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May 2020 — MBS Mantra MBS High Income/Absolute Return Strategy returns:

% Net Return % Gross 2020 YTD Net 2020 YTD Trailing 1 year
Return Gross Net
Aggregated +2.35% +2.42% -4.5% -4.1% -3.2%
SMAs
Founder’s +2.08% +2.16% -3.3% -2.9% -1.0%
Portfolio

May 2020 Income: +1.62%; Annualized: ~22.8% (Aggregated SMAs @ recent marks)
May 2020 Cashflow % of invested value: 2.9% ( ~ 35% annualized rate)
May 2020 Loss rate: -0.3%

Hello.
Our Aggregated SMA’s portfolio had a total return of 2.35% in May 2020.

The Income performance was solid, returning 1.62% in Income, 22.8% annualized, from 2.9% in
cashflow for the month, with only 0.3% in losses. Income was higher than in April, with total return
augmented by positive price change of 0.9% on average.

As we had hoped, our discount Non-Agency bonds benefited from refinancing prepayments due to
lower rates, while our premium Agency derivatives with more impaired borrowers did not get fast
prepayments. It does not appear that forbearance is negatively impacting our portfolio, and there is
some anecdotal evidence that people might have taken out forbearance as insurance, but have not used
it or do not intend to use it.

While | continue to monitor the forbearance risk, we will resume reinvesting our cashflows into
seasoned MBS that have demonstrated their resiliency.

We are finally beginning to see some CMBS subordinated bonds trade at distressed levels. We've
analyzed a few of them, but do not think they are cheap enough yet, nor is there enough clarity about
the business model post-COVID to make the bets implied by the current prices. In the meantime, private
equity funds are diving into the CMBS space with direct investments/bailouts of CMBS REITs, which is
preventing supply from flooding the market.

There were some interesting articles in the WSJ at the end of May regarding the CLO market.



https://static.wpb.tam.us.siteprotect.com/var/m_0/00/003/44984/883071-MBS_Mantra_-_Aggregated_SMAs_Fact_Sheet_-_High_Income-Absolute_Return_Strategy_-_May_2020-c20ad.pdf
https://static.wpb.tam.us.siteprotect.com/var/m_0/00/003/44984/883071-MBS_Mantra_-_Aggregated_SMAs_Fact_Sheet_-_High_Income-Absolute_Return_Strategy_-_May_2020-c20ad.pdf
https://static.wpb.tam.us.siteprotect.com/var/m_0/00/003/44984/883073-MBS_Mantra_-_Founders_Port_Fact_Sheet_-_High_Income-Absolute_Return_Strategy_-_May_2020-45c48.pdf
https://static.wpb.tam.us.siteprotect.com/var/m_0/00/003/44984/883073-MBS_Mantra_-_Founders_Port_Fact_Sheet_-_High_Income-Absolute_Return_Strategy_-_May_2020-45c48.pdf

https://www.wsj.com/articles/japanese-farmers-foray-into-risky-u-s-debt-leaves-3-7-billion-hole-
11590582336

https://www.wsj.com/articles/japan-warns-its-banks-about-risky-u-s-debt-11591174886

“Japan’s banks collectively hold nearly 20% of the $750 billion global market for corporate debt
packaged into securities called collateralized loan obligations”.

“More than half the Japanese portion belongs to a single bank, Norinchukin Bank, which manages
assets on behalf of farming and fishing cooperatives.” Mitsubishi UJF and Japan Post Bank are the
second and third largest Japanese holders of US CLOs.

| believe this has huge implications for the private equity markets as well as for corporate merger
activity going forward. CLOs are to financial markets what Samurai bonds were in the early 2000s — they
provided the capital and leverage to boost US money supply and the prices of financial assets. The days
of covenant- light loans may be behind us if the largest buyer has exited the market. However, we’ve
said this before, and bond covenants have gotten worse — central bank ‘easing’ and negative rates
always leads to investor desperation in carry trades, so maybe another bank will step up.

As always, we welcome your questions and comments. Please stay safe.
Regards, Samir Shah
June 9, 2020

Samir Shah

President and CIO

MBS Mantra, LLC (a CT Registered Investment Advisor)

"Alpha Through Analysis"®
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Please visit our website https://www.mbsmantrallc.com for important disclosures.
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Important Notice - Disclaimer

This overview is being provided to you by MBS Mantra, LLC (“MBS Mantra” or the “Firm” or the “Adviser”), for informational
purposes only, on a confidential basis and is intended solely for use by the company or individual to whom it is being delivered.
Potential investors are advised to request and carefully read and review MBS Mantra’s Firm Brochure (Form ADV Part 2), and
other documents, if any, provided by MBS Mantra (the “Documents”).

Under no circumstances should this overview be used or considered as an offer to sell, or a solicitation of any offer to buy,
interests in any securities, funds, other financial products or investment strategies managed by MBS Mantra, nor shall it or its
distribution form the basis of, or be relied upon in connection with, any contract for advisory services or otherwise.

The information contained with this brochure has not been audited and is based upon estimates and assumptions. No reliance
should be placed, for any purpose, on the information or opinions contained in this overview. The information contained in this
brochure is based upon proprietary information of MBS Mantra and public information, but it may not be comprehensive, and it
should not be interpreted as investment advice. No representation, warranty or undertaking, express or implied, is given as to the
accuracy or completeness of the information or opinions contained in this overview by MBS Mantra or by its affiliates and any of
their principals, members, managers, directors, officers, employees, contractors or representatives.

Investors must make their own investment decisions based on their specific investment objectives and financial position. Charts,
tables and graphs contained in this overview or in the Documents are not intended to be used to assist an investor in determining
which securities to buy or sell or when to buy or sell securities. While this overview may contain past performance data, PAST
PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS, WHICH MAY VARY. There can be no assurance that any
investment strategy will achieve its investment objective or avoid substantial or total losses. Except as required by law, MBS
Mantra assumes no responsibility for the accuracy and completeness of any forward-looking statements. Further, MBS Mantra
does not provide legal and tax advice; MBS Mantra recommends that investors consult with their own independent tax and legal
advisers.

Any example represents an actual trade made by Samir Shah, MBS Mantra’s principal, and/or MBS Mantra; any hypothetical
represents a possible trade. None of the examples, whether actual or hypothetical, contained in this overview and the Documents
should be viewed as representative of all trades made by MBS Mantra, but only as examples of the types of trades MBS Mantra
expects to complete for its customers. None of the examples provided can in and of themselves be used to determine which
securities to buy or sell, or when to buy or sell them. It should not be assumed that recommendations made in the future will be
profitable or will equal the performance of the securities used as examples in these Documents. To the extent that this document
contains statements about the future, such statements are forward looking and subject to a number of risks and uncertainties,
including, but not limited to, the impact of competitive products, product demand and market risks, fluctuations in operating
results and other risks. (A complete list of trades made by Samir Shah and/or MBS Mantra is available upon request.)

This overview and all Documents provided by MBS Mantra should only be considered current as of the date of publication
without regard to the date on which you may receive or access the information. MBS Mantra maintains the right to delete or
modify the information without prior notice; MBS Mantra undertakes no obligation to update such information, including, but
not limited to, any forward-looking statements, as of a more recent date, except as otherwise required by law.



