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“Innovate or die.”
— Tom Peters
There is extreme danger in the market. The long list of reasons to hedge, insure and transfer
risk are extremely compelling. This era of money printing and uncertainty has created all sorts
of unknowns. This includes the risk of a painful market decline as much as missing a continued
rally.
These dangerous times are opportune for businesses that thrive on hedging activity. The
challenge is finding them. There are businesses that profit from hedging and risk transfer. They
have existed for millennia yet require never ending innovation to be successful.
While news events and reasons to trade have constantly been with us, it is important to
understand who the trading counterparties are and why they are trading.
The investing world can be divided between “price makers” and “price takers.” The takers,
which include bonafide hedgers, are in need of liquidity that comes at a price from the makers.
For example, farmers are takers who hedge and insure their crops for the same reasons they
did thousands of years ago. Uncertainty caused by war, weather, fear, greed, government
intervention or any uncertain event has never gone away. In addition to farmers, portfolio
managers, miners, drillers, merchants, airliners and many more all transfer risk for the same
reasons: to hedge and insure.
The price makers have been harvesting the same “edge,” or demand for risk transfer, forever.
They have been a profitable counterparty to these transactions but only by maintaining the
steep requirements to monetize the edge. The fundamental reasons for the transaction have
not changed but the products and the methods have. The common theme is the need to
transfer risk from one party to another while evolving with the demands of the natural
participants.
Today, hedgers might use VIX and S&P 500 options as insurance; years ago, it may have been
maritime insurance or whale oil options. The products appear new but the fundamental reasons
for the transaction are not.
While the edge has remained similar, the process to monetize this edge is constantly evolving
and difficult to replicate.
The motives behind the first derivatives contracts in Mesopotamia are no different from those
traded on exchanges today. However, imagine if a market-maker on the Chicago Merc
attempted to use a team of scribes and clay tablets as a competitive edge – he would probably
be arrested.

A quick trip down memory lane…

2000 B.C.
The first derivatives trades were between
farmers and merchants. They agreed to terms
carved on clay tablets. These forward contracts
helped counterparties agree to a price before
long trips to deliver the goods. Tablets that did
not break were an edge.

1800s
The Chicago Board of Trade was the central point of
liquidity for the biggest agricultural markets in America.
Farmers shipped crops by boat and train. Privately
negotiated futures contracts usually came with samples
to assure buyers. Speedy transportation was an edge.

1970s -1980s
Options traded on an exchange in open outcry
pits. The liquidity providers were in large part
local market makers. You needed seats on the
exchange and an entire team of runners, market
makers, risk managers and operations personnel
to be successful. Being tall and loud was an edge.

1990s
Banks with teams of thousands of people became
a primary source of liquidity providing. Standards
were set for OTC trading through ISDA
arrangements and credit lines. Having a big balance
sheet and the ability to price complex risk were
an edge.

2000s-Present
Electronic trading, along with a dozen new
exchanges, created a surge of liquidity in the
options market. Bid-offer spreads, reduced
trading costs and electronic access becomes the
norm. Automated systems to continuously price
contracts provides an edge.

Lake Hill is a liquidity provider that monetizes the demand for risk transfer in index, metal,
energy and agricultural options. A decade ago, this required an operating staff of almost 200
people just to trade 20 products. Success in these products required numerous human traders
in each pit, coupled with human clerks, human brokers, and a host of related human decision
makers.
Today, Lake Hill trades the same product mix with a just a handful of humans and powerful
computers. The business requirement of hundreds of humans has been replaced with a few
GPU enabled machines processing 15 teraflops of information on 10,000 cores distributed
across a grid. That is 15 trillion floating point calculations a second. More than enough for our
product mix. Not too long ago this would have required hundreds of servers taking up a whole
warehouse of space. Years from now the requirements will evolve yet again. “Innovate or die.”
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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.

