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February 14th 2018
Dear Investors,

In our opinion, the past few days of market activity highlight a significant change of regime for global markets.
Following the recent highly-publicised meltdown of short volatility positions, as they were forced to be unwound
(evidenced by the huge spike of the VIX index last week, as shown in the chart below) and recent discussions of funds
closing down as a consequence of significant losses and margin calls, we are convinced that markets are currently
pointing toward a more significant correction to come. With this is in mind, we have sharpened our pencils and are
carefully reviewing the fundamentals of our portfolios, while keeping a watchful eye on valuations, liquidity and
technicals.
S&P 500 (Source: Bloomberg)

CDX HY – US High Yield credit (Source: Bloomberg)

VIX index (Source: Bloomberg)

iTraxx Crossover – European High Yield credit (Source: Bloomberg)

Fundamentals are fine
Economic fundamentals still appear relatively strong across a wide range of metrics: after nine years of quantitative
easing by the global central banks, economic data are impressive and even strengthening, with positive trends apparent
in most GDP/PMI data of key countries (Chart 1 shows strong GDP numbers in 2017, and equally supportive forecasts
for 2018), which additionally are accompanied by solid corporate earnings. Such fundamental indicators are obviously
a key support for our investment decisions as credit investors.
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Chart 1
GDP growth (2017 & 2018 Forecasts)
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Valuations are “toppish”, if not excessive
In credit and equity markets, our view is that valuations offer limited upside. We believe positive news, such as tax
reform in the US, have been anticipated and quite significantly priced-in already. Record P/E ratios in equity markets,
and extremely tight spread levels in credit markets, seem to ignore the increasing leverage of corporates, particularly
in the US where average Net Debt/EBITDA in the high yield area is over 3.8x1.
As such, we view valuations as “toppish”, if not excessive. Equity markets have already seen a notable correction:
despite over-performing in the past few days (compared to equity indices), credit markets undoubtedly also have the
potential to see significant spread widening.
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Liquidity is poor
We are becoming increasingly concerned by the lack of consideration market participants are giving to the reduced
liquidity that we have observed in some markets. We have recently seen difficulty finding true prices for $5-10m bond
positions from counterparties: the same bonds where large institutional asset-managers commonly hold over $100m
of exposure! The poor liquidity in credit cash markets can certainly have a snowball effect, where price actions may
trigger waves of redemptions from large daily or weekly liquidity funds: we believe that the high yield market, in
particular, could well experience the same price action as ABS markets witnessed during the financial crisis, due to
the acute liquidity mismatch in such funds.
US Dealer inventory versus outstanding size of IG and HY market

Source: NY Fed, Bloomberg, Deutsche Bank, “Long-Term Asset Return Study” as of 18 September 2017
Note: The inventory series changed from 2013

“Technicals have turned”
Our view is that the market will experience a “systemic de-risking period”. The recent weakness, observed primarily in
equity markets, could possibly be seen as an entry point by eternal optimists. To the contrary, we are increasingly
convinced that any market relief will only be a transition before a significant market downturn. A downturn that is likely
to be triggered by weak market technicals such as poor liquidity, unsuitable investment vehicles with asset/liability
imbalances (e.g. ETFs), and excessive leverage being applied to fully priced assets. For example, we think there is a
possibility that we could experience a similar pattern as the 1987 crash: following a 5-year period of equity market
appreciation, first an interim period of some volatility with 5% up and down movements, followed by a 30%+ market
correction.
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Fund Positioning
We believe that our long/short research and trading capabilities, combined with our experience in implementing
convex investment strategies, puts us in a strong position ahead of this expected new market regime.
While we look to maintain a flexible approach and open minds during this fluid environment, the tradable credit
investment strategies are, on the one hand, taking into consideration our perceived change of regime, implementing
an even stronger bias towards very liquid positions and enhancing the ability to benefit from the possible forthcoming
weakness. Chart 2 (below) illustrates how our market views have been implemented across the positions of our flagship
Multi-Strategy fund in the past few weeks, adjusting the credit spread sensitivities and trying to maximize convexity in
particular.
Chart 2
Chenavari Multi-Strategy Fund (MS2) risk scenario

Source: Chenavari. Risk scenario assumes that the whole portfolio underlying the Fund undergoes an instantaneous relative change of x% in portfolio spreads. Estimates
are based on the market conditions at the time of modelling and are therefore subject to change. Stress Tests present a set of hypothetical scenarios that assume changes
for one or more market variable in order to assess the effect on the portfolio. (Including but not limited to assumptions on Betas to Equity, Correlation, Volatility and Term
Structure). The results shown represent estimated gross performance under the market conditions stated. Chenavari has made assumptions that it deems reasonable and
uses the best information available to calculate the stress test estimates. If a different set of assumptions were used in this calculation, there could be a material difference
in the calculated estimates.
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One last word on private credit strategies
On the other hand, in our private credit strategies, the European specialty finance focus is de-correlated from market
volatility and we endeavour to structure the investments with strong embedded cash flows and structural protection.
We think that any market valuation downturn (in equity and/or credit) will be supportive to the investment
opportunity in private credit markets, through the supply/demand imbalance on financing requirements and as private
credit origination yields increase. For example, in December 2017 we completed the acquisition of the €550m consumer
finance performing portfolio of Banca Carige, illustrating our strong convictions in the European Specialty Finance space.

Should you wish to arrange a follow-up discussion, either to discuss how our tradable credit funds are positioned to
take advantage of this perceived change of market regime, or to get more concrete examples of our speciality finance
strategies in private credit, please do not hesitate to contact our Investors Relations team.
Thank you for your support and we look forward to having the opportunity to meet you soon.
With our very best regards,

Loïc Féry, CEO & Co-CIO

Chenavari Investment Managers
Investors Relations
+44 207 259 3600
ir@chenavari.com
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Fréderic Couderc, Co-CIO

Disclaimer
This material is not for distribution to retail clients and is directed exclusively to Chenavari Investment Managers’
Professional Clients and Eligible Counterparties, as defined in the Markets in Financial Instruments Directive
(2004/39/EC) Article 4(1) (12); investors who are U.S. Persons and Accredited Investors within the meaning of Regulation
D under the U.S. Securities Act of 1933, as amended, or Qualified Purchasers within the meaning of Section 3(C)(7) of
the U.S. Investment Company Act of 1940, as amended. Chenavari Investment Managers is the trading name of
Chenavari Credit Partners LLP (“CCP”). The information contained herein is confidential information supplied at the sole
request of the recipient. By accepting this information, the recipient agrees that it will not divulge any such information
to any other party. Any reproduction of this information, in whole or in part, is prohibited. The distribution of this
document in certain jurisdictions may be restricted by law; therefore, people into whose possession this document
comes should inform themselves about and observe any such restrictions. It does not take into account the particular
investment objectives, financial situation, risk appetite, tax status or needs of individual clients. CCP disclaims any and
all liability relating to a decision based on or for reliance on this document.
This document has been prepared for general information purposes only and has not been delivered for registration in
any jurisdiction, nor has its content been reviewed by any regulatory authority in any jurisdiction. The information
contained herein does not constitute: (i) a binding legal agreement; (ii) legal, regulatory, tax, accounting or other advice;
(iii) an offer, recommendation or solicitation to buy or sell shares in any fund or any security, commodity, financial
instrument or derivative linked to, or otherwise included in, a portfolio managed or advised by CCP; or (iv) an offer to
enter into any other transaction whatsoever. This document does not constitute due diligence reporting and CCP bears
no responsibility for your investment research and/or investment decisions, nor will CCP be liable of any decision made
or actions taken by you or others based on the contents of this document and neither CCP nor any of its directors,
officers, employees or representatives accept any liability whatsoever for any loss or damage of any kind and howsoever
arising.
The information, estimates, forecasts or opinions supplied by CCP in this document are supplied for your private use
and information, and for discussion purposes only and do not constitute and may not be used for the purposes of, an
offer to sell or the solicitation of an offer to buy nor shall there be any sale of units or shares issued by a fund managed
or promoted by CCP or its affiliates in any jurisdiction in which such offer, solicitation or sale would be unlawful. The
units or shares issued by a fund managed or promoted by CCP are offered or otherwise made available only in
accordance with available, applicable private placement or offering rules. The information supplied by CCP or its
affiliates and contained herein shall not be deemed to constitute investment advice and should not be relied upon as
the basis for a decision to enter into a transaction or as the basis for an investment in units or shares issued by a fund
managed or promoted by CCP or its affiliates as an investment in funds units of these funds may not be suitable or
lawful for all investors.
Prospective investors should: (i) consult their financial, accounting, tax and legal advisors prior to any investment in
units or shares issued by a fund managed or promoted by CCP; and (ii) inform themselves as to (a) the appropriateness
of said investment in units or shares, (b) the legal requirements within their own jurisdictions for the purchase or holding
of said investment, (c) any foreign exchange restrictions which may affect them, and (d) the income and other tax
consequences which may apply in their own jurisdictions relevant to the purchase, holding or disposal of units or shares
of the relevant fund or investment vehicle.
CCP makes no representation or warranty, express or implied, as to, or assumes any liability responsibility for, the
accuracy, reliability or completeness of any information, so obtained and supplied, or any information, estimates,
forecasts or opinions prepared on the basis of such information. Furthermore, CCP shall not be under any obligation or
assume any liability towards any person to update or correct any inaccuracy or incompleteness of the information,
estimates, forecasts or opinions prepared on the basis of such information. CCP shall not be in any way responsible, or
assume any liability for, any act or omission made by any person in reliance on this document or any information
contained herein. This document shall not in any event be deemed to be complete and exhaustive information on the
subjects covered. CCP makes no representations and/or warrants that contained in this document is either up to date
and/or accurate and expressly disclaims all liability for errors and/or omissions. The information contained in the
document is not related to any particular investment objective, financial position or specific interest of any recipient
and is not intended to be relied upon or used by any counterparty, investor or other party.
Where indicated, the information sourced relating to CCP or its affiliates has been provided for information or
illustration purpose only, and CCP nor its affiliates shall not be held responsible for the content of such information.
Although some information has been provided by CCP, the information is based on information furnished by third
parties- the accuracy and completeness of which has not been verified by CCP or any other person.
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These materials may also contain historical market data; however, historical market trends are not reliable indicators
of future market behaviour. Any historical investment results of any person or entity described in this material are not
indicative of the future investment results. Such results are intended only to give potential investors information
concerning the general experience of the relevant person or entity is not intended as a representation or warranty by
CCP, or any other person or entity as to the actual composition of or performance of any future investments.
This document contains information about CCP, certain of its respective personnel and affiliates and the historical
performance information of investment vehicles whose portfolios are managed by CCP. Such information has been
included to provide prospective investors with information as to CCP’s general portfolio management experience.
Prospective investors should not view the past performance of CCP as indicative of the future results. CCP makes no
representation or warranty, express or implied, as to the fairness, accuracy or completeness of the information
contained herein and nothing contained herein shall be relied upon as a promise or representation as to past or future
performance of any structure managed by CCP or its affiliates from time to time.
CCP and/or its affiliates may receive or pay fees or rebates, in compliance with the Markets in Financial Instruments
Directive, as implemented in each state of the European Economic Area. The offer, purchase or sale of units in any fund
managed by CCP or its affiliates is accepted only from eligible investors on the basis of the current prospectus and
subscription document for the relevant fund. The fund interests or securities referred to herein have not been, nor will
they be, registered or qualified under the U.S. Securities Act of 1933, as amended (the “U.S. Securities Act”) or any
applicable securities laws of any state or other political sub divisions of the United States, and may not be offered, sold,
transferred or delivered, directly or indirectly, in the United States or to, or for the account or benefit of, any U.S. Person,
except pursuant to an exemption from, or in a transaction not subject to the requirements of, the U.S. Securities Act
and any applicable U.S. state securities laws. The Fund has not registered and does not intend to register under the U.S.
Investment Company Act of 1940, as amended (the “Investment Company Act”) in reliance on the exemption from such
registration pursuant to Section 3(c)(7) thereunder and certain interpretations of Section 7(d) of the Investment
Company Act by the staff of the U.S. Securities and Exchange Commission. Accordingly, the Interests are being offered
and sold only: (i) outside the United States to persons other than U.S. Persons in offshore transactions that meet the
requirements of Regulation S under the U.S. Securities Act; or (ii) to U.S. Persons who are (a) “accredited investors” as
defined in Rule 501 of Regulation D promulgated under the U.S. Securities Act and (b) “qualified purchasers” within the
meaning of Section 2(a)(51) of the Investment Company Act. Except as otherwise disclosed in a fund’s prospectus, its
interests have not been registered for distribution in any other jurisdiction.
In Switzerland, the Fund is considered foreign investment schemes pursuant to Art. 119 of the Swiss Federal Collective
Investment Schemes Act (CISA). No application has been submitted to the Federal Financial Market Supervisory
Authority (FINMA) to obtain approval within the meaning of Art. 120 CISA to offer or distribute the investment in or
from Switzerland to “Non-Qualified Investors”, and no other steps have been taken in this direction. Consequently,
investors do not benefit from the specific investor protection and/or FINMA supervision pursuant to the CISA and its
implementing ordinances.
Any offer or sale must therefore be in strict compliance with Swiss law, and in particular with the provisions of the
Collective Investment Schemes Act and its implementing ordinances, and FINMA circular 2013/9 on distribution of
collective investment schemes. No person or entity is authorized to offer or sell the Shares or distribute any Fund
Documentation, including the Prospectus, the Articles of Incorporation and annual reports issued by the Fund from time
to time or promotional material pertaining to the Fund in or from Switzerland other than to "Qualified Investors", as
defined in Article 10 of the CISA and Articles 6 and 6a of the CISO and any circulars issued by FINMA.
The investment vehicles have appointed as Swiss Representative Oligo Swiss Fund Services SA, Av. Villamont 17, 1005
Lausanne, Switzerland, Tel: +41 21 311 17 77, email: info@oligofunds.ch. The Fund’s paying agent is Banque Cantonale
de Genève. Any Fund Documentation may be obtained free of charge from the Swiss Representative in Lausanne. In
respect of the shares or units distributed in or from Switzerland, the place of performance and jurisdiction is at the
registered office of the Swiss Representative.
This document has been prepared, issued and approved by CCP, registered in England and Wales Companies House No.
OC337434, with its principal place of business is at 80 Victoria Street, London, SW1E 5JL. CCP is authorised and regulated
by the Financial Conduct Authority under the number 484392, the Commodities and Futures Trading Commission (No.
0426351), and registered with the Securities Exchange Commission (No. 801-72662).
CCP affiliates are authorised and regulated the Hong Kong Securities and Futures Commission under registration
number ASU171 and the Luxembourg Commission de Surveillance du Secteur Financier. For the avoidance of doubt and
for the purposes of this disclaimer, all references to ‘Chenavari’ mean CCP and all of its associated entities. Copyright in
this document belongs to CCP and all other intellectual property rights are reserved.
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