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fiThe concept of capital is the fundamental concept of economic a@i@deylthe foremost mental
tool of the conduct of affairs in the market economy. Its correlative is the carfdepbmed

Ludwig Von Mises, 1949

fiThe futureisuk nowabl e, but not wuni maginabl e. 0

Ludwig Lachmann, 1956

fiThe heads of many companies are not skilled in capital allocation...a critical job that they may
have never tackled and that is not easilgt®@ed. To stretch the point, idisif the final step for a
highly talented musician was not to perform at Carnegie Hall, but instead, to be niaaneda@ of
the Federal Reserve. o

Warren Buffett, 1987

fiTechnological revolutions and financial bubbkdee em t o0 go hand in hand. o

The Economist, 2000
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I'tds getti ng h otheytogst?Me baveerung tEedoelliand icadlesl tinze roreglobal
equity markets, albeit we are selectively selling key indices.

We love the Internet, Social Media, Gaming,& s of t war e applications desi
smartphones and tablets. We | ove their creativi
valuations of their stocks. They have entered i

Similarly small capitalised stock ifwbs have seeskyrocketingreturns that are on a par with the
Internet 1.0 bubble of 2000; and key European stock inti@es run far ahead of potential
earnings. Thesareall exhibitingsigns of failure.

However he large US capitalised indices, S&@5and Nasdaq are still in trengb mode but they
tooare in the zone to fail based on letegm profile distribution, albeit we have not witnessed a
trend exhaustion signal as of yet.

What hagropelled so many dhese stocks high&rthe power law ofriternet adoption rates,
corporate debt growth, and credit availability are the fastors that spring to mind

Technological innovation is radicalhanging our economic system. New netwhidrarchiesare
being created. These are intangible in natume thismakes it difficult for markets to price the
value of capital in this new format. We hope to explain what capital is and how it is being
transformed by this new production.

Disruptive financial engineering and freely available excess credit this past decade has convened at
a time of this radical technological change in gemeration.Both factors have arguably never been
felt together on a global scale. It is this which emlknvesting so challenging.

We propose thaitocksare ultimately amplified by too much credit in the system which manifests
itself in financial capital valuations that are too high. The risk in an environment of such nominal
growth is the economic systemmercomes the deldieflation pressure of the pdsyears as credit
continues to the chase the dragon of higher prices in the hope of a reeiMisEan ‘crackip’

boom is always a fear.

Markets are where buyers and sellers simultaneously agreecerbptidisagree on value. There is
subjective value and then there is objective value. Subjectively we object to theseWalues.
believe theimpact of the perpetual money machindnas begun to run its courseWe believe we
are in the zae of failure for many indices We suspect equities globally will experience a 10%
correction over the next 3- 6 months as a minimum guide.

Market Signals

Transcendent Technology

e Bubble Act
e Chasing the Dragon Revisited
e Technol ogi cal OAPP6mosphere

e The Value of Debt
« Capital (Trans)Formation & Allocation
« Capital APPlication Today
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Market Signals

The NYSE market is exhibiting a high valuation, but it is a meaningless observation in isolation. To
determine if values can fall with price correctimg have toobserve thenternalbehaviour of the
market.We observe trendignalsfor anylossof momentumWe are beginning to observe some sell
signals on a Hinde Trend System. Wave alsavithessed some more anecdotal signals.

The NYSE stock market capitalisation to GDP based on flow of funds data shows valuations are at
the upper end historicallpotwithstandinghe 2000 Tech bubble.

US Stock Market Cap to GDP
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Breadth of market participation is falling for now:

S&P 500 vs Advances minus Decliners
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BI D 6Lessbo

Did the auction of fine arts tell us so much more than the price of a piece of drdid it
portend the end of the equity swoon which began with the ugwing from the 2009 lows?

The NYSE st ock tiaudtieneerdffne artsSantighes éng dolectiblehaad
of ferings is appropriately named BI D. But per ha
price action.

Bl D6s stock price has been ex
considered the market vane oftheulveg a |l t hy 6 s s pe
act

hi bi throkegs.ltasn exor ab
n
drive 80pc of stock price i

[
ding temperament .
on. A falter in B

Sot hebyds awvhahave énjoyed a nedeiagpoly in the fine art auction just began the
Autumn auction season in earnest. The season has turned cold already with sales are far below
expectation. Some 25% lower to be precise and with 12 out of 46 pieces unsold astlaeidaitn
alore.

The Week That Was:
Sothebyds BI D 6Lessb

BID US $ I e N50.23 /50.25N 8x2
At 19:21 Vol 859,715  051.76Z H52.30N L 49.938 Val 43.525M

BID US Equity 95) Save As 96 Actions - 9N Edit - 98 Table Candle Chart
[ 05/09/2013 [ 11/07/2013]Last Price faulCandle]d R CICIIOARYS 10| 20( 30INo Lower Chart [ulUsD Jaf

1D 3D 1M [6M YD 1r 5Y Max Daily ¥ Security/Study ¥ Event %

Track Annotate News

Source: Hinde Capital, Bloomberg

On4thNovember2 013 St eve Cohenés |l egendary equity hed:¢
counts of faud. Federal prosecutors imposeckcord fine 0$1.8 billion and banned SAC from

managing client money. Although not found guilty himself, Cohen is being pursued by the SEC in a
civil case for fAfailure to superviseodo which if
again.
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On6"November2 013 Steve Cohen popped down to Christie

art. Coincidence? Some would say he is a 6force
6i mpression6 it would seem of | ate. dRraupi ece cam
(Umarmung)dibyr®ckiekd no Bl Ds. It was BID 61 es
rumoured to be owned by Cohen. Thewwlh c k has turned on itds own. N
me.

Sothebyds stock has ivataylowned by freach laxury entrefraneur st i es i s

Francois Pinault and is thus is not I|isted on t
whil st Sothebyds totalled $5.4bn. However in Q1
a 25% increassin sales. Guaranteed reserve prices and tigher margins from new comers have

sqgqueezed these mar ket players. So one can say t

will almost certainly deepen.

Sothebyds BID 6Lessd

BID US § e 150.27 /50.31T

At 19:26 Vol 865,115  051.76Z H52.30N L 49.938 Ve
BID US Equity 95 Save As 96 Actions ~ 9N Edit - 99 Table Candle Chart
| 11/14/2008 ] 11/07/2013]Last Price |} Candlefud 11) Compare Mov. Avgs [No Lower Chart |fUSD |

1 30 1M 6M YID 1Y 5Y Max [Weekly ¥ « Y Security/Study ™ Event &
Track £ Annotate % News: ©, Zoom

Source: Hinde Capital, Bamberg

Even if the Q3 results come in better than expe
is the target of activist Dan Loeb. He sees a great brand. He recognises that although the firm has
volatile sales and falling commissions he alsessthe 400 mm plus in receivables and the real

estate portfolio that can be monetised. The market knows all this.
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TWTR - A Cheeky Bird Flies
On 7" November2013 TWTR NYSE: A 6Cheekyod Bird flies but

Twitter | POb6s mtohluesky tdrritorysTWHR IPcd atf $45i1@ and touched a
high of $50.09, so far at t he foitysieedaldrsandy pi ng. A
tencentsashare--AND | @VE STILL GOT 100 characters to GC

N
S
. twitter

" —

Gu e s s hewnd!'oCowstesy df IG dndex (spread betting firm) one could speculate on the

market capitalisation or value of TwittergreP O, i n what i s known as the
market in this case. 1 pt represents $100mm change in the market cap. Themtrke 3

September valued the stock at $83bwitter said it would have 547mm shares outstanding on the

IPO day so the price was equivalent to $60 per share. By theebtember the price fell to $25

$27 range or $14bn in value.

TWTR Market Cap (Value 1 pt = $100mm)
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TWTR IPO opened at $45.10. So the IPO buyers got a near double and TWTiRayeea
capitalisatiot o out strip Facebookédés | PO mkt cap, who ha
income.

So an opening price of $45.10 for TWTR that cheeky little microblogger and Wweuttbbile

advertiser values the company3ék est. sales revenue, whilst Facebook trades at 12.2x. Cheeky
indeed.
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To put this into perspective Yahoo! not the darling ofrtfegket is valued at $33bn plus and
generates $1.5 bn in adjusted earnings. TWTR has no earnings but losses and will only grow into
this kind of earnings stream if, and only if it emulates its competitors by the year 2020 plus. A lot
can go wrong in thatrhe. For instance the central banks taking away free money or the market
pricing it for them, forward guidance or no forward guidance.

However if we were the CEO of TWTR we would try to emulate the Google model and become a
venture capitalist, but that peeipposes that they have free cashflow, which they don't and won't
have for many years. But take Google, they have been paying highbigher mutliples for their
investments all bouyed by this elixir of central bank money. At some point a CEO needs to think
best about how to get a return on his capital. Sometimes that involves returning it to your
shareholders.

TWTR 1 A Birdy Flies

TWTIR US $ Lo N46.66 /46.68 6x21

al At 19:19 Vol 93,726,314 045.10N H50.098 L 44.00k Val 4.34B
TWTR US Equity 95 Save As 96 Actions  ~ I Edt - Intraday Chart

MO 11/07/2013 8 11/07/2013 ) 14:30 Trade B 1) Compare
1D 30 1M 6M YID 1Y 5Y Max [Tick ¥ « Y Security/Study ¥ Event
¥ Track # Annotate = News ©. Zoom

15:00 15:30 16:00 16:30 17:00 17:30 18:00
07 Nov 2013

Source: Hinde Capital, Bloomberg
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GOO0GGLE EYED Valuations

We understand the power of numbers. We subscribe to power Egggessive adoption rates. We

see the development in onliadvertising and its relationship with these numbers. Ultimatel
although we |ike to have a sense of 6val ued, s o
that makes a markethe intangible nature of tech capital is really a functiopasitivenetwork

externalities ie how big can their network get thatekicashflow? This is a really tough one to pin

down.

We observe multscaling of power laws to look for instability in markets and hence potéreral
movements, cessations or consolidations. Some indices are exhibiting sitgtalmfity, which
could lead tarend exhaustioand dramatic failure of rising markets.

Thurs 7 Novembempotentiallymarked the day we began a correstphase itkey markets. In
Europe Draghis cut rates but can't recall when asked when it the cutiotoreffect Hmmm, the
man with the bazooka had an off day with his hand on the triggeity indices spiked across the

board to new highs but soon corrected. US GDP i
remote nonsensas to why they have likely peakéat now. As our Variant Perception partners put
it bestin their latest monthlyt hi s i s O06As Good as it Getso.

Internet valuations are not like the Tech bubble days but the rate of acceleration of some of these
companies is nothing short of staggerihgey are well run sophisticated companies in many cases,
but they are enjoying the fruits of our central bankers work. Hot money has been driving prices and
valuations too high too fast. Speculators are record long Nasdaq observing the past decade.

NASDAQ vs COT Traders Speculative Position
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Souce: Hinde Capital, CFTC

Facebook, who airto connect everyone in the world, currently connects a billion and sports a
market capitalisation of $120 bn, and a trailing P/E of 112 to sport its ambition.
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Google Inca mature but insanely dynamic companyatued at $340bn market capitalisation but
with $50 billion in revenue per year it is not a company to scorn easily especially as it owns all our
writings and "images" online.

GOO0GGLE Eyed Price

[1<Go> to Show side panel, 2<Go> to save current settings as default view
GOOG US Equi J) Save As 4 Load 9 Actions - WMLl @ Graphical Financial Analysid
6M YTD 1y 3y 5Y 7Y 10Y Max Weekly ¥ « @& Fields/Securities £3 Options

Track ~ Annotate O, Zoom

P/E & P/FCF=28x Multiples

Source: Hinde Capital, Bloomberg

Sure we envisagengterm winners of welkstablished entrenched (atitist) companies but not
all will still be here in 10 or even 5 yeaf3ne thing about the winners, when they get too big the
state likes to get a share of their pie or meddle in their business. G&dBdady had to fend off
"anti-trust" allegations and its tax affairs have been under intense scrutiny.

ShutterStock Back to Earth

SSTK US $ St N66.43 /66 .64 2x2

all At 21:15 Vol 460,477 0 69.51N H 69.72D L 65 val 30.55M
95 Save As %) Actions - 9N Edit - 99 Tab T CR TR
| 05/09/20130 11/07/2013]Last Price Julcandieful 11) Compare _Mov. Avgs [No Lower Chart fxjusD |

1D 30 1M [6M YD 1Y 5Y Max Daly ¥ « & Security/Study ™ Event ol
4 Track 7 Annotate = News (O, Zoom

'ShuttleCock Coming Back Down To Earth
m

Source: Hinde Capital, Bloomberg
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Shutterstock Inc. the online global market place for commercial digital imagery is up over 240% in
a one year, sporting price to cash flow over 30x and imm@msangible book value of 23x.dt

CAGR is 17% which puts on target for $3bn plus valuatioer&lis no room for error here. If we

put the megdnternet players to ongide ie FB, GOOG, AMZN etc, these digital franchises are
opentoakeg ri sk. The Ohdmeamnsdhasdoopdriers df entryhis applies to
Shutterstock.

Analystexg ct ati ons ar ené6t seyyadeehie bullighsentiment.t 6 s t i me t o

Analyst Price Targets- Net stocks

Source: MStanley, Bloomberg

Investors have placed the most money into stock funds since the technology bubble burst in 2000,
according to investment research TrimTabs. Investors have poured $277 billion intbastedk
mutual funds and exchangeded funds through this year until Oct"25
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