- SOMERSTON
ASSET MANAGEMENT

SOMERSTON RAINY DAY FUND

INVESTMENT LETTER No.2 AS AT 30 SEPTEMBER 2024

Portfolio Objectives: The fund seeks to provide readily realisable, positive returns, during most forms of financial
market adversity, while maintaining good value in benign environments.

Strategy: We use a fundamental Multi Asset Strategy to identify attractive investment opportunities that are
likely to benefit from adversity. We have a 5-year investment horizon.

Performance: The Somerston Rainy Day Fund (US Class) rose by +1.6% in the month and rose by +4.4% over the
last three months.

Performance (%) (US Class)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year

2024 -1.1 2.2 0.5 1.6 3.3

Allocation Top Ten Holdings

Name % Long % Short Net% Name % Fund
Gold Bullion 25.0% 25.0% Kilo Gold Bars (32.15 oz) Bullion 21.8%
Gold Royalty 5.7% 5.7% Aspect Divers Trend-A USD CTA 2.6%
Gold Miners Equities 0.8% 0.8% 36 South Carry Neutral Long Volatility 2.5%
Silver Bullion 1.5% 1.5% Franco-Nevada Corp Royalty 2.2%
Gold and Precious Metals __ 33.0% 33.0% AGF US Market Neutral Anti-B Equity Long Short  2.0%
. Lone Sh 145% 1455 0.0% One River Dynamic Convexity Long Volatility 1.9%
uity Lon ort 5% -14.5% .0% o,
Vglat;ity arg1d CTA 12.0% 12.0% sig:;tGoOnij:ZcCIo Rovalty 1.85’
us Metals Corp Royalty 1.7%
Inflation Linked Bonds 16.5% 16.5% One River Risk Responders Long Volatility 1.6%
Bitcoin 2'4?’ 2'4?’ 36 South-Kohinoor Core FD-B Long Volatility 1.4%
/iii?gzta ;(2);: i(z);j Total for Top Ten 39.6%
Cash and Cash Equivalents 32.0% 32.0%
Total All Assets 114.5% -14.5% 100.0%
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Somerston Rainy Day Fund — September 2024

Central Banks around the world are celebrating a moderation of year-over-year inflation by cutting interest
rates. Indeed, the US Central Bank got out the gate this month with an aggressive 0.5% rate cut, with a clear
message that they remain in restrictive territory and will focus on their mandate of full employment.

While year-over-year inflation may be trending towards 2% in America, Chart 1 clearly shows that after four
years of above trend inflation, prices remain at a significantly higher level than trend inflation would have
dictated. Arguably inflation would need to be persistently below the 2% target, for several years, before we get
back to trend. The headlines and narrative that Central Banks have ‘won’ their fight against inflation is shallow
at best, but it serves policymakers’ vested interests.

We have long considered that the only way out of the huge pile of public debt that has been accumulated in the
western world is by a stealth devaluation. By allowing inflation to run above target, there is a better chance that
tax receipts rise faster than would otherwise have been the case, which (all other things being equal), would
allow the total nominal amount of debt to reduce relative to receipts. This is a tried and tested strategy in
emerging markets; however, all other things are not equal, and western governments are accelerating their
spending relative to what they receive in taxes and accordingly, debt levels are rising in both real and nominal
terms.

This is a vicious cycle at the best of times but particularly when demographics turn upside down with shrinking
populations. In Western Europe, the population is imminently about to peak and go in decline. An aging society
expects to be looked after by the state benefit system to whom they have been paying into for their whole lives.
Little do they know that these contributions have been spent and they are now reliant on the younger population
to continue this Ponzi merry go round. How will the debt and these social obligations be managed with fewer
and fewer workers paying taxes and social security contributions?

As | wrote last quarter, those willing to provide credit to western countries are reducing in number, and those
creditors that remain, will eventually dictate their terms.

One of the ways to avoid the day of reconning is to ‘keep the party going’ by suppressing financial volatility and
pretending ‘there is nothing to see here’! Western Central Bank activities over the past few decades has been
engaged in ensuring calm financial markets and to divert public attention on the state of public finances. The
persistent liquidity and fiscal measures to satiate sporadic petulant financial market behaviour, has the
unintended consequence of causing asset prices to rise to overvalued territory. Chart 2 shows that 90% of US
equity sectors are in their highest valuation quartile historically.

Public debt levels that are growing at an incrementally faster rate, in the context of overvalued financial assets
are a potent combination.

While these dynamics perhaps escape the scrutiny of many, they do not escape the scrutiny of foreign nationals.
Foreign nationals in aggregate are no longer increasing their holdings of US Treasuries, instead preferring to
diversify their international reserves into Gold.
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While the economic cycle will ebb and flow, the foundations of western economies continue to deteriorate and
go largely unnoticed. A ‘stealth’ inflationary policy which allows for periods of higher inflation than targeted,
will only go some way to reduce the nominal debt burden. Eventually either coupons on that debt must rise to
reflect the risk and/or the currency falls to reflect the dynamic. Under these circumstances, Gold, Silver and
Bitcoin will fare well. Chart 3 clearly shows that gold has been persistently outperforming US Treasuries since
the US embarked on a strategy of consistently borrowing more than they receive in tax receipts. With both
Republicans and Democrats pledging further fiscal spending promises, we doubt this trend reverses for some
time.

Accordingly, the portfolio has 33.0% in gold and precious metals with 16.5% invested in inflation linked bonds.
We initiated a 2.5% position in Bitcoin given recent weakness. 12.0% of the portfolio is invested in strategies
that benefit from a spike in Volatility and a notional of 14.5% is invested in sectors with a low equity beta and
short those with a high equity beta. We retain liquidity in short, dated government securities.

Chart 1 — The Fed’s favourite inflation measure inflected higher in 2020 pushing the level of prices much
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Chart 2 - S&P versus the percentage of sectors that have valuations in their highest historical quartile.
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Chart 3 — Gold has been outperforming US Treasuries (blue) since 2001 when the US Government first

embarked on a strategy of spending more than they received in Tax receipts (red).
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Somerston Investment Team

Nick.Wakefield@somerston.com

Arthur.Castle@somerston.com

Emily.Brown@somerston.com

Investor relations: ir@somerston.com
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Any information in this Document may not be suitable for all investors. Investors must make their own investment
decisions using their own independent advisors and reviewing relevant offering material (including the Final Offering
Document). Any investment decisions must be based upon an investor’s specific financial situation and investment
objectives and should be based solely on the information in the relevant offering material.

The Fund's manager, Somerston Asset Management Limited (the "Manager") believes the information contained in
this Document to be reliable but does not warrant its accuracy or completeness. The information contained herein is
preliminary in nature and is not and does not purport to be complete. Any estimates contained herein may be
subject to change without notice. No guarantee or representation is made that the investment program set out in this
Document, including, without limitation, any investment objectives, diversification strategies, or risk monitoring
goals, will be successful, and investment results may vary substantially over time. Investment losses may occur from
time to time. Nothing herein is intended to imply that the Manager’s investment methodology may be considered

” u ”ou

“conservative”, “safe”, “risk free” or “risk averse”.

No person, including (without limitation) any of the members, shareholders, directors, officers, partners, employees
or advisers of the Manager or its associates, accepts any liability whatsoever (whether direct, indirect, incidental,
special, consequential, punitive or otherwise) for any loss arising from any use of the information, opinions or other
statements contained herein or otherwise arising in connection therewith (including in the case of negligence, but
excluding any liability for fraud) and, accordingly, liability is disclaimed by all such persons to the maximum extent
permitted by applicable law or regulation.

The information contained herein does not constitute advice and should not be relied upon for any purpose. No
approvals have been given by the Jersey Financial Services Commission in respect of the contents of this Document or
the circulation of any offering document in relation thereto.

The information contained herein is not intended to influence you in making any investment decisions and should not
be considered as advice or a recommendation to invest. This Document is for information only and provision of this
Document does not in itself constitute any kind of service provided by the Manager. Furthermore, this Document
does not purport to describe all of the risks associated with investment or the other matters described herein. Income
from or the price or value of any financial instruments may rise or fall.

Somerston Asset Management Limited is regulated by the Jersey Financial Services Commission.

Past performance is not indicative or a guarantee of future results. No assurance can be made that profits will be
achieved or that substantial losses will not be incurred

Somerston Asset Management Limited
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