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RMB: a two year low against the USD, all-time highs against everyone else

Has the RMB been weak or strong?
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Chinese equities remain broadly unloved — but why?

Shanghai A Shares and HK H-shares relative to World MSCl since 1994
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How we look at country risk

Q1: What do we know about growth outlook that might
not be reflected in market prices?

A 2

Q2:Is market momentum positive or negative

i
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Q3: Excess or shrinking liquidity?
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Q4:Is market behaving rationally? Or irrationally?

Q5: Is market blatantly overvalued or undervalued?
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1- China growth — Where the concerns lie?
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Construction volume has plateaued and will start falling

China's construction and steel demand are peaking and set to decline

Gross residential completions, actual and projected, and steel use
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China’s housing market has
completed its high-growth
phase.

According to our models,
housing demand has been
hovering around its peak
level since 2011. In coming
years total housing demand
will gradually decline, with
the model projecting
construction volume to fall
roughly 15-20% from current
levels by 2025.

This trajectory is a function
of demand for housing
getting more saturated:
future increases in income
will lead to smaller
incremental gains in
demand for housing.
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Corporate profitability is on the wane in the big SOEs

China's listed SOEs will see profits fall in 2015

Aggregate and median earnings growth, industrial survey and listed non-financial firm reporting
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A more challenging fiscal outlook

For China's real fiscal position to get better, it will have to look worse

General government fiscal balance, official vs alternative estimates
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And simultaneously, strong ambitions on the international front

China is the world's third biggest investor

Economies ranked by 2013 outward direct investment flow
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China estimates its companies will invest
USS$1.25trn abroad over the next decade. It is
wooing its neighbors with big infrastructure
investments, competing with Japan to become
Asia’s leading investor and financier.

Many investments are financed by China
Development Bank and China Exim Bank, but
China is keen to use multilateral banks to allay
its neighbors’ fears of economic over-
dependence. Yet the US and Japan have
blocked its attempts for greater voting rights in
the World Bank and Asian Development Bank.

No longer content with its minor role in the
Bretton Woods institutions and their affiliates
like ADB, Beijing is working to set up
alternatives. It has persuaded 20 countries to
join it as founder members of the AlIB, which is
widely seen as a competitor to the ADB. The
New Development Bank, sponsored by the
BRICS countries, will also be headquartered in
Shanghai.

. . Source: Gavekal Capital Limited
h G ave a Ca p Ita Confidential to recipient; not for reproduction or redistribution. Please refer to final pages for Important Disclosures.
— |



The RMB is fast becoming a trading currency (now fifth largest in world)

Goods trade settled in Renminbi
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We could go on but the known positive & negatives look like this

Negatives for growth Positives for growth

e Anti-corruption drive « Banks have been re-capped

* Real estate overhang * (Central bank easing

 Falling profitability at SOEs * Lower commodity prices

* Excess debt at local authority levels » Continued pace of financial reform

* Demographic roll-over * Optimization of past infrastructure

* Tensions with neighbors spending

* Slower structural GDP growth * Dramatic improvement in quality of
labor force

* Chinaincreasingly becoming the

economic and financial center of Asia

Are we moving towards an environment of much lower growth, but much
reduced capital waste (less large white elephant infra spending, less

» corruption, less debt build-up...) at the same time? And if so, is that positive
or negative for the return on Chinese equities? And the RMB?
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2- The solid momentum of the market has taken most investors
by surprise?
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For all the bad debt talk, banks are performing in line with the market

Chinese banks relative to Shanghai Market
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Momentum Analysis — the trend is your friend

Because there are few large, domestic,
institutional investors, in most Asian
markets, the marginal buyer is either a)
foreign investors or b) the retail investors.
Unfortunately, these two sets of investors
tend to do the same thing at the same
time, namely chase (and hereby amplify)
momentum.

China equities & the relative performance indicator
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If we put ourselves in the shoes of a
domestic retail investors, then that
investors will typically have the following
investment opportunities: a) cash, b) local
bonds, ¢) international bonds, d) gold, e)
international equities, f) local equities.
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Compared to any currency, the RMB has been amazingly stable
6 Month % Changes in Euro, JPY and CNY vs the USD

Euro Area, EUR per USD
China, CNY per USD
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And Chinese bonds remain a good volatility dampener for portfolios

Chinese bonds have performed in line with EM bonds, with a lot less volatility
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3- Liquidity growth: the end of the hangover?

l.!_GavekaICapitaI

17



Where does excess liquidity come from?

[Central banks] I:: Commercial banks j
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PBoC has been one of the few central banks NOT working the printing presses

China Money Supply, M1 - YoY % Change
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Falling inflation opens the door for easier monetary policies

China CPIl and non-food CPI
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China is one of the few major economies where savers are not penalized

China's real deposit rate has been mostly positive since 2012
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Where will we see interest rate cuts in the world in 2015?

Interbank Rates, 3 Month, Fixing
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China stands out as the major economy most likely to embrace easier policies

Japan? A further easing of monetary policy out of Japan seems unlikely now
that the Kuroda-Abe relationship is reportedly more stressed (following Abe’s
decision to call a snap election right after the BoJ eased again).

Europe? Perhaps. Although the ECB has already announced a very large QE
program and the ECB will likely want to see the impact of this initial QE
program before announcing any new incremental measures?

USA? The US is now more likely to be on a tightening path.
UK? The UK is now more likely to be on a tightening path.

South Korea? Possibly — although if the Yen has stopped falling, then the
pressure on the BoK will abate.

Australia? Very likely. Aussie rates are probably heading lower?

China? we are there! China is already cutting and short and long rates will likely
go down from here.

Source: Gavekal Capital Limited
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One concern: the ability to expand balance sheets may be limited

Credit to private sector from all sectors vs GDP PPP per capita
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And, like in the West, it is hard to imagine a rapidly expanding credit cycle

Credit growth continued to slow down due to high base

Growth in stock of outstanding credit, by type
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Still: how many foreign institutions have 10% of AUM invested in China?

Volumes have soared, but foreigners have yet to participate
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4- How is the market behaving?
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How we look at markets: are equity markets behaving rationally, or not?

Large equity drawdowns, credit rate spikes, currency devaluations etc, are rarely due to exogenous shocks on
economies. They typically come from endogenous short-dated and long-dated feed-back processes which can drive
economic and financial systems far out-of-equilibrium. Unfortunately, large gains and large losses tend to belong to the
same risk regime, meaning that, on a behavioral finance front, if you want to cut out the outsized losses, you need to

follow rules that will also keep you out of markets for outsized gains.

probability

systemic risk
emotional volatility

chaotic risk
economic value creation

systemic risk
emotional volatility

20% risk quantile

h-r ¥ M+r1  return=A log(Price)

illustration: distribution of equity returns
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Anti-corruption drive remains a key theme

China corruption plays triple the benchmark performance in 2009-2011

Luxury goods exporters and HK jewelry and watch cos, equally weigthed, quarterly rebalanced
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State-Owned Enterprises are back to underperforming

The relative performance of SOE vs POE

SSE, State-owned Enterprises 100 Index / Private-owned Enterprises 50 Index
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China has been separating the sheep from the goats for months
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5-Valuations

32



H-shares today yield twice as much as US equities

Dividend Yields on S&P 500 & HSCEI
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Valuations in China do not price in much good news

Current valuation of Chinese equity markets assume a collapse in ROE

Price/Book Value
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Is a collapse in RoE likely as interest rates come down?

China's debt service ratio

Debt servicing costs on total credit to the private sector, ratio to annual GDP
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Interest rates in China could easily come down 50-100bp

Spread between Chinese & US/German 10 Year Government bonds
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6- Conclusions
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China will not be a negative drag on Asian markets in 2015

1. Chinese growth is slowing down, but the economy is not imploding.

2. In 2015, China may well be one of the few major economies to experience
pronounced monetary easing. In other markets, monetary easing proved to be
highly supportive of asset prices (if not of economic growth). Should we expect
China to be any different?

3. Animportant question is whether China’s monetary easing will have a negative
impact on the RMB? We think it won't because China still maintains capital controls
and the policy choices continue to place the strength of the RMB as a key goal. In
fact, if needed, growth would likely be sacrificed to maintain value of RMB.

4. This makes Chinese interest rate sensitive assets particularly attractive (bonds,
utilities, financials, high dividend yield plays etc...).

. . Source: Gavekal Capital Limited
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Important Note: The Gavekal Asian Opportunities UCITS Fund (“the Fund”) is a sub-fund of the Gavekal UCITS Fund, an open-ended umbrella unit trust established as an undertaking for collective investment in transferable securities
pursuant to the European Communities (Undertakings for Collective Investment in Transferable Securities) Regulations, 2003 (as amended). Gavekal Capital Limited has been appointed as investment adviser to the Gavekal UCITS Fund.
The distribution of the prospectus relating to the Fund is restricted in certain jurisdictions and accordingly it is the responsibility of any person or persons wishing to make an application to invest therein to inform themselves of, and to
observe, all applicable laws and regulations of any relevant jurisdiction. The information below is for general guidance only and further information is available in the Prospectus. The taxation implications of investing in the Funds will
depend on individual financial circumstances and the investor’s country of residence. Application to invest in the Funds must only be made on the basis of the Prospectus and subscription documentation, which includes a discussion of
the terms of the investment and the risk factors.

United Kingdom: The Gavekal Asian Opportunities UCITS Fund is authorised as a UCITS scheme and has been recognised in the UK for the purposes of section 264 of the Financial Services and Markets Act 2000. The promotion of the Fund
and the distribution of the Prospectus is restricted by law. Many of the protections provided by the United Kingdom'’s regulatory regime will not apply to investors in the Fund, including access to the Financial Ombudsman Service and the
Financial Services Compensation Scheme.

United States: The shares of the Fund (the “Shares”) have not been and will not be registered under the Securities Act 1933 of the United States (as amended) (the “1933 Act”), or the securities laws of any of the States of the United States.
The Shares may not be offered, sold or delivered directly or indirectly in the United States or to or for the account or benefit of any "US Person" as defined in Regulation S under the 1933 Act except pursuant to an exemption from, orin a
transaction not subject to, the registration requirements of the 1933 Act and any applicable State laws. The Fund has not been and will not be registered under the United States Investment Company Act of 1940 (as amended) (the “1940
Act”) since Shares will only be sold to United States persons who are “qualified purchasers”, as defined in the 1940 Act. There has not been and will not be any public offering of the Shares in the United States.

The copyright, trademarks and all similar rights of this Presentation and the contents, including all information, graphics, code, text and design, are owned by Gavekal Capital Limited.

Disclaimers: This presentation is confidential, is intended only to be communicated to persons who are of a kind to whom unregulated collective investment schemes may be promoted by virtue of Section 238(5) of the Financial Services
and Markets Act 2000 and for the person to whom it has been provided and under no circumstance may a copy be shown, copied, transmitted, or otherwise given to any person other than the authorized recipient without the prior
written consent of Gavekal Capital Limited. Notwithstanding anything to the contrary herein, each recipient to this presentation (and each employee, representative, or recipient) may not disclose to any and all persons, without limitation
of any kind, the tax treatment and tax structure of Gavekal Asian Opportunities UCITS Fund (“the Fund”) and (ii) any of its transactions, and all materials of any kind (including opinions or other tax analyses) relating to such tax treatment
and tax structure.

The information contained herein is preliminary, is provided for information and discussion purposes only, is only a summary of key information, is not complete, and does not contain certain material information about the Fund,
including important conflicts disclosures and risk factors associated with an investment in the Fund, and is subject to change without notice. Unless otherwise indicated, the information contained herein is believed to be accurate as of
the date on the front cover.

This presentation is not intended to be, nor should it be construed or used as an offer to sell, or a solicitation of any offer to buy, interests or shares in the Fund. No offer or solicitation may be made prior to the delivery of the applicable
definitive private placement memorandum and applicable supplement, if any (the "Prospectus"), which will contain additional information about the Fund, including disclosures relating to risk factors and conflicts of interest. The
information contained herein does not take into account the particular investment objectives or financial circumstances of any specific person who may receive it and is qualified in its entirety by the applicable Prospectus. In the event of
any discrepancies between the information contained herein and the applicable Prospectus, the Prospectus will control. This presentation is not intended to provide, and should not be relied upon for, accounting, legal or tax advice or
investment recommendations. You should make an independent investigation of the investment described herein, including consulting your tax, legal, accounting or other advisors about the matters discussed herein.

Certain information contained in this presentation constitutes "forward-looking statements," which can be identified by the use of forward-looking terminology such as "may", "will", "should", "expect”, "anticipate", "target", "project",
"estimate", "intend", "continue" or "believe" or the negatives thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties, actual events or results or the actual performance of the Funds may differ

materially from those reflected or contemplated in such forward-looking statements.

Limitation of Liability and Indemnity: Gavekal does not warrant the accuracy, adequacy or completeness of the information and data contained herein and expressly disclaims liability for errors or omissions in this information and data.
No warranty of any kind, implied, expressed or statutory, is given in conjunction with the information and data. Gavekal accepts no liability for any loss or damage arising out of the use or misuse of, or reliance on, the information provided
including, without limitation, any loss of profits or for any other damage, direct or indirect, save to the extent that such liability may not be excluded pursuant to relevant law or regulation.

You agree to indemnify and hold harmless Gavekal Capital Limited and its affiliates, and the partners and employees of Gavekal Capital Limited and its affiliates from and against any and all liabilities, claims, damages, losses or expenses,
including legal fees and expenses, (together, “Losses”) arising out of your access to or use or misuse of the information in this Presentation, save to the extent that such Losses may not be excluded pursuant to relevant law or regulation.

Risk Disclosure Statement: Investment in the Funds carries substantial risk. There can be no assurance that the investment objectives of the Funds will be achieved and investment results may vary substantially over time. An investment
in the Fund may not be suitable for all investors but only for certain financially sophisticated investors who meet certain eligibility requirements, have no need for immediate liquidity in their investment, and can bear the risk of an
investment in the Fund for an extended period of time. Hence, you should carefully consider your financial situation and consult your professional advisory before making any investment.

The value of all investments and the income derived there from can decrease as well as increase. This may be due, in part, to exchange rate fluctuations in investments that have an exposure to currencies other than the base currency of
the Funds. The value of commodity and derivative investments such as options and futures can be extremely volatile. The Funds may invest in securities of distressed companies, illiquid securities and non-publicly traded securities.

Past performance is no guide to or guarantee of future performance. Unless otherwise stated, returns are after trading costs, administration, management and incentive fees (“Net”). Persons considering investing in the Funds should read
the risk disclosure in the Prospectus.

Information contains in this Presentation may be changed after the issuance date in the cover without notice.

Gavekal Capital Limited, whose registered address is : Suite 3101, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong, is licensed by the Securities and Futures Commission of Hong Kong for Type 9 (Asset Management) regulated activity
(CE: AlU258)
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Gavekal Ltd Head Office
Suite 3101, Central Plaza
18, Harbour Road
Wanchai, Hong Kong

Tel: +852 2869 8363
Fax: +852 2869 8131
sales@Gavekal.com
Gavekal Capital, LLC Gavekal Investments
370 17th Street, Suite 4930 47, Blvd. du Prince Henri
Denver, CO 80202 L-1724 Luxembourg

Tel: +1 303 763 1810 Tel: +352 460300 20
Fax: +1303 763 1811 Fax: +352 460300 46
sales@Gavekal.com sales@Gavekal.com

Gavekal Dragonomics
China Office
Room 603 Soho Nexus Center

19A Dongsanhuan Beilu
Beijing 100020, China

Tel: +86 10 8454 9987
Fax: +86 10 8454 9984
sales@Gavekal.com




