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Fund Information

No. of Bonds/ No. of Issuers 41/ 20

No. of Stocks 31

Duration of Bond Allocation 3.4 yrs

Av. Rating of Bond Allocation BB+

Bonds: Yield to Worst (gross) 6.0%

Equity: Dividend Yield (gross) 5.2%

Fund: Yield (gross) 5.7%

Commentary

• The Fund returned -1.72% in September 2016. Top contributors to performance were an equity index hedge and

Natixis. Detractors to performance included Intesa Sanpaolo and Unione di Banche Italiane

• September proved to be a relatively quiet month in equity markets, with most indices tightly range bound around the

zero mark. MSCI World was up 30bps, with SPX down marginally and Europe down 80bps. Financials, however,

underperformed by posting losses of 2-6pc across the key geographies, with losses led by Japan and the European

banks. Financial credit was also slightly weaker on the month, with most of the spread widening attributed to

Deutsche Bank’s well publicized potential fine by the US Department of Justice

• The European bank sector’s recovery since Brexit was disrupted in September by the announcement that the US

Department of Justice was seeking USD 14bn from Deutsche Bank to settle mortgage claims from the financial crisis.

With the proposed settlement close to 100% of Deutsche’s market cap, the stock quickly crumbled, dragging down

the rest of the sector. While some commentators predictably touted this as the Lehman event for Europe, we would

argue that Deutsche Bank is not going to fail for liquidity reasons, with over Eur 210 bn of liquidity on its balance

sheet and with central bank lines open. Without question, Deutsche needs to sort out both their legacy issues and

their business model which is not suited to the new regulatory environment - and there would appear to be almost no

good news for equity shareholders - but we think the German taxpayer, depositors and even bond holders will not be

sacrificed. Sources from the DOJ have since partially backtracked, saying that final settlements were normally a

fraction of the initial demand. The read-across for other European banks is generally limited to a small sub-set of

former investment banks (the largest contender outside Deutsche being RBS). We are not long the equity of this

small cohort

• Italy was also once again in the spotlight, with the much awaited announcement of December 4th as the date for the

referendum on the constitutional reform. Banca Monte dei Paschi di Siena appointed a new CEO and is considering a

voluntary debt-to-equity exchange to reduce the quantum of the previously announced €5bn equity sale. We continue

to monitor this situation closely, and see limited implications for the rest of the sector overall. On a positive note, the

Bank of Italy announced its decision to unwind the front-loading of the Capital Conservation Buffer (2.5%), alligning

Italian banks' CET1 requirements to their Eurozone peers from 2017, and creating a further 125bps buffer to MDA in

the 2017 SREP. We think this will have a positive impact on the perception of risk around coupons, benefiting mainly

UniCredit within the AT1 issuers

• In the credit space, the primary market was soft this month, with only one issuance in the European bank AT1 space

by Société Générale. The new bond, issued in USD with 5 years to the first call, carries a coupon of 7.375% and a

backend spread of 6.238%, which compares reasonably well with the stock of existing Socgen AT1s. This is their 6th

AT1 issue overall, the 5th transaction in USD, and could well be their last until they need to replace existing bonds

beginning late 2018. There was another deal from the Korean bank Woori, it was structured as a USD perpetual with

a 5 year fixed coupon of just 4.5% and a reset spread of 3.31%. While this particular deal was not appealing it does

highlight the continued growth in the global market for AT1s

• In the US, we have been waiting for years for some light at the end of the tunnel on regulatory reform. Since the

crisis, goal posts have been moved continually in favour of the taxpayers, depositors, and creditors at the expense of

shareholders. Given the extent of the under-capitalization of the banking system prior to 2008 – and the massive

bailouts required to fix the problem under duress – it is perhaps understandable that it has taken the better part of a

decade to get to the point where regulators feel they have done enough. We are almost there.

Fund Terms

Size (€): 157m

Domicile: Ireland

Share Classes:

R (Accumulating)

Rd (Distributing)

Liquidity:                 Daily

Management Fee: 1.80% 

Incentive Fee: None

Bloomberg Ticker:

AFIREUR ID / AFCIRDE ID

ISIN (R/Rd EUR Share 

Classes):

IE00BCZQ7T48 /

IE00BCZNX202

Data as of 30.09.2016

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.

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 15.7%

Annualised Return 4.8%

Annualised Volatility 11.0%

Sharpe Ratio 0.5

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

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

12.5bps). This Share Class is used as it provides the longest track record. The

returns of the R or Rd EUR Share Classes may differ from the B EUR

(Accumulating) Share Class. 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 1.58 -0.66 6.63

2015 0.82 4.48 1.91 1.08 1.14 -1.89 1.55 -3.27 -4.31 3.09 1.05 -2.40 2.92

2016 -6.76 -2.81 3.07 3.02 1.92 -8.00 5.88 3.29 -1.72 -3.02

Note: Figures are available on Bloomberg, daily. The B EUR (Accumulating) Share Class is used as it provides the longest track record. The returns of the R or

Rd EUR Share Classes may differ from the B EUR (Accumulating) Share Class. The B EUR (Accumulating) Share Class charges a 0.50% management fee.

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

Note: Fund gross yield reflects current yield for the bonds and dividend yield for

the equities in the portfolio.



Commentary - continued

• The key remaining question is how to incorporate GSIB buffers into large bank capital requirements on a stressed and ongoing basis. After 18 months

of waiting, we finally have some semblance of an answer to this question following an important speech by Fed Governor Tarullo in September.

Essentially, the banks with GSIB buffers will need to hold capital in excess of 4.5% + their GSIB buffer + their stress capital buffer (SCB), the latter of

which is the net drawdown of capital from the CCAR test. Contrary to fears, the Fed appears to have concluded that banks should be allowed to

include mitigating factors such as no RWA inflation and reduced capital distribution over the stress period. The net result of all this is bank capital

requirements are broadly unchanged and every bank stock in our long book continues to have large amounts of excess capital.

• While details are still sparse, and key questions remain (how will the leverage ratio be incorporated, will the Fed reverse engineer SCBs higher, etc),

the light in the tunnel is getting brighter. As 2018 comes into view, payout ratios approaching 100% should be achievable even for the most crisis-

scarred among them, including Bank of America and Citigroup. On current market caps, that puts them on well into double-digit forward payout yields.

With both trading at substantial discounts to tangible book, we think capital return will have the dual benefit of supporting market price and turbo-

charging growth of tangible book value per share

• Finally, a brief comment on the broader macro backdrop. We believe we are in the early stages of a potentially profound regime shift away from a

unilateral focus on lower rates and weaker currencies. The benefits to economic growth of NIRP have been modest and the costs – to pension funds,

savers, banks, and insurance companies – have been significant. In its place will be a greater focus on supporting credit markets (TLTRO2, TFS),

ensuring some steepness to the yield curve (BOJ) and quite possibly a resurgence of fiscal stimulus such as we have already seen in countries like

Japan and Canada. While this transition will not take place overnight, it has critical implications for asset allocation going forward. In our opinion the

case for owning core fixed income assets without additional central bank purchases at continually lower yields removes the potential for further capital

appreciation and the carry aspect of returns looks very unappealing with negative real returns in core fixed income markets. The end of the “lower

forever” interest rate era could well lead to the beginning of substantial outperformance of financials versus the broader market

• Note that in the 7 years to September 2016 (essentially, the post crisis period), the global financial sector has underperformed the MSCI World by

46%. This has coincided with a massive flattening of the yield curve and a huge recapitalization of bank balance sheets across the US and Europe.

With the sector now sitting on significant excess capital, a long runway for credit normalization, and interest rates potentially in the process of

bottoming out, we see a strong case for sustained absolute and relative outperformance of Financials over the next several years
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Equities – Exposure by Region

Exposure includes long equity holdings. Source: Algebris Investments (UK) LLP

Source: Algebris Investments (UK) LLP Source: Algebris Investments (UK) LLP

Exposure is calculated on a delta adjusted basis for option

positions and on a full notional basis for all other instruments.

Source: Algebris Investments (UK) LLP

Bonds – Exposure by Country

About Algebris

Algebris Investments (UK) LLP is an investment manager specialised in the global financial sector. The firm has traditionally invested in the capital structure of financial

institutions across equity and credit. We recently expanded our expertise into global credit. Algebris has a team of 18 investment professionals and manages ~$5.2bn AUM

(inclusive of committed capital and advisory capital), split between credit and equity investments (data as of 30 September 2016).

Algebris Investments (UK) LLP is authorised and regulated by the Financial Conduct Authority and registered with the SEC. The US office is registered with the SEC and

the Singapore office is registered with MAS.

Top 5 Equity Holdings

Rank Issuer name

1 Intesa Sanpaolo

2 Société Générale

3 Citigroup

4 Santander

5 KKR & Co

Top 5 Bond Holdings

Rank Issuer name

1 BBVA

2 Barclays

3 UBS

4 Santander

5 Lloyds

Portfolio Composition (Asset Allocation)

Allocation

Equities 43.0%

Bonds 48.1%

Hedges (delta) -4.7%

Exposure includes long bond holdings. Source: Algebris Investments (UK) LLP
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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 Financial Income Fund. Algebris
Investments (UK) LLP is authorised and regulated by the Financial Conduct Authority. 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.

Fund Details 

Share Class Identifiers

Class CCY Min Investment Launch Date ISIN BBG ticker

I

EUR € 500,000 3/10/13 IE00BCZNWT08 AFIIEUR ID

GBP GBP equivalent of €500,000 N/A IE00BCZNWW37 AFCIIGB ID

USD USD equivalent of €500,000 N/A IE00BCZNWX44 AFCIIUS ID

CHF CHF equivalent of €500,000 N/A IE00BCZNWV20 ALGFIIC ID

SGD SGD equivalent of €500,000 N/A IE00BYYJYN11 N/A

R

EUR € 10,000 19/9/13 IE00BCZQ7T48 AFIREUR ID

GBP GBP equivalent of €10,000 13/1/16 IE00BCZNX194 AFCIRGB ID

USD USD equivalent of €10,000 3/12/13 IE00BCZNXN11 AFIRUSD ID

CHF CHF equivalent of €10,000 4/12/13 IE00BCZQ7S31 AFIRCHF ID

SGD SGD equivalent of €10,000 N/A IE00BYYJYJ74 N/A 

ID

EUR € 500,000 3/10/13 IE00BCZNWY50 AFIIDEU ID

GBP GBP equivalent of €500,000 N/A IE00BCZNX087 AFCIDGBP ID

USD USD equivalent of €500,000 29/11/13 IE00BCZQ7R24 AFCIDUS ID

CHF CHF equivalent of €500,000 N/A IE00BCZNWZ67 AFCIDCH ID

SGD SGD equivalent of €500,000 N/A IE00BYYJYP35 N/A

RD

EUR € 100,000 1/4/14 IE00BCZNX202 AFCIRDE ID

GBP GBP equivalent of €100,000 28/4/15 IE00BCZNX319 AFCIRDG ID

USD USD equivalent of €100,000 N/A IE00BCZNX426 AFCRDUD ID

CHF CHF equivalent of €100,000 N/A IE00BD3D0179 AFCRDCH ID

SGD SGD equivalent of €100,000 N/A IE00BYYJYM04 N/A

Contact Us

London

Algebris Investments (UK) LLP

7 Clifford Street

London  W1S 2FT

Tel: +44 (0)20 7851 1740

Email: algebrisIR@algebris.com

Visit:   www.algebris.com

*Algebris (Italy) Srl does not conduct any regulated activities, it provides research and analysis services with respect to Italian NPLs to Algebris Investments (UK) LLP.

Singapore

Algebris Investments (Asia) Pte. Ltd

50 Raffles Place #38-07

Singapore Land Tower

Singapore 048623

Milan*

Algebris (Italy) Srl

Via Fatebenefratelli10

20121 Milano, Italy

Boston

Algebris Investments (US) Inc.

699 Boylston Street

Suite #1001

Boston MA 02116

United States of America

mailto:algebrisIR@algebris.com
http://www.algebris.com/

