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About Bullion Management Group Inc. (BMG)

BMG wasfounded by President and CEO Nick Barisheff in 1998.

Nick correctly forecagtda favourable environment for precious metals in the 1990s and
beyond, but was unsatisfied with the investment options for individuals interested in buying
physical bullion forinclusion in an investment portfolio.

Nick went on to found BMG BullionFund in 1998, the first ogrd mutual fund trust in
North America that provided investors with a convenient way of holding physical gold, silver
and platinum bullion in theiinvestments accounts, while not compromising any of the
principles of bullion. Since that time, several other bullion offerings have been added to the
BMG product roster.

An authentic bullion investment must provide absolute assurance and completesltity
the title, location, and control of the bullion. BMG accomplishes this through its legal
structure, which was created over-ger period of negotiations with the Ontario Securities
Commission. A closeénd fund could have been established in sinttmg but Nick was
determined to create the best possible vehicle for a bullion investment.

BMG purchases only physical bullion with clear and unencumbered title, which is then vaulted
in strict accordance with the regulations of the London Bullion Makksbciation (LBMA).
There is absolutely no use of certificates, proxies, derivatives, or any paper gold substitutes.

Uncompromising Values in a World of Change

2016 Bullion Management Group Inc. Used with permission. All Rights Reserved.
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Executive Summary

This report studies alternative investments and the impact that these asset classes have had on
Canadian investment portfolios from 1972 to 2015 inclusive.

Since 1982 both stocks and bonds have enjoyed a historic bull run. Thesédnagset
experienced such consistgnowththat theinvestment n d u statusquo ortfolio is a 60%

to 40% split between stocks and bonds respectitiety60/40). Other assets are not seriously
considered outside of stocks and bonds, as most money managers have never experienced
prolonged bear markets in either asset class.

The underlying force behind the bull markets in stocks and bonds over ttiedastiecades has
been decreasing interest rat&eclining interest rates provide three main benefits:

1. Bondinvestors benefit from increasing bond prices

2. Socks benefit from companies that can continually borrow cheaper crecpand
their earnings

3. FAnancial markets benefit by allowing greater borrowing and speculation

Now that most advanced economies have reached the lower limits of interest rate policy, stocks
and bonds face new challenges thaly surprise even seasoned investors. An increasing number
of wealth advisors are starting to look at alternatives to enhance their 60/40 allocations.

While most money managers focus on only two asset classes (stocks andthereaye in fact
five othe asset classes available to investors:

1. Real estate

2. Precious metal
3. Commodities
4. Cash

5. Collectibles

At present, there are monvenienmethods of allocatingommodities or collectibles to a
portfolio in a tangible manner. These asset classes are therefore omitted from this report.
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The following indexesire usedor each asset clagsthis report

Stocksi TSE/TSX

Bondsi Canadan federal governmenid-year Treasuries
Gold 1 Spot price of gold bulliom Canadian dollars (CAD)
REITs 1 NAREIT priced in CAD

Cashi Canadian federal government®nthT-Bills

= =4 4 A4 A

Most diversification reports limit the scope of study ta@ecinstead of asset classk®ney
managers believe they are diversified because they invest in different sectors witrsaustock
bonds. One of he best examplas that of gold mining stockis the place of gold bulliorGold
miners are highly correlated to the stock market thaje on, especially during market
downturns. Investing outside of stocks and bonds provide true diversifida#icause there is
low correlation between asset clasassompared to sectors within an asset class.

Greater diversification combined with rdgr rebalancing provides better returns while lowering
volatility in a typical portfolio.Most wealth advisors believe they need a large allocation to
stocks to provide growthbutthis report will show that even during the great bull run from 1982
to 2015, a lower allocation to stocksd bondsand a subsequent position in alternative asset
classes actually enhanced retunisle decreamg volatility and limiing downside risk.

Investing in alternative assets afmovidesgreater portfolio security due fotectionfrom
systemic risk. An event that is detrimental for one asset class may be beneficial for another asset
class.

Everyone has heard of 06 notWhleuntostinvesiorsddvétwoy our e
baskets (stocks and bonds), more baskets (different asset classes) offer greaterThaesefits.

report will prove beyond any doubt that diversifying outside of stocks and bonds provides greater
portfolio performance while treasing overall security.
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Introduction

The starting point for most investors seeking a balanced approacHablde60/40 portfolio.
Stocks and bonds have beeraioull market for so long (three decades and counting) that most
investment professionals scoff at the idea that these assets will ever fail to deliver.

This great bull marketun has lulled many investors intdadse sense of diversification
Diversifyingwithin an asset class is not the same as diversifyitigdifferent asset class for
obvious reasons.

Overconcentration in an asset class carries concentnagk. If circumstances change, the
environment for an asset class may changectiffg all sectors within the asset class. Declining
interest rates, financial engineering, and industry deregulation have provided a significant
tailwind that allowedboth stocks and bonds flourishfor over30 years. If these factors change,
stocksand/or bonds may experience difficulty.

Prudent wealth management should dictate greater diversification into assets that behave
differently from one another. Ideally, growth assets that move in opposite directions during times
of stress provide the greatalegree of security in a constantly changing world.

Asset class versus sector

It is critical to understand the difference between an asset class and a/seeisset class is a
broad category of similar investmengssector is a specific group of investments within an asset
class. For example, stocks are an asset class, sulifeategories like financials, technology,

and consumer staples are sectors of the stock market.

Gold bullion and gold mining stocks arelassic example that investors routinely substitute for
one anotherThe problem with thiparadigmwill be demonstrated later

This report will study five asset classes:

1. Stockd

2. Bonds

3. Gold

4. Real estat
5. Cash

Tablel belowreflectsthe returns for each asset class used in generating the results for this
report.All figures are converted to and calculated in Canadian dollars (CAD).
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STOCKS

TSE/TSX
INCL DIV
1972 27.4%
1973 0.3%
1974  -25.9%
1975  185%
1976  11.0%
1977 10.7%
1978  29.7%
1979 44.8%
1980  30.1%
1981  -10.2%
1982  5.5%
1983  35.5%
1984  -2.4%
1985  25.1%
1986  9.0%
1987  5.9%
1988  11.1%
1989  21.4%
1990 -14.8%
1991 12.0%
1992 -1.4%
1993 32.5%
1994  -0.2%
1995  14.5%
1996  28.3%
1997  15.0%
1998  -1.6%
1999 31.7%
2000  7.4%
2001 -12.6%
2002 -12.4%
2003 26.7%
2004  14.5%
2005  24.1%
2006  17.3%
2007  9.8%
2008  -33.0%
2009  35.1%
2010  17.6%
2011 -87%
2012 7.2%
2013 13.0%
2014  10.6%
2015  -83%

BONDS GOLD
CDN GOV'T BULLION
10 YEAR IN CAD
1972 81%
1973 2.0%

74 -am
1975 80% .89
1976 23.6%
1977 9.2%

1978 4.1%
1979 -2.8%

1980  21%
1981 -21% 81 -3
o2 asox
1983 9.6% : :
o 169%
1985  26.7% g
1986  17.2%
1987  18%

1988 11.3%
1989 15.1%

1991 25.3% ‘
1992 11.6%
1993 22.1% ~
o
1995  26.3% ‘

199  14.2%
1997  18.5% ) .
1998 12.8% 1998 6.3%
1999 -6.0% 9
o0 1308
2001 6.1%

2002 11.1%
2003 9.1% |
2004 10.3%
2005 13.8% %
o0 a1
2007 34%

2008 2.7% 2008 28.2%
2009 5.5%

2010 12.5%
011 18.1%

2012 5.2%
2013 -6.2% ; ‘
2014 17.5%
2015 3.8% 20 :

REITS
NAREIT
IN CAD

1972 10.4%
1973  -27.8%
1974  -42.0%
1975  37.9%
1976  49.7%
1977 29.7%
1978  6.3%
1979, B.7%
1980  30.9%
1981  88%
1982  35.6%
1983  27.5%
1984  21.7%
1985  12.5%
1986  15.3%
1987 -15.6%
1988  3.3%
1989  -3.4%
1990 -18.5%
1991  35.8%
1992  23.9%
1993  22.3%
1994  8.1%
1995  14.4%
1996  34.0%
1997  27.0%
1998  -14.4%
1999  -10.8%
2000  30.6%
2001 23.0%
2002 1.3%
2003 16.5%
2004  23.3%
2005  2.3%
2006  36.6%
2007  -29.3%
2008  -24.0%
2009  8.4%
2010  21.6%
2011 9.4%
2012 17.6%
2013 13.8%
2014 40.8%
2015 22.7%

CASH

CDN GOV'T
3 MONTH

1982 15.5%
1984  11.6%
1986  9.5%

2014 0.9%

Table 1

Bullion Management Group Inc.

Portfolio Diversification with Alternative Assets

Page5



When these performance numbersdepicted in a table formafigure 1), it becomes apparent
that asset classes have different performance rankings almost every year.

STOCKS g BONDS GOLD REITS CASH

1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

wors [N NN I I N N

Figure 1

It is important to have proper diversification within each asset class. For examplepsiigtks
have exposure to different sectors and different geographical regions. Bonds must have exposure
to different issuers (corporate vs government) and different geographical regions.

Themost important concept when thinking of sectors and asset ciasbassector
diversification, while important, is not a substitution for asset class diversification.

The fabled 60/40

The60/40 has become so commonplde it is generally taken for grantduhtit represents a

diversified pessifveldi onvAstoéaggmay have an 80/ 2
100% stocks. A O6conservatived investor may ha

bonds. But in general, the 60/40 is titeto portfolio for most balanced approaches.

Since 1972 the 60/40 has done a respectable job in terms of risk and return. ideef in
however, that these two assets henpyedan extremely favourable environment since 1982.
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The 60/40

20%
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-20%
1972 1975 1978 1981 1984 1987 1990 1993 1996 1999 2002 2005 2008 2011 2015
Figure 2

As shown in Figure 2ht 60/40 has experienceeightyears of negative returns. The
annualized return from 1972 to 2015 was 9.85%, and had the following annual risk metrics:
standard deviation 11.4%, Spa Ratid 0.83, Sortino Rativ1.12, and a maximum dragown

of -18.7%.

Compared to the stock matkK@nnual standard deviation 17.1%, fpledRatio 0.57, Sortino

Ratio 0.72, and a maximum dradewn of-33.0%), the 60/40 offers a lower volatilépproach
becausdonds are providing some diversification. Using this same logic raises the question of
what further asset class diversification does to portfolio performance.
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Correlation and Diversification

Correlation is measured on a scalelof to 1.0. A measurement of 1.0 means the assets are
perfectly positively correlated and have the exact same volatility at all times. A measurement of
-1.0 means the assets are perfectly negatively correlated ardimapposite directions at all

times.

The more negative the measurement, the greater the negative correlatioegaadter the
diversification.

As illustrated inFigure 3, gold bullion is the most negatively correlated financial asset.
Canadian stockare the most positively correlated asset class.

Correlation Table of Asset Classes
Annual correlations from 1970 to 2015

CDNSTK  USSTK  INTLSTK E/MSTK GOLD CASH CDNBND USBND CDNREIT USREIT CDNSMC USSMC

AR +1.00 | 4055 | +0.59 | +073 | 4008 | +0.01 | 4009 | 032 | +0.56 | +0.41 | +091 [ +0.54 |
BB +055 | +100 | +0.63 | %023 | -0.32 | 4041 | +0.36 | +0.31 | 4010 | +0.56 | 4023 | +0.80 |
R +0.59 | +0.63 | +1.00 | +056 | -0.08 | 40.06 | +0.42 | +0.07 [ +0.24 | +0.31 | +0.53 | +0.47 |
Bl 073 | +023 | +056 | +100 | 009 | 4021 | 4042 | -0.36 [ +052 | 406 | +0.72 | +026 |
] +008 | 032 | 008 | -009 | +100 | 003 | 021 | 010 | 000 [ 025 | 010 | -0.19 |
SRl +001 | 011 | 006 | 4021 | -0.03 | +100 [ 4046 | +0.29 | -030 | +0.04 | -021 | -0.03 |
UL +009 | +0.36 [ 4042 | 4042 | 021 | 406 | +100 | +059 | +037 | +044 | 4016 | +023 |
UL 032 | +031 [/4007 | 036 | 010 | +029 | +059 [ +100 | -0.50 | +0.28 | 0.59 | +0.17 |
Ly +056 | 4010 | +0.24 | +052 | 000 | -030 f +037 | -050 | +100 | +0.53 | +073 | 40,25 |
ULl +041 | +0.56 | +0.31 | 4046 | -0.25 |
CUEIY 001 [74023 | +0.53 | +0.72 | 010 | -0. : :

Gold: Gold Bullion CDN Bonds: 10 Yr CDN Gov't Treasuries CDN Stocks: TSE/TSX CDN Sm Cap: S&P Canada Small Cap E/M Stocks: MSCI Emerging Markets CDN REITS: S&P Canada REIT
Cash: 3 Mos CDN Gov't T-Bills US Bonds: 10 Yr US Gov't Treasuries US Stocks: S&P 500 US Sm Cap: S&P 600 Small Cap Intl Stocks: MSCI EAFE US REITS: FTSE NAREIT

The following asset classes were added after 1970 in the year indicated: US REITS 1972; US Sm Cap 1974; E/M Stocks 1988; CDN Sm Cap 1990; CDN REITS 1997

Less similarity in
MORE DI

Figure 3

To emphasize the differenoécorrelation, the correlations of stocks and gold are charted in
Figures 4 and 5 below.
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Correlation to TSE/TSX (1970-2014)

Correlation to Gold (1970-2014)

0.8

0.6

0.4

0.2

Correlations to Stocks

From 1970-2015, the TSE/TSX has been positively correlated to most investments

US STOCKS S&P 500

E/M STOCKS MSCI E/M

CDN CASH 3 MOS GOVT
US BONDS 10 YR GOVT
US REITS FTSE NAREIT

USSM CAP S&P 600 5/C

USSTOCK  INTL E/M GOLD -0.01 CDN CDN USREITS CDNSM USSM
STOCK  STOCK ’ BONDS REITS CAP CAP
O 2 Conela_rians are of annual returns.
e Gold has offered the same non-correlation as o i i bl i
bonds, but without the liquidity or solvency risk Gold s InCariadian Dollars,
Sources: Thomson One; ndir.com; reit.com; Bullion Management Group Inc.
The following asset classes were added after 1970 in the year indicated: US REITS 1972; US Sm Cap 1974; E/M Stocks 1988; CON Sm Cap 1990; CDN REITS 1997
Figure 4
C lati to Gold
From 1970-2015, gold has been negatively correlated to most investments
+0.1

-0.1 CDN STOCKS TSX/TSE

-0.2

-0.3

CDN INTL E/M us CDN us CDN US CDNSM USSM
CASH STOCKS STOCKS STOCKS BONDS BONDS  REITS REITS CAP CAP

CDN
STOCKS

INTL STOCKS MSCI EAFE ‘

" CDNCASH 3 MOS GOVT |

US BONDS 10 YR GOVT

Correlations are of annual returns. All foreign returns are converted to
and calculated in Canadian Dollars. Gold is in Canadian Dollars.

| USSM CAP S&P 600 S/C

Sources: Thomson One; ndir.com; reit.com; Bullion Management Group Inc.
The following asset classes were added after 1970 in the year indicated: US REITS 1972; US Sm Cap 1974; E/M Stocks 1988; CDN Sm Cap 1990; CDN REITS 1997

Figure5
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Go | d 6-serminegatige correlation is impressive, but of even greater importance is the role
gol d provides during times of stressnakeFi gur e
crash or correction.

Figure6

During any 3-monthperiod of any stock loss greater than 10%, gold on average provided a
return of 19.5%. This negative correlation co
1972 make gold bullion an ideal candidate for diversification.

Gold Mining Stocks vs GoldBullion

Many investors purchase gold mining stocks because they b#iewainerdehave like gold
bullion and will protect investors during a market meltdown. Looking at the numbers for the past
four decades reveals a different pict(fFegure 7)
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