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Fund Information

No. of Bonds/ No. of Issuers 46/27

No. of Stocks 58

Duration of Bond Allocation (OAD) 5yrs

Av. Rating of Bond Allocation BB+

Bonds: Gross Yield to Worst 6.6%

Equity: Gross Dividend Yield 4.6%

Fund: Gross Yield 5.3%

Commentary

The Algebris Financial Income Fund returned +0.50% in October, taking YTD performance to +5.67%.

Financials marginally outperformed in October, but are still lagging year to date with a +3.9% increase for

the MSCI World Financials vs +5.1% for global markets (MSCI World). October was an especially volatile

and difficult month for European financials, ending with banks down -2.8% (SX7P) and Eurozone insurers

down -1.8% (SXIE). The Euro Stoxx 50 index was down over 9% mid-month before recovering to finish

down 3.5%. The 10-year US Treasury traded as low as 1.86% intraday but quickly retreated to finish the

month at 2.33% - not far off where October began. Poor economic data in Europe, sharp drops in energy

prices (WTI was down 12% in the month), and jitters around the end of the most recent Quantitative Easing

program in the US, combined to drive a rally in fixed income with deflationary fears spreading across asset

classes.

Looking briefly at fund performance, top contributors included our positions in Fortress, Santander and

HSBC. The Europe credit book and North American equity book were the key positive contributors. The

hedge book was largely flat as we monetized much of the Eurostoxx put spread near the bottom of the

market (adding to performance), but this was mostly offset by our hedge on the SPX which swung from a

substantial gain intra-month to a moderate loss by month-end.

The month began with the European Central Bank (ECB) announcing details of the covered bond

purchasing plan and an initiative to buy Asset Backed Securities. The impact of this was quickly

overwhelmed as October saw heightened volatility across asset classes with a sharp selloff mid-month

followed by nearly an equally strong rally. In the face of this sharp volatility, the subordinated financials

market performed well. We think this highlights the progress being made in improving bank balance sheets

and the further development of the buyer base for the CoCo market.

We continue to see value in the subordinated financials asset class and expect to see banks issuing more

AT1 instruments on an opportunistic basis as they look to build the required capital buffers. Issuance was

non-existent in October, due to the timing of the Comprehensive Assessment results and earnings, but

should pick up over the next few weeks and into next year. The results of the total loss absorbency capacity

(TLAC) discussion at the G20 meeting in November will be the next data point influencing the amount of

capital banks will issue as regulators hope to end the perceived ‘too big to fail’ problem.

The EBC’s Comprehensive Assessment results were announced on October 26th and identified a total

capital shortfall of ~€25bn across 25 banks. Net of €18.5bn of capital raised in anticipation of the results,

the net findings were a shortfall of just under €10bn across 13 banks. Amongst listed banks, the shortfalls

were most impactful for Banca Monte dei Paschi di Siena, Banca Carige Italia and Banco Comercial

Português. German banks largely came out better than expected, as well as some of the Spanish banks. In

general, the tests validated the strong capital position of the banks in our portfolio.

Fund Terms

Size ($): 215m

Domicile: Ireland

Institutional Share Classes:

I (Accumulating)

Id (Distributing)

Liquidity:                 Daily

Management Fee: 0.9% 

Incentive Fee: None

Bloomberg Ticker: AFIIEUR

ISIN (I EUR Share Class):

IE00BCZNWT08

Fund Objective

The Algebris Financial Income

Fund can invest in the capital

structure of financial

companies globally, in both

equities and fixed income.

The objective of the Fund is to

maximise income and

generate superior risk

adjusted returns over an

investment cycle by investing

in high dividend yielding

stocks and bonds.

Furthermore, the Investment

Manager aims to identify

mispricing opportunities to

generate capital appreciation

of the Fund through

fundamental bottom up

analysis of a company’s

intrinsic value.

The Fund invests in equities

and subordinated debt capital

instruments of financial

institutions globally, including

hybrid capital instruments,

preference shares and

contingent convertible bonds

(CoCos), with fixed and

variable interest rates, which

may be rated investment

grade or below investment

grade.

Investment in the Fund may

be suitable for investors with a

medium to long term

investment horizon.

*Index returns in constant

currency :USD.

Performance Analytics

Return Since Inception 14.9%

Annualised Return 12.1%

Annualised Volatility 6.1%

Sharpe Ratio 1.8

Note: Figures based on net returns for B EUR (Accumulating) class assuming

admin, management and excluding ADL (Anti-Dilution Levy – currently

12.5bps). The actual price at which an investor subscribes or redeems shares

in the fund will vary, depending on the swung price based on the ADL applied

on the day in question. Further information is contained in the Prospectus.

Performance Information (Net) % – B EUR (Accumulating)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year

2013 -1.41 1.48 4.05 2.08 2.32 8.69

2014 0.49 2.89 1.32 -0.28 0.48 0.35 -0.25 1.23 -1.13 0.50 5.67

Please see note above. Figures are available on Bloomberg, daily. Source: HSBC Securities Services (Ireland) Ltd, Algebris Investments (UK) LLP

Contact us

For questions regarding the

Algebris Financial Income Fund

Call: +44 (0)20 7851 1740

Email: algebrisIR@algebris.com

Visit: www.algebris.com

.Source: Bloomberg LP, Algebris Investments (UK) LLP



Commentary

Turning to Japan, where the Portfolio continues to have a moderate long position, much has been made and will be written on the

surprising increase in Japan’s QE programme, making it harder to separate noise from signal. To us, this much is clear: the BOJ has

made it clear that it is by no means complacent or finished with its project of forcing savers out of cash and into risky assets. Importantly,

the Bank has also further moved up the ‘non-traditional’ method curve by tripling its direct purchases of domestic equities. In and of itself,

the amount is neither big, nor particularly relevant at just under US$27bn of ETF purchases in a market that turns over US$30bn a day

and has an US$4.4trn market cap. However, in a very well-orchestrated surprise move, the Government’s Pension Fund (GPIF)

announced a meaningful increase in the domestic and foreign equity holding targets, paid for by lowering JGB holdings. Morgan Stanley

estimates that this would result in further purchases of approx. US$129bn of domestic equities, if all public pension funds follow the

GPIF.

Added together, the above will likely give even the most cynical commentators some food for thought. But to us, this is not the full story.

If the BOJ is successful in impressing an inflationary mind-set upon Japan’s population, the prospect of 2% guaranteed real losses per

annum (as opposed to small gains until very recently) is likely to energise both Japan’s cash rich households ($15trn in assets, 53% in

cash), and also the corporates. A 20% shift in Japanese households’ cash assets into equities would be equivalent to 68% of the market

cap that the GPIF and BOJ do not already own. This would be by no means unprecedented in an international context. We believe

reflation is very much alive in Japan and banks, brokers, and life insurance companies will benefit, which the fund is positioned for.
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About Algebris

Algebris Investments (UK) LLP is an investment manager specialising in the global financial sector. Algebris invests across the capital structures of financial institutions, in

both credit and equity, on behalf of long only and hedged strategies. Algebris has a team of 10 investment professionals and manages ~$2bn, split between credit and

equity investments (data as of 31 October 2014). With offices in London, Singapore, Boston and Milan*, it is registered with the SEC, MAS and the FCA.

Affiliated to The Children’s Investment Fund Management (UK) LLP.

*Milan office opening in Q1 2015

Contact Us

London

Algebris Investments

7 Clifford Street

London  W1S 2FT

Tel:  +44 (0)20 7851 1740

Email: algebrisIR@algebris.com

Visit:   www.algebris.com

Singapore

Algebris Investments (Asia)

Pte. Ltd 20 Cecil Street

#05-07 Equity Plaza

Singapore 049705

Boston

Algebris Investments US (Inc)

581 Boylston Street

Suite #321

Boston MA 02116

Bonds – Exposure by Country Equities – Exposure by Region

Allocation may not add up to 100% due to rounding.

Source: Algebris Investments (UK) LLP
Allocation may not add up to 100% due to rounding.

Source: Algebris Investments (UK) LLP

Source: Algebris Investments (UK) LLP

Top 5 Equity Holdings

Rank Issuer name

1 Sumitomo Mitsui

2 Blackstone Mortgage Trust

3 Mitsubishi UFG

4 Blackstone Group

5 Zurich Financial Services 

Top 5 Bond Holdings

Rank Issuer name

1 Credit Suisse 

2 Banco Santander

3 Lloyds

4 BBVA

5 Barclays

Portfolio Composition (Asset Allocation)

Allocation

Equities 59%

Bonds 39%

Hedges (delta) -14%

Cash 1.2%

Source: Algebris Investments (UK) LLP

Allocation may not add up to 100% due to rounding.

Source: Algebris Investments (UK) LLP

mailto:algebrisIR@algebris.com
http://www.algebris.com/
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Private & Confidential

This document has been prepared and is provided by Algebris Investments (UK) LLP who is the Investment Manager to the Algebris Financials Income Fund. All figures, unless stated
otherwise, are as at the last business day of the relevant month showing above. Some of the figures shown in the tables are estimates, provided by Algebris Investments (UK) LLP. This
document does not constitute or form part of any offer to issue or sell, or any solicitation of an offer to subscribe or purchase any investment nor shall it or the fact of its distribution form the
basis of, or be relied on, in connection with, any contract therefore. No representation, warranty or undertaking, express or implied, is given as to the accuracy or completeness of the
information or opinions contained in this document by any of Algebris Investments (UK) LLP, its partners or employees and no liability is accepted by such persons for the accuracy or
completeness of any such information or opinions. The information included herein and other materials provided to you are intended only for discussion purposes. This information is not
intended to provide, and should not be relied upon for, accounting, legal or tax advice or investment recommendations. You should consult your tax, legal, accounting or other advisors about
the issues discussed herein. A potential investor expressing an interest to invest in the transaction will be provided with an offering memorandum and subscription agreement (together, the
“Fund Documents”) for the investment and an opportunity to review the documentation relating to the investment. Prospective investors must review the Fund Documents, including the risk
factors, before making a decision to invest and should rely only on the information contained in the Fund Documents in making their investment decision. This document is being issued by
Algebris Investments (UK) LLP and is for private circulation only. Distribution of this information to any person other than the person to whom this information was originally delivered and to
such person’s advisors is unauthorised and any reproduction of these materials, in whole or in part, or the divulgence of any of their contents, without the prior consent of Algebris
Investments (UK) LLP in each such instance is prohibited. Notwithstanding anything to the contrary herein, each shareholder (and each employee, representative, or other agent of such
shareholder) may disclose to any and all persons, without limitation of any kind, the tax treatment and tax structure of (i) Algebris Investments (UK) LLP and (ii) any of its transactions, and all
materials of any kind (including opinions or other tax analyses) that are provided to the shareholder relating to such tax treatment and tax structure. This document is being communicated by
Algebris Investments (UK) LLP only to persons to whom it may lawfully be issued under The Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 including persons
who are authorised under the Financial Services and Markets Act 2000 of the United Kingdom (the “Act”), certain persons having professional experience in matters relating to investments,
high net worth companies, high net worth unincorporated associations and partnerships, trustees of high value trusts and persons who qualify as certified sophisticated investors. This
document is exempt from the prohibition in Section 21 of the Act on the communication by persons not authorised under the Act of invitations or inducements to engage in investment activity
on the ground that it is being issued only to such types of person. Investing in financial markets and securities involves risk. Past performance is not a guarantee of future results. Investment
losses may occur from time to time and investors could lose some or all of their investment. The strategy employed may result in the NAV exhibiting a high level of volatility and so is suitable
for professional investors only. Algebris Investments (UK) LLP. 7 Clifford Street, London, W1S 2FT, UK.


