
Kepler Partners LLP is authorised and regulated by the Financial Conduct Authority

      

          keplerpartners.com/liquid-strategies

1

KLS Ionic Relative Value Arbitrage Fund

July 2022

Fund DetailsCommentary
Equity and credit markets generated strong gains in July with investors increasingly

comfortable that slowing economic growth will stem inflationary pressures and

encourage the Fed to raise rates at a slower pace. Even as Fed Chairman Powell

reiterated that another unusually large rate increase of 75bps may be appropriate in

September, and the annualized headline CPI for June reached 9.1% (the highest in

40 years), the market proceeded to rally – the S&P 500 rose by 9.2%, CDX IG

tightened 21bps, and 10-year Treasury yields fell from 3% to 2.65%. The KLS Ionic

Relative Value Arbitrage Fund generated a return of +110bps in July, with gains in

the Convertible and Equity Arbitrage strategies more than offsetting hedge-related

losses within the Credit strategy.

Given the move in both credit spreads and underlying equity prices, the Convertible

Arbitrage strategy was the largest contributor (+102bps) in July. Early in the month

we significantly repositioned exposure to take advantage of the pronounced

weakness seen in June. Aside from limited overlap among issuers, the convertible

space was more attractive relative to high yield or investment grade markets given

higher comparable yields and shorter duration. In addition, change of control

features in convertibles trading well below par offer another potential benefit if the

issuer is acquired. Given this unique combination of factors, cross-over credit

buyers also entered the convertible market in July, and prices recovered quickly.

While our core exposure remains in traditional higher-delta names where gamma

trading is effective, the higher-yielding positions we added have enabled us to

increase yields and potentially benefit from event driven opportunities.

The move in credit spreads negatively impacted our short CDX IG positioning within

the Credit strategy (-59bps). Investors rushed to add macro exposure via these

derivatives in July causing CDX IG to rally almost 20bps, outperforming the cash

credit markets. We expect valuations to normalize, leaving more opportunities to

find individual mispriced securities in the convert space that have lagged this sharp

rebound. While we see real value in the credit space (convertibles in particular), we

remain cautious in the face of Fed tightening, high inflation, and generally weaker

earnings and economic data. Therefore, we did not reduce our short credit

exposure in July, and it remains our primary portfolio hedge given its downside

convexity and alignment with our convertible exposure (we currently have no

portfolio-level equity index hedges). Expecting high inflation to persist, we added

inflation exposure within the Rates Relative Value strategy (+14bps) via a

combination of TIPS and inflation swaps as inflation expectations (and energy

prices) rose into month-end. We believe inflation swaps are the single best way to

play higher inflation / inflation expectations and consider TIPS to be more attractive

than Treasuries. Commentary continued overleaf
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Objective

The KLS Ionic Relative Value Arbitrage Fund seeks to identify and exploit arbitrage opportunities across multiple asset classes, where a relative

pricing or implied volatility discount exists. The Fund focuses on four core arbitrage strategies including Convertible Arbitrage, Equity Arbitrage,

Volatility Arbitrage, and Credit Arbitrage. The combination of these contributes to the Fund having a non-correlated return profile relative to

traditional asset classes. The flexible mandate and investment process enables the Fund to take advantage of the best opportunities, as well as

market dislocations to generate additional alpha. The arbitrage strategies often benefit from increased volatility, while the Fund’s long volatility

exposure is designed to provide some downside protection during significant market selloffs. The fund is actively managed and not managed by

reference to a benchmark.
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The Equity Arbitrage strategy gained +65bps in July, primarily

attributable to merger and corporate structure arbitrage exposure. A

position in the technology sector was the best performer as investors

began to fully appreciate the synergistic benefits of the merger they

announced in June. We continue to focus on opportunities where

strategic players are involved given the funding concerns that have

plagued a number of high-profile LBOs recently. Elsewhere in the

Equity Arbitrage strategy, MLP closed-end fund positions contributed

gains. We continue to favor the energy sector given supply

constraints and sustained high prices for electricity and fuel. Higher

energy costs will also put continued pressure on inflation and worsen

if we only see a shallow recession that does not crimp demand.

The two positions in the Opportunity strategy (+10bps) also benefited

from the strategically driven theme we are focused on in the Equity

Arbitrage strategy. Both positions continue to trade at large discounts

to underlying NAVs, and we expect their management teams to

become more proactive in attempting to address these discounts.

July’s equity rally was defined by rising correlation and declining

volatility (the VIX decreased from 28.71 to 21.33 MoM), which

negatively impacted the Volatility Arbitrage strategy (-8bps). Our

newer exposure to single-name term structure and calendar spreads

mitigated some of these losses. We also added interest rate vol

exposure to the strategy during the month.

We were encouraged by a shift in investor sentiment in July and hope

that the Fed’s credibility has been restored. Nevertheless, we are

wary that the month’s equity gains were in part driven by CTA short-

covering and that the tightening in index credit spreads was

disproportionate. We see real value in the convertible and equity

arbitrage exposure we added and intend for the inflation-oriented

positions we established to provide positive carry and further

diversification for the portfolio. This exposure should generate carry

from decay with limited risk.

KLS Ionic Relative Value Arbitrage Fund July 2022

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC YTD

2022 -1.79% 0.81% 0.13% -1.58% -2.54% -1.79% 0.92% -5.75%

2021 5.93% 5.77% -2.80% -0.32% -0.73% 1.97% -3.35% -1.95% 1.03% 1.76% -0.12% -2.61% 4.13%

2020 0.14% 0.54% 0.20% -0.23% 2.59% 5.65% 9.08%

Performance

*Fund performance is net return of USD F Class. Return figures are since inception on 16th July 2020. All figures as at 29th July 2022. Past performance is not necessarily a

guide to future performance. The value of investments and the income from them may fall as well as rise and you may not get back the amount of your original investment.

Commentary Continued

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC YTD

Convertibles -1.02% -0.15% -0.16% -0.85% -1.46% -0.97% 1.02% -3.73%

Credit 0.65% 0.55% -0.24% 0.64% -0.16% 0.80% -0.59% 1.59%

Equities -1.94% 0.28% 0.99% -1.04% -0.42% -1.17% 0.65% -2.28%

Opportunities -0.11% 0.05% -0.06% -0.09% -0.05% -0.10% 0.10% -0.27%

Volatility Arbitrage 0.45% 0.45% -0.10% 0.16% -0.12% -0.08% -0.08% 0.68%

Total -1.98% 1.17% 0.43% -1.18% -2.21% -1.57% 1.10% -4.01%

Gross Strategy Attribution1

Gross attribution data as at 29th July 2022. Past performance is not necessarily a guide to future performance. The value of investments and the income from them may fall as

well as rise and you may not get back the amount of your original investment.

LONG SHORT NET GROSS

Convertibles 57.5% -24.8% 32.7% 82.3%

Credit 1.5% -1.2% 0.3% 2.7%

Equities 53.5% -31.7% 21.9% 85.2%

Opportunities 2.1% -0.9% 1.2% 3.0%

Volatility Arbitrage 35.1% -35.1% 0.0% 70.2%

Interest Rates 9.7% -2.8% 6.9% 12.5%

Total 159.5% -96.5% 63.0% 256.0%

Monthly Strategy Exposures2
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Top 5 Positions (Long)

Share Classes

NAV PER SHARE ISIN INCEPTION DATE

Class F USD 107.06 IE00BLR66984 16/07/2020

Class F GBP 106.46 IE00BLR66C10 16/07/2020

Class F EUR 104.96 IE00BLR66B03 16/07/2020

Class SIF USD 107.19 IE00BLR66T86 16/07/2020

Class I EUR 102.90 IE00BLR66G57 28/09/2020

Class SI GBP 104.63 IE00BLR66R62 30/10/2020

Class I USD 105.17 IE00BLR66F41 02/11/2020

Class I GBP 95.58 IE00BLR66J88 07/01/2021

Class SIF EUR 83.75 IE00BN6HK169 12/02/2021

Class I CHF 88.77 IE00BLR66H64 05/05/2021

Class SI EUR 87.78 IE00BLR66Q55 07/07/2021

Class SI USD 88.93 IE00BLR66P49 07/07/2021

WEIGHT

US Inflation Indexed Bonds 4.5%

S&P 500 Index 4.0%

iShares USD TIPS 0-5 UCITS ETF 2.5%

Pershing Square Holdings Ltd/F 1.4%

DISH Network Corp 1.2%

Total 13.6%

Top 5 Positions (Net)

WEIGHT

S&P 500 Index 15.5%

EUR Currency 6.6%

Occidental Petroleum Corp 6.3%

Walmart Inc 5.7%

US Inflation Indexed Bonds 4.5%

Total 38.6%

WEIGHT

S&P 500 Index -11.5%

EUR Currency -6.7%

Occidental Petroleum Corp -6.2%

Walmart Inc -5.4%

US Treasury Bonds -3.7%

Total -33.5%

Top 5 Positions (Short)

WEIGHT

North America 47.7%

Rest of the World 15.3%

Total 63.0%

Geography Exposure2
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July 2022

This factsheet is produced by the Investment Manager for marketing purposes only and does not constitute an offer or solicitation to subscribe for

shares in the KLS Ionic Relative Value Arbitrage Fund (the “Fund”). For more information on the risks associated with the Fund, please refer to the

sections entitled Risk Factors in the prospectus. Full details regarding the Fund are set out in the key investor information document (the “KIID”), the

prospectus, the instrument of incorporation and the latest financial statements published for the Fund (the “Fund Documents”). Before any

subscription, you should read the Fund Documents. The information provided in the Fund Documents should not be considered a recommendation to

purchase or sell any particular security. Any securities or sectors referred to in this factsheet must not be taken as an investment recommendation or

indication that investments in the same will be profitable. The price and value of investments can go down as well as up. Income may fluctuate

reflecting changes in market conditions, currency movement and taxation liabilities. Investment in the sub-fund described in this factsheet carries a

substantial degree of risk. You may not get back the original amount invested. An investment in the sub-fund should only be made by persons who

can sustain a loss on their investment. Any such investment should not constitute a substantial portion of an investment portfolio and may not be

appropriate for all investors.

The Fund documents may be obtained by contacting Kepler Partners LLP. If you are uncertain as to the suitability of an investment in this Fund you

should obtain further information and request professional advice before making an investment. The distribution of this factsheet may be restricted by

law. This factsheet may not be issued or used in any jurisdiction except in full compliance with any applicable laws and regulations. Persons to whom

this factsheet is communicated should inform themselves about and observe any such restrictions.

The Fund is not offered or sold to “U.S. Persons” as defined in Regulation S of the U.S. Securities Act of 1933. This factsheet is reserved for

professional clients as defined by the European Directive 2004/39/EC and is not for retail distribution. Any entity responsible for forwarding this

material to other entities takes responsibility for ensuring compliance with applicable financial promotion rules. This factsheet is a confidential

communication solely for the use of the persons to whom it is distributed to by Kepler Partners LLP.

Kepler Partners LLP is regulated by the Financial Conduct Authority in the United Kingdom.

Swiss Disclosure: The representative in Switzerland is FundRock Switzerland SA (formerly ARM Swiss Representatives SA), Route de Cité-Ouest 2,

1196 Gland, Switzerland. The paying agent in Switzerland is Banque Cantonale de Genève, Quai de l’Ile 17, 1204 Geneva, Switzerland. The

Prospectus (and any supplements thereto), the Instruments of Incorporation, KIIDs and annual financial statements can be obtained free of charge

from the representative in Switzerland. With regards to the Shares offered in and from Switzerland, the place of performance is the registered office

of the representative. The place of jurisdiction is at the registered office of the representative or at the registered office or place of residence of the

Shareholders.

KLS Ionic Relative Value Arbitrage Fund

Disclaimer

Notes:

1. The performance shown are gross returns taking into account the reinvestment of all dividends and trading expenses. Such performance does

not include fund-level operating expenses such as administrative, custodial, and professional expenses, nor any management fees or

distribution fees or charges. Such performance information was calculated at the portfolio-level based solely on estimated and unaudited

valuations determined in accordance with Ionic Capital Management LLC's internal valuation methodology. Actual returns of the Fund will differ,

and may differ materially, from the results presented herein due to a variety of reasons, including, but not limited to, the impact of

management fees, operating expenses, sales charges or other costs, fees, and other expenses that may be applicable to an investment in the

Fund as well as the impact of the values for the securities determined by the valuation agents of the Fund, which may be different from the

values assigned by Ionic Capital Management LLC in preparing the information presented.

2. Delta-adjusted net exposure of each sub-strategy of the Fund as a percentage of the Fund's net assets. Such exposures do not include any

expenses or fees, including, but not limited to, any management fees or distribution fees or charges. Such exposure information was calculated

at the portfolio-level based solely on estimated and unaudited valuations determined in accordance with Ionic Capital Management LLC's

internal valuation methodology. All data contained herein is from sources believed to be reliable, but none of the Fund, Ionic Capital

Management LLC nor their respective affiliates assume any responsibility for, or make any representation or warranty, express or implied, as to

the adequacy, accuracy or completeness of any information contained herein or for the omission of any information relating thereto. This

information does not constitute an offer to sell or a solicitation of any offer to buy or sell any securities. Additional information about the Fund

including, but not limited to, the actual historical performance.


