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Recall RAM Capital Management's disciplined investment-process is two pronged. First, identify great companies
demonstrating >15% returns to shareholders over the long term for investment when their stock prices are attractive.
This requires a bottom-up analysis effort but will not be covered in this piece.

This commentary discusses aspects that factor into the second discipline of our investment process that impacts our
portfolio’s risk positioning and encompass Corporate Fundamentals and Market Environment.

1. Corporate Fundamentals:

While showing perennial growth for decades the US economy has been experiencing a secular decline in domestic
growth (see chart below) possibly due to unfavorable demographic trends. Fortunately this has been more than offset
by US companies' expansion in international markets. That said, the combination of the end of QE, which has provided
the impetus for the current recovery, and the spike in the US dollar, which will lessen international profitability, could
leave corporate fundamentals at risk in 2015 and 2016.

Chicago Fed National Activity Index
Three-Month Moving Average with Recession Overlay

Historical Average = 0 I

Mﬂﬁ
W

The linear regression shows the gradual decline in
the historicaverage of this indicator over the
measured period, which starts in January 1967.
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While the market's earnings (the blue line in below chart) has more than recovered from the 2008/2009 financial crisis
low and are now above the level attained in 2007, companies are now struggling to meet analyst’s initial forecasted
earnings (see 2014 and 2015 red lines). Clearly, while companies are reporting a beat of earnings, they are earnings that
have been reduced during the previous two years.
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S&P 500 OPERATING EARNINGS PER SHARE
(consensus analysts’ estimates in dollars, weekly, ratio scale)

Consensus Forecasts

—— Annual
—— 52-Week Forward*

2015 2016
Bpr 9 120.46 135.91
Apr 16 120.37 135.73

Frwd
124.92
125.10

=)
h

I
<]

™
h

2
=]

[— 75

50

2003 | 2004 1 2005 1 2006 ! 2000 ! 2011 U 2012 T 2003 U 2014 T 2015

We believe this is due to the deteriorating post-crisis global recovery rate. For the 2015 forecast that deterioration is
accelerating. While it is clearly a function of the collapse of oil prices reducing oil company profits is not being positively
felt by those companies and consumers for whom it should be a benefit. We believe it could be due to the gradual
reduction in QE by the Fed starting in mid-2013 (see below chart) which is spilling over to the general economy.
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Not surprisingly, given the decline of QE starting in mid-2013 in the above chart, the chart below shows a comparable
decline in the ECRI leading activity rate also starting in mid-2013. Given the price of oil only accelerated in late 2014 we
believe its decline was a symptom of economic activity reduction rather than the other way around. If it were simply the
increase in fracking-oil supply it would have quickly recovered to $100+ per bbl with the decline in rig activity.

Good things happen when the line crosses above the red line; not so below the red line.

ECRI Weekly Leading Index ; Year-over-Year of the Four-Week Moving Average
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With QE growth behind us and interest rates already at zero, the negative leading index could indicate a prolonged
period of flat, or declining, corporate earnings. It should be noted that each decline below zero of the ECRI index
coincided with a severe stock-market correction which has yet to be seen this time.

Why are we concerned about this inability to beat original earnings? If the stock market depended on revenue growth it
would be a severe bear market. The driver of corporate earnings has not be top line growth but profit margins. As this
chart shows since WWII profit margins have averaged around 6%. Only in the past decade have they moved two
standard deviations from this norm.

Corporate Profit Margins
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If this was due to operating leverage it would be understandable but it has not. In fact asset-turns have been declining.
Furthermore it has not be due to cost-of-goods declines as gross margins have also been declining. The profit-margin
gains are coming from below the gross operating margin line. Staff and wage cuts (reducing SG&A expenses), capital
investment postponement (reducing depreciation expenses), declining interest rates (reducing interest expenses), and
tax avoidance strategies (reducing income-tax expenses) have taken the profit margin to a high of 10%. It is hard to
believe US corporations are not approaching a tipping point to the downside for profit margins. Wages are now headline
news and entities are starting to adjust accordingly (Walmart & California). But the internet momentum as a price
disrupter continues and companies should not expect to pass these cost increases on to their customers. This has the
potential to move profit margins back to its mean of 6%.

This decline in profit margins would be catastrophic for the stock market especially for those companies lacking in a
“moat-like” defense of their business model.
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2. Stock Market Environment:

While the annual returns of the US stock market over the last 15 years have been well below the norm, the huge rally
out of the financial crisis low has, in some respects, created a sense of complacent bullishness towards stocks. That sad,
there still remains a core of investors who remain on the sidelines and may represent future buyers to propel the stock
market higher in the future.

Individual investors, who were universally bearish at the market lows during the financial crisis (see red arrow in below
chart), have all but disappeared. If they now become bullish during the next market rally this may prove to be the
tipping point for the market and mark the start of the first significant correction in years.
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This decline in bearish attitude has manifested itself in how investments have been allocated by investors between
bullish and bearish funds. The chart below shows that assets in bullish funds have now far outstripped assets in bearish
funds. The risk is if markets start to decline bull fund liquidations will find no new buyers except at much lower prices.
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This decline in bearishness has emerged in spite of the increased risk of overvaluation for stocks. The Shiller yardstick
below, as good as any, is indicating stock valuations at levels seen only during periods of extreme overvaluation. Only an
outsized increase in earnings or a significant decline in stock prices would return this measure back to historical levels.
Assuming lower profits from increase wages etc. translate to lower earnings per share the risk of a ‘double whammy’ to
stock prices, due to a price-earnings ratio residing at unprecedented levels, becomes real.
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Portfolio Allocation Conclusion:

We believe RAM's great companies continue to execute but we believe the risk of valuation pricing risk is greater to the
downside.

As a result of the negative issues described above and the market’s significant recovery since the crisis lows the return
potential has diminished meaningfully. The below chart is a guide that depicts how price movements and valuations
have impacted potential returns for US stocks. This one yardstick is indicating, even with dividends included, the long
term potential for stocks does not warrant the risk. No return for 10 years, and 20% to 40% on the downside.

10-yr S&P Projections (incl dividends) During Recovery
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The combination of the 3 charts below again shows the history of no-gain/all-pain for stock investor’s long term when
stocks trade at these levels.

What history tells us about the stock market's possible risk and reward over the next 10 yrs at current relative valuations.

Nonfinancial market capitalization /
National nonfi i includi

d foreign
0.45 0.90 1.35 1.80 2.25
What investors
mel L mely
—

2002 = I 2002

1995 " 1995

1989 L 1989

1982 1982

1976 1976

1969 - — 1969

1963 1963

1956 1956

1950 | 1950
5 20% | 20%
j 15% 15%
£ 10% 10%
I 5% 5%
E. T
E 0% 0% \UWM could earn
s per year over the next
a -50/0 -50/0 10 yeasrs:

0% | 1 0%

T 5% 5%
s -15% | -15%
3 -25% | --25%
§ -35% --35%
E What their deepest Loss
8 could be- over the next
% -45% -45% 10 years.

-55% -55%

0.45 0.90 1.35 1.80 2.25

Nonfi ial market
National nenfinancial GVA including estimated foreign revenues

Source htp: //fwww .hussmanfunds. com/wmi/wmc150615.htm




Given the above discussion our analysis leads us to a stock allocation in the range circled in the table below. As always
this data will be continuously analyzed and allocations will be adjusted accordingly using this chart as a disciplined
guideline.

| The RAM "Prudent-Growth" Portfolio Allocation Guide |

Undervalued Portfolio Valuation

RAM believes we are
somewhere in this
area which is typically
the "whipsaw" area of
a bull market.
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Undervalued Portfolio Valuation

As is our style we will take the market evidence as it comes and adjust our investment risk and stocks held accordingly.

* DISCLOSURE
Past performance is not indicative of future results.

A Single Managed Account (SMA)is an actively managed portfolio. There is no guarantee that any investment will |
achieve its objectives, generate positive retums, or avord losses. The SMA will incur a loss as a result of a short posttion if
the price of the short position instrument increases in value between the dafe of the short position sale and the date on

which the SMA purchases an offsetting position. The SMA's losses are potentially unlimited in a short position transaction.

A higher portfolio tumover will result in higher brokerage transactional cosis.

Investors should carefully consider the investment objectives, risks, charges and expenses of an SMA account
offered by RAM Capital Management LLC. Any performance data quoted here represents past performance.
Current and future performance may be lower or higher than that experienced in the past. Investment return and
principal value will fluctuate, so that SMA accounts, when closed, may be worth more or less than their original
cost. Past performance is no guarantee of future results.

The performance shown in all charts and tables for RAM’s Prudent Growth Portfolio is for a single-managed
account (SMA) managed on a fully-discretionary basis by RAM Capital Management LLC (RCM) and that adheres
fully to RCM's Prudent-Growth investment process and portfolio execution. In some cases, due to the modest
size of an account or if client restrictions are placed on the account, the SMA account’s performance may vary.

The past performance for January 1, 1996 to September 30, 2010 is for the RAM Capital L.P fund. The prior
performance is net of transaction expenses and net of management fees. Also prior performance does not include the
effect of the LP's performance fee, which does not apply to SMA accounts. On October 1, 2010 the partnership was
converted to, and its performance was ported to, the RAM Risk-Managed Growth Fund, a mutual fund adhening to the
Investment Companies Act of 1940 and regulated by the SEC. Performance as a mutual fund was net of management
fees (1%) and expenses (0.25%), terms incorporated in the fund's Class | prospectus. Since the fund's inception on
January 1, 1996 the LP and the mutual-fund investment vehicles were managed in the same style, the Prudent-Growth
style, by the same portfolio manager, Mr. Robert Munsie, and by the same advisor, RAM Capital Management LLC.
Effective September 30, 2011 all past net performance for the Prudent-Growth portfolio was adjusted for the SMA
management-fee rate of 1.00%. Since October 1, 2011 performance is based on a representative taxable SMA account
net of the 1.00% management fee. Typically charts and tables depicting performance for less than one year are gross of
management fees. The past performance is not necessarily an indication of how an SMA will perform in the future.

RAM Capital Management LLC does not guarantee the accuracy or completeness of information posted on its website or
within its reports, nor does it assume any liability for any loss that may result from reliance by any person upon any such
information or opinions. Such information and opinions are subject to change without notice and are for general

information only.

The S&P 500 Index is an unmanaged composite of 300 large capitalization companies. This index is widely used by
professional investors as a performance benchmark for large-cap stocks. You cannot invest directly in an index.

The information contained on RCM's website and in RCM's reports may not be published, broadcast, rewritten or
otherwise distributed without prior written consent from RAM Capital Management LLC.



