April 30, 2014
“For true success ask yourself these four questions: Why? Why not? Why not me?
Why not now?”
— James Allen
The commodity market is the most important market in the world. Every one of us interacts
with it each day, whether we acknowledge it or not—getting us to work in the morning, at our
jobs throughout the day and again in the evening at the dinner table with our families. The
market is worth hundreds of trillions of dollars, and every single person in the world taps it
multiple times each day. This sounds like a tremendous opportunity.
For centuries, banks were a critical part of the value chain within the commodity markets.
Why? They brokered hedges, lent money for infrastructure, owned physical assets and even
speculated on prices. The banks and the commodity producers (drillers, farmers, miners,
merchants, etc) worked closely together to keep the supply chain running smoothly, but not
anymore… Why not? Here are some recent headlines:
“Barclays Said to Join Commodity Exodus” – NYTimes, April 2014 1
“Mitsubishi UFJ to Withdraw from Commodity Business” – Bloomberg, Feb 2014 2
“Natixis to reduce commodities market business” – Reuters, Feb 2014 3
“Fed to release plan to limit banks’ commodities activities” – Bloomberg, Jan 2014 4
“JPMorgan quits physical commodities business” – CNBC, Jul 2013 5
“BofA-Merrill Lynch shuts European power and gas trading desk” – Reuters, Jan 2014 6
“Deutsche Bank quits commodities, but keeps index funds” – Reuters, Dec 2013 7
“Barclays stops speculative agricultural commodity trading” – Bloomberg, Feb 2013 8
“Morgan Stanley to exit some commodities markets” – Reuters, Jun 2013 9
“UBS said to plan closing oil, base metals, agriculture trading” – Bloomberg, Oct 2012 10
Despite the incredible opportunity for profit, the banks cannot get out of this space fast
enough. Changing regulation and market structure are forcing them to walk away from the
http://dealbook.nytimes.com/2014/04/21/barclays-poised-to-announce-exit-from-commodities/?_php=true&_type=blogs&_r=0
http://www.bloomberg.com/news/2014-02-07/mitsubishi-ufj-securities-to-withdraw-from-commodities-business.html
3 http://www.reuters.com/article/2012/02/23/natixis-commodities-idUSL5E8DN5XX20120223
4 http://www.bloomberg.com/news/2014-01-13/fed-said-to-release-plan-to-limit-banks-commodities-activities.html
5 http://www.cnbc.com/id/100900230
6 http://www.reuters.com/article/2014/01/07/us-boaml-commodities-powergas-idUSBREA060K620140107
7 http://www.reuters.com/article/2013/12/05/us-deutsche-commodities-idUSBRE9B40P820131205
8 http://www.bloomberg.com/news/2013-02-12/barclays-stops-speculative-agricultural-commodity-trading-2-.html
9 http://www.reuters.com/article/2013/06/20/ms-commodities-idUSL5N0EW3LN20130620
10 http://www.businessweek.com/news/2012-10-31/ubs-said-to-plan-closing-oil-base-metals-agriculture-trading
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biggest and most important markets in the world. Pressure from regulators, rising capital
requirements, conflicts of interest, reputational risk and the growth of transparent, exchangetraded products are just a few reasons banks are retreating from commodities.
The Commitment of Traders (COT) reports released by the Commodity Futures Trading
Commission (CFTC) confirm the headlines. 11 The COT reports show the open interest of
futures and options broken down by banks, commercial producers and speculators.
The banks’ percentage of open interest across commodity markets including energy, metals and
agricultural products is near a multi-year low.
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Figure 1: The percentage of total open interest by swap dealers (banks) in the commodity
markets, as reported in the weekly Commitment of Traders (COT) reports published by the
CFTC.

The four biggest players by open interest are collapsing to a smaller portion of the overall
market, even though open interest and volumes are growing. Liquidity providers and other
traders able to warehouse risk successfully are picking up the slack.
11

http://www.cftc.gov/marketreports/commitmentsoftraders/index.htm
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Figure 2: The percentage of total open interest by the top four largest traders by open interest
in the commodity markets, as reported in the weekly Commitment of Traders (COT) reports
published by the CFTC.

We believe the retrenching of the banks from the commodity space presents an incredible
opportunity. Why now? There are few who focus solely on systematic risk transfer at a time
when electronic demand for options and futures trading is only increasing.
With a great deal of uncertainty around the Fed’s next steps and the recent pickup in volatility,
hedging demand is very high. More market participants are hedging electronically on the
exchanges than ever before. Hedge fund and proprietary traders are filling the void that banks
are creating by leaving the industry. This will provide a tailwind to businesses with
infrastructure in place to capitalize on new opportunity.
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Important information regarding the information provided herein.
Not an offer and confidential. This communication is provided for your internal use only. The information contained herein is
proprietary and confidential to Lake Hill Capital Management LLC (“Lake Hill”) and may not be disclosed to third parties or duplicated or
used for any purpose other than the purpose for which it has been provided. Although any of the information provided has been obtained
from sources which Lake Hill believes to be reliable, we do not guarantee its accuracy, and such information may be incomplete or
condensed. The information is subject to change without notice. This communication is for information purposes only and is not intended
as an offer or solicitation with respect to the purchase or sale of any security or of any fund or account Lake Hill manages or offers. Since
we furnish all information as part of a general information service and without regard to your particular circumstances, Lake Hill shall not
be liable for any damages arising out of any inaccuracy in the information.
This document should not be the basis of an investment decision. An Investment decision should be based on your customary
and thorough due diligence procedures, which should include, but not be limited to, a thorough review of all relevant term sheets, offering
documents, strategy descriptions as well as consolation with legal, tax and regulatory experts. Any person subscribing or considering an
investment must be able to bear the risks involved and must meet the suitability requirements of the particular fund (each a “Fund” and,
collectively, “Funds”) or account. Some or all alternative investment programs may not be suitable for certain investors. No assurance can
be given that any Fund or Strategy will meet its investment objectives or avoid losses, including a complete loss. A discussion of some, but
not all, of the risks associated with investing in the Funds or Strategies can be found in the private placement memoranda, subscription
agreement, limited partnership agreement, articles of association or other documents as applicable to the given Fund or Strategy
(collectively the “Offering Documents”), among those risks, which we wish to call to your attention, are the following:
 Future looking statements, Performance Data and Strategy level performance reporting: The information in this
communication is NOT intended to contain or express exposure recommendations, guidelines or limits applicable to a Fund or
Strategy. Investors should understand and consider risks when making an investment decision. This communication is not intended
to aid an investor in evaluating such risks. The terms set forth in the Offering Documents are controlling in all respects should they
conflict with any other term set forth in other marketing materials, and therefore, the Offering Documents must be reviewed carefully
before making an investment and periodically while an investment is maintained. Statements made in this communication include
forward-looking statements. These statements, including those relating to future financial expectations, involve certain risks and
uncertainties that could cause actual results to differ materially from those in the forward-looking statements. Unless otherwise
indicated, Performance Data is presented “net” of Management Fees and other Fund Expenses (i.e. legal, accounting and other
expenses as disclosed in the relevant Fund’s Private Offering Memorandum) and “net” of Performance Fees. Performance Data is
unaudited and subject to revision. Performance Data may be hypothetical, based on simulated or backtested data. Performance
information should not be relied upon as a precise reporting of gross or net performance, but rather merely a general indication of
past performance. Accordingly, the performance is not necessarily indicative of results that the Funds or Strategies may achieve in
the future. If index information is included, it is merely to show the general trend in the markets in the periods indicated and is not
intended to imply that the portfolio was similar to the indices in either composition or element of risk. This communication may
indicate that it contains hypothetical or actual performance of specific strategies employed by Lake Hill, such strategies may comprise
only a portion of any specific Fund’s portfolio, and therefore, the reported strategy level performance may not correspond to the
performance of any Fund for the reported time period.
 Investment Risks: The Funds and Strategies are speculative and involve varying degrees of risk, including substantial degrees of risk
in some cases. The Funds or Strategies may be leveraged and may engage in other speculative investment practices that may
increase the risk of investment loss. Past results of the Funds, Strategies and investment manager are not necessarily indicative of
future performance and performance may be volatile. The use of a single advisor could mean lack of diversification and,
consequently, higher risk. The Funds and Strategies may have varying liquidity provisions and limitations. There is no secondary
market for investors’ interests in any of the Funds or Strategies and none is expected to develop.
 Not Legal, Accounting or Regulatory Advice: This material is not intended to represent the rendering of accounting, tax, legal
or regulatory advice. A change in the facts or circumstances of any transaction could materially affect the accounting, tax, legal or
regulatory treatment for that transaction. The ultimate responsibility for the decision on the appropriate application of accounting,
tax, legal and regulatory treatment rests with the client and his or her accountants, tax and regulatory counsel. Potential Investors
should consult, and must rely on their own professional tax, legal and investment advisors as to matters concerning the Fund or
Strategies. Prospective Investors should inform themselves as to: (1) the legal requirements within their own jurisdictions for the
purchase, holding or disposal of Shares; (2) applicable foreign exchange restrictions; and (3) any income and other taxes which may
apply to their purchase, holding and disposal of Shares or payments in respect of the Shares of the Fund or Strategies.
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