MIRANTE FUND MANAGEMENT

CONVERTIBLE BONDS:

AN IDEAL ASSET CLASS TO ENTER THE NEXT
ECONOMIC CYCLE
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v In a challenging environment, convertible bonds once again demonstrated their
resilience.

v Today, they offer expected returns that are much higher than conventional bonds.

v A defensive strategy reduces risk in a non-linear way.

v The next economic cycle offers a promising macroeconomic context for convertible
bonds.

v Convertible bonds increase diversification and risk-adjusted returns in any asset
allocation strategy.

A CRISIS OF UNPRECEDENTED SPEED

The spread of the pandemic has transformed the daily lives of a significant part of the world's
population. Step by step, Asia, Europe and the United States have developed a comprehensive policy
response to contain this health crisis. Containment has been imposed to varying degrees in all regions
to protect health systems from overload. With economic activity suddenly halted worldwide, the
impact on financial markets was felt almost immediately. In the United States, over three million
people filed for unemployment insurance during the week of March 21. These figures confirm the
economists’ fears, with many predicting a historic contraction for the global economy that may be an
order of magnitude higher than any previous recession.

Despite loud announcements by policymakers and central bankers, financial asset values continued
to fall sharply in markets, driven by panic and lack of liquidity. It now appears that the semi-
coordinated response of central bankers has helped to stabilize the financial system. The speed of
the fall in equity prices and the increase in credit spreads was out of all proportion to previous




corrections. The correlation between the different asset classes converged very quickly, driven by the
need of some investors to generate liquidity.

DEFENSIVE CONVERTIBLE STRATEGIES DEMONSTRATE THEIR RESILIENCE

In this challenging environment,
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performance of MFM'’s convertible
funds during periods of market
stress, by stretching the period to
August 31, 2018, therefore also capturing the Q4 2018 market drop (see graph above), our two
convertible strategies still outperform equities. The excellent performance of our funds confirms the
usefulness of such investments, which are better able to absorb unpredictable market shocks.

Once again, convertible bonds demonstrate their ability to reduce risk in a non-linear manner despite
active exposure to equities. This characteristic is generated by the convex nature of these
instruments, particularly when the "bond floor" holds up firmly, since the loss on the equity
component of the instrument is strongly mitigated. As a result, convertible bonds remain an ideal
asset class during and after the crisis, as they enable investors to participate in the anticipated
rebound in equities by actively minimizing volatility and, therefore, the drawdowns inherent to these
nervous periods.

Over the current year, one of the main benchmarks for convertible bonds (Global Focus Refinitv index,
ex UBS Thomson Reuters) delivered a performance of -8.01%. The two main factors contributing to
the negative return since the start of the crisis have been the equity component (the value of the
conversion option) and the cheapness component (the difference between the market price and the
theoretical price of the convertible bond). During this crisis, the impact on the cheapness came mainly
from convertible bonds with high credit quality. This means the convertible bonds « universe » is now
attractive in terms of valuation. Investors can take advantage of higher yields and benefit from any
rebound in the equity market. This situation can be compared to 2008. More specifically, some
convertible bonds of high credit quality, with near-zero sensitivity to equities and with short-term




maturities, have recently traded below their bond floor level (the equivalent of the value of an ordinary
bond from the same issuer with an identical maturity and coupon), offering yields far superior to
regular bonds, as well as equity optionality.

All these findings argue for an overweighting of convertible bonds in any asset allocation, especially
during the period of economic instability that we will experience once we emerge from the health

crisis.

OUR CONVERTIBLE STRATEGIES

MFM Mirante Fund Management is a convertible bond specialist who has received several awards for
the quality of its management since 2003. Today MFM offers two investment approaches:

—— MFM Global Convertible Bonds :

A defensive strategy focusing on credit 4
quality to ensure the robustness of the
bond floor when necessary. This strategy
focuses on the credit quality of issuers. This
quality, particularly in the event of a sharp

Total Return

widening of credit spreads, generates

MFM Global Convertible BEonds

resilient bond floors, while sharply reducing

sensitivity to equities, which are inherently

v

more volatile.
Level of Risk

By way of illustration, in March, at the heart of the crisis, the equity exposure of this strategy was
mechanically pushed close to zero.

-~ MFM Convertible Bonds Opportunities:

A more dynamic strategy seeking to benefit from all the characteristics of the convertible universe in
order to optimize its convexity and consequently its Sharpe ratio. The strategy is a dynamic core-
satellites approach. The core has a buy and hold bias. It focuses on liquidity as well as diversification
across both regions and sectors. The core main objective is to mitigate idiosyncratic risks. The
performance is enhanced through satellite boosters while defensive satellites prime target is to
minimize drawdowns. The satellites' target is to generate alpha exploiting, both tactically and
opportunistically convertible bonds specific situations.




PERFORMANCE OF OUR STRATEGIES.

The performance of the MFM Global Convertible Bond Fund (Class EUR, 1) for the current year
through March 31 was -7.82% compared to -8.01% for its investment grade benchmark.

In relative terms, our underweight position in European Industrials helped us, as did our
underweight position in Asia-Ex names in the Communications Services sector. In absolute terms,
Europe was the weakest region, followed by the US. Real estate was the weakest sector, followed
by Industrials, and Technology. However, the Technology sector in the Asia-Ex region benefited
from a strong rebound at the end of March. In this defensive strategy, we prepared ourselves by
prudently managing our risk exposure and increasing our cash position opportunistically to take
advantage of opportunities in this challenging environment.

The performance of MFM Convertible Bonds Opportunities (Class EUR, 1) was -8.14% compared to -
9.02% for its benchmark.

In relative terms, we benefited from our underweight position in European bonds in the Consumer
and Industrials sectors. Also, our underweights in Energy, Health Care, and Communication Services
in the US were positive relative contributors. In absolute terms, the US Technology and
Communications Services sectors were the principal detractors, while the Consumer Discretionary
sector was the main positive contributor. In terms of strategy and portfolio construction, core
portfolios acted as a shock absorber, while our satellite strategies allowed us to take some profits
at the beginning of the crisis while diminishing our risk budgets.




PERFORMANCE COMPARED TO OUR PEERS.

As a specialist in convertible bond investments, we had to demonstrate the robustness of our
investment strategies in this extremely challenging environment. Here is an illustration of the behavior
of our strategies compared to that of our principal international competitors. Both strategies rank
among the best of their respective peer groups.

We present the performances over two periods: (i) December 31, 2019 to March 31, 2020 and (ii)
August 31, 2018 to March 31, 2020.

—~— Performance of MFM Global Convertibles Bonds Fund
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ENTERING A NEW BuUsINESS CYCLE TYPE

Phase one: The short-term outlook depends on the resolution of the health crisis. The peak of the
epidemic has not yet been reached in most parts of the world. The situation remains critical in the
United States with a spectacular number of new cases. The leveling of the number of new cases in
China demonstrates that drastic containment measures can work. This example suggests that the
situation should be brought under control at some point, either through significant improvements in
treatment or through effective containment measures. In terms of investment, the progression of the
virus will remain the main driver of financial market tension in the first phase. Until the peak of the
epidemic is reached, particularly in the United States, volatility will probably remain very high. The
rebound in the relative performance of Chinese equities began when the outbreak began to be
contained in China a few weeks ago. Hopefully, the induced economic slowdown will not last beyond
the first two quarters of this year. This scenario is optimistic; it assumes an effective health response
to control the coronavirus. The situation will be extremely different if the social and economic lock-
down continues, accentuating fears of an acute depression. This is not our base case scenario.
Analysts and investors have largely welcomed signs of economic recovery in the initial epicenter of
the virus - China - and predict a similar response in the second half of the year in the US and Europe.
In addition to its duration, the other gauge of the depth of the induced economic crisis will be the
extent of unemployment. In financial markets, the end of this phase should coincide with
normalization of correlations and a fall in volatility.

v Convertible bonds participate in the upside when markets rebound, but preserve capital
when markets are down. This effect is even more pronounced when the underlying credit
and equity show significant volatility.

v Convertible bonds offer an appealing alternative to a typical rebalancing strategy, for
example selling defensive assets such as sovereign bonds to take advantage of attractive
entry prices on equities. Indeed, if you do not want to significantly increase portfolio risk
by switching directly from sovereign bonds to equities, you should consider reallocating
part of your fixed-income allocation into a convertible strategy. These offer volatility
similar to bonds but with substantial participation in the rise of equities.

The second phase will be the path between the exit from the pandemic to end of the induced
economic crisis. In this period, investors will need to digest the massive recovery plans. It is not
straightforward to predict whether the amounts announced by central bankers and the extensive
government stimulus packages will be enough. However, with governments and central bankers
ready to "do whatever it takes", even if recent numbers are deemed insufficient, the risk of a
prolonged depression has diminished. Currently, the extent of the economic damage is still unknown,
and a V-shaped rebound in stocks seems unlikely. Nevertheless, the stimulus measures should
facilitate a rebound in the real economy and thus induce a rise in equity markets.




v In times of uncertainty, convertible bonds can be an ideal asset class. They offer an
alternative that eliminates the need for binary allocations to either bonds or equities. Also,
the high level of volatility in this phase has a positive mechanical impact on convertible
bonds, as the included option offers more value as the range of possible outcomes
increases.

v Convertible bonds offer an effective way to gain exposure to volatility with high expected
return potential without taking leverage.

The third phase will be the one that heralds the start of a new economic cycle. It is, of course, too
early to anticipate it, but we can try to sketch its main lines. If the previous cycle was monetary, with
global interventionism from central banks, the next should be fiscal. Indeed, the future economic
cycle will be supported by governments. Tax cuts and increased public spending, both announced
and to come, will set the pace for the real economy. Financial markets should benefit from the
strengthening of economic activity, particularly the assets exposed directly to this growth. At the
same time, the critical risk of the next cycle will undoubtedly be related to a rise, controlled or not, in
inflation, which would push up interest rates by impacting assets exposed to duration. Another, more
political risk will be linked to the fact that expansionary fiscal stimuli have historically been painful to
reverse without generating substantial shocks.

v In a low interest rate environment, conventional bonds present an adverse asymmetric risk
with insufficient returns and high duration risk. In contrast, convertible bonds offer low
duration risk with active participation in growth in the event of a moderate rise in interest
rates. Indeed, in a scenario of a modest increase in interest rates, equities have historically
produced positive returns like convertible bonds.

v Convertible bonds add diversification, almost mandatory in a fiscal economic cycle, and
attractive risk-adjusted returns to any asset allocation strategy.




CONCLUSION

We are delighted that convertible bonds have been able to offer investors a reliable product to
navigate through the first quarter of 2020, which has proven challenging for all types of investors.
Moreover, we are also convinced that the next economic cycle should benefit convertible bonds.
Historically, convertible bonds have produced their best returns after painful periods, such as the one
we are currently experiencing. Indeed, valuation differences are generally transitory, as the cheapness
of convertible bonds necessarily converges towards its real value.

By combining an asset class offering attractive valuations with a promising macroeconomic context
for convertible bonds, the time is appropriate to incorporate this asset class in every diversified
asset allocation strategy.

WANT TO LEARN MORE?
We are available during this period of containment,
contact us !

Giuseppe (Joe) Mirante Markus Haefliger
CEO/Founder - Head Convertible Bonds Global Head of Sales
+41 21 808 00 21 +41 44 251 2042

joe@mirante.ch markus.haefliger@mirante.ch

ABOUT MFM MIRANTE FUND MANAGEMENT AND MFM GROUP

MFM Mirante Fund Management has been a recognised specialist in asset management since 2003
and has received several awards for the quality of its management. Two Lipper prizes were awarded
both in 2009 and 2013 in the "convertible bonds" asset class:

- The Lipper prize in 2009 was awarded on the basis of combined performance between 2006
and 2008, one of the most difficult periods for the financial markets.

- The second Lipper prize was won in 2013 for the company’s capacity to generate a constant
performance in variable market environments.

MFM actively manages twelve strategies covering the main assets classes. (convertible bonds, long-
short credit and equity, sustainable fixed-income, multi-assets strategies, global long-only in fixed-
income, equity, real estate and alternative).

We are ideally based in the center of Lausanne and Zurich.

Today, the MFM Group has more than 25 employees who strive to preserve the DNA of a company

established 16 years ago.

Our complete range of services is aimed at both institutional and private clients.
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DISCLAIMER

Past performance must not be considered as an indicator or guarantee of future performance, and the addressees of this document are
fully responsible for any investments they make. No express or implied warranty is given as to future performance.

The Fund is neither directed to, nor intended for distribution or use by, any person or entity who is a citizen or resident or located in any
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. The
latest versions of the prospectus, articles of association, annual and semiannual reports should be consulted prior to any investment
decision. These documents are available on www.fundsquare.net, at FundPartner Solutions (Europe) S.A., 15 Avenue J.F. Kennedy, L-1855
Luxembourg or from the local representative. The information and data presented in this document are not to be considered as an offer
or solicitation to buy, sell or subscribe to any securities or financial instruments. Information, opinions and estimates contained in this
document reflect a judgment at the original date of publication and are subject to change without notice. It has not taken any steps to
ensure that the securities referred in this document are suitable for any particular investor and this document is not to be relied upon in
substitution for the exercise of independent judgment. Tax treatment depends on the individual circumstances of each investor and may
be subject to change in the future. Before making any investment decision, investors are recommended to ascertain if this investment is
suitable for them in light of their financial knowledge and experience, investment goals and financial situation, or to obtain specific advice
from an industry professional. The value and income of the securities or financial instruments mentioned in this document are based on
rates from the customary sources of financial information and may fluctuate. The market value may vary on the basis of economic, financial
or political changes, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer. Moreover,
exchange rates may have a positive or negative effect on the value, the price or the income of the securities or the related investments
mentioned in this document.



