
trailing returns (acfix) as of 3/31/23

1-Year 0.45%

5-Year 3.08%

10-Year 2.81%

Performance greater than one year is annualized. 
Performance varies by share class.

credit quality as of 3/31/23

Subject to change. Reflects long fixed income 
exposure as percent of net assets.

geographic exposure as of 3/31/23

Subject to change. Reflects long exposure as 
percent of net assets.
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Performance quoted represents past performance and does not guarantee future results. 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 the original cost. Current performance may be lower or higher than 
the performance quoted. For performance data current to the most recent month end, visit http://arbitragefunds.com or call (800) 295-4485. Returns 
shown above include the reinvestment of all dividends and capital gains. Total Annual Fund Operating Expense for ACFIX is 1.37%. The adviser has 
contractually agreed to waive fees to limit total annual operating expenses for ACFIX, excluding taxes, interest, dividends on short positions, brokerage 
commissions, acquired fund fees and expenses, and other costs incurred in connection with the purchase or sale of portfolio securities, to 0.98% until 
September 30, 2023, unless terminated earlier by the Board of Trustees. Without such fee waivers, performance numbers would have been reduced.

Americas (72%)

Asia Pacific (0%)

Europe/Middle East/Africa (5%)

Water Island Credit Opportunities Fund (ACFIX) returned 2.45% for the first quarter of 2023. The Bloomberg US 
Aggregate Bond index returned 2.96%, while the ICE Bank of America US High Yield index returned 3.72%, for the same 
period. 

At quarter-end, the effective duration of the portfolio was 2.1 years, with a duration to event (our internal measure of 
the duration of the portfolio based on expected timing to completion of a catalyst) of 0.4 years.

2023 began with the perception that Federal Reserve 
(“Fed”) interest rate hikes were mostly done and that the 
Fed had successfully engineered a soft landing for the 
flagging economy. Investment portfolios also began 
shifting to favor more fixed income and yield, which 
further contributed to a positive tone amongst market 
participants. This sentiment, however, began to change 
in February, as inflation proved to be stubborn and the 
Fed communicated the possibility that rate hikes would 
continue – albeit in smaller, more steady increments. 
While the market gave back some of January’s gains in 
early February, another unpredictable event shocked 
investors in March, as federal regulators stepped in to 
stop deposit outflows from several large banks, including 
Silicon Valley Bank. The risk of contagion drove investors 
to safer harbors and the 2-year US Treasury yield 
dropped over 100 basis points in only a matter of trading 
days. Further confusion initially impacted markets as the 
Fed was faced with the dilemma of curbing inflation with 
rate hikes or tempering any contagion generated in the 
banking sector with less aggressive moves. Ultimately, 
the Fed chose a conservative course by hiking rates 25 
basis points at their March 22 meeting, while maintaining 
watchful eyes over the economy as federal regulators 
implied their support for the banking sector and 
deposits.

Amidst Q1 uncertainty, two main factors drove positive 
performance for the fund. First, the deals supporting 
many of our merger-related positions successfully 
closed, which led to higher prices for those specific 
underlying bonds and loans. These investments were 
chosen for their idiosyncratic nature where their returns 
are determined not by market direction, but rather by 
whether a transaction closes, and the debt is redeemed. 

Second, investments predicated on companies 
refinancing debt prior to its stated maturity were positive 
contributors. As capital markets reopened in January, 
these companies were able to place new debt in the 
market and used proceeds to retire debt and extend 
maturities. Several of our positions, such as Par 
Petroleum and Uniti Group, were first lien bonds, and the 
news of their debt refinancings led to capital gains in 

their bond prices. We think this trend will continue 
throughout the year as management teams are looking 
to take advantage of more stable markets. Furthermore, 
companies are also proactively extending their maturity 
profiles given interest rate uncertainty. 

While many deals were completed and bonds redeemed 
during Q1, several new deals were also announced, 
including Radius Global Infrastructure, which agreed to 
be acquired by a consortium led by EQT Partners; 
Ranger Oil, which plans to merge with Baytex Energy; 
and Diversey Holdings, which agreed to merge with 
privately-held Solenis LLC. News reports also indicated 
during Q1 that several companies were exploring 
strategic options including ACI Worldwide, Arconic, and 
private equity company Veritas exploring the sale of 
portfolio company Cotiviti.

Although we no longer see the extreme duration risks in 
a large portion of the fixed income markets compared to 
what we saw 12-18 months ago, we continue to be wary 
of several issues. First, the Fed has not yet concluded its 
task of fully taming inflation. They will be reliant on the 
latest economic data for determining their path. Second, 
the economy has yet to feel the impact of a presumed 
increase in bank regulation and tighter lending. In 
addition, we are seeing some evidence of stress in parts 
of the commercial real estate market, which is a key area 
for smaller bank lending. Any weakness could provoke 
more uncertainty in the banking sector.

With these concerns, we think our best positioning is to 
be defensive and opportunistic. First, we plan to patiently 
wait for hard catalyst deals where we can deploy capital 
in non-correlated situations at spreads that are near ten-
year highs. Second, finding short duration yields with a 
refinancing catalyst may provide attractive income with 
the optionality of an early redemption of bonds. Third, we 
continue to see opportunities in busted convertibles 
where we can find yield and potential upside optionality if 
markets go higher. We will continue to monitor the 
markets for all of these types of investments and will 
continue to focus on delivering total returns from 
investments with low correlations to the overall markets.

manager commentary

Investment Grade (1%)

High Yield (56%)

Not Rated (18%)
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glossary: A basis point is an amount equal to 1/100 of 1%. A busted convertible is a convertible bond with an underlying stock trading well below its conversion price. A credit 
spread is the difference in yield between a US Treasury security and a debt security of a lesser credit quality but with the same maturity. Duration is a measure of a bond's 
price sensitivity to changes in interest rates, with each year of duration roughly equating to a 1% change in price inverse to a 1% change in yield. Hard catalysts are situations 
with more defined potential outcomes and higher probabilities of reaching a successful conclusion. A first lien bond is debt that is secured by collateral, the holders of which 
are paid back before all other debt holders. Maturity profile refers to the overall view of a company’s issued debt by year of maturity. Secured debt is debt that is backed by 
collateral. Soft catalysts are situations with less defined potential outcomes and relatively lower probabilities of reaching a successful conclusion. A soft landing is the process of an 
economy shifting from growth to slow-growth to potentially flat, as it approaches but avoids a recession. A special purpose acquisition company is a publicly traded shell 
corporation whose sole purpose is to acquire a privately held entity to take it public without going through a traditional IPO process. 

important information

Investors should carefully consider the fund’s investment objectives, risks, and charges and expenses before investing. To obtain a prospectus containing 
this and other important information, visit https://arbitragefunds.com or call (800) 295-4485. Read the prospectus carefully before investing.

RISKS: Investments are subject to risk, including possible loss of principal. There can be no assurance that the fund will achieve its investment objectives. The 
fund uses investment techniques and strategies with risks that are different from the risks ordinarily associated with credit investments. Such risks include 
event-driven risk; merger arbitrage risk (in that the proposed reorganizations in which the fund invests may be renegotiated or terminated, in which case the 
fund may realize losses); active management risk; credit risk; convertible security risk; liquidity risk; market risk; sector risk; interest rate risk; short sale risk; 
hedging transaction risk; large shareholder transaction risk; leverage risk; high portfolio turnover risk (which may increase the fund’s brokerage costs, which 
would reduce performance); counterparty risk; temporary investment/cash management risk; swap risk; options risk; preferred security risk; investment 
company and ETF risk; derivatives risk; LIBOR rate risk; currency risk; and foreign securities risk. Risks may increase volatility, increase costs, and lower 
performance.

Water Island Credit Opportunities Fund top ten holdings as of March 31, 2023: Altice France Holding SA 10.5% 5/15/2027; Caesars Entertainment Inc 6.25% 
7/1/2025; Chobani LL 7.5% 4/15/2025; Getty Images Inc 9.75% 3/1/2027; Horizon Therapeutics USA Inc 5.5% 8/1/2027; Maxar Technologies Inc FR 6/14/2029; 
MoneyGram International Inc FR 7/21/2026; Valvoline Inc 4.25% 2/15/2030; Verscend Holding Corp FR 8/27/2025; Xerox Holdings Corp 5% 8/15/2025. Top ten 
holdings represent 35.1% of the portfolio. Holdings are subject to change. Current and future holdings are subject to risk.

Bloomberg US Aggregate Bond Index (Agg) is a broad index of domestic investment grade fixed income securities. ICE Bank of America US High Yield Index (ICE HY) 
is a broad index of high yield corporate bonds. Indexes are unmanaged and one cannot invest directly in an index. Indexes are shown for informational purposes only. 
Agg and ICE HY are not intended to, and do not, parallel the risk or investment style of the fund’s investment strategy.

Commentary represents the manager’s opinion and contains certain forward-looking statements which may be different than actual future results, is subject to 
change, and is under no obligation to be updated. Commentary should not be regarded as investment advice or a recommendation of any security or strategy.

Water Island Credit Opportunities is distributed by ALPS Distributors Inc, which is not affiliated with Water Island Capital LLC or any of its affiliates. [ARB002085 
2023-08-01]

top contributors

Lightning eMotors Inc — Lightning eMotors produces electric fleet medium- and heavy-duty vehicles, including delivery trucks, shuttle buses, passenger vans, chassis-cab 
models, and city transit buses. Although supply shortages of batteries and chassis have hindered production and revenue recognition of the company’s products, bonds 
posted gains during Q1 as prices rebounded from December’s low levels.

Altice France SA — Altice France is a European cable television and broadband internet service provider. The company’s bonds rallied during January along with the market, 
contributing to positive performance for the quarter. We continue with our investment in Altice as we feel we are compensated with attractive yields while awaiting improved 
operational performance and/or de-leveraging to occur either organically or through the disposal of data centers.

Uniti Group Inc — Uniti Group operates as a real estate investment trust providing wireless infrastructure solutions for the communications industry. During Q1, the company 
refinanced its near-term maturities to extend the firm’s maturity profile, and these actions led to positive returns for our position in the company’s 2025 first lien bonds.

top detractors

Paratek Pharmaceuticals Inc — Paratek Pharmaceuticals is a bio-pharmaceuticals company engaged in the development and commercialization of antibiotics for treating 
serious and infectious diseases. During Q1, the company lowered its sales guidance for 2023, which led to price declines in the company’s stock and bonds. We continue to 
maintain our exposure as we believe the company has several near-term catalysts which could benefit its trajectory and valuation.

Credit Market Hedge — From time to time, in addition to various issuer-specific hedges, we may choose to implement broader market hedges in the portfolio. As discussed in 
prior commentary, these hedges may include a combination of credit, interest rate, equity, and ETF securities designed to help dampen portfolio volatility and to assist 
hedging of softer catalyst events. During Q1, these positions behaved as expected – while the quarter’s market rebound led to losses in our hedges, they were offset by gains 
in the positions they were meant to hedge.

UpHealth Inc — UpHealth is a company that was formed in 2021 via the roll-up of several digital health services businesses in a transaction with a special purpose acquisition 
company. Although our bond position traded lower during the quarter, leading to negative performance, the company’s newly hired management team is conducting a deep 
appraisal of the firm’s various pieces. During its most recent earnings call, UpHealth announced an agreement to sell one of these divisions which, due to certain covenants in 
the company’s secured bonds, should lead to the redemption of a portion of our position, which we anticipate will benefit the fund.
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