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November 9, 2020

Market Perspective

For regular patrons of our quarterly update, you will notice that we are sending this
correspondence several weeks later than normal. In part that is because our team, somewhat
counter-intuitively in a global pandemic, has never been busier. The delay, however, has also
been intentional as we did not see much, if any, value in providing our thoughts on financial
markets and the investment landscape mere weeks away from a U.S. Presidential election which
was nearly certain to shift that landscape materially. With the common refrain from Vivaldi that we
are not particularly talented at top-down macro thinking, nor do we strive to be, we are at least
cognizant of binary situations that limit our ability to be thoughtful when it comes to expressing
our views on markets and opportunity set. With that said, while the formal conclusion of the
election remains in process, we certainly think enough of the election-related uncertainty has
passed for us to articulate a view that is more than a macro-driven guess. That uncertainty has
clearly played out in the market as we write this letter, as judged by implied volatility measured
by the VIX.

CBOE Volatility Index (VIX)

Even before the rally that we are seeing extend today, the story of 2020 after we explored March
lows has been one of broad healing in risk markets. Equity markets wasted very little time in
recovering all or at least the vast majority of Q1 drawdowns and are now sitting at or mere points
below all-time high levels.
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Market Performance by Index
(Quarter over Quarter)
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The area of the market that has had much greater dispersion in the path of recovery has been
credit and fixed income markets. In our last letter, we chose to highlight the municipal bond market
as one sub-sector to contrast against the snap-back rally of equity markets. We chose that
comparison because, to us, it exemplified how differing liquidity profiles across market sectors
are critical to analyzing periods of severe market stress. That is not a novel or particularly insightful
view, but it is something that we keep forefront in our minds when we are in the midst of volatile
periods. Some of the best opportunities that we and our managers exploited in the first half of the
year were in the investment grade municipal bond space. As seen in the broad-based MUB ETF
below, the recovery in the sub-sector took longer than several equity benchmarks, but on a risk-
adjusted basis, we felt much more comfortable with this exposure.

iShares National Muni Bond ETF (MUB)
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As we often state in these updates, we are not primarily thematic investors but we do try to be
aware of the headwinds and tailwinds that we glean from the hundreds of manager calls and
meetings that our Research Team performs in a given year. With that backdrop in mind, as
markets and economic activity continued to heal throughout the spring and summer months, we
looked for areas that had remained dislocated despite the broader recovery in more liquid and
plain vanilla credit and fixed income markets. Unsurprisingly, most of these opportunities were in
sub-investment grade credit and, more specifically, in the structured credit markets which
continued to be penalized for being less liquid, and in many cases, for being more complex. We
continue to see less liquid market sectors offer compelling return potential while their more liquid
counterparts have traded back to pre-Covid levels. By way of example, below we try to
demonstrate the historical return opportunity when BB-rated CLO debt trades at high credit spread
levels.

Historical 12 Month Returns

Date BB Spread (basis points) Next 12mo Return
1/31/2012 834 27.77%
2/29/2012 804 29.02%
3/30/2012 828 29.76%
4/30/2012 856 27.56%
5/31/2012 874 33.89%
6/29/2012 872 24.41%
7/31/2012 840 25.11%
8/31/2012 828 22.96%
12/31/2015 819 17.51%
1/29/2016 954 32.57%
2/29/2016 1193 51.32%
3/31/2016 972 35.39%
4/29/2016 897 29.44%
5/31/2016 916 30.62%
6/30/2016 909 30.77%
3/31/2020 1384 42.84%*
4/30/2020 1299 33.39%*

Average 30.84%

Source: Bloomberg, Palmer Square, as of 10/22/2020. *Return is through 10/22/20. Past performance
does not guarantee future results.

Away from credit and fixed income markets, the primary story of the balance of 2020 will likely be
the sector rotation that has been slowly manifesting as we approached the Presidential election
(and that is certainly accelerating in the few days post that event). While it is, of course, not
uncommon for markets to reposition around such an event as new policy implications can have a
material impact, this rotation must also contend with the impact of the Covid-19 pandemic. While
equity market sector/factor rotations are a consistent part of the investment landscape (and some
would say increasingly so in recent years given the proliferation of and scale in factor-neutral
hedge funds), the economic and societal backdrop could make the next few months much more
notable/volatile even compared to some of the most recent market rotations. The dynamic
between growth/momentum and value will almost certainly be something we’ll be writing about in
our next update to clients.

While we continue to attempt to navigate what is a highly fluid global health, economic, and public
policy landscape, we will continue to view the world along the same intellectual lines as we lay
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out above. We will try to remain cognizant of these very large and powerful macro forces as we
look to understand the risks and sources of opportunity within client portfolios. We will also use
some of that data to inform where we choose to dig the deepest within our universe of strategies
that we can underwrite effectively. We are looking forward to putting 2020 in the books in several
weeks, grateful to have survived such a volatile year with likely fewer than our fair share of
investment fires to extinguish. While there is of course no way to know what next year will bring,
we are certainly hopeful that it may be less eventful from a macro perspective.

*All Chart Sources: Bloomberg

Highlighted Research Process & Investment Opportunity

Something we like to stress in these updates is that, despite the always dynamic macro
environment, the vast majority of the work that our Research Team does on a day-to-day basis is
highly bottom-up in nature. As an intentional feature of our process, we look to spend most of our
time in the weeds on individual managers and strategies, attempting to develop a qualitative
understand of their investment strategy and process. We focus on this work because we believe
we are fundamentally better at this idiosyncratic underwriting and that, over long periods of time,
we will add more value for our clients by sourcing teams with well defined processes in their areas
of expertise as opposed to trying to guess which economic trends will force large scale rotations
of capital that drive Beta cycles across factors, strategies, asset classes, and sectors. All of this
work can be summed into the investment cliché of trying to find managers with a sustainable edge
and defensible competitive advantage over peers. Unsurprisingly, our best investment
performance often comes from managers that not only have impressive pedigrees, teams,
historical results, well-defined work flows and risk management frameworks, but also with firms
that focus on a less scalable niche within a sub-sector of a market. That generic characterization
applies across strategy buckets but may be most prevalent in Real Estate.

Vivaldi invests across the full spectrum of Real Estate, from mortgage credit markets on the more
liquid end of the spectrum to ground-up development on the highest risk/least liquid end (and
everything in-between). We view that spectrum in the context of risk and illiquidity as we do with
any other strategy that we look to underwrite. To fold in some of our top-down awareness, a
common refrain from market pundits in recent years has been how “overheated” the multi-family
market is. To us, that viewpoint has always resonated as a partial truth most applicable to class
A multi-family development in major metro areas. One thing that is always true about real estate
generalizations is that they fail to capture the uniquely regional, sub-market, and even census
track or asset-specific realities that actually drive the fundamental value of a real estate asset. As
such, over the last few years, we have continued to evaluate many multi-family development
strategies/funds that have come across our desk. Consistent with our work in any sector, the vast
majority of those potential managers were a pass for us for one reason or another. With that said,
in the second half of 2018 we found a team that was focused on a niche that we thought was
defensible and with a process/approach that we believed was both impressive and highly
repeatable. We ultimately became an anchor investor in that firm’s Fund | (consistent with our
recurrent focus on early stage and more nimble managers).

That same team is now raising a Fund Il within the same strategy vertical where we again intend
to be a material investor. Specifically, this group develops multi-family housing in targeted high
growth, strong demographic markets in the Southeast. In addition, they are developing what we
believe is very high quality product intended to meet the high demand for “workforce housing”
rental apartments. The view that this workforce housing is more defensible from economic
contractions is not a unigue one to Vivaldi, but we do believe the team we found is uniquely
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positioned to compete within the space. The group we discovered is no stranger to multi-family
development, with a multi-generational footprint as it pertains to the group’s fully integrated
General Contractor business unit. In addition, the build-out of the asset underwriting, finance, and
asset management teams truly impressed us relative to the firm’s fairly modest size/scale. The
highly repeatable nature of their development plans also offered this team several economies of
scale in the actual execution of their ground up developments. All of these attributes combined,
we believed, should allow the team to deliver a higher quality, brand new, workforce housing asset
to the market at or below prevailing market rents for 20-30 year old competitive product. Our
qualitative underwriting work on the team also gave us the belief that we were taking the bare
minimum of duration/execution risk on the development timelines themselves (the highest risk
period of any ground-up project). All that to say, our bet was very bottom-up in nature as opposed
to a top-down call on the state of multi-family housing markets in the Southeast.

So how has that strategy been working out given the rapid fall into an employment recession and
the challenge of a global pandemic? The honest answer is that it is too early to tell for sure as we
continue to work through the development pipeline of Fund I, but it is instructive to consider a few
key datapoints that drove us to “re-up” for Fund Il. First, the team has continued to progress at or
ahead of schedule relative to their own base case timeline at each asset that has broken ground.
Despite material cost inflation pressures, particularly in the lumber market, they have continued
to deliver projects at or below budget. In addition, they have continued to materially outperform
lease-up timelines on the first assets they have completed even as those projects have been
delivered into the teeth of the Covid-19 recession. Those lease-ups are also being completed at
rental rates that are in excess of the team’s base case underwriting. Finally, they have continued
to have advantaged access to debt financing even as less buttoned-up mom and pop competitors
in these sub-markets have been closed out entirely from financing options.

All of those positive notes have translated into the first asset in this focused strategy being recently
refinanced (post-Covid) by Fannie Mae, which allowed the operator to pull out greater than 80%
of the equity in that development. That refinancing implies a roughly 39.7% gross IRR and 2.08x
gross MOIC on this first asset, without any benefit to the cap rate compression likely available on
a full sale of the property as well as any asset management alpha the team can create as they
attempt to push rents at the now stabilized property. This impressive result has been generated
on effectively a one-year timeline from groundbreaking to successful refinancing.

We highlight this team/strategy not to celebrate performance (as noted above, we are a long way
from knowing exactly how this investment will pan out net-net) but instead to note the way we
approach our work from a bottom-up perspective first. We think our focus on conservatism and
attempting to align ourselves with high quality teams focused on less scalable niches is the best
way to insulate ourselves from true risk of principal impairment regardless of the overarching
macro backdrop.

Organizational Update

We are happy to report that we do not have many updates on the operational front. Like most
organizations, we continue to be in a largely work remote environment. We have been very
pleased with how well all of the functional units at Vivaldi have performed given this
unprecedented challenge, particularly given the enduring timeline over which they have been
asked to adapt to it. While everyone is missing the social interaction of the office, we have taken
the opportunity to see each other in small groups, socially distanced, in outdoor settings while the
weather has permitted. We are proud of the hard work the Vivaldi team has continued to perform
in the service of our clients.
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As we often note, we are continuously focused on expanding our firm resources and personel in
advance of the continued successful growth of our firm. From the Research Team desk, we are
very pleased to announce the addition of Madeline Schneck to our analyst team. Madeline joined
us this summer directly from her undergraduate studies at the University of Dayton. We have
been impressed with Madeline’s work ethic, intellectual curiosity, and commitment (particularly
given that she obviously started in a work-from-home mode). We're excited for Madeline to
continue to expand the bandwidth of our Research Team and welcome her to the firm.

As always, we want to thank you for your trust and confidence in Vivaldi. We are continuing to
work every day to maintain that confidence. Please do not hesitate to reach out with any
guestions, comments, or client service needs.

Kind Regards,

4 e

Michael Peck, CFA Brian R. Murphy
President, Co-Chief Investment Officer Portfolio Manager
mpeck@vivaldicap.com bmurphy@vivaldicap.com
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LEGAL DISCLAIMER

THIS LETTER IS INTENDED FOR THE USE OF THE RECIPIENT ONLY, AND MAY NOT BE REPRODUCED OR DISTRIBUTED TO ANY
OTHER PERSON, IN WHOLE OR IN PART, WITHOUT THE PRIOR WRITTEN CONSENT OF VIVALDI CAPITAL MANAGEMENT, LLC
(“VIVALDP). THIS IS NOT AN OFFERING OR THE SOLICITATION OF AN OFFER TO PURCHASE AN INTEREST IN ANY SECURITY OR TO
INVEST IN ANY FUND OR ACCOUNT ADVISED OR RECOMMENDED BY VIVALDI. ANY SUCH OFFER OR SOLICITATION WILL BE MADE
ONLY TO QUALIFIED INVESTORS BY MEANS OF A CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM (THE “MEMORANDUM?) OR
SIMILAR FORMAL DOCUMENTATION AND ONLY IN THOSE JURISDICTIONS WHERE PERMITTED BY LAW.

NO ASSURANCE CAN BE GIVEN THAT AFUND’S INVESTMENT OBJECTIVE WILL BE ACHIEVED OR THAT AN INVESTOR WILL RECEIVE
ARETURN OF ALL OR PART OF HIS OR HER INVESTMENT. ANY DESCRIPTIONS INVOLVING INVESTMENT PROCESS, INVESTMENT
EXAMPLES, STATISTICAL ANALYSIS, INVESTMENT STRATEGIES OR RISK MANAGEMENT TECHNIQUES ARE PROVIDED FOR
ILLUSTRATION PURPOSES ONLY, WILL NOT APPLY IN ALL SITUATIONS, MAY NOT BE FULLY INDICATIVE OF ANY PRESENT OR
FUTURE INVESTMENTS, MAY BE CHANGED IN THE DISCRETION OF VIVALDI AND ARE NOT INTENDED TO REFLECT PERFORMANCE.

INVESTING IN ALTERNATIVE INVESTMENT STRATEGIES, SUCH AS HEDGE FUNDS AND PRIVATE EQUITY FUNDS, MAY ENTAIL
SUBSTANTIAL RISK AND MAY NOT BE SUITABLE FOR ALL INVESTORS. MANY ALTERNATIVE INVESTMENT MANAGERS AND THEIR
RELATED PRODUCTS ARE NOT SUBJECT TO THE SAME REGULATORY REQUIREMENTS AS MORE TRADITIONAL INVESTMENTS,
SUCH AS MUTUAL FUNDS. ALTERNATIVE INVESTMENTS MAY INCLUDE SPECIFIC RISKS ASSOCIATED WITH LIMITED LIQUIDITY,
USE OF LEVERAGE, ARBITRAGE, SHORT SALES, OPTIONS, FUTURES, AND DERIVATIVE INSTRUMENTS. THERE CAN BE NO
ASSURANCES THAT A MANAGER’S STRATEGY (HEDGED OR OTHERWISE) WILL BE SUCCESSFUL OR THAT A MANAGER WILL
EMPLOY SUCH STRATEGIES WITH RESPECT TO ALL OR ANY PORTION OF A PORTFOLIO.

UNLESS OTHERWISE INDICATED, ANY PERFORMANCE SHOWN IS UNAUDITED, NET OF APPLICABLE OPERATING, MANAGEMENT,
PERFORMANCE, AND OTHER FEES AND EXPENSES, PRESUMES REINVESTMENT OF EARNINGS AND EXCLUDES INVESTOR
SPECIFIC SALES AND OTHER CHARGES. PLEASE REFER TO A FUND'S MEMORANDUM FOR MORE INFORMATION REGARDING THE
FUND’S FEES, CHARGES, AND EXPENSES, WHICH WILL REDUCE THE FUND’S GAINS. PERFORMANCE MAY VARY SUBSTANTIALLY
FROMYEAR TO YEAR OR EVEN FROM MONTH TO MONTH. AN INVESTOR'S ACTUAL PERFORMANCE AND ACTUAL FEES MAY DIFFER
FROM THE PERFORMANCE INFORMATION SHOWN DUE TO, AMONG OTHER FACTORS, CAPITAL CONTRIBUTIONS, AND
WITHDRAWALS/REDEMPTIONS. INVESTMENT RESULTS MAY VARY SUBSTANTIALLY OVER ANY GIVEN TIME PERIOD AND THE
VALUE OF INVESTMENTS CAN GO DOWN AS WELL AS UP. PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

ANY OPINIONS, ASSUMPTIONS, ASSESSMENTS, STATEMENTS OR THE LIKE (COLLECTIVELY, “STATEMENTS”) REGARDING FUTURE
EVENTS OR WHICH ARE FORWARD-LOOKING, INCLUDING REGARDING PORTFOLIO CHARACTERISTICS AND LIMITS, CONSTITUTE
ONLY SUBJECTIVE VIEWS, BELIEFS, OUTLOOKS, ESTIMATIONS OR INTENTIONS OF VIVALDI, SHOULD NOT BE RELIED ON, ARE
SUBJECT TO CHANGE DUE TO A VARIETY OF FACTORS, INCLUDING FLUCTUATING MARKET CONDITIONS AND ECONOMIC
FACTORS, AND INVOLVE INHERENT RISKS AND UNCERTAINTIES, BOTH GENERAL AND SPECIFIC, MANY OF WHICH CANNOT BE
PREDICTED OR QUANTIFIED AND ARE BEYOND VIVALDI'S CONTROL. VIVALDI UNDERTAKES NO RESPONSIBILITY OR OBLIGATION
TO REVISE OR UPDATE SUCH STATEMENTS.

CERTAIN INFORMATION CONTAINED IN THIS LETTER IS BASED ON INFORMATION OBTAINED FROM THIRD-PARTY SOURCES THAT
VIVALDI CONSIDERS TO BE RELIABLE. HOWEVER, VIVALDI MAKES NO REPRESENTATION AS TO THE ACCURACY, FAIRNESS OR
COMPLETENESS OF SUCH INFORMATION.
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