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2014 At a Glance

+ We remain bullish on global growth prospects.
Our portfolio allocations reflect our view that
equities will probably outperform fixed income
for a meaningful period ahead, following years of
profound monetary easing.

* Investors should participate with their eyes
open. After exceedingly strong, risk-adjusted
returns in developed market (DM) equities,
particularly in the US and Japan, we expect a
moderation. Global equity returns in 2014 should
be closer to 10% than 30% even in the sustained
recovery we expect.

+ Global fixed-income returns were near zero in
2013 after many years of bond price appreciation.
We continue to expect close to zero returns for
high-grade bonds and about 4% for high-yield
instruments, assuming a very slow ascent in DM
interest rates.

* Now is the time to position portfolios for future
returns that are likely to be less robust than
today. Hedges of many kinds are valuable assets
that have been “left in the dust” amid a roaring
bull market for equities and credit. Wise investors
should be buyers of cheap hedging when market
volatility is low. This is such a time.

* Have investors raised their risk tolerance too
much while reducing their liquidity preference too
little? The value of select less liguid investments
may be underestimated. For investors with
flexible time horizon, we believe that the return
characteristics of certain private equity, real
estate and hedge fund strategies may perform
better, on a risk adjusted basis, than public
markets at current relative valuation levels.

Strategy Highlights

- Shifting Growth Opportunities Global growth
prospects are shifting, with an acceleration of DM
growth on the horizon that is unlikely to fully flow
through to emerging markets (EM). We identify
equity opportunities in select EM countries that
possess external surpluses and low valuations.

In contrast, investors should remain cautious of
EMs which are likely to be negatively impacted by
rising rates and changing growth patterns in DM.

+ Hedging Portfolio Risk It is generally cheaper to
hedge a dollar of risk in today's soaring markets
than in 2008's depressed market. There are
several hedging strategies that may favorably
change the risk profile of portfolios.

* The Liquidity Trade Off Given both high cash
allocations in many portfolios and a galloping
bull market in equities, investors should consider
raising exposures to less liquid investments that
may have strong relative return prospects.

* Harnessing Global Change The potential for
disruptive innovation is creating opportunities
for investors who can identify and invest in the
“game changing” companies and technologies.
Consider how the landscape for global energy is
changing faster than is widely recognized.

Price quotes are as of December 6, 2013 unless stated otherwise.

Products and strategies are not suitable for every client and may have eligibility requirements prior to investing. Each investor should carefully
view the risks associated with the investment and make a determination based upon the investor's own particular circumstances, that the

investment is consistent with the investor'’s objective.

Alternative investments referenced are speculative and entail significant risks that can include losses due to leveraging or other speculative
investment practices, lack of liquidity, volatility of returns, restrictions on transferring interests in the fund, potential lack of diversification,
absence of information regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and higher fees

than mutual funds and advisor risk.
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Rich Expectations, Poor Allocations

Eduardo A. Martinez Campos, Global Head of Investments

Our Outlook for 2014 marks a significant change from our Given where we are in the different CVC\@S of
2012-13 investment views. Making portfolio recommendations monetar\/ DOHC\/ our view is that asset classes
in the midst of dented global i ti . : L :

in the midst ot an unprecedented global experiment In will have less room for appreciation in 2014: and

monetary policy has been no easy task. While our call on ) ) . :
interest rates has proven correct, asset classes responded SO investors' return expectahons, especwally for

to monetary stimulus in a rather indiscriminate manner. We relatively liquid markets, need to adjust.

have seen both equities and many fixed income markets

rise in tandem regardless of economic fundamentals and The returns seen in liguid benchmark indices, such as the

modest growth expectations. Investors, however, have not S&P 500, during 2010-13 are unlikely to be repeated in the
participated broadly in those market developments, and, environment ahead (see Figures 1and 2). Our forecast for
despite a rise of over 20% in the value of global equity global equity and fixed income markets in 2014 is 12% and

markets during 2013 (following a 13% rise in 2012), portfolios 1% respectively.
still remain poorly allocated, underweight in equities,

overweight in cash and carrying a significant amount of Figure 1. Citi's forecasts on GDP growth

interest rate risk. _ GDP Growth (%)

2014 welcomes recent appointments at major central banks - Feglo 2 20 CiEmge
Yellen at the Fed, Carney at the Bank of England and Koruda Global 2.4 31 07
at the Bank of Japan (with Draghi continuing at the European us 17 27 1.0
Ce.nt.rgl Ij%ank). Egch central bank head faces the fever.]tual task Euro-Area 09 1.3
of initiating a shift in the course of monetary policy; in some .

cases, like the US, with a view to start reigning in liquidity; in Emerging Markets 4.6 4.9 0.3
the case of Japan, the opposite. All so far have indicated that, China 7.6 73

until their economies show signs of sustained recovery, or Source; Citi Research as of December 2, 2013.

inflation picks up meaningfully, short-term rates are to remain All forecasts are expressions of opinion and are subject to change without notice and
low. Yet, most central banks have somewhat exhausted their are not intended to be a guarantee of future events.

battery of economic recovery tools with rates already at all-
time lows. As such, the eventual impact of any further action
on monetary policy will have only a residual appreciation effect
on asset prices, or a significant negative effect (depreciation),
depending on how radical the policy reversal is.

Figure 2. Annual returns for benchmark equity and fixed income indices

Index 2008 2009 2010 201 2012 2013 YTD 2010 13 YTD
S&P 500 217 14.1 1.3 16.2 28.8 73.0
Euro STOXX 600 324 1.6 18.2 15.6 394
MSCI Japan 9. 0.6 21.6 471 46.2
MSCI EM 62.0 14.1 17.0 2.6 19.5
| FixedncomeTotalReturns %) |
Index 2008 2009 2010 201 2012 2013 YTD 2010 13 YTD
Global Aggregate 71 4.3 4.3 57 5.6 0.3 17.0
U.S. Aggregate 7.0 51 6.3 79 4.2 17.7
Euro-Area Aggregate 1.4 6.5 21 3.5 10.7 2.6 20.2
Emerging Market Sovereign 27.5 12.0 8.5 17.7 33.3
High Yield Corporate 55.2 14.3 5.5 15.2 6.7 48.1

Sources: Haver Analytics, MSCI, Factset, The Yield Book and Citi Private Bank as of December 3, 2013.

Note: “Global Aggregate” is Citi World Broad Investment Grade Index, “US Aggregate” is Citi US Broad Investment Grade Index, “Euro-Area Aggregate” is Citi Euro Broad Investment
Grade Index, "Emerging Market Sovereign" is Citi Emerging Markets Sovereign Bond Index (ESBI), and “High Yield Corporate” is Citi US High Yield Market Index.

All forecasts are expressions of opinion and are subject to change without notice and are not intended to be a gquarantee of future events.
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Our investment views for 2014 reflect both our forecasts

for economic growth and the impact of a gradual return

to a more normal global monetary policy, be it in the form

of asset-purchase tapering by the Fed or an eventual rise

in policy rates across the world. With short-term rates
currently anchored close to zero, improved signs of economic
recovery - which should be favorable for risk assets and
especially equities - will translate into rising medium- to
long-term interest rates. We remain bullish on risk assets,
especially equities, but with reduced expectations for equity
returns. While broadly underweight fixed income, we identify
opportunities in pockets where the return takes into account

an eventual rise in rates focusing on the trade off between
return and liquidity. We continue to recommend, as suitable,
a core allocation to hedge funds, to help balance investment
portfolios and incorporate uncorrelated sources of return.

In our Outlook 2014, Steven Wieting, Citi Private Bank's Global
Chief Investment Strategist, expands on our investment
outlook and asset class views for the year ahead, and
Alexander Godwin, Citi Private Bank's Global Head of Asset
Allocation, demonstrates the importance of following an asset
allocation framework to portfolio management.

So, what should investors focus on in the year ahead? Our investment themes for 2014 reflect four core principles:

» We focus on global economic fundamentals and seek
investment opportunities in markets where we expect
improved performance of economic drivers such as
consumer demand, housing, exports, employment, etc.
relative to where they are today. In this context, we identify
Shifting Growth Opportunities between developed
markets (DM) and emerging markets (EM) in 2014 and
beyond. We favor markets such as the US and Europe
over EM generally. But within EM, we make a distinction
between markets with weak economic fundamentals,
those with poor current accounts, fiscal deficits and a
dependency on commodity price drivers, and those with
stronger fundamentals, net exports, positive current
accounts and stronger domestic economies that will
benefit more from improved growth in the developed
world. On a more strategic, medium-term basis, we
examine the impact that changing demographics will
have on the performance of developed and emerging
economies, and how investors can potentially extract value
from this increasingly important trend.

» As we expect an eventual return to more normal monetary
conditions (meaning less central bank liquidity) and the
impact this will have on asset prices, we focus on Hedging
Portfolio Risk as one of our key themes for 2014. We
believe now is an opportune time to consider hedging
investment portfolios, given relatively low volatility in
benchmark, liquid indices and the correspondingly low cost
of hedging instruments and strategies. We also consider
how investors can start rebalancing portfolios, adding

exposure to equities with some element of embedded
downside risk management; or how investors can hedge
portfolio risks by means of proxy markets such as
foreign exchange.

+ We expect 2014 to be a year when many investors will
need to re-rate their return expectations for the main
asset classes and, more importantly, returns versus the
value of liquidity. The search for yield in the year ahead
will require investors to evaluate The Liquidity Trade Off.
The re-rating of return and liquidity expectations can
take many forms. We highlight three specific areas where
investors can consider positioning portfolios for increased
performance by sacrificing some liquidity for higher
returns. We examine returns between private and public
equity markets, yield for illiquidity in credit markets, and
the role of hedge funds in investors' portfolios.

+ Lastly, consistent with our views in 2013, we believe the
world is transitioning out of a cycle marked by significant
dislocations in the financial markets and real economies.
Our continuing theme, Harnessing Global Change,
focuses on two areas where we expect to see structural
changes in the economic and financial landscape. Philip
Watson, Citi Private Bank's Global Investment Lab Head,
examines the increasing substitution of conventional
energy sources to cheaper alternatives such as shale gas
and renewables. We also focus on investing in “disruptive
innovation,” identifying key characteristics of the future
“game changers” in areas such as transportation, energy,
finance and 3D printing.

As we emerge from the crisis and enter into a new phase in financial markets, we would advise our
clients to take a close look at their existing investment portfolios, ensure there is a strategic asset
allocation framework in place and designate a portion of their portfolios to take advantage of thematic
investment opportunities or specific strategies to help protect their wealth.

As your trusted advisor, we would welcome the opportunity to work with you and guide you through the landscape of short-,

medium- and long-term risks and opportunities.

Strategies and investments mentioned in this document may not be suitable for all investors. Products, strategies and services discussed herein may have eligibility requirements
that must be met prior to investing. Each investor should carefully view the risks associated with the investment and make a determination based upon the investor's own
particular circumstances, that the investment is consistent with the investor’s objective. Products and strategies described herein involve risk and may not perform as described.
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Outlook 2014

Stay Ahead of a Charging Bull

Steven Wieting, Global Chief Investment Strategist

We're bullish. We've long been bullish. And when we write
Outlook 2015 there's a reasonable chance we'll still be bullish
on the prospects for financial markets. Nonetheless, now is
the time to acknowledge and position portfolios for a future
return period that is less robust than today. When a reversal in
fortune for the financial markets comes, history suggests the
opportunity to take evasive action will shrink away quickly.

The quality of what you own matters more
now, the amount you should get paid for taking
risk should be clear, and wise investors should
be buyers of cheap insurance when market
volatility is low.

Review of 2013

Developed market (DM) equities enjoyed an extraordinary
near 22% total return in 2013, emerging markets (EM) roughly
3%. Global fixed-income returns were near zero in 2013 after
many previous years of bond price appreciation. Indices like
the S&P 500, with a +28% total return, are among the most
liquid, low-cost investment vehicles in the world, yet offered
among the world's most stellar returns.

Figure 1. Equity markets paid a severe price after
strong runs in 2000 and 2007
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Sources: Standard & Poor’s and Citigroup Global Markets as of December 2, 2013.
Note: Indexed, Jan. 1988 =100.
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Equity market valuations rose in both 2012 and 2013.
However, looking at the US alone, valuations fell in nine

of the previous twelve years. While there is much that is
disappointing in the recovery from the 2008 financial crisis,
there has been little to disappoint in corporate profits. We
surmise that investors doubted the sustainability of the
unusually sharp increase in profits early in the recovery.
Not only have those profits endured, they continue to grow
further. While earnings-per-share (EPS) were up just 6% in
2013, it is likely that EPS in the aggregate will have grown
about 30% from prior peak-2007 levels. Meanwhile, share
prices have risen just half as much. Thus, looked at from the
pre-crisis to the current period, US equity valuations have
fallen during the age of central bank quantitative easing.

The road ahead for 2014

With this backdrop in mind, we expect further equity market
gains to come, and still see current valuation anomalies as
more serious in fixed income markets. However, if we have
two more years of rapid price escalation, US equities will
again have a serious valuation problem and pay a meaningful
price in the next inevitable downturn, as seen in 2000 and
2007 (see Figures 1and 2). Most European markets, Japan
and some EMs should have somewhat longer to improve on
the valuation front, but the US stock market, at 48% of global
market cap, will be decisive for setting the global tone in any
future market correction of magnitude.

Figure 2. Valuations in US equity markets have
risen sharply in recent years but have still trailed
behind corporate profits

30 1 —Domestic Market Capitalization ($ billion) (LHS) i
—Corporate Operating Profits (% of corporate GDP) (RHS)

300 r22
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Source: Federal Reserve Board and Bureau of Economic Analysis as of December 3,
2013. Note: Corporate GDP is gross value added of corporate business.

RHS = Right Hand Side; LHS = Left Hand Side



Maturing bull market

With this “maturing bull market” in mind, investors must
focus on issues of liquidity and hedging opportunities, at a
time when such a focus is largely ignored. “Long strategies”
have trounced “long and short,” as markets have climbed
sharply. But it's gradually getting harder to find great value
in long-only strategies in our view. From the perspective of
the outlook for business, one can now find rather stunning
examples of “disruptive innovation” offering significant
economic benefits and future profit opportunities. But
somewhat akin to the late 1990s, investors are once again
willing to assign a very significant upfront value to growth on
a mere promise. This creates opportunities for quick equity
profits, but leaves less on the plate for the future investor
(see "Searching for Tomorrow's Game Changers: Investing
in Innovation”).

Citi Private Bank's Global Investment Committee (GIC)
remains overweight equities and underweight fixed income.
Our expectation for equity market returns in 2014 is positive,
though moderating. A gain roughly half that of 2013 seems
plausible. It may take some tilting around geographically
(see "The Developed Markets Step Ahead") but such gains
are still exciting and worthy of the overall equity overweight
recommended by the GIC (see “The Cost of Not Rebalancing
Portfolios™). For fixed income, our views remain largely the
same as in the latter half of 2013: we expect close to zero
returns for high grade and near 4% returns for "high yield”
bonds in 2014, assuming a very slow ascent in developed
market interest rates. Thus, we continue to underweight
fixed income generally.

Borrowers with the weakest balance sheets will likely
experience an outsized negative reaction when concerns over
a turnin Fed policy resurface in 2014, as seems likely. In 2014
and beyond, no investor should be able to rest easily in the
aftermath of a truly profound central bank Quantitative Easing
(QE) campaign. Investors who still fret over “extreme downside
risk" accept low returns in fixed income markets or cash, but
largely don't see the low cost for hedges - alongside a prudent
increase in risk exposure - as worthwhile. We view things
differently. “Buy insurance when it's cheap.”

While optimism may have carried too far in small areas of

the market place, investors have been more discriminating

in awarding performance. As such, correlations across asset
classes and within markets have generally declined in the
maturing bull market. Yet such correlations will likely jump
(as usual) in some future period of significant market stress.
Hedges may be one of the few bargains left behind in the bull
market rally. We see opportunity in using the greater dispersion
of risk pricing to hedge real business risks and portfolios in

a cost-effective manner. This can be driven by a strategy of
both buying and selling expected volatility over different time
frames, and using seemingly unrelated markets like foreign
exchange to offset risk (see “FX as a Portfolio Hedge").

Outlook 2014 | Citi Private Bank
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Thawing risk tolerance and performance chasing

A recent Citi Private Bank survey of family office investors
revealed a near 40% cash weighting and a 25% average
equity market allocation. Yet, a sizeable majority of
investors expected double-digit US equity gains in 2014.
Cash allocations are often discussed in institutional investor
portfolios. But institutional managers largely remain fully
invested in the asset class of their mandate. End investors are
more important in our view. With such high cash weightings
(see Figure 3), we would expect “performance chasing”
dynamics to eventually take hold, sending the under-invested
into the dwindling return environment of public markets.
Following long behind performance, investor flows have been
migrating away from fixed income and into equities (see
Figure 4). DM equity inflows have suddenly jumped by the
most in seven years.

Figure 3. Household cash deposits have risen,
rates have fallen

420 18
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Sources: Federal Reserve Board and Bureau of Economic Analysis as of 3Q13.

Note: deposits include foreign deposits, checkable deposits and currency, time and
savings deposits, and money market fund shares. RHS = Right Hand Side; LHS = Left
Hand Side

Figure 4. Global fund flows are migrating from
fixed income to equity markets
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Source: EPFR (weekly data since inception) as of November 27, 2013.



Meanwhile, market valuations - and therefore risks - have
been rising relative to the costs of hedging in both equities
and credit markets. While we noted that the price/earnings
(PE) multiple for the S&P 500 has fallen some since 2007, the
price of expected future market volatility has dropped more
(see Figure 5). Similarly, while credit spreads have tightened
sharply since 2008 - limiting future returns for investors - the
insurance cost for hedging credit risk has plummeted (see
Figure 6).

In general, a dollar of investment risk is cheaper
to hedge in today's soaring markets than it was
in 2008-09's depressed markets.

Figure 5. The price of expected future market
volatility has fallen more than the price/earnings
of the S&P 500

S&P 500 Price to Earnings / Option-Implied Volatility Index
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Sources: Standard & Poor’s and Chicago Board of Exchange as of December 2, 2013.

We recommend an overweight to equities at current valuation
levels with a 12-18 month tactical investment horizon. Looking
forward, however, the very high cash allocations and a future
runaway bull market in equities suggests investors should
presently consider raising exposures to less liquid investments,
including high quality private equity, hedge fund and real
estate structures. Such a move does not come without a cost.
In some future period of market dislocation, illiquid assets
would indeed be illiquid. But the total return one can earn from
guality alternative investments could potentially exceed the
returns on public equities when public markets are fully valued.
One lesson of the 2008-09 period is that the liquidity of
“liquid assets” is not guaranteed and can create a shock when
it disappears. In short, it is important for investors to be fully
compensated for the illiquidity they eventually assume.
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Figure 6. The insurance cost for hedging credit
risk has plummeted
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Source: Bloomberg as of December 3, 2013. Note: CDX = Credit Default Swap
RHS = Right Hand Side; LHS = Left Hand Side

Aside from some unintended consequences, regulatory
changes aimed at shoring up the global financial system are
likely to succeed, in our view. The global economy is less at

risk of another banking-induced collapse. While investors have
witnessed the impact that financial deleveraging (including

a dramatic rise in bank equity capital and large declines in
consumer debt burdens) has had on economic growth in recent
years, they haven't fully accepted the benefits in terms of
safety and durability. Recognition of the “durable recovery” is
a significant element of our still bullish outlook. A safer banking
system means that the economy can withstand shocks better
and recover faster.

Arguably, substantial recognition of the “more durable
recovery” was made in 2013, though we believe it still has
further to run in the US. While the risks still seem greater, we
have become increasingly optimistic on Europe’s prospects
for both equity and credit markets in 2014. These markets
have understandably lagged behind the US, but may catch up
some in the coming year (see Figure 7). We are also bullish on
Northern Asia within the otherwise less compelling emerging
markets, given external surpluses and likely exposure to
improving world trade.



Figure 7. European equity markets may be able
to catch up some with the US
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Migration of risks

The US banking system has seen equity capital rise
dramatically with portfolio holdings simultaneously
deleveraged (see Figure 8). With a lag, the same deleveraging is
taking place in Europe, reinforced of late by economic recovery
prospects. Yet some regulatory responses seem to have simply
forced a migration of risks from financial institutions to end
investors. This is likely to result in reduced liquidity at some
point in the future, though certain markets seem to ignore

this risk. While we are underweight fixed income, no balanced
portfolio should have a zero allocation. Those investors that
aren't in dire need of (questionable) liquidity, or are unwilling
to pay so dearly for it, should consider trading their most liquid
corporate bonds for less liquid alternatives in order to enhance
yield (see "Yield for llliquidity: An “Easy” Way to Boost Return
on Capital").

Figure 8. The US banking system has
deleveraged and de-risked
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Sources: Federal Deposit Insurance Corporation and Federal Reserve Board as of 3Q13.
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Much more broadly, we ask, “Have investors raised their risk
tolerance too much while reducing their liquidity preference
too little?" As discussed in “The 2014 llliquidity Premium:
Opportunities from Private Equity and Real Estate” and
illustrated in Figure 9, the estimated “required return” in bond
and stock markets has fallen significantly since 2009 while
the return expectations for illiquid private market investment
products have been far more stable.

The ability to hold assets that fall in price through a market
dislocation, or have no price in a market dislocation, requires
a sterling balance sheet. But we surmise that such a balance
sheet, coupled with the willingness to assume liquidity risk
when others don't, will do much to determine which investors
distance themselves from the falling return prospects of a
maturing bull market.

In summary, we remain bullish on growth
prospects, and expect equities to outperform
fixed income for a meaningful period ahead
following years of profound monetary easing.
But investors should participate with their eyes
open. Markets such as the US are no longer
depressed. Hedges in particular and select
alternative investments have been “left in
the dust” in the roaring bull market recovery.
We suggest investors take advantage of such
opportunities.

Figure 9. Expected 10-year annualized returns
for various asset classes
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Source: Citi Private Bank as of September 2013.

The investment strategies presented are not appropriate for every investor.
Individuals should review with their Financial Advisors the terms, conditions and risks
involved with specific products or services. Past performance is no guarantee of future
results. There is no guarantee that these strategies will succeed. This information is
intended for illustrative purposes only. Investment results may vary.



The Cost of Not Rebalancing Portfolios

Alexander Godwin, Global Head of Asset Allocation

Even with the steady improvements to the global economy
and financial markets over the course of 2012 and 2013, many
investors have been hesitant to follow asset allocation advice
and remain seated on significant amounts of cash. This has
caused a considerable drag on portfolio performance and

will continue to cost investors dearly should they not look to
rebalance their portfolios for the environment ahead.

A recent Citi Private Bank poll, on the investment allocations
and views of 50 family offices from over 20 countries,

found that the average family has only 25% invested in
public equities, with an astonishingly high 40% allocation

to cash. The remainder is split between fixed income (17%)
and alternatives (19%). Such a conservative portfolio will
have returned a meager 6% in US dollar terms this year (to
November 25, 2013), even with the stellar stock returns.

Figure 1. Recommended strategic allocation

Cash

Hedge funds 5.0% Developed national,
16.0% l supranational and
regional
) / 10.0%

Developed
Emerging all cap _— Investment grade
equities —— 10.0%
12.0% __ Developed
’ high yield
Developed small ./~ 2.0%
mid cap equities Emerging
2.0% market debt
6.2%

I
Developed large
cap equities
36.8%

Strategic allocation for a risk level 3 portfolio based on Citi Private Bank's Adaptive
Valuation Strategies (AVS) as of November 20, 2013.
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Throughout 2013, our advised balanced strategic asset
allocation (level 3 with hedge funds) was allocated 51% to
public equities and only 5% to cash. The remainder was split
between fixed income (28%) and alternatives (16%). Our
advised allocation would have returned nearly double that
of the average polled family allocation, at 11% over the same
period. (See Figures 1-3 for our recommended strategic,
tactical and active allocations for a risk level 3 investor.)

The reason for this striking performance difference is simple.
Equities are up over 20%, while fixed income and cash have
barely returned anything positive at all.

While we do not expect equities to perform as
strongly in the years ahead, we still believe they
will comfortably outperform fixed income and
cash. Cash, meanwhile, will continue to lag behind
even fixed income over a 10-year horizon.

Figure 2. Recommended tactical allocation

Cash (1.1%)  Developed national,

Hedge funds 6.1% supranational and
(0.0%) 16.0% | VZ regional (-6.0%)
N 41%
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— Investment grade
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Emerging all cap

ik o
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, (1.3%) 3.3%
Developed small ./~
mid cap equities Emerging
(0.0%) 2.0% market debt
(-1.0%) 5.2%

I
Developed large cap
equities (4.8%)
41.6%

Tactical allocation for a risk level 3 portfolio set by Citi Private Bank's Global
Investment Committee (GIC) on November 20, 2013.



Figure 3. Summarizing our recommended risk level 3 portfolio allocations

Asset class

Cash

Emerging all cap equities

Developed small/mid cap equities

Developed large cap equities

Emerging market debt

Developed high yield

Developed investment grade

Developed national, supranational and regional

Hedge funds

Strategic (%) Tactical (%) Active (%)

5.0 6.1 11

12.0 13.0 1.0
2.0 2.0 0.0
36.8 41.6 4.8
6.2 5.2

2.0 33 1.3
10.0 8.8

10.0 41

16.0 16.0 0.0

Note: Risk level 3 is designed for investors with a blended objective, who require a mix of assets and seek a balance between investments that offer income and those positioned
for a potentially higher return on investment. This risk level may be appropriate for investors willing to subject their portfolio to additional risk for potential growth in addition to a

level of income reflective of his/her stated risk tolerance.

We use a proprietary approach, Adaptive Valuation
Strategies (AVS), to set our long-term return expectations.
This approach uses valuation levels to better understand
the likely 10-year returns we might expect from each major
asset class. We believe history demonstrates that over a 10-
year time horizon valuations tend to move back to long-term
averages. Combining this effect with the trend in earnings
growth and dividend yields allows us to get a sense of future
equity returns.

The cost of not following asset allocation advice

Based on our forward looking long-term return expectations,
the asset allocation of family office investors revealed in

the poll would yield only 3.3% per annum — only a little

above current 10-year inflation expectations of 2.2%. This is
significantly below the expected 5.2% annual return expected
for our advised balanced allocation. It stands in sharp
contrast to those of the family offices themselves who, on
average, said they expected annual portfolio returns of 8%.

To illustrate the importance of asset allocation over time,
consider what would happen after 10 years of compounding.
A 3.3% annual return would yield an increase of 38.3%
while a 5.2% return would achieve 65.7%. In other words,
the value would rise almost 72% more. Market returns

Citi Private Bank's long-term return expectations using AVS

are for illustrative purposes only. Actual results may vary
significantly. Future investment returns will fluctuate with
market conditions.

These expectations stand in sharp contrast to those of the
family offices themselves. While we would expect only 3.3%
returns from the sort of allocation revealed in the poll,

the same poll suggests average long-term expectations of
around 8%.

The time to rebalance portfolios is now

Looking again at the family office poll, we discover that
actually future expectations of markets are surprisingly
similar to our own, despite the dramatically different portfolio
positioning. 65% of family offices expect equities to rise

by over 10% in the coming year (even above our long-term
expectations), while 77% expect rates to rise by 50 basis
points or more.

In such an environment, we would expect low returns across
fixed income and cash. To potentially achieve the 8% portfolio
return that many family offices are expecting, it seems these
allocations will need to shift substantially away from cash and
into equities and select alternatives.

» Overall global developed equity valuations are slightly above their long-term average, after the recent strong
performance. We expect annual returns close to 7% driven mostly by trend earnings growth (5-6%) and the dividend yield
(2-3%), with a small negative impact from valuation adjustment.

» After lagging behind for several years, emerging equities now offer estimated returns above 8% given valuation levels

have dropped below their long-term average.

» In contrast, low yield levels in fixed income will continue to limit long-term returns. Our long-term AVS return estimates for
government, investment-grade corporate and high-yield bonds are only 1.9%, 3.4% and 2.9% respectively. The recent rise
in bond yields has helped emerging markets where estimated returns have now risen to 5.1%.

» However, none of these asset classes are expected to perform as poorly as cash, with an estimated return of 0.4% per

annum. (Note again, these are 10-year ahead estimates.)
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Shifting Growth Opportunities

Why Aren't Emerging Markets

Leading Anymore?

Steven Wieting, Global Chief Investment Strategist

Classifications such as “emerging markets” (EM) and
“developed markets” (DM) always seem somewhat forced. In
the past year, two Euro-area member states were “demoted”
to EMs in an index of sovereign borrowers when the countries
lost investment-grade credit ratings. Some countries clearly
viewed as “EM" jumped to investment grade. Even more rich:
try discerning between an Emerging and “Frontier” market.

The BRIC countries (Brazil, Russia, India and China) always had
huge differences. For most of the last decade, China was an
external surplus country with a stalled population, recovering
sharply from a past period of economic repression. India was
generally an external deficit country with a young and growing
population also suffering from past policy mistakes. Brazil

was somewhat more like India, though it benefited sharply
from trade linkages to China. Russia was a case of relative
success from an income standpoint, but largely because of
the massive boom in energy export prices. Throughout the EM
world, there was an element of “catching up” to the industrial
(technological) standards of DM economies which vaulted

EM growth rates. This was particularly true of China, and it
continues to be to some extent.

10 Citi Private Bank | Outlook 2014

However, there were numerous, significant one-time benefits
to EMs in the past decade. These included expanded,
globalized trade coupled with a DM world consumption binge
(most clearly in the US), a commodity price “super cycle,”
which has topped out and large declines in credit costs, that
generated a re-rating of return requirements throughout EM
asset markets, including equities.

Looking forward, we believe EM economies and asset markets
are likely to performin a far more asynchronous way, with the
three identified benefits largely history. We see both risks and
opportunities in the “awkward EM" label (see “The Developed
Markets Step Ahead").

Meanwhile, as discussed in “Global Demographic
Transitions,” EM demographics are far from uniform, and
may present a future growth drag for those markets that
have in some cases attracted the greatest amount of outsize
investment in the recent past. Citi Private Bank's Global
Investment Lab Head, Philip Watson, discusses investment
implications of world demographic trends further in
“Investing in the Demographic Divide."”



The Developed Markets Step Ahead

Steven Wieting, Global Chief Investment Strategist

Planet earth can’t run a trade surplus

Growth in the world economy is not a zero sum game. What's
good for one country or region need not rob another of
prosperity. Instead, various regional recoveries are likely

to broaden and accelerate global growth. However, with
production and savings patterns in the developed markets
(DM) changing - and the world as a whole a “closed system”
that cannot run a trade surplus - we expect a general slower
growth phase for the last decade’s high flying emerging
markets (EM). We see a likely revival in DM economic growth
in 2014 as a helpful catalyst for certain EM exporting
countries, while leaving others far behind.

As noted in "Outlook 2014: Stay Ahead of a Charging Bull,”
DM equities are on track to generate a 22% total returnin
2013 while EM equities posted a much less robust 3% gain.
Investments in EM local-currency sovereign debt (measured
in USD) posted a -7% return in 2013, while DM sovereign debt
returns were about zero.

Obviously, there are huge differences in performance

from one country to the next. But the market performance
differences in “EM" and “DM" as a whole are not a random
outcome. We suspect the differences, particularly in equities,
may shrink some in the coming year, most likely because DM
equity gains should be less robust than 2013's 22% return.
But it is notable that DM equity outperformance has persisted
for over two years now (see Figure 1). In contrast, while there
hasn't been much short-term consistency, EM outperformance
has been the very long-term norm (see Figure 2).

Figure 1. MSCI 12-month DM equity return
less EM
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Sources: MSCI / Factset as of November 29, 2013.
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Figure 2. MSCI EM index/DM index
(relative performance EM)
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Key performance trends for EM and DM
We see three relevant, lasting and interrelated macro trends
for EM and DM economies and their markets:

+ DM growth will likely accelerate relative to EM growth
in 2014: We expect some revival of EM exports and
economic growth in 2014. But the US (already) and Europe
(incipiently) have experienced a shift in the composition
of their economic activity to-date. This shift is marked
by stronger production, exports and savings trends that
are fundamentally less favorable for EM exporters. Japan
is also seeking a “return to its roots" with a belated

guantitative easing (QE) policy aimed at weakening the yen,

coupled with an increase in the domestic consumption tax.

+ The commodity “super-cycle” is reversing: The last
decade was unusual for its lasting commodity price gains
for EM commodity exporters, whether measured in US
dollars or in local currency terms. Massive investments
in commodity production capacity accompanied the
commodity boom, with the US energy-sector investment
acting as a poster child. Looking backwards, we see
that this commodity “super cycle"” peaked around 2011.
Because it was a dominant factor driving EM market
outperformance (and DM underperformance) in the last
decade, EM economies do not have the benefit of this tail
wind any longer.



» The exceptional EM performance of the past decade in
credit can’'t be repeated: Reflecting sharp improvements
in their creditworthiness (often due to commodity-related
income gains) over the past decade, EM debt markets
have maintained the bulk of their gains from that period.
The sharp declines in credit spreads and yields cannot be
repeated in the period ahead given a zero bound on interest
rates. We believe yield declines boosted DM equity markets
in the 1980s-1990s, partly setting the stage for the poor
performance that followed. EM markets largely saw similar
benefits in the 2000s, and that has run its course. There
is further risk that with the peaking of Fed stimulus, EM
credit markets will suffer. Certainly, EM countries that run
fiscal and external trade deficits will find the credit markets
in 2014 and beyond much more challenging than they had
done over the past decade.

Factors constraining the EM recovery

In DMs, domestic savings are being rebuilt and production is
improving. This mirrors the credit excesses and falling savings
rates of the 2000s. External deficits have been stabilized in
the case of the US for the first time in an expansion cycle in 30
years (see Figure 3). Europe, led by Germany, is running a large
and increasing external trade surplus, which is interestingly the
source of some political friction (see Figure 4).

Figure 3. US current account balance (% of GDP)

2.0 1 r20
1.0 1 1.0
0.0 1 l 0.0
1.0 -1.0
2.0 1 r-20
3.0 1 -3.0
40 A r-4.0
5.0 1 5.0
6.0 1 r-6.0
7.0 - S S - - - 7.0

'60 '63 '66 '69 '72 '75 '78 '81 '84 '87 '90 '93 '96 '99 '02 '05 '08 "1

Source: Bureau of Economic Analysis as of 2Q 2013. Note: shaded regions denote US
recession.
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Figure 4. Germany current account balance
(% of GDP)
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Sources: Deutsche Bundesbank and Haver Analytics as of 2Q 2013. Note: shaded
regions denote US recession.

With developed economies no longer providing a huge
export fuel to EMs, many EM countries have allowed their
fiscal balances to worsen, supporting their domestic
demand. This is the reverse of the newly found savings
caution in the DM world.

Trade deficits require others to hold increasing quantities

of the deficit country’'s local currency. This has started to
reverse the unusually stable (and in some cases appreciating)
EM exchange rates seen in the decade past that were a main
attraction for capital inflows. In short, many of the factors
boosting EM growth in the past decade were non-repeating.
In some cases, the risk is a reversal, with those EMs with twin
deficits most exposed (see Figures 5 and 6).

Figure 5. Emerging and developing economies
current account balance (% of GDP) and ex-
China surplus
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Figure 6. Cumulative EM vs. DM equity fund
inflows
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Source: EPFR (weekly data since inception) as of October 16, 2013.

This less favorable trend for EM is not absolute. The nearly
one percentage point acceleration Citi economists expect in
DM economies in 2014 should spill over positively into EM,
where growth is expected to accelerate by 0.3% (see Figure
7). This spill-over will of course not be shared equally by all
countries.

Figure 7. Emerging markets merchandise
exports vs. industrial countries nominal GDP
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We are already seeing signs that the entrenched US recovery
is likely to boost certain EM exporters and Europe seems
poised to help (see Figure 8). In particular, we positioned for
this with an overweight to North Asian equities mid-2013 and
continue to hold that view for 2014.

Figure 8. US manufacturing imports index
(YoY difference) vs. Asia-Pac (ex-Japan) EPS
growth (YoY%)
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Sources: Bloomberg and Citi Private Bank as of October 2013.

What the surge in US energy production means for investors
Any EM export growth revival will vary greatly from the strong
broad trends of the past decade. The rise in commodity prices
during the past decade was the most significant since the
1970s, measured in any currency. In fact, the commodity price
surge likely played a role in the US dollar's weakening over
that period. Yet, in the US since 2011 - fueled by profits from
commodity production and associated capital investment -
we are seeing a “gusher” of natural gas and unconventional
crude oil production, reversing the most significant element
of the commodity price spike (see Figure 9 and “The Changing
Landscape of Global Energy").

The US has a high propensity to consume imports from any
incremental dollar of new income, so there will be more
dollars to consume items away from energy as prices stabilize
or fall. However, in the context of the still weak US dollar

and the demand excesses of the last decade, the energy
production revival in the US has led to stronger relative trade
performance, meaning more domestic production and profits.
Of course, the world economy needs a demand source from
somewhere. But equities represent producers, and this favors
DM markets given the altered composition of global growth.



Figure 9. US mining output index (energy and
non-energy) vs. US investment in oil fields,
mining equipment and structures (% of GDP)
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Investment portfolio considerations
For most of 2013, the Global Investment Committee (GIC) held
overweight positions in DM stocks with relative caution in EM
stocks reflected by our largely neutral weightings. We held
underweight positions in DM and EM bond markets for most of
the year, with DM debt weightings cut first. The logic for the
underweight to EM debt is fairly straightforward even after
the recent “foot dragging” from the Federal Reserve. Yields
are historically low, and the largest borrowers do not have the
strongest fundamentals among EM countries.

Figure 10. EM equities and credit have traded
close in sync since 2008
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For EM equities, the case is not as clear. Since 2008, EM
equities and credit have traded remarkably close in sync

(see Figure 10). Importantly, the period prior to 2008 saw
tremendous declines in EM borrowing costs amid massively
improved EM fundamentals. As noted, those improvements
were significantly driven by the commodity super cycle,
amplified by a decade-long weakening in the US dollar, driving
capital flows to EM.

At times, the EM stocks selloff of 2013 seemed too
indiscriminate. Many EM markets bounced back in the second
half of the year. But the decade of superb progress in EM
prior to the Global Financial Crisis was driven by several
non-repeating factors. Like the US from 1982-2000, EMs had
benefited from sharp declines in credit costs that have run
their course now that rates are low (see Figure 11).

Figure 11. EM equities no longer enjoy a
“tailwind” of declining credit costs
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Our recommendations for 2014

We will consider adding further EM equity
overweight positions among countries with
external surpluses and low valuations. Such
markets should respond in @ more enduring way
to the resumption of global growth and trade
flows we expect in 2014, rather than merely

the questionable continuation of easy money
policies in the US.

In contrast, we will maintain our underweight to some equity
markets among EM deficit countries as developments warrant
(see Figure 12). We will continue to closely monitor and adjust
our recommended portfolio allocations (please follow our
monthly Quadrant publication to keep informed).

Figure 12. Brazil, like many in EM, has allowed
its fiscal balance to worsen, requiring external
savings flows
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Forecasts are as of the date specified and provided for information purposes only. The investor should not base its decision to enter into a trade solely on the basis of the forecasts.

Actual results may vary from the forecast rates provided herein. The indices are unmanaged, are not investable, have no expenses and reflect reinvestment of dividends and

distributions. Index data is provided for comparative purposes only. A variety of factors may cause an index to be an inaccurate benchmark. Past performance does not guarantee

future results. Investors cannot invest in an index. As a result of market activity since the data above, current performance may be different from that shown.
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Global Demographic Transitions

Nathan Sheets, Global Head of International Economics, Citi Research
Robert A. Sockin, Senior Associate, International Economics, Citi Research

Looming demographics challenges in the advanced
economies are now receiving considerable attention.

The potential implications for government debt burdens,
international competitiveness and the availability of adequate
supplies of l[abor are increasingly apparent.

But what is the outlook for demographics in

the rest of the world, particularly in the rapidly
growing emerging market (EM) economies?

Will these other economies remain sufficiently
youthful to offset the drag stemming from aging
in the advanced world?

The answers to these questions are sobering. Our recent
research finds that, although demographics in the emerging
economies are likely to remain more favorable than those

in the advanced, there are reasons for caution. First, EM
demographics will be strikingly less supportive of growth in
the years ahead than has been the case in recent decades.
Many EM are better positioned than the advanced economies,
but they face meaningful challenges themselves.

A second reason for caution is that Chinese demographics
look broadly similar to those in the advanced economies.
Consistent with this observation, we see the effects of
population aging as likely to weigh heavily on growth in China,
subtracting as much as 3 percentage points relative to the
pace of expansion in recent decades. The challenges faced

by Chinese policymakers as they pilot their economy through
this demographic transition strike us as underappreciated
global risks.

Figure 1. Japan working-age population share vs.
GDP
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Figure 2. China & Emerging Asia working-age
population share
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Figures 1and 2 help to frame this discussion. As shown in
Figure 1, the share of the working-age population in Japan
peaked in the early 1990s as the asset bubble burst, and
has subsequently fallen off sharply. Almost in lockstep,
the Japanese GDP deflator (a broad measure of prices)
also peaked and has since been on a downward trajectory.
Similarly, nominal GDP first slowed, then stagnated, and
eventually stepped down during the Global Financial Crisis.
We do not believe that Japan's twenty-year economic
sclerosis can be explained solely by demographic variables,
but these correlations are striking and suggest that
demographics played a role.

Figure 2 highlights what this might mean in the years ahead
for emerging Asia, a region which accounts for over half the
world’'s population. Notably, China's working-age population
share is slated to decline through the next two decades;
indeed, the drop is expected to be almost as steep as that
recorded in Japan in recent years. This doesn't imply that
China is poised for a Japanese-style stagnation, but it does
suggest that demographics will be less supportive of growth
than in the recent past. In contrast, other emerging Asian
countries will generally see their shares continue to rise,
albeit somewhat more gradually than in the near past.

Several other features of global demographics are also likely
to cast a shadow on world economic performance. The good
news here is that the global population is expected to keep
growing in coming decades, expanding at a pace of about
1% annually, just a little slower than in recent years. The bad
news is that the working-age population share is poised to
level off over the next few years and to decline thereafter,
reversing the sustained rise in recent decades.

Our research indicates that the working-age population share
has considerable economic importance, as it captures the
availability (and perhaps even the vitality) of labor resources.
As such, we see its impending downturn as indicating a
potentially troubling turning point for the world economy.

As a related matter, in recent decades the advanced
economies have enjoyed larger working-age population
shares than in EM. But, going forward, this advantage will
swing towards EM. The full implications of this demographic
shift for the relative supplies of labor across countries and
regions, as well as for the attractiveness of investment in
various parts of the world, remain an open issue. Our sense is
that these developments are likely to intensify incentives for
immigration to the advanced economies (where capital will
be relatively abundant) and for capital flows into EM (where
labor will be relatively abundant). The clear conclusion is that
sizable resource flows across countries will remain a fact of
life in the decades ahead.
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Overall, our view is that any demographic lift coming from
EM is unlikely to meaningfully offset the headwinds from
aging in the advanced economies. Rather, we believe that
the world as a whole is likely to feel the strains associated
with shifting demographics.

That said, there is important variation across countries
and regions. While China's demographic profile is set to
deteriorate dramatically (as is Korea's), countries such

as India and Indonesia will face relatively supportive
demographics. The open - and in our view uncertain
qguestion - is whether these countries are now well-positioned
to emerge as engines of growth for the global economy.
Africa, another notable example, is likely to account for a
sizable portion of global population growth over the next
two decades and will find itself home to roughly one-fifth
of the world's population by 2030. This will have significant
implications for Africa’s share of global migration flows,

its voice in global deliberations, and the importance of its
financial markets.

Although the headwinds associated with

aging are likely to be significant, economic
outcomes are in no sense predetermined. Aging
poses serious challenges, but it also presents
opportunities. The ability of market economies
to adapt should not be underestimated.

Opportunities in a shifting demographic landscape

In the face of shifting demographics, we expect firms

to substitute toward more capital-intensive production
technologies, thus allowing labor resources to be used more
efficiently. There is also scope to implement policies to blunt
the adverse effects of aging, including measures to stimulate
labor force participation - particularly of older workers.

The task of structuring such incentives is one of the major
challenges policymakers face as the global economy continues
its transition into a very different demographic landscape.



Investing in the Demographic Divide

Philip Watson, Global Investment Lab Head

As discussed in “Global Demographic Transitions,” both
developed and emerging economies are likely to face
challenges from changing demographics in the years ahead.
But these trends can also present opportunity for the astute
investor. We explore how emerging demographics translate in
investment terms and who will be the likely winners and losers
of these important trends.

Away from the impact on labor supply, an aging population
can affect the economy and markets through changing
investment and spending behaviors. Where is the aging
population likely to invest its savings in older age? And what
types of spending tend to evolve as demographics change?
Different investment and consumption patterns may influence
markets far and wide - from pension to healthcare providers
(See Figure 1).

Outcome-oriented investing looks to outstrip the old
benchmark-oriented approach, where returns relative to

a pre-determined benchmark are crucial. Short-term or
peer-based measures of performance are replaced with an
approach that looks to deliver regular income, low volatility
and inflation protection - characteristics vital for investors
looking to maintain their lifestyle needs. Of course, such
investments haven't met required return hurdles for older
investors in recent years.

Still, the asset management industry is responding to the
unigue requirements of this growing population in a number
of innovative ways. Figure 2 highlights some of these, tying
investor objectives with industry solutions.

Figure 1. Developed market (DM) aging - changes in investment and spending

- How they are likely to invest How they are likely to spend

Examples + A rise in specific “outcome based" investments

* A shift in asset allocation trends

* Greater focus on “personal pensions” and pensions
management, including liability-driven investing

Investment implications of an aging population

» Opportunities in provision services

* Spending within age-dependent sectors, such as
Healthcare and Insurance

» Retirement doesn’'t come cheap. 10,000 Americans and 14,000 Europeans retire each day. Though asset-rich overall, the
substantial retiring population creates a huge fiscal burden. The European Union, for example, comprises only 8-9% of
the world’s population of 7 billion, accounting for 25% of GDP globally, but a staggering 50% of social spending.

» Fueling a “wall of money." The estimated value of assets controlled by and invested for retirees in the coming years is set to
skyrocket. Professor Amin Rajan' estimates that as much as $25 trillion of retail investment assets will be held by retirees or
those approaching retirement by the end of this decade. This accounts for a staggering 75% of total world-wide assets held
by mass affluent investors. It is also the result of assets accumulated by aged persons who substantially benefitted from the
outperformance of equity markets between the early 80s and the late 90s. How they manage these assets, and who will be
the future holders, is likely to have considerable implications on investor returns in the years ahead.

» How is this growing aging population likely to invest? While the opportunities available in the market place won't
necessarily match their requirements, an aging demographic will seek investments in order to maintain lifestyle needs.
Broadly speaking, this typically supports solutions with predictable returns, based on lowered volatility and with inflation
protection. These needs are creating a new pivot for the asset management industry, drawing upon existing approaches
but with a shift towards investments that are more “outcome oriented.”
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Figure 2. Investor requirements and industry solutions

Income Seeking

Investment
Requirements

Regular and predictable income

lllustrative
Solutions

+ Fixed income strategies: real,
unconstrained, flexible, dynamic

+ Dividend strategies; thirst for
value investments

» Synthesized credit-like returns:
the rise of alternative credit

Underpinning all of these requirements is capital preservation.

By and large, an increasing share of investors will seek
investments with low correlations to equities and bonds.
Select hedge funds will likely play an important role in this -
multi-strategy and relative-value funds, for example, typically
have a low correlation to traditional markets.

Investment opportunities from DM aging trends

All of the above is likely to lead growth in several sectors.
Aside from asset management front runners, companies that
are able to actively respond to demographic trends and offer
innovative products for their target market will benefit the
most. We highlight opportunities in the Insurance and Health
Care sectors.

We expect attractive growth opportunities for life insurers in
pension risk transfers as corporate pension funds look to de-
risk. Citi Research estimates this will be a $100 billion market
(market cap) over the next five years.?

Aging populations unsurprisingly spend a disproportionate
amount of their spending on healthcare. The US Bureau

of Labor Statistics reports that out-of-pocket healthcare
expenditures increase 2.6 fold when comparing a 30 year-
old cohort to a 70-year old group. This result doesn't even
account for the massively higher government transfer
payments for the older group.

Companies that are positively exposed to growth in many
healthcare segments should benefit. It is broadly anticipated
that the aging population will place a greater weight on
age-care services, pharmaceutical companies, and also drive
biotechnology development in chronic illnesses such as
arthritis, asthma, cancer and diabetes.
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Inflation Protection

Seeking positive real returns once
taking account of inflation

* Traditional linkers:
inflation-linked securities

* Real-return funds:
inflation-protected funds

« Infrastructure vehicles linked to
inflation

Low Risk
Unconstrained lower risk

Lower Volatility

+ Fund vehicles with flexibility
+ Absolute-return vehicles
* Risk-minimization strategies

» Dynamic asset allocation
approaches

« Tilt in preference towards lower
risk/moderate return strategies

+ Population Health Management (PHM) Technology
Market: Often overlooked, the PHM Technology Market is an
area that we view to have significant growth potential. This
is largely due to the catalyst within the US of the ‘Patient
Protection and Affordable Care Act’ (colloquially known
as “Obamacare"), but is equally applicable for developed
countries that are grappling with an aging population.

+ Healthcare Services Management: With governments
eager to serve a valuable electorate, installing efficiency
in Healthcare provision is a growth area. That includes
“Big Data" techniques, which are focused on delivering
better value per patient and efficiently managing the finite
resources of the state.

Emerging market (EM) youth - changes in spending

Notable changes are also afoot at the younger end of the
demographic spectrum. While consumer spending patterns
are less consistent in EM countries, the effect of economic
growth has cascaded into transformational income growth,
liberating a vast number from poverty. Young and productive
populations are producing what is termed a “demographic
dividend"” in some economies. This is distinctly different from
a dynamic in the past where rapid population growth in poor
economies tended to reduce per-capita income.

India has a very youthful population, while Indonesia, Brazil
and Mexico all have younger labor pools. In Africa, the “young
continent,” projections are for the African population to
exponentially grow from current levels, close to Europe, to
four times the size, and approaching Asia, in the next 100
years (see Figure 3).



Figure 3. The African population is forecast to Much investor behavior is being driven by
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the forceful undercurrents associated with
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The emergence of the Africa demographic boom, with its
underdeveloped infrastructure and untapped resources,
suggests a period of rapid growth for those African
economies that are increasingly well-managed. The same is
true for specific industry sectors. One example of this is the
Telecom industry. According to a survey by the International
Telecoms Union (ITU), Africa recently became the world's
fastest-growing mobile phone market. Mobile phone usage

in the continent has increased at an annual rate of 65% over
the past five years, which is twice the global average. Nigeria
has become one of the fastest growing markets in the world
for mobile communications, propelled by a young population,
market liberalization and telecom-sector reforms, with an
estimated 88 million mobile phones in use compared to a
population size of 170 million.® Are investors positioning their
portfolios for these demographic changes?

1. Professor Amin Rajan - Chief Executive Officer of CREATE, Fellow at Oxford University; “Retirees or those approaching retirement” encompasses individuals born between 1945 and 1965.
2. Citi Life Insurance, September 24, 2013.
3."World Usage Patterns & Demographics,” New Media Trend Watch, European Travel Commission

This document is offered for informational purposes only and does not constitute an offer to purchase or sell any securities, investment strateqy or interest in any investment
fund. An offer or solicitation will be made only through the account opening and/or offering documents relevant to a security, investment strateqy or investment fund (including,
without limitation, any prospectus, offering memorandum or similar document, if any) and is qualified in its entirety by the terms and conditions contained in such documents.
This document does not purport to contain a complete analysis of all material facts concerning a security, investment strategy or investment fund. The information included in this
document is not in itself a sufficient basis upon which to make an investment decision, and does not replace the account opening and/or offering documents relevant to a security,
investment strategy or investment fund. The mention of any individual securities or particular industries or sectors should not constitute or be construed as a recommendation to
purchase or sell any securities, investment strateqy or interest in any investment fund.

There is no guarantee that these strategies will succeed. This information is intended to illustrate products and services available through Citigroup Global Markets Inc. Strategies
and investments mentioned in this document may not be suitable for all investors. Products and strategies discussed herein may have eligibility requirements that must be met
prior to investing. Each investor should carefully view the risks associated with the investment and make a determination based upon the investor's own particular circumstances,
that the investment is consistent with the investor's objective. Products and strategies described herein involve risk and may not perform as described.
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Hedging Portfolio Risk

Risk Management

Philip Watson, Global Investment Lab Head

Every action has an equal and opposite reaction

Risk management comes in multiple forms and involves varying costs (both implicit and explicit). It is a point not to be overlooked
that hedging costs are currently at historic lows. Option volatilities are generally used in the market as a proxy for the cost

of hedging since the volatility level is a major component driving the price. This is illustrated in Figure 1, which looks at option
volatilities across major asset classes in a historical context. As can be seen, these are at the lower end of their historic range.

Figure 1. Option volatility as a proxy for the cost of hedging
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Sources: Citi and Bloomberg as of November, 2013.
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Central to risk management is portfolio construction. This
starts with defining an asset allocation profile to meet

the unigue investment objectives of the client. Citi Private
Bank uses an approach called Adaptive Valuation Strategy
(AVS), which adjusts portfolio allocation dynamically based
on current valuation levels relative to the historical trend
(see "The Cost of Not Rebalancing Portfolios™). This in

turn helps to reduce the risk of being overly exposed to the
most expensive asset classes. AVS also assesses the risk

of the portfolio against extreme downside risk (EDR) - a
conservative measure that forecasts the potential losses that
could incur during times of severe market stress - historical
data across market cycles when possible. This ensures that
risks are not misrepresented over shorter periods or ignored
against other measures.

Investors wishing to gain a deeper understanding of the
source and size of risks within their portfolios can use multi-
factor analysis which breaks down the portfolios sensitivity to
the multiple risk factors that drive the portfolios performance
and volatility. Once the risk factor has been quantified, it
needs to be compared with its compensation (in other words,
whether you are paid for that risk). Should the return offered
from this factor prove insufficient, the risk can be managed
via hedging, divestment or other strategies listed earlier.

Within single asset classes and securities, investors should
deploy techniques to review underlying valuation and price
momentum. Applied in a disciplined manner, these systemic
frameworks can help provide early warning signs for the buy/
hold/sell decision process which can prove invaluable at this
stage of the cycle (see Figure 2 on following page).

Figure 3. USD vield curve steepening in 2013
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Source: Bloomberg as of November, 2013.

Risk management via enhanced frameworks

Other risk minimization frameworks exist for investors. These
include risk adjusted allocation approaches that offer an
alternative to conventional market weightings and aim to
generate excess return while tracking the market direction.
In equities, for example, equal risk weighted approaches
have historically delivered higher risk-adjusted returns for
investors than traditional ETFs tracking market cap-weighted
indices. These trading strategies can be executed to embed a
degree of hedging to help manage downside risk in case the
general market falls more than a pre-determined level.

Strategies available for managing risk are diverse but can be grouped under the following categories:

» Diversification: involves managing risk by investing in inversely-correlated exposures that may reduce the overall risk of
the portfolio. This includes looking both across and within asset classes on a near- and longer-term basis. Correlations
require active monitoring. For example, the correlations between treasuries and equities have moved in both directions

this year alone.

» Risk reduction strategies: typically involve holding an investment whilst reducing a particular aspect of the risk
concentration within the portfolio, such as duration or exposure to general market risk for instance. This thereby helps to
reduce the future sensitivity to loss arising from specific risk factors the portfolio has concentration in.

« Risk barbell: is a risk reduction strategy, which allocates a proportion of the portfolio to lower risk assets and another
portion, usually smaller than the former, to higher yielding riskier assets. The term “barbell” comes from the distribution
of risks which are often quite distinct, with little or no “middle ground” risk asset classes in between. The lower yielding
but low risk part helps to manage capital preservation, whereas the higher yielding, albeit diversified, allocation generates

the higher returns within the portfolio.

« Explicit hedging: allows investors to take an offsetting exposure against an underlying investment that is employed to
potentially reduce risk for a defined period, or within an instrument purposefully selected to perform in stress periods. These
can be rendered more cost-effective through various strategies, as discussed in the articles that follow.

« Divestment: offers the choice to sell or reduce an exposure in the anticipation of future losses.
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Managing foreign exchange volatility

Currency risk is, in many cases, overlooked when building

an optimal portfolio. Leaving currency un-hedged, investors
frequently discover surprising positive or negative outcomes
in performance. Consider this year the case of Japan, with

a sharply rising stock market, offset quite measurably by

a weakening currency. These can be managed. Given the
current near-zero interest rates and historically low market
expectations for volatility, now is an optimum time to consider
hedging FX risk, looking across asset classes and currency
exposures within an investment portfolio (see “FX as a
Portfolio Hedge").

Interest rate risk

The US Fed and U.K. Monetary Policy Committee have firmly
placed rising rates on the radar. The reality is that markets
will start to anticipate the rise before the event itself.
Investors have already witnessed the impact this could have
- both on the speed of USD yield-curve steepening and also
the sensitivity to the Fed's announcements (see Figure 3 and
"“Hedging the Risk of Rising Rates").

A disciplined approach to interest rate risk management
involves quantifying the opportunity cost of waiting verses
taking action now. This should be relevant for any clients with
exposures to interest rates on either their asset or liability
side, including loans where the impact of leverage should be
verified. This also takes into account better management of
credit risk.
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Implicit forms of risk management are also available for
investors. Select managers with flexible mandates and a
nimble approach to investing can help dampen volatility in
the portfolio. This applies to hedge funds and some absolute
return strategies.

All of the above is based on the assumption that risks vary
among individual investment portfolios. Moreover, the way
risk is perceived can be drastically different from one investor
to the next. This further emphasizes the importance of
reviewing portfolios and investment objectives on a regular
basis. Your advisor can help you with this.

The sharp rise in many markets should raise
concerns for any investor. At the same time, the
current opportunity cost of managing risk is
relatively cheap.

Positioning portfolios for the risks ahead

Although 2014 looks set to be a year of accelerating global
growth with subsequent implications on a range of asset
classes, various market factors will require skillful risk-
management strategies. We urge investors to position
their portfolios sooner rather than later for these expected
challenges.
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The above can be used to filter out the individual stocks based on their valuation and trading momentum.

Strategies and investments mentioned in this document may not be suitable for all investors. Products, strategies and services discussed herein may have eligibility requirements
that must be met prior to investing. Each investor should carefully view the risks associated with the investment and make a determination based upon the investor's own
particular circumstances, that the investment is consistent with the investor's objective. Products and strategies described herein involve risk and may not perform as described.
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Hedging the Risk of Rising Rates

Michael Brandes, Global Head of Fixed Income Strategy

Now is an opportune time to consider hedging fixed-income
portfolios given that improving economic prospects typically
correlate with rising rates. In our view, global GDP is poised
to rise by 3.1% in 2014 (compared to 2.4% in 2013) as
momentum shifts from the emerging world to more advanced
economies. The US and UK are likely to lead growth in core
markets, which should boost 10-year benchmark yields to
around 3.3% by year-end.

These trends suggest that 2014 will be another
challenging year for bond investors. While
historically low and falling benchmark yields have
fueled fixed income gains in recent years, there is
now limited scope for core rates to decline.

We expect rising rate pressures to broadly produce the
largest drag on fixed income performance this coming year.
For example, we expect long-dated Treasury returns to be
negative even if rates rise only modestly, consistent with our
year-end forecast (see Figure 1).

Figure 1. Total return by Citi interest rate forecast
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Market/maturity Total return % Total return %

US Treasury Index
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10 years+

Source: Citi Private Bank Fixed Income Strategy as of November 20, 2013.

All forecasts are expressions of opinion and are subject to change without notice and
are not intended to be a guarantee of future events.

There are many ways for bond investors to offset the
potential drag on returns as rates rise. Alternatives
range from shortening duration to using derivatives shift
exposures. Here is a brief overview of recommended
strategies to consider:

Reduce duration exposure

The most straightforward way that a bond investor can hedge
against rate risk is to simply shorten duration by selling
longer-dated positions. Reducing duration (or price sensitivity
to changes in rates) allows investors to help mitigate the
impact of higher yields.
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We recommend a more defensive approach with premium
bonds. These securities are more resilient as rates rise due
to higher cash flows and they provide an effective way to
shorten portfolio duration and dampen volatility. We would
avoid structures such as zero-coupon bonds, which are
especially susceptible to higher rates (since there is no cash
flow, only price risk).

Favor credit risk over rate risk

Investors should overweight credit risk while limiting duration
exposure. If the gradual rise in yields is being bolstered by
stronger economies and a low default rate (as we expect),
then lower quality fixed income investments (such as BBB-
rated corporates and high-yield bonds) could potentially
reward investors. While further spread compression may
be modest, relatively attractive yields are expected to offer
better returns in 2014 than higher-quality instruments.
Investors should consider reducing long-dated positions in
vulnerable bond sectors such as core sovereigns, agencies,
supranationals, and ultra-high quality corporate debt.

Diversify sources of yield

Income-oriented investors should consider diversifying
sources of yield beyond traditional fixed income securities.
Indeed, dividend-paying equities typically have greater
potential for price appreciation than conventional bonds as
growth improves. This includes master limited partnerships
(MLPs), real estate investment trusts (REITs), utilities,

and other high dividend-paying stocks that feature more
attractive yields compared to fixed income. However, these
equities are also subject to high interest rate correlation
and duration risk and may not be suitable for all investors.
Equities with rising pay-out ratios in cyclical industries
should be more immune to these pressures, but are a wholly
different asset class.

Floating-rate investments

Floating-rate debt typically benefits when interest rates rise.
Floaters may be issued as asset-backed securities (ABS),
commercial mortgage-backed debt (CMBS), non-agency
mortgage bonds, municipals, high-grade corporates, high-yield
bank loans, and hybrids (fixed-to-floating rate preferreds).

Typically, floating-rate debt is linked to a short-term rate
(usually LIBOR), plus a spread. Floaters benefit from higher
cash flows as short-term rates rise. Some credit and bank loan
securities also contain coupon floors, which offers a minimum
payment if rates were to decline significantly.



Integrate an absolute return strategy Notably, interest rate forecasts are uncertain, and low rates
Absolute return strategies (featured by hedge funds and some can fall further. In such a case, the hedges on a bond portfolio

mutual funds) provide opportunities to profit from a potential can lose value.
rise in rates. These funds seek to generate uncorrelated
returns from traditional benchmarks with reduced volatility. Structured notes may be created using derivatives to

Since absolute return managers endeavour to produce profits benefit from a rise in rates but are typically less liquid than
in all market conditions, strategies are typically unconstrained conventional market instruments.

and holdings can be quite diverse. These funds may comprise

allocations to conventional securities along with hedging

strategies using derivatives.

Hedge with derivatives

In a rising rate environment, investors should consider
hedging portfolios with derivatives that reallocate the types
of price risks endemic of fixed income securities, such as
those that shift payments to a floating structure and thus
offset bond price declines. On the other side of the ledger, for
borrowers with variable rates, derivatives may also help cap
rising rate risks.

Structured products can be highly illiquid and are not suitable for all investors. Additional information can be found in the disclosure documents of the issuer for each respective
structured product described herein. Investing in structured products is intended only for experienced and sophisticated investors who are willing and able to bear the high
economic risks of such an investment. Investors should carefully review and consider potential risks before investing. These risks may include but are not limited to the following:

- Lack of liquidity in that there may be no secondary market for the particular structured product and none is expected to develop
- Principal amount due at maturity is subject to the credit risk of the issuer and/or guarantor

- Issuer or Guarantor default (ratings are at the time of issuance and subject to change during the term of the Note). Ratings represent assessments of credit worthiness of the
Issuer or Guarantor (if any) and are not indicative of the market risk associated with the Notes, or the underliers

- Volatility of returns

- Restrictions on transferring structured products

- Absence of information regarding valuations and pricing

- Risks associated with derivatives embedded in the structure
- Early redemption by an issuer under certain circumstances
- Foreign currency risk

- Complex tax structures and delays in tax reporting

Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk and prepayment risk. In general, as prevailing interest rates rise, fixed income securities
prices will fall. Bonds face credit risk if a decline in an issuer's credit rating, or creditworthiness, causes a bond's price to decline. High yield bonds are subject to additional risks
such as increased risk of default and greater volatility because of the lower credit quality of the issues. Finally, bonds can be subject to prepayment risk. When interest rates fall, an
issuer may choose to borrow money at a lower interest rate, while paying off its previously issued bonds. As a consequence, underlying bonds will lose the interest payments from
the investment and will be forced to reinvest in a market where prevailing interest rates are lower than when the initial investment was made.

The investor must ascertain if they are suitable for each investment product based on their unique investment objectives and risk tolerances. All products and services discussed
herein have eligibility requirements that must be met prior to investing.

Strategies and investments mentioned in this document may not be suitable for all investors. Products, strategies and services discussed herein may have eligibility requirements
that must be met prior to investing. Each investor should carefully view the risks associated with the investment and make a determination based upon the investor's own
particular circumstances, that the investment is consistent with the investor's objective. Products and strategies described herein involve risk and may not perform as described.

Derivatives are financial contracts whose value depends on, or is derived from, the value of an underlying asset, reference rate or index. Typically derivatives are used as a
substitute for taking a position in the underlying asset and/or as part of a strategy designed to reduce exposure to other risks, such as interest rate or currency risk. They may also
use derivatives for leverage, in which case their use would involve leveraging risk. The use of derivative instruments involves risks different from, or possibly greater than, the risks
associated with investing directly in securities and other traditional investments. Derivatives are subject to a number of risks described elsewhere in this section, such as liquidity
risk, interest rate risk, market risk, credit risk and management risk. They also involve the risk of mispricing or improper valuation and the risk that changes in the value of the
derivative may not correlate perfectly with the underlying asset, rate or index. When investing in a derivative instrument one could lose more than the principal amount invested.
Also, suitable derivative transactions may not be available in all circumstances and there can be no assurance that engaging in these transactions to reduce exposure to other risks
would be beneficial.
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Hedging Equity Risk in your Portfolio

Olivier Sarfati, Head of US Equity Trading Strategy, Capital Markets

As shown in Figure 2 of “Rich Expectations, Poor Allocations,”
the S&P 500 Index climbed more than 28% in 2013 after a 16%
rally in 2012, and +14% above its pre-crisis 2007 high of 1565.

"Known unknowns" and "unknown unknowns"
require consideration of downside risks as

well as the upside from here. One of the main
benefits of hedging your investment portfolio
is that it potentially increases the long-term
performance of portfolio returns while at

the same time reducing overall volatility. By
dampening the impact of drawdowns, investors
may have a better chance of outperforming
benchmarks over the long run.

We illustrate this in Figure 1, where we compare a simple long
S&P 500 position versus the same position but with a hedge.
In our illustration, the latter hedged strategy outperforms the
benchmark by 1.4% annualized over a 40-year period covering
January 1970 to April 2010. (This illustration does not take into
account the cost of hedging, fees or commissions that may
have been incurred from hedging.)

Figure 1. S&P 500 performance vs S&P 500
"hedged" performance
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Source: Bloomberg and Citi Trading as of November 30, 2013. Past performance is not
indicative of future returns. Real returns may vary.
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There are various strategies that can provide a cost-effective
way to add or reduce risk without the large transaction

costs (and potentially added tax consequences) of turnover

in strategic holdings. For example, as suitable, an investor
who has allocated a large portion of their assets to a mutual
fund closely tracking the S&P 500 could employ a derivative
hedging strategy on the index, instead of repeatedly trading in
and out of actual cash positions. (It should be noted that the
use of derivative strategies may also increase the overall risk
level of a portfolio.)

Figure 2. Volatility term structure of various
international stock markets
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Sources: Bloomberg and Citi Trading as of November 21, 2013.
Past performance is not indicative of future returns. Real returns may vary.

Consider hedging today to lock-in cheap implied volatility
There are numerous strategies available for investors looking
to potentially benefit from the low implied volatility of the S&P
500. The “time" or “duration” in question matters - charting
the term structure across global indices shows that, while the
S&P 500 has lower implied volatility than that of other global
indices, its term structure is also the steepest (see Figure 2).
This means that the hedging costs for the US markets rise with
the duration of the hedge. This is an important consideration
when hedging, as investors need to strategically decide on
what time horizon they are willing to stretch and how much
they are willing to pay for a hedge, based on their risk profile.

While some investors may prefer using short-term hedges

to benefit from the steep term structure, this strategy may
prove to be penny-wise but pound-foolish since it is vulnerable
to short-term volatility spikes, resulting in higher price and
increasing the overall cost.



Instead, suitable investors can hedge a moderate selloff

cost effectively by using bearish strategies that are tailored
to their specific portfolio objectives and risk profile. These
strategies may comprise options, structured notes and other
derivatives. While the ability of derivatives to hedge very
sharp selloffs will vary depending on the level of downside

We continue to view hedging portfolio exposure to the market
as critical, particularly as valuations have climbed. Most
importantly, investors need to consider how the strategy type
and cost can be best applied based on their unique investment
objectives and risk profile. The use of derivative strategies may
entail more risk, and should form part of the discussion with

risk mitigation on offer, strategies such as structured notes your investment advisor.

may typically offer a potential buffer against a decline of up
to 15% depending on the risk characteristics of the particular
structured note. This is roughly consistent with the maximum
17% S&P 500 decline seen since 2010.

Derivatives are financial contracts whose value depends on, or is derived from, the value of an underlying asset, reference rate or index. Typically derivatives are used as a
substitute for taking a position in the underlying asset and/or as part of a strateqgy designed to reduce exposure to other risks, such as interest rate or currency risk. They may also
use derivatives for leverage, in which case their use would involve leveraging risk. The use of derivative instruments involves risks different from, or possibly greater than, the risks
associated with investing directly in securities and other traditional investments. Derivatives are subject to a number of risks described elsewhere in this section, such as liquidity
risk, interest rate risk, market risk, credit risk and management risk. They also involve the risk of mispricing or improper valuation and the risk that changes in the value of the
derivative may not correlate perfectly with the underlying asset, rate or index. When investing in a derivative instrument one could lose more than the principal amount invested.
Also, suitable derivative transactions may not be available in all circumstances and there can be no assurance that engaging in these transactions to reduce exposure to other risks
would be beneficial.

The investor must ascertain if they are suitable for each investment product based on their unique investment objectives and risk tolerances. All products and services discussed
herein have eligibility requirements that must be met prior to investing.

Strategies and investments mentioned in this document may not be suitable for all investors. Products, strategies and services discussed herein may have eligibility requirements
that must be met prior to investing. Each investor should carefully view the risks associated with the investment and make a determination based upon the investor's own
particular circumstances, that the investment is consistent with the investor’s objective. Products and strategies described herein involve risk and may not perform as described.
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Fnhancing the Equity Risk/Return Profile

Julie Bennett, Vice President, Capital Markets

Although Citi's expectation for equity markets in 2014 is
moderately bullish, there are signs that the return outlook

is softening. With equity markets at historic highs, it may be
prudent to explore ways to reduce some of the downside risk
within an equity allocation. Participating via structured notes
could present one such avenue.

Equity structured notes may alter the risk/reward profile of a
direct equity position, potentially reducing both downside risk
as well as overall volatility, and may help control market entry
point risk.

Enhancing the equity risk/return profile

For investors seeking equity exposure, allowing for limited
upside potential while mitigating the risk of a market decline,
an equity structured note may be a suitable strategy. Equity
structured notes can be used to expand or replace direct
equity holdings, or alongside direct equity investments for a
blended strategy.

Equity structured notes seek to achieve a range
of investment objectives. They can help provide
exposure to a specific holding, alter the risk/
reward profile of a specific investment and
reduce both downside risk as well as overall
volatility while potentially controlling risks
around a market entry point. Alternatively,
products can be structured to enhance yield.

The notes can be customized to provide a level of embedded
downside risk mitigation. Additionally, they can be tailored so
that the potential upside payoff is in line with the investor's
current outlook for the underlying asset (e.g. an index trading
within a certain range, moderately bullish, or very bullish). The
range of potential returns and structuring options depends
upon the maturity date of the note and the prevailing market
environment (e.q. interest rates and market-implied volatility).

Strateqgy for a moderately bullish environment

In @ market environment where expected returns are positive,
but not exceptionally strong, notes can be structured with an
equity return up to a pre-determined maximum, along with
some level of downside risk mitigation (see Figure 1).
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Key risks to consider

« Adirect equity investment offers unlimited participation on
the potential upside so, in extremely bullish markets, this
would earn a higher return than a structured note.

« Some structures do not pay any income or dividend yield
during the life of the instrument.

+ Structured notes are debt instruments and investors should
carefully evaluate the creditworthiness of the issuer and/or
guarantor (if any).

+ The economics of some structured notes are payable at
maturity and may not meet an investor’s liquidity needs.

+ Structured notes may trade in the secondary market, but
their price will be influenced by various factors including,
but not limited to, the performance of the underlying
asset, volatility of the underlying asset, interest rates, and
credit spreads of the issuer and/or guarantor (if any). If an
investor must sell a note prior to maturity, it may have to
be sold at a significant discount to the original investment.
There also can be no assurance of an existence of a
secondary market for the structured notes.

Figure 1. Hypothetical illustration of structured
note payoff relative to S&P 500 (limiting upside
and downside)
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Source: Citi.

Your investment advisor can help to recommend a suitable
allocation and structured product(s) tailored to the overall
makeup of your portfolio.



FX as a Portfolio Hedge

Steve Wieting, Global Chief Investment Strategist

The summer of 2013 saw a significant rise in foreign exchange
(FX) volatility concentrated in emerging markets (EM).

The 8% drop in the Indian Rupee against the US dollar in
August was (marginally) the largest decline since 1991. The
Indonesian Rupiah was severely battered. This occurred

even as India (the sovereign) owes no foreign debt. Indonesia
doesn't even rank in the top twenty of foreign debtors relative
to the size of its economy.

As discussed in “The Developed Markets Step Ahead,” a full
decade of decline for the US dollar in the “rear view mirror,"”
a change in the composition of developed market (DM) and
Chinese growth, and a peak in the Fed's monetary easing
cycle, suggest a more difficult period ahead for some EM
economies and their exchange rates.

As we've long noted elsewhere, the profound
central bank easing programs of recent years
will not fade into history without consequence.
Much like the rise in US market interest rates
that some doubted would ever come, we believe
investors should brace for continued bouts of
currency market volatility in the next few years
as the Fed slowly disengages from a massive
monetary easing campaign.

As Figure 1shows, so-called periods of “currency crisis" are
far more frequent than global banking catastrophes, such as
the crisis of 2008-09. The bout of currency volatility in the
summer of 2013 was not nearly as broad or severe as other
periods of market stress in the past. Observers may recall
that the round of contagious fear in July 1997 began with a
similar “narrow” base of weakening currencies in emerging
Asia. By January 1998, volatility was far more widespread
across the world.
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Figure 1. Daily movements in currencies in
standard deviations
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Sources: Federal Reserve Board, Wall Street Journal and Citi Private Bank as of
September 2, 2013. Note: sample period for standard deviation is 1995-to-date.
Importantly, periods of rising currency volatility appear to
slightly lead wider turmoil in other asset markets (see Figures
2 and 3) and drive economic activity. We believe there are
opportunities for risk managers to build hedges for portfolios
and other assets at risk, such as non-financial businesses.

Figure 2. MSCI DM stock price index vs. average
volatility of FX rates (Inverted), 2005-2013
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Sources: Factset and Haver Analytics as of September 2, 2013.

Volatility is measured as 30-day average of daily % changes in 47 currencies measured
in standard deviations (absolute values). RHS = Right Hand Side; LHS = Left Hand Side
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Figure 3. EM debt spreads to US Treasuries vs.
average volatility of FX rates, 2005-2013
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Sources: The Yield Book and Haver Analytics as of September 2, 2013.

Volatility is measured as 30-day average of daily % changes in 47 currencies measured
in standard deviations (absolute values). RHS = Right Hand Side; LHS = Left Hand Side

What can we do if recent market fears return and become
self-reinforcing as seen in currency crises of the past?

We would point to the high degree of pricing discrimination in
FX markets now. As examples, India and Indonesia have seen
a sharp rise in options-implied volatility. Volatility pricing in
several other EM countries with current account deficits (and
relatively higher external currency debt) has not risen.

With the divergence of currency options pricing in EM
extremely wide, greater than during the Global Financial Crisis
for some, various hedges can be constructed with these and
other FX markets that could potentially rise in value if such
volatility converged.

We posit that in a period of broadening FX volatility, such a
structure could help hedge risks somewhat in other, positively-
correlated asset markets as shown in Figures 2 and 3.
Meanwhile, in a period of falling volatility and improving global
financial markets, the hedge might still gain in value if the
countries experiencing high currency volatility see improving
confidence. Such a hedge could lose value if country-level
concerns remained highly selective or diverged further.

Notably, these are just a list of the macro-scenario risks.
Hedging currencies carries risks unique to derivatives, such
as contracts expiring worthless, and is not suitable for all
investors. Your investment advisor can help recommend a
suitable solution for you.

Derivatives are financial contracts whose value depends on, or is derived from, the value of an underlying asset, reference rate or index. Typically derivatives are used as a
substitute for taking a position in the underlying asset and/or as part of a strateqy designed to reduce exposure to other risks, such as interest rate or currency risk. They may also
use derivatives for leverage, in which case their use would involve leveraging risk. The use of derivative instruments involves risks different from, or possibly greater than, the risks
associated with investing directly in securities and other traditional investments. Derivatives are subject to a number of risks described elsewhere in this section, such as liquidity
risk, interest rate risk, market risk, credit risk and management risk. They also involve the risk of mispricing or improper valuation and the risk that changes in the value of the
derivative may not correlate perfectly with the underlying asset, rate or index. When investing in a derivative instrument one could lose more than the principal amount invested.
Also, suitable derivative transactions may not be available in all circumstances and there can be no assurance that engaging in these transactions to reduce exposure to other risks

would be beneficial.

International investing may not be for everyone. There may be additional risk associated with international investing, including foreign, economic, political, monetary and/or legal
factors, changing currency exchange rates, foreign taxes, and differences in financial and accounting standards. The possibility that adverse political events, financial problems, or
natural disasters in a country or region will cause investments in that country or region to lose value. The risks of investing in emerging or developing markets can be substantially

greater than the risks of investing in developed markets.
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The Liquidity Trade Off

Liquidity and Risk

Steven Wieting, Global Chief Investment Strategist

Little by little, at escalating prices, investors have accepted
views that the world is not ending, and have paid higher
premiums for assets in the past five years. In the case of fixed
income credit assets, the lower yields now offered compared to
five years ago are obvious. Equities too have seen values rise
more than long-term trend profit gains. Thus, markets have
“re-rated"” future economic growth prospects from “abysmal”
to “moderate” or somewhat better. Time will tell. In our 2013
Mid Year Outlook, we described this sharp turn in financial
conditions as “markets the mirror opposite” of 2008-09.

Yet one thing apparently hasn't changed. Investors still desire
a very quick exit from positions, even if that now means
accepting returns roughly half that of 2008-09 (see Figure 9 in
"Outlook 2014: Stay Ahead of a Charging Bull"). Confidence in
the newly-requlated financial system is only an inch deep. This
has left clients in survey measures and the actual portfolios we
can observe at Citi Private Bank with cash holdings in excess
of 30% and with literally no returns on those assets (see “The
Cost of Not Rebalancing Portfolios").

As we noted in our overview, there are no free lunches for
investors. Waiting for the next crisis to reduce asset prices
allows time for markets to drift higher, raising prospective
entry points further. In the meantime, cash has a negative
inflation-adjusted return. While the future always brings
surprises, and we expect more shocks will be felt in the decade
to come, our 10-year ahead estimates for illiquid alternative
strategies have fallen significantly less than that for the best-
performing liquid markets, and also relative to the absolute
return opportunity (see Figure 1).

It may come as a shock at some point in the
future when investors have paid a liquidity
premium for assets, and liquidity is at least
momentarily gone. Meanwhile, we believe
the patient investor with a longer investment
horizon can take advantage of the relative
bargains left behind. These include less liquid
alternative assets and hedges.

Figure 1. Citi Private Bank's 10-year annualized return estimates for various asset classes

- Developed Market Large Cap Equities Developed Market Corporate Credit Private Equity and Real Estate

10-year annualized

10-year annualized

10-year annualized

Date return estimate Change return estimate Change return estimate Change
Jan 2009 12.0% 7.0% 14.8%
Sep 2013 6.7% -5.3% 3.4% -3.6% 1.9% -2.9%

Source: Citi Private Bank as of November, 2013.

The investment strategies presented are not appropriate for every investor. Individuals should review with their Financial Advisors the terms, conditions and risks involved
with specific products or services. Past performance is no guarantee of future results. There is no guarantee that these strategies will succeed. This information is intended for

illustrative purposes only. Investment results may vary.
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The 2014 llliquidity Premium: Opportunities
from Private Equity and Real Estate

Daniel O'Donnell, Managing Director, Global Head of Private Equity and Real Estate Research & Management (PERERM)
Richard Howe, Vice President, Private Equity Research & Management (PERERM)

With public equity market valuations rising in the developed
markets, returns from private equity (PE) and real estate
(RE) appear attractive, especially on a relative basis. There
is a material premium to be earned by selectively assuming
illiquidity risk in this environment. Furthermore, with
correlation among liquid asset classes still high, a thoughtful
and consistent allocation to PE and RE may be an attractive
way to diversify risk. In addition to portfolio diversification,
the benefits of illiquid investments include:

+ The potential for higher returns
» Greater control of the underlying investment

+ The ability to participate in strategies that are generally not
available via publically traded securities

While PE and RE offer significant benefits, it is also important
to be cognizant of their unique risks which include a lack of
liguidity, complex tax structures and potential for losses.

When considering the benefits and risks of illiquid
investments, we believe that a thematic approach to building
portfolios is essential as future returns will depend on the
right managers and specific opportunities.

In 2014, we identify several themes within PE
and RE that have the potential to generate
returns. These include developed market (DM)
deleveraging, global urbanization, and the
ongoing enerqgy revolution in North America.

Citi Private Bank takes its thematic views and seeks to identify
attractive risk-adjusted opportunities on a global basis.

[lliquid investments, including PE and RE, are a critical part

of a balanced portfolio, and can add value when consistently
implemented and held for the tenor of the investment period.

Illiquid versus liquid returns: an historical view

Historical data confirm that PE and RE fund investments have
generated excess returns over time relative to the public
markets, as represented by the S&P and NAREIT All Equity
REIT indices. There are several reasons for this, including

the ability to buy assets at lower valuations than may be
available in the public markets, adding value to privately

held enterprises by reinvesting cash flow or restructuring
businesses more aggressively, and the relative patience of
managers in choosing when and how to exit investments.

According to Thomson Reuters Venture Economics data,
the median US and EMEA private equity buyout investment
over the past 10, 15 and 20 years, has outperformed public
benchmarks annually by an average of 360bps, 370bps and
140bps, respectively (see Figures 1, 2 and 3). If an investor
was fortunate enough to invest with a top quartile buyout
manager, the annual outperformance increased to 1910bps,
1710bps and 1940bps, respectively. Past performance is not
indicative of future returns.

Similarly, outsized returns have also been evident over
extended periods. Over the past 15 and 20 years, the NCREIF
Townsend Opportunistic Index has outperformed the NAREIT
All Equity REIT Index on an annual basis, by 140bps and
250bps, respectively. Meanwhile, top quartile opportunistic
real estate managers outperformed the NAREIT All Equity
REIT Index by 1800bps, 1340bps and 1510bps, over 10, 15 and
20 year time periods, respectively.! Past performance is not
indicative of future returns.

Figure 1. Public vs. Private Equity annual total performance

T e e | over

United States PE Buyout — Top Quartile 26.3% 21.2% 28.1%
United States PE Buyout — Pooled 10.7% 7.8% 10.1%
United States PE Buyout — Bottom Quartile -0.3% -2.0% -1.8%
S&P 500 Total Annual Total Return 7.2% 4.2% 8.7%

Sources: Thomson Reuters Venture Economics (696 funds) for top quartile and median, Bloomberg Finance as of June 6, 2013.
Past performance is not indicative of future results. Actual portfolio results will vary.
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Figure 2. Public vs. Private Real Estate annual total performance

10-Year 15-Year 20-Year
us OppOFFUhIStIC Real Estate Private Equity - 29.0% 231% 5 6%
Top Quartile
NCREIF Townsend Opportunistic Index 10.7% M.1% 13.0%
US Opportunistic Real Estate Private Equity -
Bottom Quartile
NAREIT All Equity REITs Index 1.0% 9.7% 10.5%

Sources: Thomson Reuters Venture Economics (100 funds) for top quartile data, National Council of Real Estate Investment Fiduciaries (NCREIF), National Association of Real Estate
Investment Trusts (NAREIT) 2Q 2013. As of June 6, 2013. Past performance is not indicative of future results. Actual portfolio results will vary.

Figure 3. Past 5-year 12-month rolling performance

Twelve Months | Twelve Months | Twelve Months | Twelve Months | Twelve Months

Ending June
2013

United States PE Buyout - Top Quartile 27.0%
United States PE Buyout - Pooled 20.2%
United States PE Buyout - Bottom Quartile 13.3%
S&P 500 Total Annual Total Return 20.7%
gc?u(i)tspio'lfct);n(lﬁécrtlﬁial Estate Private 20.3%
NCREIF Townsend Opportunistic Index 14.7%
us Qpportunistic ReaI.Estate Private 0.5%
Equity - Bottom Quartile

NAREIT All Equity REITs Index 10.2%

Ending June Ending June Ending June Ending June
2012 201 2010 2009
14.2% 331% 32.1%

5.3% 22.6% 20.9%
1.5% 4.6%
5.4% 30.7% 14.4%
6.6% 241% 19.0%
1.2% 28.0%
0.0%
12.5% 34.1% 52.6%

Sources: Thomson Reuters Venture Economics, Bloomberg Finance, National Council of Real Estate Investment Fiduciaries (NCREIF), National Association of Real Estate, as of June
6, 2013. Investment Trusts. Past performance is not indicative of future results. Actual portfolio results will vary.

As seenin Figures 1and 2, private equity and real estate
performance varies widely by quartile. For PE Buyout funds,
the difference between top quartile and bottom quartile
performance over the past three years was 19.2% compared
t010.1% for US equity mutual funds.? Accordingly, PE and RE
manager selection is critical. There is also evidence that the
top performing PE and RE funds will continue to outperform
in subsequent funds. According to Pregin data, 65% of private
equity and real estate funds with top or second quartile
performance go on to manage a top or second quartile
successor fund.® As such, we seek to partner with historically
top quartile managers with thematically relevant capabilities.

The higher PE and RE returns are driven in large measure
by investors willing to give up daily liquidity in exchange for
strategies that demand patient execution and have a longer
holding period.

The value of control

A second critical benefit of investing in illiquids is control
over the underlying investment. Citi Private Bank generally
partners with private equity and real estate managers that
make control investments. As a result, these managers are
fully engaged and empowered to set strategic priorities and
drive execution.

Outlook 2014 | Citi Private Bank

In 2008, McKinsey interviewed twenty chairmen and CEOs to
contrast the corporate boards of public equity versus private
equity. The study noted that corporate boards tend to be a
key driver of operational excellence.* Although the study was
not comprehensive, some interesting data points emerged.
Notably, a supermajority of respondents cited that PE boards
add more value than public company boards by focusing
almost exclusively on “value creation levers,” while public
boards are more focused on “budgetary control, the delivery
of short-term accounting profits, and avoiding surprises

for investors.” Accordingly, we focus on partnering with
managers with the requisite resources and a track record of
creating value through operational improvements.

Access to strategies that diversify portfolio risk

The third benefit to investing in illiquids is the opportunity
offered to participate in targeted strategies that are generally
unavailable through the public markets. For a prime example,
we would cite investments that take advantage of dislocations
driven primarily by global deleveraging.

European financial institutions have become forced sellers of
assets and are expected to de-lever at least €3 trillion® over
the next three to five years. Meanwhile, data provider Pregin
estimates only $210 billion of capital has been raised by
alternative managers to take advantage of this opportunity.®
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While this supply-demand imbalance driven by regulatory
changes presents an opportunity for well-positioned private
equity and real estate managers, the opportunity is not
generally available via publically traded structures. Thus, the
most efficient way to gain direct exposure to this opportunity
is through an illiquid vehicle.

With higher potential returns, greater control,
and the ability to participate in strategies
unavailable in public markets, illiquid
investments can potentially offer a premium to
liguid investments and add material value to a
balanced portfolio, especially when consistently
implemented.

Notwithstanding, significant due diligence is necessary to
partner with managers with strong track records, a history

of creating value through operational improvements, and
thematically relevant strategies. It is also important to
maintain flexibility to optimize selection criteria across
geography and sector, depending on the risk/reward profile of
the investment opportunity. This flexibility is needed to assess
the standout opportunities within the asset class.

Given the opportunities offered by illiquid investments,

clients may wish to consider a consistent but thoughtfully
implemented portfolio allocation to private equity and real
estate, based on their investment objectives and risk profile.
As discussed in “Outlook 2014: Stay Ahead of a Charging Bull,”
expected returns in PE and RE have fallen relatively less than
those of the very bullish public equity and credit markets.

1. Thomson Reuters Venture Economics data, November 2013. Townsend Opportunistic Index does not segment performance by quartile.

2. Preqin, Reuters Lipper Handbook 2013, December 2013.
3. Preqin Private Equity Performance Monitor, July 2013.

4."The Voice of Experience: Public Versus Private Equity,” McKinsey & Company, December 2008.

5. RBS analysis, August 2013.
6. Pregin, April 2013.

Alternative investments such as Real Estate and Private Equity that are referenced in this report are speculative and entail significant risks that can include losses due to
leveraging or other speculative investment practices, lack of liquidity, volatility of returns, restrictions on transferring interests in the fund, potential lack of diversification,

absence of information regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and higher fees than mutual funds and advisor risk.

Strategies and investments mentioned in this document may not be suitable for all investors. Products, strategies and services discussed herein may have eligibility requirements
that must be met prior to investing. Each investor should carefully view the risks associated with the investment and make a determination based upon the investor's own
particular circumstances, that the investment is consistent with the investor's objective. Products and strategies described herein involve risk and may not perform as described.
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Hedge Funds: Apparent Opportunities,

Absent Exposures

Eric Siegel, Global Head of Hedge Fund Research and Management

A well-diversified portfolio should include an allocation to
hedge funds. The recent strong run in traditional equities
and potential for rising interest rates marks a backdrop
highlighting the need for hedge fund exposure.

While individual funds have unique, idiosyncratic
risks, hedge funds occupy a segment of

the investment liquidity spectrum between
traditional investments and private equity. As an
asset class, they offer an attractive risk-adjusted
return profile combined with a low correlation to
other assets.

An improving environment for alpha generation

Overall, hedge funds performed in line with expectations
in 2013. The broad HFRI Fund-Weighted Index was up 6.4%
through October. While this trails the returns generated

by the broad equity markets, we note that hedge funds
outperformed fixed income, including high-yield, over the
same time frame.

It is important to keep in mind the relative risk profiles of
hedge funds and the rationale for including them in a broadly
diversified investment portfolio. While generally not expected
to keep pace with traditional assets during strong bull market
environments, hedge funds can help provide attractive
risk-adjusted returns over the course of an investment

cycle and help preserve capital during more difficult market
environments.

Figure 1. SPX Average implied correlation
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The primary reason to invest in hedge funds is
to gain exposure to alpha - that is, returns above
and beyond those that can be captured by
broad market exposure (i.e. beta), primarily as a
result of security selection.

Alpha is difficult to generate but is valuable to a portfolio

since its presence can help both increase returns over a full
investment cycle (since by definition it represents return above
and beyond those available via exposure to beta) and lower
volatility (since alpha itself tends to be uncorrelated to beta).

The period from mid-2008 through mid-2012 (when broad-
share markets halved and then doubled), was a difficult
market for alpha generation as a result of elevated levels

of intra-stock correlations. At the most basic level, hedge
funds look to generate returns by purchasing securities that
seem “cheap” and shorting securities that appear “rich,” and
consequently capturing the spread as valuations (eventually)
normalize. In an environment where high correlation levels
prevail, security prices tend to move in lock-step and the
markets tend not to discriminate between “cheap” and “rich”
securities. As a result, it can be challenging for fundamental,
value-oriented investors to generate excess returns. From
mid-2012, we began to see intra-stock correlation levels revert
to normal levels (see Figure 1) and, in concert, the alpha of
hedge fund managers increase.

Jan-07 Jul-07 Jan-08 Jul-08 Jan-09 Jul-09 Jan-10

Source: Bloomberg as of November 15, 2013.

Jul-10 Jan-11 Jul-11 Jan-12 Jul-12 Jan-13 Jul-13

CBOE SPX Implied Correlation Index measures the expected average correlation of price returns of S&P 500 Index Components, implied though SPX option prices and prices of
single-stock options on the 50 largest components of SPX. Less liquidity, but “patient” strategies outperform over time.
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Less liquidity, but “patient” strategies outperform over time
Hedge funds fall between traditional funds and private equity
on the liquidity spectrum. Liquidity terms vary from fund to
fund, but typically range from quarterly to annually. These
extended liquidity terms provide hedge fund managers with
investment flexibility - allowing them to invest in less liquid
opportunities such as distressed debt or take a longer-term
investment horizon.

As can be seenin Figure 2, over the past three years there
has been a strong correlation between the intrinsic liquidity
of various hedge fund strategies and their returns. Driven
by low interest rates and low-and-declining levels of implied
and realized volatility, liquid strategies such as macro and
managed futures have struggled while less liquid strategies
such as distressed investing have benefitted from reduced
competition for the underlying assets. Anecdotally, we have
also noted that managers with longer liquidity terms within
any given strategy tend to outperform managers with more
liquid terms.

We believe the flexibility afforded by longer
liguidity terms allows certain managers to invest
with a longer-term horizon without having to
worry about short-term mark-to-market effects
and the potential impact on fund assets.

Figure 2. High correlation between the liquidity
and returns of hedge fund strategies
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Source: Citi Private Bank and Hedge Fund Research, Inc. Sept. 30, 2010 - Sept. 30, 2013.

All hedge funds are not equal

Investing in hedge funds as a homogenous asset class without
an understanding of risk and return will generally lead to
unsatisfactory results. Last year we introduced the concept
of segregating hedge funds by their risk tolerances and

Diversification does not ensure against loss of principal.

investment objectives, and allocating in accordance with the
overall goals of the portfolio. In general we classify hedge
funds into:

+ Return Enhancers are funds that exhibit a relatively higher
beta to traditional markets, such as long/short equity and
event-driven funds.

» Volatility Dampeners are funds that display low-to-
moderate correlation with traditional markets, such as
multi-strategy as well as relative value funds.

« Diversifiers are funds that show low or negative correlation
to traditional asset classes, such as many macro funds and
Commodity Trading Advisors (CTA).

Regardless of strategy, we would like to stress the importance
of manager selection. Simply investing in hedge funds as an
asset class is not enough. Rather, it is important to choose
funds with an identifiable investment edge that will allow
them to generate alpha on a go-forward basis. The overall risk
tolerance of the client and the entire client portfolio context is
necessary in assessing the risk of including any funds.

Opportunities for 2014

Looking forward to 2014, we believe the Return Enhancer
segment in particular should be of interest to our clients.
This segment offers the opportunity to participate in equity-
like returns within a risk-controlled framework. Due to the
normalized level of intra-stock correlations, we expect the
alpha-generating environment for equity long/short funds to
remain robust. In general, we tend to prefer those managers
that have an identifiable investment edge, often related to
expertise in specific industry sectors.

The environment for certain equity-oriented event-driven
managers also looks attractive given the growing level of
deal activity. While the overall opportunity for credit-oriented
managers has declined, we note the increasing level of
opportunities in Europe. For example, the default rate for
high-yield bonds in Europe recently jumped to 7.5% according
to Standard and Poor's. While peak default rates in the US
reached a much higher 11.1% in 2009, that peak was followed
by several years of outperformance for distressed managers
who had waited for bargains available outside of conventional
public bond markets.

Overall, we continue to see our clients under-exposed to
hedge funds relative to our 16% recommended allocation

- atrend that we strongly feel needs to be addressed. The
current low-yield environment, with equity market rallies over
the past few years, argues strongly for adding a source of
uncorrelated returns to a diversified portfolio. Simply put, the
easy money in the traditional markets is likely over.

Aninvestment in alternative investments (e.g., hedge funds, private equity) can be highly illiquid, are speculative and not suitable for all investors. Investing in alternative
investments is for experienced and sophisticated investors who are willing to bear the high economic risks associated with such an investment. Investors should carefully review
and consider potential risks before investing. Certain of these risks may include, loss of all or a substantial portion of the investment due to leveraging, short-selling, or other
speculative practices; lack of liquidity in that there may be no secondary market for the fund and none is expected to develop; volatility of returns; restrictions on transferring
interests in the Fund; potential lack of diversification and resulting higher risk due to concentration of trading authority when a single advisor is utilized; absence of information
regarding valuations and pricing; complex tax structures and delays in tax reporting; less regulation and higher fees than mutual funds; and manager risk.
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Yield for llliquidity: An "Easy” Way to Boost

Return on Capital

Stephen Antczak CFA, Head of US Credit Strateqy, Citi Research

Jung Lee, Senior Associate, Credit Strategy, Citi Research

As we noted, and our many earlier warnings about falling credit market returns, investors may find it hard to achieve
meaningful yield in their portfolios following the long period of zero central bank policy rates. We underweight low-yielding
US Treasuries and recently moved to a slight underweight in US corporate investment grade debt, even with credit spreads
potentially sustainable during the recovery. Yet no balanced portfolio should have a zero fixed income weighting. For those
investors who are also willing to hold individual bonds until maturity (in the process, avoiding some risks associated with
bond mutual funds), we note the potential for yield enhancement in high-quality bonds that are infrequently traded and

in some alternative bond structures. Citi Credit Strategist, Stephen Antczak, describes how suitable investors can take
advantage of the liquidity trade off. We believe certain private investors, with the appropriate risk, duration and liquidity

requirements, can potentially benefit as well.

Determining the optimal amount of liquidity to hold in a
portfolio is no easy task. That said, opportunities are available
for credit market investors looking to edge down the liquidity
spectrum to enhance yield.

Compared to other institutional investors, insurance
companies usually have more latitude to move down in
liquidity in order to boost yield. We believe large private
investors, with sufficiently strong balance sheets, could
potentially benefit as well. To study this, we examined the
credit portfolios of fifteen different insurers to identify the
strategies they are applying and to determine how much
value can be unlocked.

Before continuing, we would like to acknowledge that we
oversimplify in our study. Liquidity is very complicated - bid/
ask spread, sourcing bonds, etc. are all factors that play a role
in practice, but not in theory.

But that said, there may be value to be unlocked. In this study
we define liquidity via our own liquidity scoring model. It
takes into account five factors, ranging from the clustering of
trading activity, to the propensity of client trading to be one-
sided (all client buys or all client sells).

— Steven Wieting, Global Chief Investment Strategist

Key Findings:

Insurers way down in liquidity

We see that 80% of the overall credit market has a liquidity
score of 49% or lower. But the number for the typical insurance
portfolio is vastly different - 80% of the typical insurance
company portfolio has a maximum liquidity score of only 26%.

So the holdings of insurers are far less liquid than the market,
but the real question is how much this down-in-liquidity
positioning is actually worth? We find that it is worth quite

a bit. If we calculate return-on-capital (ROC), based on the
National Association of Insurance Commissioners (NAIC)
capital requirements, we find that the broad market generates
a ROC of 7.07%, relative to 7.43% for the typical insurance
portfolio.

Many differences across portfolios

The average portfolio is tilted towards less liquid bonds. That
said, there is an extremely large range around the average,
with the liquidity score for each portfolio in our sample set
stretching from 7.8% to 18.4%.

investment decision.

See Appendix A-1for Analyst Certification, Important Disclosures and non-US research analyst disclosures.

Citi Research is a division of Citigroup Global Markets Inc. (the “Firm™), which does and seeks to do business with companies
covered in its research reports. As a result, investors should be aware that the Firm may have a conflict of interest that
could affect the objectivity of this report. Investors should consider this report as only a single factor in making their
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We went through a very simple liquidity/ROC "“optimization”
exercise. We focused on the four most-liquid portfolios and
calculated how much their ROC would increase if they brought
their scores more in-line with their competitors (again, we
acknowledge this is easy in practice, not the real world).
Specifically, within these four portfolios, for each name that
was already held (i.e. the insurance company is comfortable
with the credit risk), we looked to see if there was another bond
in the same maturity bucket with a lower liquidity score. If so,
and the ROC was higher, we shifted from one to the other.

The results of this very simple approach were surprising. On
average, liquidity went from 16% to 11%, but ROC increased
from 7.3% to 8.2%.

Everyone has room for “improvement”

As noted above, while the average insurance portfolio holds
less liquid issues, there may be room for “improvement.” We
went through the same optimization exercise detailed above

for the average portfolio rather than just the most liquid ones.

The results of this optimization for the average portfolio were
similar to those for the most liquid ones - dramatic. Liquidity
in the typical portfolio went from 13% to 9%, but ROC
increased from 7.4% to 8.4% (see Figure 1).

Investor considerations

Following these examples in the insurer portfolio domain,
there may be ways for investors to edge down in liquidity
and significantly boost returns (assuming a hold-to-maturity
strategy). We highlight two approaches below.

Idea #1: Single name rotation

Examining long-tenor bonds in various sectors that are widely
held in the portfolios, we observe an average yield pick-up

of 28 basis points and a dollar takeout (cost drop) of $2, by
rotating from more liquid issues into another bond of similar
maturity and lower liquidity.

Idea #2: Out-of-the-box rotation

Of course, there are many varieties of less liquid bonds as
shown in Figure 2. For example, in structured credit, a generic
single-A-rated Collateralized Loan Obligation (CLO) currently
provides a yield of 4.75%.

Figure 1. Return on capital and liquidity score
of sample corporate bond portfolio before and
after rotation to liquidity reduction
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Sources: Citi Research, TRACE. RHS = right hand side; LHS = left hand side.

Note: Liquidity score as of October 14, 2013; percent of portfolio based on market value
as of October 11, 2013; based on 2012YE portfolios.

Figure 2. Down in liquidity options to
enhance yield

High Liquid IG corporate 4.78%
Low Less-liquid IG corporate  5.00% 22
High A-rated corporates 2.80%
Low A-rated CLO's 4.75% 195
High AAA agency-MBS (GSE)  3.00%
Low Non-agency MBS 5.57% 257
High AAA CMBS Super Duper  1.65%
Low AAA CMBS Jr. Mezz 3.65% 200

Sources: Citi Private Bank, The Yield Book, Barclays Capital as of December 5, 2013; Citi
research as of November 5, 2013.

The investor must ascertain if they are suitable for each investment product based on their unique investment objectives and risk tolerances. All products and services discussed

herein have eligibility requirements that must be meet prior to investing.

Strategies and investments mentioned in this document may not be suitable for all investors. Products, strategies and services discussed herein may have eligibility requirements
that must be met prior to investing. Each investor should carefully view the risks associated with the investment and make a determination based upon the investor's own
particular circumstances, that the investment is consistent with the investor's objective. Products and strategies described herein involve risk and may not perform as described.

Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk and prepayment risk. In general, as prevailing interest rates rise, fixed income securities
prices will fall. Bonds face credit risk if a decline in an issuer’s credit rating, or creditworthiness, causes a bond's price to decline. High yield bonds are subject to additional risks
such as increased risk of default and greater volatility because of the lower credit quality of the issues. Finally, bonds can be subject to prepayment risk. When interest rates fall, an
issuer may choose to borrow money at a lower interest rate, while paying off its previously issued bonds. As a consequence, underlying bonds will lose the interest payments from
the investment and will be forced to reinvest in a market where prevailing interest rates are lower than when the initial investment was made.
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Harnessing Global Change

The Death of Innovation? Really?

Steven Wieting, Global Chief Investment Strategist

In his provocatively-titled 2012 working paper, "“Is US
Economic Growth Over?,” economist Robert J. Gordon
described three industrial revolutions or technological waves
that caused sharp, sustained increases in economic growth

- first for the UK, but ultimately in “the US frontier” as he
describes it. As the title suggests, the US-focused Gordon
(for one) is pessimistic about the course of human innovation
going forward.

Different factors drive economic performance (i.e. a lack of
“technology” doesn't separate the economies of North and
South Korea. The form of economic governance does). Yet
theories that technological breakthroughs largely drive per-
capita growth are compelling.

After all, there have been no changes in human
physiology since the stone age. The vast difference
between lives then and now is accumulated
knowledge. So why the intense pessimism that
innovation-led growth is behind us?

Gordon knowingly asks observers if they would trade their
indoor plumbing - an invention of the 19th century, for
access to “social media” - an invention of the 21st. However,
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economists have generally been poor identifiers of the
economic significance of technology. Most were surprised by
the late 1990s information-technology-led growth surge as
technologies first conceived in decades past were refined and
given pervasive application.

Today, many innovations might fall well short of the
locomotive in significance, but we doubt that forthcoming
information technology and robotics applications amount
to mere "entertainment.” Moreover, disruptive innovation in
products and business models comes in many forms, aside
from “technology” itself.

By the standards of just two years ago, many of the “non-
technology" obstacles to growth that Gordon catalogues in
his paper have seen massive, even unexpected change (see
Figure 1). Other pessimists have cited resource constraints
on growth, such as “peak oil"” production fears, in their own
grim outlook. Yet the innovations in hydraulic fracturing -
first used for oil and gas extraction in the late 1940s - have
unexpectedly pushed US oil and gas production back toward
record highs after decades of decline (see Figure 2). This is
even while non-fossil fuel alternatives and energy-saving
technologies have not disappeared from the horizon.
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Figure 1. Consumer debt burdens have fallen Figure 2. US oil and gas production has risen

considerably in recent years to high levels
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Source: Federal Reserve Board as of June 30, 2013. Source: Energy Information Administration as of August 2013.

We endorse active investment management in areas where “disruptive technology” plays a role. As we argue in “Outlook 2014:
Stay Ahead of a Charging Bull,” in 2013 bullish equities markets have rewarded huge market capitalizations to some innovators
on a mere forecast of future profits. But while the single best technology may seem nearly priceless, the second best can
become practically worthless.

History suggests many worthy experiments fail, and these are likely to include some of today's market
success stories too.

40 Citi Private Bank | Outlook 2014



Searching for Tomorrow's "Game
Changers”: Investing in Innovation

Philip Watson, Global Investment Lab Head

All portfolios should have an allocation to companies that are
set to drive growth. How successfully companies orchestrate
strategies for innovation will separate the leaders from the
followers. Investors should ask themselves how well they are
positioned in these companies.

Peter F. Drucker wrote, "If you want something
new, you have to stop doing something old."
In that sense, as the world reinvents itself,
investors should look through this prism

of change - finding new opportunities, and
critiquing their portfolios in new ways.

Innovation is widely cited as one of the most important
drivers in creating sustainable value for shareholders. And, as
history has proven, successful innovators can benefit from a
strong and enduring competitive advantage - with handsome
rewards for investors. Yet, it seems that investors lack the
tools and awareness to identify the leaders of tomorrow.

The advent of plastic transformed metal and wood usage,
cars did similar for rail, mobiles disrupted fixed-line
telephony...what's next?

As any owner of a (slow) personal computer, a stand-alone
digital camera or a CD collection knows, the rate of change
for technology is extraordinary. It would be no exaggeration
to describe these items as “relics” of the very recent past.
Pushed aside by tablets, smartphones, cloud computing and
streaming music, innovation is the DNA of our times.

Looking at the markets globally today, where are
some of the most exciting trends? What should
investors be mindful of? Where are the value
creators?

We highlight five innovations that we believe have the
potential to drive significant change, in turn offering investors
considerable opportunity:

« Transportation: The “Driverless” Car is a programmed
self-driving car. Several US states, including Nevada, Florida
and California, have already taken steps to authorize the
operation of these cars under specific circumstances.
Milton Keynes in the UK is also testing the viability of the
program, with up to 100 Pod cars expected to be used
along designated paths by 2017. The system is being sold to
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automobile manufacturers. Implications are broad and far
reaching, not only for road safety but also for productivity
and housing.

Production Devices: “3D" printing is defined as the
fabrication of a product through the deposit of a material
or binder using a print head, nozzle, or other printer
technology. It has been cited on occasions as the next
industrial revolution, impacting how products can be
designed and manufactured. This technique forges

digital design into real life matter, where businesses and
individuals can produce their own creative products.
According to Wohlers Associates, the 3D printing market is
expected to be worth $6.5 billion by 2019, while a separate
forecast by the US Consumer Electronics Associates
expects the market to be worth $5 billion by 2017.

+ Energy: Solar remains on the rise. Solar Photovoltaics is

.

the generation of electricity from semiconductor materials.
Falling equipment prices have made renewable energy
increasingly cost competitive with traditional fossil fuels.
While varying with government subsidies across countries,
solar power has already become competitive in some,
outstripping conventional generation and causing utilities
to issue profit warnings. Solar provision keeps getting
cheaper, meeting new demand, eating into existing demand,
and taking the load at peak times. This makes Solar a

very disruptive innovation - especially to the utilities, and
oil and gas companies that operate at the top end of the
cost curve. Solar could see $1.3 trillion of investment in
new capacity from 2012-35 according to the International
Energy Agency.

Finance: Mobile Payments are payments initiated from

a mobile device, such as a phone or tablet, or a payment
accepted by a mobile device. This sector is expected to
experience substantial growth in the coming years, with the
opportunity likely to evolve quite differently in emerging
and developed markets.?

+ Information Technology: Eye Sensory Technology uses

the gaze of your eye to orientate a device for people with
speech and communication impairments. The technology is
also being applied to personal computers (PCs) to replace
the “middle man” - the mouse. Likely implications on the
broader market will extend to gaming, hospitals, diagnostics
and vehicle safety (imagine drowsiness detectors).
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How to invest in those companies with the foresight,
innovation and business models to create value?

Those willing to invest in the “game changers” are frequently
deterred by what looks like excessive risk - either investing
early in start-ups or through the volatility that can arise

with micro- to small-cap exposure. And the pace at which
companies have been transforming from virtually unknown
entities to large, established corporations has been
astonishing.

Ultimately, a portfolio should be constructed to include some
allocation to companies that are set to drive growth through
innovation. Identifying and investing in innovative companies
operating in favorably positioned sectors will be crucial. This
involves seeking out the highest-conviction names globally,
across sectors and innovation areas.

Routes to execution vary. Investors can choose to invest on
a single stock basis, via structured access routes or through
those reputable asset managers focused on outperformance
in this space. With renewed appetite for IPOs in 2013, the
primary market may also offer some interesting ideas for
investors in the year ahead.

Whether we are in a golden age or not, change

IS upon us. Explosive growth in some sectors and
the potential for major disruption in new markets
presents an ocean of opportunity for savvy
investors. Investors should start taking note, before
they find themselves disadvantaged victims of the
“game changers."

1. Peter F. Drucker - writer, professor and management consultant; contributed to modern management theory.
2. Juniper Research predicts $670 billion in transaction value by 2015; the Yankee Group projects $545 billion in payment value by 2015 and Canada-based IE Market Research

Corporation estimates $1trillion of transaction value by 2016.

Strategies and investments mentioned in this document may not be suitable for all investors and may have eligibility requirements that must be met prior to investing. Each
investor should carefully view the risks associated with the investment and make a determination based upon the investor's own particular circumstances, that the investment is

consistent with the investor's objective.
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The Changing Landscape of Global Energy

Philip Watson, Global Investment Lab Head

The global energy industry is going through
seismic changes that few would have thought
imaginable just five years ago. Quite simply, the
pace of innovation of new technologies is causing
a more rapid migration away from conventional
sources of energy, including nuclear and fossil
fuels, to shale gas and renewables, such as wind
and solar.

Lessons from history suggest that the composition of

energy sources used can shift dramatically, especially when
technological advancement creates cost parity relative to
predominant energy supplies. This is perhaps unsurprising as
new technologies are embraced at the expense of incumbents.

We believe these transitions are happening faster and to a
greater extent than widely recognized. The ferocious pace of
change has already been felt in Germany, which now generates
20% of its power from Solar versus just 1% six years ago.!
Energy distributors and consumers are also adapting fast to
this new environment. The energy mix is rapidly changing and
is having far-reaching economic and geopolitical implications -
turning importers into exporters, energy laggards into leaders
(and vice versa), and changing the industrial competitiveness
of nations. The changing landscape of global energy will be
transitory, far-reaching and multi-faceted - providing a new set
of opportunities for investors.
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The ‘Golden Age of Gas' is set to continue in 2014

The epicenter of the energy revolution has been well-
documented. In North America, the combination of favorable
geology, technological advancements and significant capital
expenditure has enabled the commercially viable extraction of
shale gas and oil. The net effect is a significant comparative
advantage for the US, leading to a plentiful supply of cheap
energy. Who would have imagined a few years ago that the US
would be a net petroleum exporting country, edging Russia
out as the world's largest refined petroleum exporter? Or
equally, that the US now generates more electricity from

gas than from coal? Or that the state of North Dakota, which
contains the Bakken shale reserve, would have a GDP per
capita 29% above the national average in 2012, when back in
2001 it was ranked the 12th lowest state??

The boundless supply of natural gas in the US stands in stark
contrast to the fortunes of the EU, which now imports over
60% of its supplies, as well as China, which over the last ten
years has shifted from being a net exporter to a large net
importer of natural gas.® The changing supply and demand
dynamics across geographic regions are perhaps best
exemplified by the divergences in natural gas prices, creating
export potential for the US (see Figure 1).

2013 saw a notable shift for liquefied natural gas (LNG) export
terminals in the US, with the Department of Energy (DOE)
approving three facilities within the year. This brings the total
number of facilities approved to export LNG to countries
without a free-trade agreement within the US at four, with
more than ten LNG export projects currently pending DOE
approval.* Some price convergence is therefore anticipated.
However, the high marginal cost of natural gas transportation
and liguefaction will be a protective barrier for domestic
beneficiaries in the US.
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Figure 1. Dispersion of natural gas prices across geographic regions (USD / MMBtu)
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Source: Citi Private Bank Global Investment Lab using Bloomberg as of November 2013.

Note: Natural gas is measured in MMBtu =1 Million BTU (British Thermal Unit).

Renewables - into the energy mix?

The perception of renewables as an expensive and therefore
uneconomic source of electricity has shifted significantly in
recent years, with technological advancements leading to
dramatic reductions in the cost of electricity produced by
wind, solar and related technologies. The most compelling
example is the rate at which the price of solar panels has
fallen, exceeding all expectations, and resulting in cost parity
versus other conventional energy sources in Germany, ltaly,
Spain, Portugal, Australia and the Southwest US. Crucially,
this rate of technology is projected to continue, further
enhancing solar's appeal.

Other renewable sources are not quite there yet. Wind
technology continues to evolve, but is doing so at a slower
rate than solar. However, wind has the advantage of a more
consistent process time (i.e. wind turbines can run for longer
than just during daylight hours). For now, only Italy and
Brazil are estimated to have cost parity, but we expect the
competitiveness to increase further for other countries (UK,
Canada, Argentina, Germany, Spain and China) by 2020.
Figure 2 shows how different countries are embracing these
new energy sources.
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Figure 2. How different countries are embracing
natural gas and renewables
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Source: “Shale and Renewables: a Symbiotic Relationship,” Citi Research, September, 2012.

For countries that are not sitting on abundant shale
resources, the development and success of renewables within
the context of a sustainable energy policy is clearly critical for
their global competitiveness.

It is worth noting, however, that the oscillating demand for
energy throughout a standard day and annual seasons,
coupled with concerns over minimizing supply-side risks,
often leads countries to seek a diversified portfolio of energy
sources. Thus we view a symbiotic relationship between shale
gas and the intermittent nature of renewables in tandem, as
we progress further to a lower carbon world.



What does this mean for investors?

Investors are scouring energy and related industries to take
advantage of these groundbreaking developments. A direct
private equity investment into pipelines or photovoltaic

cell manufacturing may not be to everyone's liking. A more
suitable access route could be achieved by investing through
an asset manager or various structured products.

Another strategy that may interest many investors is
investing in the bonds and/or equities of companies favorably
exposed to the effects of this ‘Energy Revolution." Investors
should focus on strong and undervalued companies that
stand to potentially benefit from either their contribution to
the supply expansion or their access to cheaper energy.

Our framework for the three main beneficiary categories and
identifying opportunities is as follows:

* Producers: these are companies that convert or
extract new energy sources and/or provide the support
infrastructure. Water suppliers, a key component in
the hydro-fracking process, would be an example of a
beneficiary sector to the shale revolution.

» Distributors: this includes ports, transportation and
storage companies that are involved in the distribution
of petroleum and natural gas. Downstream processing of
natural gas, for example, involves substantial infrastructure
investment. This can benefit a variety of equipment
producers and servicing firms.

+ Consumers: these are energy-intensive industries (end
users) that will benefit from cheaper energy costs, as
well as companies that are able to convert one energy
source for a cheaper alternative (such as power plants and
transportation).

Investors should position for a longer-term investment
strategy based upon this evolution in global energy use.

We would recommend the investment timeline illustrated

in Figure 3. This begins with investing in US shale-exposed
stocks and then moves into renewable developers as parity is
reached for different technologies, as well as manufacturers
of renewable equipment, once short-term political
uncertainties and oversupply issues are resolved.

Figure 3. The parity and investment timeline for renewables and shale
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Source: “Shale and Renewables: a Symbiotic Relationship,” Citi Research, September, 2012.

As a Middle East oil minister once quoted, “The stone age didn't end for a lack of stones.”> Something better, more efficient,
cleaner or cheaper always comes along. We believe that the pace of energy change is happening faster and to a greater
extent than is broadly recognized. This means that we are still in the early stages of a multi-year, energy structural cycle.
Both shale gas and renewables are set to transform the global energy dynamic and geopolitical landscape. However, an
understanding of the succession to the energy revolution is critical for navigating through the transitory stages, and is thus

critical for the positioning of investment portfolios.

1. “Energy Darwinism: the Evolution of the Energy Industry,” Citi Research, October, 2013.

2. US Energy Information Administration, July 2012.

3."Shale and Renewables: a Symbiotic Relationship,” Citi Research, September, 2012.
4, Wall Street Journal, September 11, 2013.

5."The End of the 0il Age,” The Economist, October 23, 2003.

Strategies and investments mentioned in this document may not be suitable for all investors and may have eligibility requirements that must be met prior to investing. Each
investor should carefully view the risks associated with the investment and make a determination based upon the investor's own particular circumstances, that the investment is

consistent with the investor's objective.
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Asset Class Index Definitions

Asset classes

Global equities
Global bonds

Hedge funds

Private equity

Commodities

Cash

Benchmarked against

MSCI All Country World Index represents 48 developed and emerging equity markets. Index
components are weighted by market capitalization.

Barclays Capital Multiverse (Hedged) Index contains the government-related portion of the
Multiverse Index, and accounts for approximately 14% of the larger index.

HFRX Global Hedge Fund Index is designed to be representative of the overall composition of the
hedge fund universe. It comprises all eligible hedge fund strategies including, but not limited to,
convertible arbitrage, distressed securities, equity hedge, equity market neutral, event-driven,
macro, merger arbitrage and relative value arbitrage. The strategies are asset-weighted based on
the distribution of assets in the hedge fund industry.

HFRI Fund Weighted Index is designed to be representative of the overall composition of the hedge
fund universe. It includes over 2200 constituent funds, both domestic and offshore. The strategies
are equal weighted.

NCREIF Townsend Opportunistic Index includes the performance information of private equity real
estate funds pursuing opportunistic investment strategies, using both open-ended and closed-
ended structures. In 2Q 2013, the Opportunistic Index included 239 funds.

NAREIT All Equity REITs Index is a free-float adjusted, market capitalization-weighted index of US
Equity REITs. Constituents of the Index include all tax-qualified REITs with more than 50 percent of
total assets in qualifying real estate assets other than mortgages secured by real property.

Dow Jones-UBS Commodity Index is composed of futures contracts on physical commodities traded
on US exchanges, with the exception of aluminum, nickel and zinc, which trade on the London
Metal Exchange (LME). The major commodity sectors are represented including energy, petroleum,
precious metals, industrial metals, grains, livestock, softs, agriculture and ex-energy.

Three-month LIBOR is the interest rate that banks charge each other in the international inter-bank
market for three-month loans (usually denominated in Eurodollars).
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Asset Class Index Definitions

Equities

Developed market
large cap

us

Europe ex UK

UK

Japan

Asia Pacific ex Japan

Developed market small
and mid cap (SMID)

Developed market large,
mid and small cap.
China

Brazil

Emerging market

MSCI World Large Cap Index is free-float adjusted and weighted by market capitalization. The index
is designed to measure the equity market performance of the large cap stocks in 23 developed
markets. Large cap is defined as stocks representing roughly 70% of each market's capitalization.

The EURO STOXX 50 Index provides a Blue-chip representation of supersector leaders in the
Eurozone. The index covers 50 stocks from 12 Eurozone countries.

Standard & Poor’s 500 Index, which is a capitalization-weighted index that includes a representative
sample of 500 leading companies in leading industries of the US economy. Although the S&P 500
focuses on the large cap segment of the market, with over 80% coverage of US equities, it is also
an ideal proxy for the total market.

Chicago Board Options Exchange SPX Volatility Index (CBOE) measures the expected average
correlation of price returns of S&P 500 Index Components, implied through SPX option prices and
prices of single-stock options on the 50 largest components of SPX.

The MSCI USA Index is a free float adjusted market capitalization index that is designed to measure
large and mid cap US equity market performance. The index is member of the MSCI Global Equity
Indices and represents the US equity portion of the global benchmark MSCI ACWI Index.

MSCI Europe ex UK Large Cap Index is free-float adjusted and weighted by market capitalization.
The index is designed to measure large cap stock performance in each of Europe’s developed
markets, except for the UK.

MSCI UK Large Cap Index is free-float adjusted and weighted by market capitalization.
The index is designed to measure large cap stock performance in the UK.

MSCI Japan Large Cap Index is free-float adjusted and weighted by market capitalization. The index
is designed to measure large cap stock performance in Japan.

The Nikkei-225 Stock Average is a price-weighted average of 225 top-rated Japanese companies
listed in the First Section of the Tokyo Stock Exchange.

MSCI Asia ex Japan Index is free-float adjusted and weighted by market capitalization. The index
is designed to measure the performance of large cap stocks in Australia, Hong Kong, New Zealand
and Singapore.

MSCI World Small Cap Index is a capitalization-weighted index that measures small cap stock
performance in 23 developed equity markets.

Euro STOXX 600 Index is a subset of the STOXX Global 1800 Index. It represents large, mid and
small capitalization companies across 18 countries of the European region.

The Shanghai Stock Exchange Composite Index is a capitalization-weighted index. The index tracks
the daily price performance of all A-shares and B-shares listed on the Shanghai Stock Exchange.

The MSCI Brazil Index measures the performance of the large and mid cap segments of the
Brazilian market. With 75 constituents, the index covers approximately 85% of the Brazilian
equity universe.

MSCI Emerging Markets Index is free-float adjusted and weighted by market capitalization.
The index is designed to measure equity market performance of 22 emerging markets.

Outlook 2014 | Citi Private Bank 47



Asset Class Index Definitions

S

Developed sovereign

Emerging sovereign

Supranationals

Corporate investment

grade

Corporate high-yield

Securitized

Citi World Government Bond Index (WGBI) consists of the major global investment-grade
government bond markets, and is composed of sovereign debt denominated in the domestic
currency. A minimum credit quality of BBB-/Baa3 by either S&P or Moody's is required. The index
is rebalanced monthly.

Citi Emerging Market Sovereign Bond Index (ESBI) is composed of debt in Africa, Asia, Europe and
Latin America. Emerging markets are classified as sovereigns with a maximum foreign debt rating
of BBB+/Baal by S&P or Moody's. Defaulted issues are excluded.

The Emerging Market Bond Index (EMBI) is JP Morgan's index of dollar-denominated sovereign
bonds issued by a selection of emerging market countries.

Citi World Broad Investment Grade Index (WBIG) — Government Related is a subsector of the WBIG
and includes fixed-rate investment-grade agency, supranational and regional government debt,
denominated in the domestic currency. The index is rebalanced monthly.

Citi World Broad Investment Grade Index (WBIG) - Corporate is a subsector of the WBIG and
includes fixed-rate global investment-grade corporate debt within the finance, industrial and utility
sectors, denominated in the domestic currency. The index is rebalanced monthly.

Barclays Global High-Yield Corporate Index provides a broad-based measure of the global high-yield
fixed income markets. It is also a component of the Multiverse Index and the Global Aggregate
Index.

Citi World Broad Investment Grade Index (WBIG) - Securitized is a subsector of the WBIG and
includes global investment-grade collateralized debt, denominated in the domestic currency.
The index is rebalanced monthly.
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Appendix A-1

Analyst Certification

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at the front of the product
except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst. Each of these analyst(s) certify, with respect

to the section(s) of the report for which they are responsible, that the views expressed therein accurately reflect their personal views about each issuer and security
referenced and were prepared in an independent manner, including with respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's
compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.

IMPORTANT DISCLOSURES

Analysts’ compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates
(“the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product (“the Product”), please
contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In addition, the same important disclosures,
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at https://www.citivelocity.com/cvr/
eppublic/citi_research_disclosures. Valuation and Risk assessments can be found in the text of the most recent research note/report regarding the subject company.
Historical disclosures (for up to the past three years) will be provided upon request.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global Markets Inc.)
are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member organization and therefore may not
be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public appearances and trading securities held by a research
analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Inc Stephen Antczak, CFA; Jung Lee; Nathan Sheets; Robert A Sockin
OTHER DISCLOSURES

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as
principal in connection with such transactions. The Firm is a reqular issuer of traded financial instruments linked to securities that may have been recommended in the
Product. The Firm reqularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent with
the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of

any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to,
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. However, it should
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change
without notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a predetermined
frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of the/those issuer(s)
mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for informational
purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the Product must take
into account existing public information on such security or any registered prospectus.

Investing in non-US securities, including ADRs, may entail certain risks. The securities of non-US issuers may not be registered with, nor be subject to the reporting
requirements of the US Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not
subject to uniform audit and reporting standards, practices and requirements comparable to those in the US Securities of some foreign companies may be less liquid and
their prices more volatile than securities of comparable US companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in
a foreign stock and its corresponding dividend payment for US investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited
in certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product
may be placed only through Citigroup Global Markets Inc.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by. The
Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of the ASX Group and requlated
by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Australia to Private Banking
wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private
Banking wholesale clients through bankers and relationship managers. If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts,
investors should contact the Citigroup Private Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and
services to clients. The Product is made available in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is requlated by CVM - Comissdo de Valores Mobilidrios,
BACEN - Brazilian Central Bank, APIMEC - Associacdo dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associacdo Nacional dos Bancos de
Investimento. Av. Paulista, 1111- 119 andar - CEP. 01311920 - Sdo Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global Markets
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(Canada) Inc. (“CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3. This product is available
in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is requlated by the Superintendencia de Valores y Seguros. Agustinas
975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets Limited, which is authorised and requlated by Financial Services
Authority. 1-5 Rue Paul Cézanne, 8eme, Paris, France. The Product is distributed in Germany by Citigroup Global Markets Deutschland AG (“CGMD"), which is requlated by
Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD, Reuterweg 16, 60323 Frankfurt am Main. Research which relates to “securities” (as defined in the
Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full
responsibility for its content. Citigroup Global Markets Asia Ltd. is requlated by Hong Kong Securities and Futures Commission. If the Research is made available through
Citibank, N.A., Hong Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank
N.A.is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on or any matters
arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited, which is requlated by Securities
and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia through PT Citigroup Securities Indonesia. 5/F,
Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian
citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of
securities in Indonesia. The securities referred to in this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency
(BAPEPAM-LK) pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian
citizens through a public offering or in circumstances which constitute an offer within the meaning of the Indonesian capital market laws and requlations. The Product is
made available in Israel through Citibank NA, regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv,
Israel. The Product is made available in Italy by Citigroup Global Markets Limited, which is authorised and requlated by Financial Services Authority. Via dei Mercanti, 12,
Milan, 20121, Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. (“CGMJ"), which is requlated by Financial Services Agency, Securities and
Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi Building, 1-5-1
Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under license. In the event that an
error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website. If you have questions regarding Citi Velocity, please call (81
3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by the Financial Services Commission,
the Financial Supervisory Service and the Korea Financial Investment Association (KOFIA). Citibank Building, 39 Da-dong, Jung-qgu, Seoul 100-180, Korea. KOFIA makes
available registration information of research analysts on its website. Please visit the following website if you wish to find KOFIA registration information on research
analysts of Citigroup Global Markets Korea Securities Ltd. http://dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The
Product is made available in Korea by Citibank Korea Inc., which is requlated by the Financial Services Commission and the Financial Supervisory Service. Address is
Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No.
460819-D) (“CGMM") to its clients and CGMM takes responsibility for its contents. CGMM is regulated by the Securities Commission of Malaysia. Please contact CGMM at
Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with, the Product. The Product is made
available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero Banamex (“Accival”) which is a wholly owned subsidiary of
Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to
‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act 2008 ('FAA") through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No.
240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group and requlated by the Australian Securities & Investments Commission. Citigroup
Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is requlated by the State Bank of Pakistan and
Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.0. Box 4889, Karachi-74200. The Product is made available in the Philippines through
Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is requlated by the Philippines Securities and Exchange Commission. 20th Floor Citibank
Square Bldg. The Product is made available in the Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De Roxas, Makati City, Manila. Citibank NA
Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of
Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made
available in the Russian Federation through ZAOQ Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the general
banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial
Markets. Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory
of the Russian Federation or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation
of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in Singapore
through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL"), a capital markets services license holder, and regulated by Monetary Authority of Singapore. Please
contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising from, or in connection with, the analysis of this
document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The
Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is requlated by Monetary
Authority of Singapore. Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection with
this document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). This
report is distributed in Singapore by Citibank Singapore Ltd (“CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the
substance or in preparation of this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters
arising from or in connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap.
289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office is at
145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is requlated by JSE Securities Exchange South Africa, South African Reserve Bank and the
Financial Services Board. The investments and services contained herein are not available to private customers in South Africa. The Product is made available in Spain by
Citigroup Global Markets Limited, which is authorised and requlated by Financial Services Authority. 29 Jose Ortega Y Gasset, 4th Floor, Madrid, 28006, Spain. The Product
is made available in the Republic of China through Citigroup Global Markets Taiwan Securities Company Ltd. (“CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan
and/or through Citibank Securities (Taiwan) Company Limited (“CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each
entity and the applicable laws and regulations in the Republic of China. CGMTS and CSTL are both requlated by the Securities and Futures Bureau of the Financial
Supervisory Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third
parties [without the written authorization of CGMTS and CSTLI. If the Product covers securities which are not allowed to be offered or traded in the Republic of China,
neither the Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of the securities in the
Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security or financial products.
Any decision to purchase securities or financial products mentioned in the Product must take into account existing public information on such security or the financial
products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., which is requlated by the Securities and
Exchange Commission of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in Turkey through
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Citibank AS which is requlated by Capital Markets Board. Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials
(the "Materials") are communicated by Citigroup Global Markets Limited, DIFC branch (“CGML"), an entity registered in the Dubai International Financial Center (“DIFC")
and licensed and requlated by the Dubai Financial Services Authority (“DFSA”) to Professional Clients and Market Counterparties only and should not be relied upon or
distributed to Retail Clients. A distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available
on request. Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties. The Product is
made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and requlated by Financial Services Authority. This material may relate to
investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to where this may be the case are
available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The Product is made available in United States by
Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013.
Unless specified to the contrary, within EU Member States, the Product is made available by Citigroup Global Markets Limited, which is requlated by Financial Services
Authority.

Pursuant to Comissdo de Valores Mobilidrios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship with the
subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a commercial relationship with
the subject company.

Many European requlators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of publication or
distribution of investment research. The policy applicable to Citi Research’s Products can be found at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.
Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific transactions or
recommendations.

The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to be construed
as providing investment services in any jurisdiction where the provision of such services would not be permitted.

Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get back less
than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount invested. Certain
investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject to change. If in doubt,
investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other risks associated with a particular
transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared without taking account of the objectives, financial
situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of the advice, having regard to their
objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to obtain the relevant offer document for the product and
consider it before making a decision as to whether to purchase the product.

Citi Research generally disseminates its research to the Firm's global institutional and retail clients via both proprietary (e.g., Citi Velocity and Citi Personal Wealth
Management) and non-proprietary electronic distribution platforms. Certain research may be disseminated only via Citi's proprietary distribution platforms; however
such research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise inconsistent with the author’s
previously published research. Certain research is made available only to institutional investors to satisfy requlatory requirements. Individual Citi Research analysts may
also opt to circulate published research to one or more clients by email; such email distribution is discretionary and is done only after the research has been
disseminated.

The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client's individual preferences as to the
frequency and manner of receiving communications from analysts, the client's risk profile and investment focus and perspective (e.g. market-wide, sector specific, long
term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and requlatory constraints.

Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from company reports
and feeds from Reuters and Datastream.

© 2013 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service marks of Citigroup
Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication, redistribution or disclosure of this report
(the “Product”), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on a website or page, and/or providing to a third
party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the Product is intended solely for the recipient and may not
be further distributed by the recipient to any third party. Where included in this report, MSCI sourced information is the exclusive property of Morgan Stanley Capital
International Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be reproduced, redisseminated

or used to create any financial products, including any indices. This information is provided on an “as is" basis. The user assumes the entire risk of any use made of

this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of
originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no
event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind.
MSCI, Morgan Stanley Capital International and the MSCl indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of
third parties. The Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the
Firm, the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility
for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink (including addresses or
hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site does not in anyway form part of
this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your own risk and the Firm shall have no liability
arising out of, or in connection with, any such referenced website.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
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In any instance where distribution of this communication (“Communication”) is subject to the rules of the US Commodity Futures Trading Commission (“CFTC"), this
communication constitutes an invitation to consider entering into a derivatives transaction under US CFTC Requlations §§ 1.71and 23.605, where applicable, but is not a
binding offer to buy/sell any financial instrument.

This Communication is prepared by Citi Private Bank (“CPB"), a business of Citigroup Inc. (“Citigroup”), which provides its clients access to a broad array of products and services
available through Citigroup, its bank and non-bank affiliates worldwide (collectively, “Citi"). Not all products and services are provided by all affiliates, or are available at all
locations.

CPB personnel are not research analysts, and the information in this Communication is not intended to constitute “research”, as that term is defined by applicable regulations.
Unless otherwise indicated, any reference to a research report or research recommendation is not intended to represent the whole report and is not in itself considered a
recommendation or research report.

This Communication is provided for information and discussion purposes only, at the recipient’s request. The recipient should notify CPB immediately should it at any time
wish to cease being provided with such information. Unless otherwise indicated, (i) it does not constitute an offer or recommendation to purchase or sell any security, financial
instrument or other product or service, or to attract any funding or deposits, and (ii) it does not constitute a solicitation if it is not subject to the rules of the CFTC (but see
discussion above regarding communication subject to CFTC rules) and (iii) it is not intended as an official confirmation of any transaction.

Unless otherwise expressly indicated, this Communication does not take into account the investment objectives, risk profile or financial situation of any particular person and
as such, investments mentioned in this document may not be suitable for all investors. Citi is not acting as an investment or other advisor, fiduciary or agent. The information
contained herein is not intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. Recipients of this Communication should
obtain advice based on their own individual circumstances from their own tax, financial, legal and other advisors about the risks and merits of any transaction before making an
investment decision, and only make such decisions on the basis of their own objectives, experience, risk profile and resources.

The information contained in this Communication is based on generally available information and, although obtained from sources believed by Citi to be reliable, its accuracy and
completeness cannot be assured, and such information may be incomplete or condensed. Any assumptions or information contained in this Communication constitute a judgment
only as of the date of this document or on any specified dates and is subject to change without notice. Insofar as this Communication may contain historical and forward looking
information, past performance is neither a guarantee nor an indication of future results, and future results may not meet expectations due to a variety of economic, market and
other factors. Further, any projections of potential risk or return are illustrative and should not be taken as limitations of the maximum possible loss or gain. Any prices, values or
estimates provided in this Communication (other than those that are identified as being historical) are indicative only, may change without notice and do not represent firm quotes
as to either price or size, nor reflect the value Citi may assign a security in its inventory. Forward looking information does not indicate a level at which Citi is prepared to do a trade
and may not account for all relevant assumptions and future conditions. Actual conditions may vary substantially from estimates which could have a negative impact on the value
of an instrument.
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Views, opinions and estimates expressed herein may differ from the opinions expressed by other Citi businesses or affiliates, and are not intended to be a forecast of future events,
a guarantee of future results, or investment advice, and are subject to change without notice based on market and other conditions. Citi is under no duty to update this document
and accepts no liability for any loss (whether direct, indirect or consequential) that may arise from any use of the information contained in or derived from this Communication.

Investments in financial instruments or other products carry significant risk, including the possible loss of the principal amount invested. Financial instruments or other products
denominated in a foreign currency are subject to exchange rate fluctuations, which may have an adverse effect on the price or value of an investment in such products. This
Communication does not purport to identify all risks or material considerations which may be associated with entering into any transaction.

Structured products can be highly illiquid and are not suitable for all investors. Additional information can be found in the disclosure documents of the issuer for each respective
structured product described herein. Investing in structured products is intended only for experienced and sophisticated investors who are willing and able to bear the high
economic risks of such an investment. Investors should carefully review and consider potential risks before investing.

OTC derivative transactions involve risk and are not suitable for all investors. Investment products are not insured, carry no bank or government guarantee and may lose value.
Before entering into these transactions, you should: (i) ensure that you have obtained and considered relevant information from independent reliable sources concerning the
financial, economic and political conditions of the relevant markets; (ii) determine that you have the necessary knowledge, sophistication and experience in financial, business and
investment matters to be able to evaluate the risks involved, and that you are financially able to bear such risks; and (iii) determine, having considered the foregoing points, that
capital markets transactions are suitable and appropriate for your financial, tax, business and investment objectives.

This material may mention options regulated by the US Securities and Exchange Commission. Before buying or selling options you should obtain and review the current version of
the Options Clearing Corporation booklet, Characteristics and Risks of Standardized Options. A copy of the booklet can be obtained upon request from Citigroup Global Markets Inc.,
390 Greenwich Street, 3rd Floor, New York, NY 10013 or by clicking the following link, http://www.theocc.com/components/docs/riskstoc.pdf

http://www.theocc.com/components/docs/about/publications/november_2012_supplement.pdf

If you buy options, the maximum loss is the premium. If you sell put options, the risk is the entire notional below the strike. If you sell call options, the risk is unlimited. The actual
profit or loss from any trade will depend on the price at which the trades are executed. The prices used herein are historical and may not be available when you order is entered.
Commissions and other transaction costs are not considered in these examples. Option trades in general and these trades in particular may not be appropriate for every investor.
Unless noted otherwise, the source of all graphs and tables in this report is Citi. Because of the importance of tax considerations to all option transactions, the investor considering
options should consult with his/her tax advisor as to how their tax situation is affected by the outcome of contemplated options transactions.

None of the financial instruments or other products mentioned in this Communication (unless expressly stated otherwise) is (i) insured by the Federal Deposit Insurance
Corporation or any other governmental authority, or (i) deposits or other obligations of, or guaranteed by, Citi or any other insured depository institution.

Citi often acts as an issuer of financial instruments and other products, acts as a market maker and trades as principal in many different financial instruments and other products,
and can be expected to perform or seek to perform investment banking and other services for the issuer of such financial instruments or other products. The author of this
Communication may have discussed the information contained therein with others within or outside Citi, and the author and/or such other Citi personnel may have already acted
on the basis of this information (including by trading for Citi's proprietary accounts or communicating the information contained herein to other customers of Citi). Citi, Citi's
personnel (including those with whom the author may have consulted in the preparation of this communication), and other customers of Citi may be long or short the financial
instruments or other products referred to in this Communication, may have acquired such positions at prices and market conditions that are no longer available, and may have
interests different from or adverse to your interests.

IRS Circular 230 Disclosure: Citi and its employees are not in the business of providing, and do not provide, tax or legal advice to any taxpayer outside Citi. Any statement in this
Communication regarding tax matters is not intended or written to be used, and cannot be used or relied upon, by any taxpayer for the purpose of avoiding tax penalties. Any such
taxpayer should seek advice based on the taxpayer's particular circumstances from an independent tax advisor.

Neither Citi nor any of its affiliates can accept responsibility for the tax treatment of any investment product, whether or not the investment is purchased by a trust or company
administered by an affiliate of Citi. Citi assumes that, before making any commitment to invest, the investor and (where applicable, its beneficial owners) have taken whatever tax,
legal or other advice the investor/beneficial owners consider necessary and have arranged to account for any tax lawfully due on the income or gains arising from any investment
product provided by Citi.

This Communication is for the sole and exclusive use of the intended recipients, and may contain information proprietary to Citi which may not be reproduced or circulated in whole
orin part without Citi's prior consent. The manner of circulation and distribution may be restricted by law or requlation in certain countries. Persons who come into possession

of this document are required to inform themselves of, and to observe such restrictions. Citi accepts no liability whatsoever for the actions of third parties in this respect. Any
unauthorized use, duplication, or disclosure of this document is prohibited by law and may result in prosecution.

In Hong Kong, this document is issued by CPB operating through Citibank, N.A., Hong Kong branch, which is regulated by the Hong Kong Monetary Authority. Any questions in
connection with the contents in this document should be directed to registered or licensed representatives of the aforementioned entity. Citibank, N.A. Hong Kong 30/F Citibank
Tower, 3 Garden Road, Central, Hong Kong. Telephone: (852) 3419 8522. Email: cpbclientenquiry@citi.com

In Singapore, this document is issued by CPB operating through Citibank, N.A., Singapore branch, which is requlated by the Monetary Authority of Singapore. Any questions in
connection with the contents in this document should be directed to registered or licensed representatives of the aforementioned entity.

NA London:

Citibank N.A., London Branch (registered branch number BR001018), Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB, is authorised and requlated by the Office of
the Comptroller of the Currency (USA) and authorised by the Prudential Regulation Authority. Subject to requlation by the Financial Conduct Authority and limited requlation by the
Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Requlation Authority are available from us on request. The contact number for Citibank
N.A., London Branch is +44 (0)20 7508 8000.

Citibank International PLC:

Citibank International plc (registered number 1088249), Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB, is authorised by the Prudential Requlation Authority and
regulated by the Financial Conduct Authority and the Prudential Regulation Authority. The contact number for Citibank International plc is +44 (0)20 7508 8000.

In Jersey, this document is communicated by Citibank, N.A., Jersey Branch, which has its registered address at PO Box 104, 38 Esplanade, St. Helier, Jersey JE4 8QB. Citibank,
N.A., Jersey Branch is requlated by the Jersey Financial Services Commission to conduct deposit-taking business under the Banking Business (Jersey) Law 1991 and investment
business under the Financial Services (Jersey) Law 1998. Citibank, N.A., Jersey Branch is a member of the Depositors Compensation Scheme as set out in the Banking (Depositors
Compensation) (Jersey) Requlations 2009. Further details of the scheme are available on request.

In the United Arab Emirates and Bahrain Citi Private Bank operates as part of Citibank, N.A.
In South Africa, Financial Service Provider, FSP 30513.

In Canada, Citi Private Bank is a division of Citibank Canada, a Schedule Il Canadian chartered bank. Certain investment products are made available through Citibank Canada
Investment Funds Limited (“CCIFL"), a wholly owned subsidiary of Citibank Canada. Investment Products are subject to investment risk, including possible loss of principal amount
invested. Investment Products are not insured by the CDIC, FDIC or depository insurance regime of any jurisdiction and are not quaranteed by Citigroup or any affiliate thereof.

The information set out herein may be subject to updating, completion, revision, verification and amendment and such information may change materially.

Citigroup, its affiliates and any of the officers, directors, employees, representatives or agents shall not be held liable for any direct, indirect, incidental, special, or consequential
damages, including loss of profits, arising out of the use of information contained herein, including through errors whether caused by negligence or otherwise.
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CCIFL is not currently a member, and does not intend to become a member of the Mutual Fund Dealers Association of Canada (“"MFDA"); consequently, clients of CCIFL will not have
available to them investor protection benefits that would otherwise derive from membership of CCIFL in the MFDA, including coverage under any investor protection plan for clients
of members of the MFDA.

Citi Private Bank is a business of Citigroup Inc. (“Citigroup”), which provides its clients access to a broad array of products and services available through bank and non-bank
affiliates of Citigroup. Not all products and services are provided by all affiliates or are available at all locations. In the US, brokerage products and services are provided by
Citigroup Global Markets Inc. (“CGMI") member SIPC. Accounts carried by Pershing LLC, member FINRA, NYSE, SIPC. CGMI and Citibank, N.A. are affiliated companies under the
common control of Citigroup. Outside the US, brokerage products and services are provided by other Citigroup affiliates. Investment Management services (including portfolio
management) are available through CGMI, Citibank, N.A. and other affiliated advisory businesses.

The views expressed in this document by the Global Investment Committee do not constitute research, investment advice or trade recommendations, and are not tailored to meet
the individual investment circumstances or objectives of any investor. Recipients of this document should not rely on the views expressed or the information included in this
document as the primary basis for any investment decision. Investors are urged to consult with their financial advisors before buying or selling securities.

Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk and prepayment risk. In general, as prevailing interest rates rise, fixed income securities
prices will fall. Bonds face credit risk if a decline in an issuer’s credit rating, or creditworthiness, causes a bond's price to decline. High yield bonds are subject to additional risks
such as increased risk of default and greater volatility because of the lower credit quality of the issues. Finally, bonds can be subject to prepayment risk. When interest rates fall, an
issuer may choose to borrow money at a lower interest rate, while paying off its previously issued bonds. As a consequence, underlying bonds will lose the interest payments from
the investment and will be forced to reinvest in a market where prevailing interest rates are lower than when the initial investment was made.

Alternative investments referenced in this report are speculative and entail significant risks that can include losses due to leveraging or other speculative investment practices,
lack of liquidity, volatility of returns, restrictions on transferring interests in the fund, potential lack of diversification, absence of information regarding valuations and pricing,
complex tax structures and delays in tax reporting, less regulation and higher fees than mutual funds and advisor risk. Asset allocation does not assure a profit or protect against a
loss in declining financial markets.

REITS

REITs are subject to special risk considerations similar to those associated with the direct ownership of real estate. Real estate valuations may be subject to factors such as
changing general and local economic, financial, competitive, and environmental conditions. REITs may not be suitable for every investor. Dividend income from REITs will generally
not be treated as qualified dividend income and therefore will not be eligible for reduced rates of taxation. There may be additional risk associated with international investing,
including foreign, economic, political, monetary and/or legal factors, changing currency exchange rates, foreign taxes, and differences in financial and accounting standards.

Master Limited Partnership
- Energy Related MLPS May Exhibit High Volatility. While not historically very volatile, in certain market environments Energy Related MLPS may exhibit high volatility.

- Changes in Regulatory or Tax Treatment of Energy Related MLPs. If the IRS changes the current tax treatment of the master limited partnerships included in the Basket of Energy
Related MLPs thereby subjecting them to higher rates of taxation, or if other regulatory authorities enact requlations which negatively affect the ability of the master limited
partnerships to generate income or distribute dividends to holders of common units, the return on the Notes, if any, could be dramatically reduced.

- Concentration Risk. Investment in a basket of Energy Related MLPs may expose the investor to concentration risk due to industry, geographical, political, and regulatory
concentration.

- The price and dividends paid by Energy Related MLPs may be affected by a number of factors, including:

- Worldwide and domestic supplies of, and demand for, crude oil, natural gas, natural gas liquids, hydrocarbon products and refined products;
- Changes in tax or other laws affecting MLPs generally;

- Requlatory changes affecting pipeline fees and other requlatory fees in the energy sector;

- The effects of political events and government requlation;

- The impact of direct government intervention, such as embargos;

- Changes in fiscal, monetary and exchange control programs:

- Changes in the relative prices of competing energy products;

- Changes in the output and trade of oil and other energy producers;

- Changes in environmental and weather conditions;

- The impact of environment laws and requlations and technological changes affecting the cost of producing and processing, and the demand for, energy products;

- Decreased supply of hydrocarbon products available to be processed due to fewer discoveries of new hydrocarbon reserves, short- or long-term supply distributions or
otherwise;

- Risks of requlatory actions and/or litigation, including as a result of leaks, explosions or other accidents relating to energy products;
- Uncertainty or instability resulting from an escalation or additional outbreak of armed hostilities or further acts of terrorism in the United States or elsewhere;
- General economic and geopolitical conditions in the United States and worldwide.

Mortgage-backed securities (“MBS"), which include collateralized mortgage obligations (“CM0s"), also referred to as real estate mortgage investment conduits (“REMICs"), may

not be suitable for all investors. There is the possibility of early return of principal due to mortgage prepayments, which can reduce expected yield and result in reinvestment risk.
Conversely, return of principal may be slower than initial prepayment speed assumptions, extending the average life of the security up to its listed maturity date (also referred to as
extension risk).

Additionally, the underlying collateral supporting non-Agency MBS may default on principal and interest payments. In certain cases, this could cause the income stream of the
security to decline and result in loss of principal. Further, an insufficient level of credit support may result in a downgrade of a mortgage bond's credit rating and lead to a higher
probability of principal loss and increased price volatility. Investments in subordinated MBS involve greater credit risk of default than the senior classes of the same issue. Default
risk may be pronounced in cases where the MBS security is secured by, or evidencing an interest in, a relatively small or less diverse pool of underlying mortgage loans.

MBS are also sensitive to interest rate changes which can negatively impact the market value of the security. During times of heightened volatility, MBS can experience greater
levels of illiquidity and larger price movements. Price volatility may also occur from other factors including, but not limited to, prepayments, future prepayment expectations, credit
concerns, underlying collateral performance and technical changes in the market.

Please read offering documents and/or prospectus information carefully for the risks associated with the particular MBS security you are purchasing.
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