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Overview Fixed Income Investment Process

Macro Environment
(e.g. Trend in Interest Rates, Monetary Policy, Geopolitical Tensions)

Fundamental Trends Valuatio_n in Crec_iit I\_/Iar_kets ez T e
in Credit Markets (e.g. Credit Spreads in Historical in Credit Markets
(e.g. Upgrades vs. Downgrades, Comparison, Total Return
Leverage, Default rates Forecasts) (e.g. New Issue Supply, Fund Flows)
Risk Target Levels:
Do we prefer duration or credit risk?

Company Credit Analysis Security Analysis
(e.g. Balance Sheet and Earnings Analysis, (e.g. Structure, Covenants, Liquidity)
Potential for Event Risks)
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Top-Down Analysis:
Which risks (interest vs. credit) do we currently like?

What we are watching:

What does it tell us with regards to our positioning?

Macro picture:
Economic developments
Monetary policies (US, ECB, Swiss National Bank)
Political and geopolitical developments

Valuations:
Credit spreads and yields at the index level (e.g. Emerging
Markets vs. Developed Markets, across rating segments etc.)
Total return forecasts (carry, spread moves, roll-down)

Corporate Earnings and Fundamentals:
Trend in leverage, interest coverage, bank capital ratios, etc.

Credit Quality Trend:
Downgrades, upgrades, rating migration
Default rates (actual and expected)

Technicals:
Upcoming corporate redemptions
Supply in primary market
Fund flows (hard and local currency, US HY, EU HY)
Street and primary dealers positioning

Interest rate risk:
Is it time to increase / decrease duration of portfolio?
Which part of the interest rate curve is most attractive (short
end vs. medium and long end of the curve)?

Credit risk:
Do we prefer corporate or government bonds?
Within corporates, do we prefer HY or 1G bonds?
Is the timing right to go deeper in the capital structure (senior
vs. subordinated and deeply subordinated bonds)?
How attractive are cyclical sectors, how steep their credit
curve?

Liquidity risk:
Is the compensation for complex bonds (CoCos, corporate
hybrids) adequate?



Financial Review

* Credit metrics and financial ratios
« Balance sheet / debt structure analysis
« Cash flow available for debt servicing

» Working capital and capital
expenditure requirements

» Dependency on and access to
capital markets
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Bottom-Up Analysis(1):
Company Analysis

e Company’s reports and statements
* Public market information

* Financial and specialized press

* Sell-side research

* Rating agency publications

Operating Review

* Business consistency
and revenue stability

» Competitive and market position
* Corporate strategy
* Quality, track-record, continuity,

credibility and incentive structure
of management

Event Risk

* Regulatory risk
* Acquisition or LBO risk
* Pension deficit
* Debt or share buy-back

* Rating event

1 1

Investment Decision

In a sum-of-the-parts exercise, we invest in the companies with the best risk/reward ratio
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Bottom-Up Analysis(2):
Bond Analysis

Analysis at the security level is key to place the issuer’s fundamental credit assessment in a market and portfolio context

Three factors influence future price action in a bond: relative value, specifics, and liquidity

#1: Valuations #2: Specifics #3: Liquidity

Assess a bond value relative to: Ranking and collateral: senior Key emphasis on liquidity;
Issuer’s fundamentals secured / unsecured, subordinated, first Issue size (typically deal sizes greater
Own spread / yield history / second lien than CHF 50mn)
Other securities of the same issuer Sourcing
across the curve and the capital Structure features: make-whole, Multiple market makers
structure poison puts, callable, perpetual, etc. Ability to hedge potential credit-
Comparables related downside risk
CDS Financial covenants: negative pledge,
Secondary market (for new issues) CoC, cross default, merger restriction,
ratings trigger, debt service coverage
ratio, etc.

. 2

Bond Selection

We select the bond that offers the best risk/reward profile and contributes to achieve the overall tactical/strategic positioning of the
portfolio (with respect to the duration, position on the curve, rating allocation etc.)
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Overview CHF Bond Market
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Swiss bond yields on the way to a new all-time low?

Yield of different rating segments and total return of the SBI A-BBB index
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More diversity in terms of issuers and instruments in the Swiss bond market

Share of BBB rated bonds in the index and in Number of hybrid transactions

the primary market
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Source: Bloomberg, SIX (as per end of 2017)
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Lower rated bonds compensate well for credit risk...

One-year global default rates (long-term Credit spreads vs. default rate

averages)
2.5%
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2.21%
25% 2.0%
20%
1.5%
1.27%
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M 1-year default rate M Credit spread

Source: Bloomberg, SIX (as per end of 2017) Source: S&P Global Fixed Income Research



E.GUTZWILLER & CIE

BANQUIERS

Interest rates will only rise gradually (if at all)

Swiss 5yr government bond yield and

forecast
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The ECB committed itself not to raise interest
rates before mid-2020. A cut (or other expansive
measures), however, is increasingly likely.

In the US, the market expects the Fed to cut rates
up to three times in the coming 12 months.
Against this backdrop, the Swiss Franc might
strengthen further and the SNB is more likely to
cut than to hike its policy rate in the coming year,
In our view.

Until recently, economists expect Swiss 5yr
Eidgenossen yields to rise between 0.25% and
0.50% in the coming year. The forward market,
however, reflects little change from current levels.
We expect lower interest rates in the next 12
months and consider a duration between 4-5 years
duration as conservative.
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Overview CHF Bond Market: Summary

Against the backdrop of rallying risk assets and dovish central banks, yields
decreased since the beginning of the year.

In the last decade, lower rated securities and hybrid bonds have become more
common in the Swiss bond market.

As we saw, BBB/BB/hybrids bonds offer a significant premium, with a credit risk
that is still low and manageable.

However, successfully exploiting these opportunities requires a high degree of
diversification and a thorough analysis of every single investment.

Interest rate risk is very moderate and zero short-term interest rates not expected
before 2021/22. At this point, 4-5 years duration can be considered very
conservative.

12
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The EG CHF Bond Fund
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Investment Guidelines

Minimum 2/3 of the portfolio must be invested (in bonds) at any time.
Minimum 80% of the total portfolio must be rated investment grade (BBB-
/Baa3).

Maximum 20% of the total portfolio is allowed to be invested in non-
investment grade securities (i.e. High-Yield bonds), all of which should be
rated BB- or better.

Maximum 20% of the portfolio can be allocated to emerging markets fixed
Income securities.

Maximum 20% of the fund can be invested in hybrid securities, such as
subordinated financial bonds (e.g. AT1 bonds).

Minimum 90% of the portfolio must be in CHF. Any currency risk is fully
hedged.

Fixed income maturities shall be staggered to minimize reinvestment risk.
The weighted average modified duration of the portfolio of individual
securities must not exceed 5 years.

A single fixed income issuer (excluding Schweizerische Eidgenossenschaft)
may not exceed 5% of the total portfolio value (at cost).
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Structure of the EG CHF Bond Fund (as of end of May 2019)

e Average rating: BBB
* Weighted YTM (incl. 16% cash): 1.0%
* Average coupon: 1.5%
* Modified duration: 4.19
» Share of CHF bonds: 100%
»  Average position size: 0.9%
SECTOR ALLOCATION
Other 12% Cash 14%

Pharmaceuticals
3%
Engineering&Con
truction 3%
Chemicals 4%
Building Materials 2%
Healthcare-

Services 2%
Auto Manufacturers

3%
Oil&Gas 5%

Banks 18%

Telecommunications 6%

i Real Estate 13%
Transportation

4% Insurance 6%

RATING ALLOCATION

_ A9
BB 6% BB- 4% Cash 14%

BB+ 5%

AA 0%

A-5%
BBB- 20%

BBB+ 27%

BBB 14%
ASSET ALLOCATION
Perpetuals Cash
14% 13%

HY Bonds
7%

IG Bullet Bonds
57%
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Scenario Analysis (5yr horizon)

Change in interest rates in the next 5 years

Ongoing recovery / rate Inflation
normalisation shock

1.00% 2.00%

i Lackluster economic growth /
Annualized returns deflationary pressure

-0.50%

5.00%

0.00%

Change in spread in
the next 5 years

100% 0.8% 0.5% 0.3%
200% 0.1% -0.1% -0.3%
300% -0.6% -0.8% -1.0%

Credit bubble / rising default rates

As of 31 May 2019; simplified assumptions have been applied, for illustrative
purposes only.
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The EG CHF Bond Fund: Summary

We invest up to 20% in BB-rated and up to 20% in hybrid bonds, which is
increasing the yield significantly while the overall credit risk is still low.

The average target rating of the portfolio (linearly weighted) is BBB, with an
average maturity between 3-5 years. Historically, this has been the best
performing segment of the bond market.

We actively take advantage of the regular downward overshootings in the CHF
bond market (liquidity in individual bonds is strongly influenced by headlines).
Given the (so far) small size of the fund, we are able to generate alpha (we are a
speedboat, not a tanker).

Given the interest rate outlook, we consider a duration of 4.5-5.0 years as
conservative.

We will constantly review economic conditions in Europe and Switzerland, and
if necessary, reduce the interest rate and/or credit risk of the fund.
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Terms EG CHF Bond Fund

Fund Facts

Launch Date

15 January 2019

Fund Manager

E. Gutzwiller & Cie., Banquiers

Fund Advisor Dr. Sergio Andenmatten, CFA, CAIA, ERP, FRM
Fund Size CHF 37mn
Currency CHF
Fund Domicile Switzerland
Fund Legal Structure FCP/QIF
NAV CHF100
Valor 44333702
Benchmark Swiss Bond Index (SBI) A-BBB

Reinvestment fund

Accumulating

Liquidity

Bi-monthly

TER

0.65%
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Appendix: Specialists (1)

 Dr. Sergio Andenmatten (Fund Advisor) joined Gutzwiller in 2015 as a
Senior Portfolio Manager, specialized in fixed income.

From 2008-2011, Dr. Andenmatten was a corporate bond Portfolio Manager
at the Swiss National Bank, overseeing up to USD 1bn.

 From 2012-2015 he was a Senior Credit Analyst at Bank Sarasin, mainly
acting as an advisor to the asset management.

Mr Andenmatten has a PhD from University of Bern, Switzerland, and Study
Center Gerzensee, Switzerland.

e  Dr. Andenmatten is a CFA and CAIA Chartholder as well as a Certified ERP
and a Certified FRM.

« Mr Roland Pimpin (Portfolio Manager) joined Gutzwiller in 2009 as a
member of the management.

»  Before, he was working for different renowned banks and has more than 40
years experience in asset management and investment banking.

19
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Appendix: Specialists (2)

*  Amedeo von Habsburg (Co-Portfolio Manager) joined Gutzwiller in 2017.

e  Prior to Gutzwiller, Mr von Habsburg worked as a management consultant
for McKinsey & Company, where he was a manager in the Brussels office
and for Deloitte, where he started his carreer, in New York.

e He holds an MBA from Columbia Business School and a BSc in
Management from the London School of Economics.
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E. Gutzwiller & Cie, Banquiers
Kaufhausgasse 7

4051 Basel

Suisse

Tel: +41 (0)61 205 21 00
Fax: +41 (0)61 205 21 01
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Contacts

Gutzwiller SA Geneve
Rue de la Confédération 7
1204 Genéve

Suisse

Tel: +41 (0)22 908 03 33
Fax: +41 (0)22 908 03 44

www.gutzwiller.ch

Gutzwiller AG, Zirich
Stadthausquai 1

8001 Zirich

Suisse

Tel: +41 (0)43 497 27 42
Fax: +41 (0)43 497 27 43
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Disclaimer

Nur fr qualifizierte Anleger in der Schweiz

Bitte beachten Sie, dass die Wertenwicklung in der \ergangenheit kein Hinweis auf die zukunftige
Performance ist.

Dieses Dokument enthélt Informationen tber den EG CHF Bond Fund (CHF), dabei handelt es sich um ein
Teilvermogen des Umbrella-Fonds EG EQUITIES & BONDS.

Der Inhalt der Publikation dient ausschliesslich der allgemeinen Information und erhebt keinen Anspruch
darauf vollstandig zu sein. Weiterhin stellt der Inhalt in keiner Weise eine flr die persénlichen Umsténde
der Leser geeignete Empfehlung dar. Die dargestellten Informationen und Meinungen stammen aus
Quellen, die als zuverléssig und aktuell erachtet werden. Jedoch kann keine Garantie fur die Richtigkeit
oder Vollstandigkeit der Angaben tbernommen werden. Es sollten keine Anlageentscheide getroffen
werden, ohne zuvor den Fondsvertrag mit Anhang, das Fact-Sheet sowie den Jahresbericht gelesen zu
haben. Diese Dokumente sind unter www.gutzwiller-funds.com abrufbar.

www.gutzwiller.ch
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