Dear Investor,

The Global Volatility Summit (“GVS”) brings together volatility and tail hedge managers, institutional
investors, thought-provoking speakers, and other industry experts to discuss the volatility markets and
the roles volatility strategies can play in institutional investment portfolios. The GVS aims to keep
investors updated on the volatility markets throughout the year, and educated on innovations within
the space.

1798 Lombard Odier Investment Managers has provided the latest piece in the GVS newsletter series.

Cheers,
Global Volatility Summit

Questions? Please contact info@globalvolatilitysummit.com

Website: www.globalvolatilitysummit.com
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At a glance

As a result of our original publication, “Investing in volatility: the recipe for success,”
we have exchanged with many investors, counterparties, and stakeholders and have
had countless discussions and analysis on the dynamics and the opportunities within
the derivatives universe.

While our previous paper outlined the recipe for what we think makes a strategy
successful, this paper highlights how vital it is for a manager to approach the
opportunity set with maximum adaptability.

Clément Mary-Dauphin
Senior Product Specialist,
1798 Alternatives

Introduction

In our previous publication we established the existence of strong and sustainable
opportunities in the volatility space. Our conviction is that rising adoption of derivatives among
end users, combined with high barriers to entry for absolute return investors, creates a
favorable landscape for true volatility specialists.

Alkesh Gianchandani

Rather than trying to predict the future, volatility managers should target market dislocations Head of US Investor Relations
that are independent of the global macro landscape. Aware of the challenges faced by purely

long or short volatility managers, we reaffirmed our conviction in a market-neutral and

opportunistic approach to derivatives through our ADAPT strategy.

Each trade opportunity comes from a dislocation arising from a mismatch in supply and
demand in the market. The number of opportunities up for consideration becomes a primary
driver of performance for arbitrageurs. Hence the importance of tapping into a very large
universe to maximise chances of finding attractive trades.

How can the need for an extremely robust framework be reconciled with the flexibility
of investing in the widest possible universe?

At a first glance, the two concepts seem to be in conflict. On one hand, investment discipline
is the paramount of derivatives investment. On the other, we firmly believe that a narrow
mandate is detrimental to long-term performance. The result of being too specialised is that
there are, at times, a lack of opportunities, which leads investors to force their capital into less
attractive trades. We are firm believers in innovation and that accessing the widest possible
universe is key.
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Investment viewpoint

In our view, reconciliation both can be achieved by setting strict
limits at the trade and portfolio-construction levels, helping to
ensure there are almost no boundaries on creativity and the
investment universe.

It is vital to set thorough limitations for trade implementations
and portfolio construction...

Building a very diversified portfolio in a complex universe requires
superior discipline in structuring trades and constructing a portfolio.
Staying in control at the trade level requires a structuring effort

to build asymmetric payoffs, where the downside is known and
negative convexity is avoided. This should not only prevent the
portfolio from outsized losses but also protects positive performance
generated by other parts of the strategy. It also means that some
trades should be excluded because they are either too complex to
model or their dynamics are not fully transparent and makes them
difficult to monetise.

At the portfolio level, staying in control requires a robust and
dedicated risk management framework. The risk methodology
needs a specialised process that maps portfolio risk across multiple
dimensions. Setting strict boundaries around risk factors ensures
that the portfolio remains robust and balanced.

...But it is equally imperative to explore the derivatives
universe without constraints

Once a solid investment framework is established, relative-value
volatility managers should be able to go far beyond the traditional
axis of diversification such as geography and asset classes and
pursue ‘extreme multidimensional diversification’.

For portfolio performance to be truly uncorrelated from the macro
environment, one should aim for a large collection of trades that
perform well in very different scenarios. Having trades with different
maturities, trading frequencies and degrees of complexity is key
given that in the derivatives space the path is as important as

the destination.

o

Being able to trade a wide variety of instruments (excluding the
ones flagged above) is fundamental to enhancing creativity and
being able to capture different sides of dislocations. For example,
consider the dispersion theme: a vanilla implementation will be
more effective at capturing changes in implied volatility levels while
a volatility swap implementation can capture realised volatility
without slippage. We do not favor one tactic over the other, but we
think it is critical to have the flexibility to do both.

More generally, the derivatives space is very fragmented and
non-specialist investors typically look at a very specific area of the
market and will often trade one type of instrument. The ability to
trade the full spectrum of products, from vanilla listed options to
over-the-counter solutions, allows the manager to capture more
dislocations and offers a much wider range of implementations.

In our view, managers should not be dogmatic and be adaptable
enough to switch from one implementation to another including
during the life of a trade.

Conclusion

We believe investors must prepare for every environment by being
adaptable and emphasising trade and portfolio construction.

Having the widest possible universe not only increases chances

to identify mispricings and dislocations, it also helps maintain the
quality of the trades and the portfolio. A wide mandate allows
managers to completely step away from one area of the universe if
the risk-reward dynamic isn’t compelling. It allows he or she to be
patient and wait for opportunities to return, and in the meantime,
deploy capital elsewhere while maintaining a very balanced and
diversified profile.

Therefore, we believe relative-value volatility managers should
pursue extreme multidimensional diversification. To attain this,
they need the flexibility to operate in the widest possible universe —
and beyond.
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IMPORTANT INFORMATION

For professional/qualified investor use only.

This document is being sent at your specific request and has been
prepared by Lombard Odier Investment Managers (hereinafter
“Lombard Odier”). It is not intended for distribution, publication, or use
in any jurisdiction where such distribution, publication, or use would
be unlawful, nor is it aimed at any person or entity to whom it would
be unlawful to address such a document. This material is not, nor is it
intended to be, marketing material or advertising within the meaning
of the Investment Advisers Act of 1940, the rules and guidance of the
Securities and Exchange Commission (“SEC”) or the Conduct Rules
of the Financial Industry Regulatory Authority (“FINRA”), (iii) is for
informational use only by the receiving party for general information
purposes only in relation to overall market views.

This document is provided for information purposes only and does not
constitute an offer or a recommendation to purchase or sell any security.
It contains the opinions of Lombard Odier, as at the date of issue. These
opinions do not take into account individual investor circumstances,
objectives, or needs. No representation is made that any investment or
strategy is suitable or appropriate to individual circumstances or that
any investment or strategy constitutes a personal recommendation to
any investor.

Each investor must make his/her own independent decisions regarding
any securities or financial instruments mentioned herein. Before
entering into any transaction, an investor should consider carefully
the suitability of a transaction to his/her particular circumstances and,
where necessary, obtain independent professional advice in respect
of risks, as well as any legal, regulatory, credit, tax, and accounting
consequences. The information and analysis contained herein are based
on sources believed to be reliable. However, Lombard Odier does not
guarantee the timeliness, accuracy, or completeness of the information
contained in this document, nor does it accept any liability for any loss
or damage resulting from its use. All information and opinions as well
as the prices indicated may change without notice.

Past performance is no guarantee of current or future returns, and
the investor may receive back less than he invested. The value of any
investment in a currency other than the base currency of a portfolio
is subject to foreign exchange rate risk. These rates may fluctuate
and adversely affect the value of the investment when it is realized
and converted back into the investor’'s base currency. The liquidity of

an investment is subject to supply and demand. Some products may
not have a well-established secondary market or in extreme market
conditions may be difficult to value, resulting in price volatility and
making it difficult to obtain a price to dispose of the asset.

The information presented herein is intended to be a summary only
and Lombard Odier makes no representation as to the accuracy of
such information. This presentation may contain targeted returns
and forward-looking statements. “Forward-looking statements,”
can be identified by the use of forward-looking terminology such as
“may”, “should”, “expect”, “anticipate”, “project”, “estimate”, “intend”,
“continue” or “believe” or the negatives thereof, or variations thereon,
or other comparable terminology. Investors are cautioned not to place
undue reliance on such returns and statements, as actual returns and
results could differ materially due to various risks and uncertainties. In
considering any transactional history or prior performance information
contained herein, investors should bear in mind that transactional
history or prior performance is not necessarily indicative of future
results, and there can be no assurance that the Fund will achieve
comparable results. Such descriptions are provided for illustrative
purposes only and there can be no assurance that Lombard Odier will
be able to implement its investment strategies in a similar manner or
pursue similar transactions or be able to avoid losses.

The categorizations, estimates, quantifications, sensitivities and other
information provided in this presentation may not reflect the criteria
employed by Lombard Odier to evaluate exposure, risks, or trading
strategies. No representation is made that the categorizations,
estimates, quantifications, sensitivities and any other information
in this presentation are complete or adequate, or that they would
be useful in successfully limiting exposure or risk, identifying and/
or evaluating profitable or risky trading strategies, or constructing a
profitable or limited-risk portfolio. The presentation of the exposures
or risks identified in this presentation is not intended to be complete.
There may be other exposures or risks, of which Lombard Odier may
or may not be aware, that would affect the performance or risks of an
investment portfolio. In addition, trading strategies may involve, among
other techniques, leverage, short selling and various derivatives, each
of which entails separate and distinct risks.

©2021 Lombard Odier IM. All rights reserved.
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