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The Quality of LowRisk Credits
• Quality firms are safer, more profitable, and more conservatively
managed; their bonds historically had higher risk-adjusted returns
• Quality is qualitatively and quantitatively similar to Low-Risk
• Quality variables have been in our factor models since inception

Factor investing is a rules-based and evidence-based style of active investing that has rapidly
gained popularity in recent years. Well-known and proven factors in the academic literature
are Low-Risk (stocks or bonds with lower volatility), Value (securities that are undervalued
vs. fundamentals), Momentum (recent outperformers), and Size (smaller firms). A more
recent addition to the literature is the Quality factor. What constitutes Quality is less well
defined than the other factors, but companies that are safer, more profitable, and more
conservatively managed are generally perceived as high quality.
In this article we describe how we define and apply the Quality factor in our credit factor
models. We show empirical evidence that Quality investing in credit markets is rewarded
with higher long-term returns. Next, we argue and demonstrate that companies that score
well on Quality tend to score well on Low-Risk too. In fact, some of our Low-Risk variables are
called Quality variables by others. We provide empirical evidence that Quality and Low-Risk
portfolios show similar behavior, but also that Quality has added value beyond Low-Risk.
Finally, we describe how we have been using Quality variables in our credit factor strategies
since their inception and how we have gradually expanded their use over the years.
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What is Quality investing?
Although Warren Buffet is known as the ultimate Value investor, a recent study shows that
his superior returns can in fact be explained by investing in stocks that are not only cheaper
(Value factor), but also safer and of higher quality (Low-Risk and Quality factors).1 The
definition of Quality in this study is comprised of over 20 variables, grouped into four themes:


profitability, e.g. gross profits, earnings, cash flow and accruals



growth, e.g. change in gross profits and cash flow



safety, e.g. equity beta, leverage and default risk measures



payout, e.g. equity issuance and debt issuance.

Other academic studies investigated specific Quality variables, such as earnings quality
(measured by accruals), profitability (measured by gross profits) and investments (measured
by asset growth or equity growth).2 Recently, several index providers have launched Quality

quality
merchandise
when it is
marked

equity indices, including S&P, MSCI and FTSE. Although these indices each have their own
set of Quality variables, they all contain profitability measures and risk measures. From these
academic studies and market indices it becomes clear that Quality is a less well-defined
factor, which may encompass various themes. It also becomes clear that
risk/safety/conservatism is often one of the Quality themes. At Robeco, we define highquality firms as firms with high profitability, high earnings quality, and conservative behavior.
One may wonder why a Quality portfolio generates a premium versus the market. After all,
who does not like profitable, cash flow-generating, well-managed companies? Academic
researchers3 investigated two possible explanations: the risk view and the behavioral view.
These studies concluded that a risk-based explanation is unlikely, because a Quality portfolio
has lower volatility than the market and tends to outperform in market downturns.
Therefore, a behavioral explanation is more likely: although investors are willing to pay up
for stocks and bonds of high-quality firms, the market is underpricing these securities versus
low-quality firms. Bouchaud et al. (2016

investors systematically underweight

the information contained in Quality-like signals; they are too focused on other indicators
such as Earnings per Share (EPS), even though the accounting conventions that lead to the
calculation of EPS paint a less reliable picture than the cash flow statement

1

Frazzini, Kabiller & Pedersen (2013) find that after controlling for the Value, Low-Risk and Quality
factors in combination with the use of leverage
insignificant.
2
For accruals on equity markets, see Sloan (1996). For accruals on credit markets, see Crawford, Perotti,
Price & Skousen (2015). For gross profitability, see Novy-Marx (2015). For investments using asset
growth, see Fama & French (2015), or using equity growth, see Pontiff & Woodgate (2008). For an
empirical comparison of various Quality measures see the recent paper by our colleagues Kyosev,
Hanauer, Huij & Lansdorp (2016).
3
Assness, Frazzini & Pedersen (2015) and Bouchaud, Ciliberti, Landier, Simon & Thesmar (2016).

Warren Buffet
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Corporate bond portfolio of Quality firms has superior Sharpe ratio
We evaluate the Quality factor over the period from January 1994 until December 2015 in
the USD Investment Grade and USD High Yield corporate bond markets. In each month we
compute per firm and per Quality theme (profitability, earnings quality, conservativism) a
score and average

Quality score. Then we create five equally

populated corporate bond portfolios based on this score: Q1 contains the 20% bonds of the
highest-quality firms, Q2 contains the next 20%, and so on, until Q5, which contains the
20% bonds of the lowest-quality firms. Note that this does not mean that, for example, Q5
always contains loss-making firms. This will vary over time with the business cycle. Quality is
a relative measure to assess whether a firm is more or less profitable than other firms. We
use a holding period of 12 months. The returns4 and volatilities of each quintile portfolio are
shown in Figure 1.
Figure 1 | Risk-return plot of Quality quintile portfolios for USD Investment Grade and USD High Yield
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Source: Robeco, Barclays, FactSet. Sample period January 1994 December 2015.

We observe that high-quality firms (Q1) have higher returns and lower volatility than lowquality firms (Q5). As a result, the high-quality portfolio has a much higher Sharpe ratio than
the low-quality portfolio: 0.22 vs. -0.01 in Investment Grade and 0.37 vs. -0.01 in High Yield.
Moreover, the five quintile portfolios display a monotonous increase in risk and a nearmonotonous decline in return. This empirical evidence clearly shows that the Quality factor
is useful in a factor investing framework, both in Investment Grade and in High Yield credits.

Quality factor compares well with other factors
Next we compare Quality with other proven factors: Low-Risk, Value, Momentum and Size.
These four factors were previously documented for credit markets.5 Figure 2 shows the
Sharpe ratio of the top quintile portfolio for each factor, constructed

4

We use excess returns over duration-matched Treasuries to remove the interest rate component from
corporate bond returns.
5
See our
white paper
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enhanced factor definitions.6 The charts show that all factors indeed generated higher
Sharpe ratios than the market. It also shows that the Sharpe ratio of the Quality factor is of
similar magnitude as the Sharpe ratio of the other factors.
Figure 2 | Sharpe ratios of the market and top quintile Quality, Low-Risk, Value, Momentum, and Size portfolios for USD
Investment Grade and USD High Yield
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Source: Robeco, Barclays, FactSet. Sample period January 1994 December 2015.

Similarity between Quality and Low-Risk: Comparing characteristics
Above we described that safety is often part of the Quality factor definition, but clearly safety
is also important in defining the Low-Risk factor. For instance, Quality has a preference for
companies with low leverage, but this is also a useful variable to construct a Low-Risk
corporate bond portfolio: firms that use less leverage tend to have lower default risk (as
indicated by a higher credit rating). Leverage has been part of our Low-Risk factor ever since
we started researching it.
Even without using overlapping variables in their definitions, it is intuitively clear that Quality
is similar to Low-Risk. For example, Quality dislikes loss-making firms and it is not hard to
imagine that unprofitable firms are also more risky. Further, Quality favors firms that are
conservatively managed, e.g. firms that prefer redeeming their debts to aggressive
investments. It is clear that debt reduction also reduces default risk.
We find strong empirical evidence for the intuitive similarity between Quality and Low-Risk
when analyzing Quality-characteristics of Low Risk-sorted portfolios in Figure 3: the low-risk
portfolio (Q1) is invested in companies which are more profitable and generate more cash
flows, and the high-risk portfolio (Q5) contains firms which are less profitable and have lower
cash flows.

6

For a fair comparison with the Quality factor, we only use company risk measures and not bond risk
measures - to construct the Low-Risk portfolios. Specifically, we do not take bond maturity into account,
which is a proven and strong part of the Low-Risk factor. Also, for this analysis we have excluded the
Quality variables from our Low-Risk definition. Therefore, the Sharpe ratios of the Low-Risk portfolios are
lower than in our previous papers.

HY
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Figure 3 | Average profitability and cash flows for Low-Risk sorted portfolios for USD Investment Grade and USD High Yield
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Source: Robeco, Barclays, FactSet. Sample period January 1994 December 2015.

Similarity between Quality and Low-Risk: Comparing returns
Next, we provide evidence on the similarity between Quality and Low-Risk by analyzing
returns. We already saw in Figure 1 that the lower the ranking on the Quality factor, the
larger the realized return volatility. Hence, the Quality of a firm is predictive of the future
volatility of its bonds.
To investigate the similarity more formally, we analyze the outperformance versus the
market of the Quality and Low-Risk Q1 portfolios. In Panels A and B of Table 1 we first regress
these outperformances on the market return. We observe that both factors generate
statistically significant alphas. For Quality, the alphas are 0.49% for Investment Grade and
1.83% for High Yield, and for Low-Risk they are 0.44% for Investment Grade and 2.34% for
High Yield. Moreover, Panels A and B show that the outperformances of both factors are
negatively related to the market, because their market beta is negative. For Quality, the beta
is -0.16 for Investment Grade and -0.17 for High Yield. For Low-Risk, the betas are more
strongly negative: -0.26 for Investment Grade and -0.35 for High Yield. So, both Quality and
Low-Risk typically outperform in a bear market and underperform in a bull market.
Finally, in Panel C we provide a direct comparison between the Quality and Low-Risk factors
by regressing their outperformances on each other. We see that the betas are around 0.6
and that they are highly statistically significant. This is more evidence that the Quality and
Low-Risk factors are similar. We stress that the factors are not identical, because the betas
are not equal to 1. Furthermore, the alphas in Panel C are still sizeable: 0.21% for Investment
Grade and 0.55% for High Yield. So, also after controlling for the Low-Risk exposure of
Quality, it generates alpha. We do observe that the t-statistics are lower than the marketalphas of Panels A and B.
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Table 1 | Panel A regresses the outperformance of Quality Q1 on the market; Panel B regresses the outperformance of
Low-Risk Q1 on the market; Panel C regresses the outperformance of Quality Q1 on the outperformance of Low-Risk Q1;
results for USD Investment Grade and USD High Yield

Investment Grade



High Yield




A: Quality =  +  Market
B: Low-Risk =  +  Market
C: Quality =  +  Low-Risk

0.49%
(2.78)

-0.16
(-13.52)

1.83%
(2.78)

-0.17
(-8.92)

0.44%
(2.75)

-0.26
(-24.14)

2.34%
(4.18)

-0.35
(-21.08)

0.21%
(1.52)

0.64
(21.55)

0.55%
(1.00)

0.56
(15.49)

Source: Robeco, Barclays, FactSet. Sample period January 1994
annualized. t-statistics are between parentheses.

December 2015. Alphas are

To conclude, Quality and Low-Risk are both strong factors. We do see that they display similar
behavior. Quality has added value beyond Low-Risk, but this is statistically weaker than the
added value of both factors beyond the credit market risk premium.

Use of Quality and Low-Risk factors in
Because Quality and Low-Risk factors are both quantitatively and qualitatively similar, we
combine them in a single Low-Risk/Quality basket in our factor models. So far, we have
mentioned above, leverage (which fits the safety theme of Quality) has been part of our LowRisk factor since the inception of the factor strategies. In recent years, we have gradually
added more Quality variables to the Low-Risk factor, such as profitability.
All our quantitative multi-factor ranking models contain the combined Low-Risk/Quality
basket. The Robeco Conservative Credits strategy is tilted towards the Low-Risk/Quality factor
and uses the Value, Momentum and Size factors as supporting factors. The Robeco MultiFactor Credits strategy offers balanced exposure to all factors. Both strategies are driven
primarily by quantitative models, with a fundamental overlay on non-quantifiable risks. The
Robeco High Yield Bonds fund, on the other hand, is a predominantly fundamentally
managed portfolio, in which we apply a multi-factor model to public small- and mid-caps. In
all applications the use of Quality variables, next to pure Low-Risk variables, helps to tilt the
portfolios towards safer, more profitable, and more conservatively managed companies.

Conclusions
Quality investing has recently become more popular in academic research and in the asset
management industry, but there is no clear-cut definition of what Quality constitutes. We
observe multiple themes being called Quality: safety, profitability, and conservatism, each
theme being measured with multiple underlying variables.
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What most Quality approaches have in common is an overlap with the Low-Risk factor. We
find empirical evidence of this overlap, as Low-Risk firms tend to be more profitable and
generate more cash flows. Moreover, part of the alpha of the Quality factor is subsumed by
the Low-Risk factor, but not completely removed. Therefore, we see Quality as a natural
extension of pure Low-Risk. In all our quantitative ranking models, we combine Quality with
Low-Risk to tilt the portfolios towards safer, more profitable and more conservatively
managed companies.

Important Information
Robeco Institutional Asset Management B.V., hereafter Robeco, has a license as manager of UCITS and AIFs from the Netherlands Authority for the Financial Markets
in Amsterdam. This statement is intended for professional investors. Therefore, the information set forth herein is not addressed and must not be made available, in
whole or in part, to other parties, such as retail clients. Robeco disclaims all liability arising from uses other than those specified herein. Without further explanation
this presentation cannot be considered complete. It is intended to provide the professional investor with general information on Robeco’s specific capabilities, but does
not constitute a recommendation or an advice to buy or sell certain securities or investment products. All rights relating to the information in this presentation are and
will remain the property of Robeco. No part of this presentation may be reproduced, saved in an automated data file or published in any form or by any means, either
electronically, mechanically, by photocopy, recording or in any other way, without Robeco’s prior written permission. The information contained in this publication is not
intended for users from other countries, such as US citizens and residents, where the offering of foreign financial services is not permitted, or where Robeco’s services are
not available. The prospectus and the Key Investor Information Document for the Robeco Funds can all be obtained free of charge at www.robeco.com.
Investment involves risks. Before investing, please note the initial capital is not guaranteed. The value of the investments may fluctuate. Past performance is no guarantee
of future results. Historical returns are provided for illustrative purposes only. The price of units may go down as well as up and the past performance is not indicative of
future performance.
If the currency in which the past performance is displayed differs from the currency of the country in which you reside, then you should be aware that due to exchange rate
fluctuations the performance shown may increase or decrease if converted into your local currency.

Additional Information for investors with residence or seat in France
Robeco is having the freedom to provide services in France. Robeco France has been approved under registry number 10683 by the French prudential control and resolution
authority (formerly ACP, now the ACPR) as an investment firm since 28 September 2012. Robeco France is only authorized to offer investment advice service to professional
investors.

Additional Information for investors with residence or seat in Germany
This information is solely intended for professional investors or eligible counterparties in the meaning of the German Securities Trading Act.

Additional Information for investors with residence or seat in Italy
This document is considered for use solely by qualified investors and private professional clients (as defined in Article 26 (1) (d) of Consob Regulation No. 16190). If made
available to Distributors and individuals authorized by Distributors to conduct promotion and marketing activity, it may only be used for the purpose for which it was
conceived. Therefore, the information set forth herein is not addressed and must not be made available, in whole or in part, to other parties, such as retail clients. Robeco
disclaims all liability arising from uses other than those specified herein.

Additional Information for investors with residence or seat in Spain
The Spanish branch Robeco Institutional Asset Management BV, Sucursal en España, having its registered office at Paseo de la Castellana 42, 28046 Madrid, is registered
with the Spanish Authority for the Financial Markets (CNMV) in Spain under registry number 24.

Additional Information for investors with residence or seat in Switzerland
This document is distributed in Switzerland by RobecoSAM AG which is authorized by the FINMA as asset manager of collective investment schemes and Swiss
representative of foreign collective investment schemes. RobecoSAM AG has been authorized by the FINMA as Swiss representative of the Fund, and UBS Switzerland
AG, Bahnhofstrasse 45, 8001 Zurich, postal address: Badenerstrasse 574, P.O. Box, CH-8098 Zurich, as Swiss paying agent. The prospectus, the key investor information
documents (KIIDs), the articles of association, the annual and semi-annual reports of the Fund, as well as the list of the purchases and sales which the Fund has undertaken
during the financial year, may be obtained, on simple request and free of charge, at the head office of the Swiss representative RobecoSAM AG, Josefstrasse 218, CH-8005
Zurich. The performance data do not take account of the commissions and costs incurred on the issue and redemption of units. The prices used for the performance figures
of the Luxembourg-based funds are the end-of-month transaction prices net of fees up to 4 August2010. From 4 August 2010, the transaction prices net of fees will be those
of the first business day of the month. Return figures versus the benchmark show the investment management result before management and/or performance fees; the
fund returns are with dividends reinvested and based on net asset values with prices and exchange rates of the valuation moment of the benchmark. Please refer to the
prospectus of the funds for further details. The prospectus is available at the company’s offices or via the www.robeco.ch website. Performance is quoted net of investment
management fees. The ongoing charges mentioned in this publication is the one stated in the fund’s latest annual report at closing date of the last calendar year. The
material and information in this document are provided “as is” and without warranties of any kind, either expressed or implied. RobecoSAM AG and its related, affiliated
and subsidiary companies disclaim all warranties, expressed or implied, including, but not limited to, implied warranties of merchantability and fitness for a particular
purpose. All information contained in this document is distributed with the understanding that the authors, publishers and distributors are not rendering legal, accounting
or other professional advice or opinions on specific facts or matters and accordingly assume no liability whatsoever in connection with its use. In no event shall RobecoSAM
AG and its related, affiliated and subsidiary companies be liable for any direct, indirect, special, incidental or consequential damages arising out of the use of any opinion or
information expressly or implicitly contained in this document.

Additional Information for investors with residence or seat in the United Kingdom
Robeco is subject to limited regulation in the UK by the Financial Conduct Authority. Details about the extent of our regulation by the Financial Conduct Authority are
available from us on request.

Additional Information for investors with residence or seat in Hong Kong
Investment returns not denominated in HKD/USD are exposed to exchange rate fluctuations. Investors should refer to the fund’s Hong Kong prospectus before making any
investment decision. Investors should ensure that they fully understand the risk associated with the fund. Investors should also consider their own investment objective and
risk tolerance level. Any opinions, estimates or forecasts may be changed at any time without prior warning. If in doubt, please seek independent advice. The content of this
document is based upon sources of information believed to be reliable. This fund may use derivatives as part of its investment strategy and such investments are inherently
volatile and this fund could potentially be exposed to additional risk and cost should the market move against it. Investors should note that the investment strategy and
risks inherent to the fund are not typically encountered in traditional equity long only funds. In extreme market conditions, the fund may be faced with theoretically
unlimited losses. This document has not been reviewed by the Securities and Futures Commission. This document has been distributed by Robeco Hong Kong Limited
(‘Robeco’). Robeco is regulated by the Securities and Futures Commission in Hong Kong.

Additional Information for investors with residence or seat in Singapore
This document has not been registered as a prospectus with the Monetary Authority of Singapore. Accordingly, this document and any other document or material in
connection with the offer or sale, or invitation for subscription or purchase, of Shares may not be circulated or distributed, nor may Shares be offered or sold, or be made
the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (i) to an institutional investor under Section
304 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) or (ii) otherwise pursuant to, and in accordance with the conditions of, any other applicable
provision of the SFA.

Additional Information for investors with residence or seat in Shanghai
This material may not be copied or used with the public. This material is prepared by Robeco Investment Management Advisory (Shanghai) Limited Company (Robeco
Shanghai for short) and is only provided to the specific objects under the premise of confidentiality. This material must not be wholly or partially reproduced, distributed,
circulated, disseminated, published or disclosed, in any form and for any purpose, to any third party without prior approval from Robeco Shanghai. The information and/or
analysis contained in this material have been compiled or arrived at from sources believed to be reliable but Robeco Shanghai does not make any representation as to their
accuracy, correctness, usefulness or completeness and does not accept liability for any loss arising from the use hereof or the information and/or analysis contained herein.
Neither Robeco Shanghai or its affiliates, nor any of their directors, officers or employees shall assume any liability or responsibility for any direct or indirect loss or damage
or any other consequence of any person acting or not acting in reliance on the information contained herein. The information in this material may contain projections or
other forward-looking statements regarding future events, targets, management discipline or other expectations which involve assumptions, risks, and uncertainties and
is only as current as of the date indicated. Based on this, there is no assurance that such events will occur, and may be significantly different than that shown here, and we
cannot guarantee that these statistics and the assumptions derived from the statistics will reflect the market conditions that may be encountered or future performances
of Robeco Shanghai. The information in this material is based on current market conditions, which will fluctuate and may be superseded by subsequent market events
or for other reasons. The information contained herein may not reflect the latest information on account of the changes and Robeco Shanghai is not responsible for the
updating of the material or the correction of inaccurate or missing information contained in the material. Robeco Shanghai has not yet been registered as the private fund
manager with the Asset Management Association of China. This material was prepared solely for informational purposes and does not constitute a recommendation,
professional advice, an offer, solicitation or an invitation by or on behalf of Robeco Shanghai to any person to buy or sell any product. This material should not be viewed as
a recommendation to buy or sell any investment products or to adopt any investment strategies. Nothing in this material constitutes investment, legal, accounting or tax
advice, or a representation that any investment or strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation
to you. Robeco Shanghai is a wholly foreign-owned enterprise established in accordance with the PRC laws, which enjoys independent civil rights and civil obligations.
The statements of the shareholders or affiliates in the material shall not be deemed to a promise or guarantee of the shareholders or affiliates of Robeco Shanghai, or be
deemed to any obligations or liabilities imposed to the shareholders or affiliates of Robeco Shanghai.

Additional Information for investors with residence or seat in Australia
This document is distributed in Australia by Robeco Hong Kong Limited (ARBN 156 512 659) (‘Robeco’) which is exempt from the requirement to hold an Australian financial
services license under the Corporations Act 2001 (Cth) pursuant to ASIC Class Order 03/1103. Robeco is regulated by the Securities and Futures Commission under the laws
of Hong Kong and those laws may differ from Australian laws. This document is distributed only to wholesale clients as that term is defined under the Corporations Act 2001
(Cth). This document is not for distribution or dissemination, directly or indirectly, to any other class of persons. It is being supplied to you solely for your information and
may not be reproduced, forwarded to any other person or published, in whole or in part, for any purpose.

Additional Information for investors with residence or seat in the Dubai International Financial Centre (DIFC), United Arab Emirates
Robeco Institutional Asset Management B.V. (Dubai Office), Office 209, Level 2, Gate Village Building 7, Dubai International Financial Centre, Dubai, PO Box 482060, UAE.
Robeco Institutional Asset Management B.V. (Dubai office) is regulated by the Dubai Financial Services Authority (“DFSA”) and only deals with Professional Clients and does
not deal with Retail Clients as defined by the DFSA.

Additional Information for investors with residence or seat in Brazil
The fund may not be offered or sold to the public in Brazil. Accordingly, the fund has not been nor will be registered with the Brazilian Securities Commission - CVM nor have
they been submitted to the foregoing agency for approval. Documents relating to the fund, as well as the information contained therein, may not be supplied to the public
in Brazil, as the offering of the fund is not a public offering of securities in Brazil, nor used in connection with any offer for subscription or sale of securities to the public in
Brazil.

Additional Information for investors with residence or seat in Colombia
This document does not constitute a public offer in the Republic of Colombia. The offer of the fund is addressed to less than one hundred specifically identified investors.
The fund may not be promoted or marketed in Colombia or to Colombian residents, unless such promotion and marketing is made in compliance with Decree 2555 of 2010
and other applicable rules and regulations related to the promotion of foreign funds in Colombia. The distribution of this document and the offering of [Shares] may be
restricted in certain jurisdictions. The information contained in this document is for general guidance only, and it is the responsibility of any person or persons in possession
of this document and wishing to make application for the fund to inform themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction.
Prospective applicants for the fund should inform themselves of any applicable legal requirements, exchange control regulations and applicable taxes in the countries of
their respective citizenship, residence or domicile.

Additional Information for investors with residence or seat in Panama
The distribution of this fund and the offering of Shares may be restricted in certain jurisdictions. The above information is for general guidance only, and it is the
responsibility of any person or persons in possession of the prospectus of the fund and wishing to make application for Shares to inform themselves of, and to observe, all
applicable laws and regulations of any relevant jurisdiction. Prospective applicants for Shares should inform themselves as to legal requirements also applying and any
applicable exchange control regulations and applicable taxes in the countries of their respective citizenship, residence or domicile.
This document does not constitute an offer or solicitation to any person in any jurisdiction in which such offer or solicitation is not authorized or to any person to whom it
would be unlawful to make such offer or solicitation.

Additional Information for investors with residence or seat in Peru
The fund has not been registered before the Superintendencia del Mercado de Valores (SMV) and are being placed by means of a private offer. SMV has not reviewed the
information provided to the investor. This document is only for the exclusive use of institutional investors in Peru and is not for public distribution.

Additional Information for investors with residence or seat in Uruguay
The sale of the fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. The fund must not be offered or sold to the public in Uruguay, except in
circumstances which do not constitute a public offering or distribution under Uruguayan laws and regulations. The fund is not and will not be registered with the Financial
Services Superintendency of the Central Bank of Uruguay. The fund corresponds to investment funds that are not investment funds regulated by Uruguayan law 16,774
dated September 27, 1996, as amended.

