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Commodities Aren’t Stocks

« Commodities include:
— Qil, gasoline and heating oll
— Grains including corn, wheat and soybeans
— Metals such as copper, silver and gold
— Softs including coffee, sugar and cocoa

— Agriculture including cattle, hogs and lumber
« These are traded by futures contracts, not as stocks or bonds

e The discussion here excludes futures on stock indices,
currencies or bonds
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What is a Futures Contract?

o A futures contract is an agreement to buy or sell a set amount of
a commodity at a specific future date at a price agreed to now,
where:

— The transaction takes place on a futures exchange and is subject to
exchange rules covering the definition of the contract, the trading, how
the trade is cleared and what the margin requirements are.

— Typically prices of futures contracts can rise or fall on any trading day.

— Futures are “marked to market” daily — buyers and sellers settle up each
day based on daily price changes.

— All buyers and sellers must post margin as either cash or liquid
securities like treasury bills.

— “Spot prices” are the price for immediate delivery of a commodity, not
future delivery.

* Institutions and individuals can buy or sell futures contracts —

the rules are different from stocks or bonds.
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S&P GSCI

e The S&P GSCIl is an index of 24 futures contracts traded on major
commodities exchanges.

« The index was originally developed by Goldman Sachs in 1991 and is
now owned and maintained by Standard & Poor’s.

« Commodities are selected based on their importance in the global
economy. The weight assigned to each commodity in the index reflects
the importance of its production in the global economy.

« The index is reviewed annually to keep it up-to-date.

o Itis abenchmark for commodity values and is also the basis of
investment products including Exchange-Traded Funds (ETFs) and
Exchange-Traded Notes (ETNS).

e There are futures contracts based on the S&P GSCI traded on the
Chicago Mercantile Exchange (CME).
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S&P GSCI Total Return

« Anyone investing in futures, including someone investing in the
futures contract on the S&P GSCI, must deposit funds in a
margin account.

o A “fully collateralized” investment means that the margin
deposit equals the total market value of the futures contract.
Normally the deposit is invested in Treasury bills.

 The total return on the S&P GSCI is based on the sum of the
change in the price of the futures contract and the interest
earned on the margin account:

S&P GSCI Total Return =

Price Change in Nearby Contract + Roll Yield + Interest on collateral
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Where the Commodities Return Comes From

 There are three possible sources of returns in commodities:
— Spot prices can rise or fall.
— Investors earn interest on their collateral.
— Futures prices converge to spot prices.

 Depending on market conditions, the futures prices may be higher or
lower than the spot price.

— When the futures price is lower than the cash price and futures prices tend to
increase as the delivery date approaches, the commodity is in “backwardation”
and long investors earn money.

— When the futures price is higher than the cash price and futures prices tend to fall
as the delivery date approaches, the commodity is in “contango” and short
investors earn money.

« If an investor holds a futures position for some period of time, he may
sell the contracts he owns as they approach maturity and buy the next
dated contract. This is called “rolling the position” and the gain or loss
is the “roll yield.”
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Stocks-Bonds Allocation Example

These results represent the hypothetical growth of US$ 1,000 calculated using
60% S&P 500 and 40% 10-year U.S. Treasuries, assuming rebalancing at the start
of each year from 1990 through April 2007.
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Note: The results shown are for informational purposes only and are not results of any actual investment.
See Footnote slide for explanations on terms and calculations.
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Adding Commodities to Stocks and Bonds

These results represent the hypothetical growth of US$ 1,000 calculated using
10% S&P GSCI, 55% S&P 500 and 35% 10-year U.S. Treasuries, assuming
rebalancing at the start of each year from 1990 through April 2007.
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Note: The results shown are for informational purposes only and are not results of any actual investment.
See Footnote slide for explanations on terms and calculations.
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Commodities and Inflation

The chart compares inflation measured by the consumer price
Index excluding food and energy (the “core” rate) to the
S&P GSCI Spot Commodity Price Index.
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Commodities and Oil Prices

While the chart suggests that the S&P GSCI
may be a way to “play” oil price movements,
trading crude oil futures would be more direct.
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12.

Conclusion

e Commodities aren’t the same as stocks and investors need to
understand how futures contracts work.

 There are three sources of return to trading commodities —
Interest on collateral, changes in commodity prices, and the roll
yield.

e Shifting an allocation from stocks and bonds to stocks, bonds
and commodities can reduce volatility, improve diversification
and may increase returns.

« Commodities may appear to offer hedges against inflation or
rising oil prices or surprises in oil or inflation, but there are
probably better ways to meet these needs.
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Footnote

Risk-Return tables on Slides 8 and 9:

* Risk is the standard deviation of monthly returns stated as an
annual rate.

 Return is the compound annual return based on monthly data.
 Time period is January 1990 through April 2007.

e 10-year Treasuries are an index based on monthly data on the
yield of the 10-year constant maturity series sourced from the
Federal Reserve Bank of St. Louis.

STANDARD

13. Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s. &POOR’S



14.

Disclaimers

This presentation is published by Standard & Poor’s, 55 Water Street, New York, NY 10041. Standard & Poor’s (S&P) is a division of The McGraw-
Hill Companies, Inc. Copyright © 2007 by The McGraw-Hill Companies, Inc. All rights reserved. Standard & Poor’s does not undertake to advise of
changes in the information in this document.

Standard & Poor’s (S&P) is a division of The McGraw-Hill Companies, Inc. Standard & Poor’s does not undertake to advise of changes in the
information in this presentation. "Standard & Poor's", "S&P" and "S&P 500" and “S&P GSCI”are trademarks of The McGraw-Hill Companies, Inc.
Other index names are trademarks of respective index providers.

This presentation has been prepared solely for informational purposes based upon information generally available to the public from sources
believed to be reliable. All return numbers shown are based on index or other general market data and do not reflect any actual investment results.
Investment cannot be made directly in any index and investments designed to track the performance of one or more indices have trading costs and
other fees and expenses which typically result in lower performance. Standard & Poor’s makes no representation with respect to the accuracy or
completeness of the presentation, whose content may change without notice. Standard & Poor’s disclaims any and all liability relating to these
materials, and makes no express or implied representations or warranties concerning the statements made in, or omissions from, these materials.
No portion of this presentation may be reproduced in any format or by any means including electronically or mechanically, by photocopying,
recording or by any information storage or retrieval system, or by any other form or manner whatsoever, without the prior written consent of
Standard & Poor’s.

Standard & Poor’s does not guarantee the accuracy and/or completeness of the S&P GSCI, any data included therein, or any data from which it is
based, and Standard & Poor’s shall have no liability for any errors, omissions, or interruptions therein. Standard & Poor’s makes no warranty,
express or implied, as to results to be obtained from the use of the S&P GSCI. Standard & Poor’s makes no express or implied warranties, and
expressly disclaims all warranties of suitability with respect to the S&P GSCI or any data included therein. Without limiting any of the foregoing, in
no event shall Standard & Poor’s have any liability for any special, punitive, indirect, or consequential damages (including lost profits), even if
notified of the possibility of such damages.

Standard & Poor’s does not sponsor, endorse, sell, or promote any investment fund or other vehicle that is offered by third parties and that seeks
to provide an investment return based on the returns of the S&P GSCI. A decision to invest in any such investment fund or other vehicle should not
be made in reliance on any of the statements set forth in this presentation. Prospective investors are advised to make an investment in any such
fund or vehicle only after carefully considering the risks associated with investing in such funds, as detailed in an offering memorandum or similar
document that is prepared by or on behalf of the issuer of the investment fund or vehicle.

Analytic services and products provided by Standard & Poor’s are the result of separate activities designed to preserve the independence and
objectivity of each analytic process. Standard & Poor’s has established policies and procedures to maintain the confidentiality of non-public
information received during each analytic process.
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Thank You
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