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PERFORMANCE 

Net returns as of March 31, 2020 
1Q  

2020 
 1 Year 3 Years 

     Since 

Inception 

(annualized) 

Preserver Alternative Opportunities Fund -11.66% -4.03% 1.73% 4.15% 

Wilshire Liquid Alternative Index   -8.51%  -5.44% -1.07% 0.51% 

     Inception date is March 1, 2016. Periods greater than 1 year are annualized. 

Performance data quoted above represents past performance. Past performance does not 
guarantee future results. The investment return and principal value of an investment will fluctuate so 
that an investor's shares, when redeemed, may be worth more or less than their original cost. Current 
performance of the fund may be lower or higher than the performance quoted. Performance data 
current to the most recent month end can be obtained by calling 1-844-838-2119. 
 
The Preserver Alternative Opportunities Fund (PAOIX) “the Fund” decreased 11.66% during 
the quarter, while the Wilshire Liquid Alternative Index decreased 8.51%. 
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Asset Allocation
Representative Holdings  Security Type 

Palmer Square Senior Loan Fund Private Fund 

U.S. Treasury 1.625% 02/15/26 Treasury Bond 

Microsoft Corporation Domestic Equity  

Schneider Electric SE Equity – France 

Bank of America Corp. 5.875% Pref. Preferred Equity 

Northwest Healthcare  Equity - Canada 

Aristocrat Leisure Ltd.  Equity - Australia 

Third Point Offshore Investors Ltd. Closed-End Fund 

IGT 5.35% 10/15/23 Corporate Bond 

AAL 5.60% 01/15/22 Asset-Backed Bond 
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The Fund holds $19 million in assets from over 300 investors. As of March 31, the current 
asset allocation is 38% Global Equities, 38% Fixed Income, 6% Preferred Stock, 10% Cash 
and 8% in other securities.  The Fund held eighty-eight positions including domestic and 
international equities, Treasury and corporate bonds, collaterized mortgage obligations 
(CMO), asset-backed bonds, preferred stocks, exchange-traded funds, structured notes, a 
closed-end fund and a private fund comprised of equity tranches of collateralized loan 
obligations (CLO) warehouse facilities.  The largest equity holding is NextEra Energy.  The 
largest fixed income holding is a short-term U.S. Treasury bond.  The largest overall holding 
is the private fund that invest in CLO warehouse facilities.  The Fund’s subsidized yield is 
1.69%.  
 
Prior to the pandemic, we reduced the Fund’s risk level by reducing the common stock 
allocation and selling preferred securities that were less liquid, as well as increasing the cash 
allocation.  We were preparing for slowing U.S. growth and the increased likelihood of a 
recession in 2020.  Instead of an economic slowdown, we’ve experienced a pandemic, 
bringing on unprecedented liquidity and economic shocks and ultimately a recession a lot 
faster than expected.  The net effect is that the Fund’s equities, fixed income and its 
diversifying securities all went down, nullifying the expected diversification benefits.  In 
many cases, all of these securities didn’t go down because the companies were insolvent or 
bankrupt, but because of forced selling or they were being sold indiscriminately to raise 
cash.   
 
This forced selling and deleveraging phenomenon has been most challenging in securities 
tied to residential mortgages including mortgage REIT preferred securities, closed-end 
funds, mortgage-backed securities, and mortgage insurance companies. The Fund owns 
several securities with exposure to residential mortgages and these securities have declined 
significantly due to forced selling and margin calls on the holders.  In addition to the forced 
selling, rumors about mortgage payment holidays in the fiscal stimulus and massive 
unemployment impacted investor sentiment.  If persons are unemployed, mortgage and 
rent may not be paid, rippling through to mortgage-backed securities, landlords and 
mortgage servicers.  Some estimates suggest that 30% of Americans or 15 million 
households could stop paying mortgages.  All of our mortgage related holdings sold off 
dramatically in 2-3 days.  The agency bonds that are insured by Fannie Mae and Freddie 
Mac will be repaid in full because of the government guarantee.  We are more concerned 
that liquidity risk becomes default risk for non-agency mortgage-backed securities, non-
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qualified mortgages and mortgage insurers if widespread unemployment lingers and there 
is no government liquidity backstop.  

 
Market Commentary 
Concerns about the coronavirus and its impact on the economy have contributed to 
significant volatility.  Several financial markets are not functioning normally.  Market 
participants and financial intermediaries have been hoarding cash as no one wants to get 
stuck with declining assets.  In many markets there are few buyers, which pushes prices down 
further as sellers increase.  Significant unrealized losses on securities lead to margin calls 
which lead to forced selling to generate cash to secure borrowings.   

 
Global equities were down 34% from the early February high (in a month), before bouncing 
around during the last few trading days of the quarter.  It is the fastest bear market in history.  
Along with the S&P’s quarterly drop of 20%, it was down 12.51% in the month of March.  The 
drop in March was the worst since the S&P fell 16.94% in October 2008.  Stocks were a bit 
expensive leading into the bear market.  It is difficult to know what a fair price is for the 
overall market and many individual stocks with so much uncertainty about the economy and 
corporate earnings.  Many companies are cutting earnings for the next 1-2 quarters and 
withdrawing their full year earnings guidance.  

 
In addition to global equity declines, global credit markets are challenged with wider yield 
spreads and illiquidity.  Bond trading volumes are extremely low and yields have spiked in 
investment grade and high yield bond markets.  Investment grade bonds are down 10% 
while high yield bonds are down 20%.  The Federal Reserve’s announcement of a new 
liquidity facility to buy investment-grade corporate bond ETFs has helped to reduce yields 
and provide support.  Funding costs for high grade issuers have declined from peak levels, 
but lower-rated issuers continue to face higher funding costs.  Downgrades and defaults are 
looming.  

 
Even some commodity markets particularly oil are dislocated.  Oil prices crashed on March 
6th after Russia surprised the market by refusing to agree to shoulder a portion of the 
production cuts proposed by the wider OPEC+ partnership.  The disagreement escalated 
when Saudi Arabia responded with wide discounts on its oil exports, starting a price war.  
Individual OPEC members are free to ramp up their production which will likely result in 
heavily supplied oil markets for the next couple of years, materially reducing prices for crude.  
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The fact that these events coincided with the worsening of the coronavirus outbreak made 
things worse.  This combined supply shock with a demand shock is creating additional pain 
for U.S. energy companies that were already facing headwinds from slowing global demand.  
At oil prices below $40 per barrel, no domestic oil company is profitable.  
 
Financial conditions tightened faster and further than the 2008-2009 period.  Recent 
interventions by the Federal Reserve have helped to ease conditions in commercial paper, 
Treasury and prime money markets, but municipal and high yield corporate bond markets 
are still not trading normally.  We think the Federal Reserve’s interventions support specific 
parts of the financial markets by lowering the cost of capital, making it cheaper for 
consumers and businesses to get loans.  These moves won’t slow the virus progression, but 
they will help to keep markets and the banking system functioning and promote liquidity 
until the eventual recovery begins.  

 
There will be a significant decline in economic activity in the second quarter and possibly 
the third quarter, as much of the U.S. economy has shut down.  Certain sectors such as 
airlines, retail, lodging, restaurants, cruise lines, and theaters have been decimated.  The 
service sector is ground zero for the impact from virus mitigation efforts.  We know there 
are supply chain disruptions, particularly in medical supplies and consumer staples.  We 
believe that much of the near-term economic shock is priced in, meaning it is expected, but 
a longer, deeper recession may not be. If a protracted recession comes to fruition, it is 
reasonable to think stocks won’t deliver much upside from current levels.  

 
Unemployment will continue to rise significantly.  U.S. jobless claims exceeded all-time 
records for two successive weeks, reflecting 10 million new jobless claims.  The global 
economy is in a recession.  Historical data shows that on average, recessions last 11 months.  
But this is not a typical recession.  It is a sudden stop of an unknown duration.   For context, 
during the Great Financial Crisis, GDP declined about 5-6% and unemployment peaked 
about 10% in about a year. Over the last 10 recessions, the average GDP decline was 2%. 
Some estimates suggest 20-30% annualized contraction in U.S. economic activity.   

 
An important positive development is that fiscal stimulus has been approved earlier and at 
considerably larger levels than during the last recession.  Congress has approved three 
rounds of fiscal stimulus in three weeks.  The first stimulus was $8.5 billion for coronavirus 
testing and medical supplies to states and hospitals.  The second stimulus package was 
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directed at states and local governments for fighting the coronavirus and boosting 
unemployment compensation.  The third stimulus package focuses on injecting cash into 
the economy through three channels: stimulus checks to individuals ($290 billion), increased 
unemployment compensation ($260 billion) and grants to small businesses ($350 billion).  
The primary goal of these programs is to keep income flowing to households, either by 
encouraging job preservation or by funneling funds to those who have already lost or 
expected to lose their jobs.  Without a replacement of lost income, a failure to meet 
recurring obligations threatens a chain of defaults and insolvencies throughout the financial 
system.   
 
Path Forward 
It may seem as though the panic portion of the public health crisis will never end, but it will.  
More companies will survive than those that will not and more people will be re-employed 
than not.  Governments will support their economies and more households will get help 
than not.  We’ve gotten fiscal and monetary stimulus larger and faster than ever before and 
more is likely forthcoming because it will be needed.  
 
The path forward focuses on being aware of the many risks facing investors, but not being 
paralyzed by them.  We are focused on identifying companies with good balance sheets 
and resilent business models to weather a longer than expected recession.  We have also 
been allocating capital to areas of Federal Reserve support such as investment grade fixed 
income and banks.  Lastly, we will continue to work through our non-agency mortgage-
related securities.  We as a country and as investors will adjust, adapt and move forward.  
There are still college educations, weddings and retirements to fund and life, as we know it, 
to enjoy when the pandemic is over.  This isn’t easy for any of us, but we will get through it 
together, stronger and more resilient.  

 
Thanks for your support and confidence. 
 
Preserver Partners, LLC 
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IMPORTANT DISCLOSURES 

 
The opinions expressed are current as of the date of this 
commentary but are subject to change.   
 
All investments involve risks, including loss of principal.  
There is no guarantee that any investment strategy will be 
successful or achieve any particular results. Diversification 
does not ensure a profit or guarantee against loss. Bonds 
are affected by a number of risks, including fluctuation in 
interest rates, credit risk, and prepayment risk. In general, 
as prevailing interest rates rise, fixes income securities 
prices will fall. Real estate investment trusts (REITs) are 
subject to the risks generally associated with real estate 
investments. REITs may be more volatile and less liquid 
than other exchange-traded securities. Investments in 
international markets present special risks including 
currency fluctuation, the potential for diplomatic and 
political instability, regulatory and liquity risks, foreign 
taxation and differences in auditing and other financial 
standards. 

 
Material must be preceded or accompanied by a 
prospectus. 

 
As of 3/31/20, the fund held 4.4% in Palmer Square Senior 
Loan Fund, 3.2% in U.S. Treasury 1.625%  02/15/26, 1.6% 
in Microsoft Corporation, 1.3% in Schneider Electric SE, 
1.3% in Bank of America Corp. 5.875% Pref., 0.9% in 
Northwest Healthcare, 0.8% in Aristocrat Leisure Ltd., 
0.8% in ThirdPoint Offshore Investors Ltd.,  0.6% in IGT 
5.35% 10/15/23, 0.4% in AAL 5.60% 01/15/22.  The fund’s 
largest fixed income holding was 4.3% in U.S. Treasury 
1.125% 02/28/21 and its largest equity holding was 2.4% 
in NextEra Energy. The fund’s unsubsidized yield is 1.27% 
and the subsidized yield is 1.69%. 
 

Portfolio composition is subject to change. Holdings 
information is representative and does not include the 
entire portfolio. 

 
The gross expense ratio for PAOIX is 1.78% and the net 
expense ratio is 1.47%.   
 
The contractual expense ratio is 1.35%. The adviser has 
contractually agreed to waive its management fee and/or 
reimburse expenses so that total annual operating 
expenses (including interest, taxes, brokerage fees and 
commissions, other extraordinary expenses not incurred 
in the ordinary course of the fund's business, dividend 
expenses on short sales, and indirect expenses such as 
acquired fund fees and expenses) do not exceed 1.35% of 
the fund's average daily net assets through 12/31/20. 
 
Performance data quoted above represents past 
performance. Past performance does not guarantee 
future results. The investment return and principal value of 
an investment will fluctuate so that an investor's shares, 
when redeemed, may be worth more or less than their 
original cost. Current performance of the fund may be 
lower or higher than the performance quoted. 
Performance data current to the most recent month end 
can be obtained by calling 1-844-838-2119. 
 
Investors should carefully consider a fund's investment 
objectives, risks, charges and expenses before investing. 
This and other important information is contained in the 
fund's prospectus, which should be read carefully before 
investing. To obtain a fund prospectus, call 1-844-838-
2119. The fund is distributed by Ultimus Fund 
Distributors, LLC.  
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