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Jane King: I'm Jane King at the NASDAQ MarketSite and I’m joined by Duncan Farley,
portfolio manager for RBC BlueBay Asset Management, which is a sub-advisor for the BlueBay
Destra International Event-Driven Credit Fund. Now the fund just crossed its five-year
anniversary in May and has been the top performing continuously offered closed-end interval
fund over that time returning over 12% annualized since its inception. It’s ticker symbol
CEDIX, and you can learn about it at DestraCapital.com. So with me, Duncan, great to have you
here. New term for me, event-driven credit, so explain what that is.

Duncan Farley: Yeah, look, I think simply put it’s buying stressed and distressed debt, so that
could be loans or bonds at hopefully suitably discounted prices where the risk of the underlying
investment is already priced in.

Jane King: Okay, are these corporate, government, both?

Duncan Farley: This is corporate.

Website: AlCalliance.org ¢ Phone: (888) 400-9694


https://aicalliance.org/navigator-interview-duncan-farley/
https://aicalliance.org/navigator-interview-duncan-farley/

Jane King: Okay.
Duncan Farley: Corporate bonds and loans.

Jane King: Got it, okay. So why does it make sense to have some of this in a interval fund
structure?

Duncan Farley: Okay, so the interval fund structure, which I’m based in London and if I said
interval funds to any of my colleagues or people | know, they’d glaze over, this isn’t a structure
that really exists in Europe yet.

Jane King: Okay.

Duncan Farley: But actually when you break it down, it’s a very neat way to match investors’
liquidity requirements with the underlying profile of the investments, the liquidity profile of the
investments that we’re investing in. So for instance, some of the things that we invest in, the
more distressed, might have a longer term time horizon to play out, they might be less liquid to
trade. So the neatness of the interval fund means that the structure of that, where you can take
out 5% each quarter on the fund, means that we can invest over a longer period of time without
having to hold everything that is liquid, so it’s just a really good way to invest within the asset
class.

Jane King: Do you see more or less opportunities in event-driven credit right now?

Duncan Farley: Yeah, the team today is busier than it’s ever been.

Jane King: Okay. What do you think is the cause of that?

Duncan Farley: I think it’s the cost of funding.

Jane King: Interest rates.

Duncan Farley: It’s the higher rate environment that we’re operating in.

Jane King: Okay.

Duncan Farley: There was a great study out, or a good study | should say, in the summer by
Moody’s, who analyzed the US high-yield issuance, B3 high-yield issuance, I think there are
over just about 300 of them. It quantified that by December of this year, over 60% of those will
have an interest rate coverage ratio of less than one. In other words, they’re not generating
enough cash to be able to service their debt. So in simple terms, if you are more than four times

levered and you’re facing a cost of financing of over 10%, then unfortunately the maths don’t
work. You’re going to have to do something about that.
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So our time is spent looking at multiple different companies and structures, working out which
ones are the winners here, which ones will survive, which ones can come up with a solution.
And maybe for those that can’t come up with a solution, maybe we’re the solution, because if it
goes through a process, we could actually be involved in that process. So yeah, I think the
difference today versus perhaps previous cycles, where maybe there’s been a bit more of a sector
focus, this is across the board.

Sure, there will be sectors that perhaps suffer more pain than others. | mean, real estate is
perhaps one of those, in Europe certainly, that we’re seeing, but this is broad brush. If you’re a
CFO today and you know your debt is coming up for maturity in the next 12 months to three
years, you’ve got an issue that you’ve got to deal with.

Jane King: Yeah, you’ve got to figure something out.
Duncan Farley: Correct.

Jane King: So you mentioned sectors, are there some real estate that you think is in worse
shape than others?

Duncan Farley: Well, it’s not so much that they’re necessarily in worse shape, it’s just that
there is a lot more issuance that has happened over the last five years. We’re a European-
focused fund, we can invest anywhere but our bread and butter is in Europe. There’s been a lot
of debt issued by real estate companies in Europe, more than there would have been in the
previous five, 10 years in previous cycles. And yeah, we’ve obviously all read the headlines
about offices and the pressure.

Jane King: You mean like the empty office?

Duncan Farley: Yeah, empty offices, and so who’s going to refinance this stuff? Now our job
is to work out who are going to be the winners, who will be the losers? Because there are good
office blocks, there are good properties with good tenants that will be there for a long time. Our
job is to sort of work through that and to work out which are the better assets to own and the
right price of which to own them at.

Jane King: Now so commercial real estate, there’s some evidence consumers are under some
kind of financial stress as well, still talking about a recession. How do you manage this
bearishness and the volatility in the markets?

Duncan Farley: Yeah, look, our job is to work out the worst case scenario, shall we say. When
we sit down in our investment committees, we start with the conversation, “Okay, if this was to
go wrong, what would be the outcome?” And then the important thing is to, when you work that
out, because obviously that’s not a straightforward analysis, then to price your entry point as
close to that as you possibly can.

Now sometimes that can be very easy. You can have a business which owns a bunch of assets,
you can go out and get those assets valued on a downside scenario, a blue sky evaluation. And
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then you can price, remember we’re buying the debt that is often secured on a lot of these assets,
close to those assets, so the value of those assets is vitally important.

So sometimes it’s pretty easy, relatively easy to do that, but on other occasions a case of let’s try
and value this business, what’s the worst level of profitability that it could have? What’s the
lowest level of multiple it can have? And if we price our entry point as close to that, then most
of the time, we won’t get it right every time, but if you do get it right, we target 15%+ returns,
the winners will look after themselves. The important thing is when you do get it wrong, that
you don’t lose too much money.

Jane King: Got it.

Duncan Farley: Sometimes you have to wait. You’ve got to be very patient, you’ve got to wait
for the price to come to you, and that’s where you need an experienced manager to do that.

Jane King: That patience is tough sometimes when you’re in the market.
Duncan Farley: Yes.
Jane King: So are these public or private opportunities?

Duncan Farley: Both. Both, to be honest. | think we talk more in terms of liquid and illiquid,
and sometimes there are many private things that are very liquid, so it’s not always the case of
private is different to public. But we are most of the time looking at public bonds or levered
loans, which is quite a public market as well.

Jane King: And explain a little bit, BlueBay, your background and the special situations team.
Talk a bit about all of that.

Duncan Farley: Sadly I’ve been doing this for so long, it would take too long to go through
that. So BlueBay, which is owned by Royal Bank of Canada, it has been now for over 10 years,
we sit within the developed market special sits team in Europe, we’re a team of six professionals.
Sadly we have over 140 years of experience between us, but to be honest, today that’s probably
more important than any other point in time.

I think the cycle that we’re seeing at this moment is much more akin to the cycles that we saw
before the Financial Crisis, and so therefore having a team of people that were there and did that,
going back into the nineties, | think drawing on that experience and see how things can play out.
That’s not to say that people have started afterwards aren’t very good at what they do, but it
definitely helps us to be able to know how things can play out. | can remember when rates were
in double digits back in the early nineties, so we know.

Jane King: We’re at 30-year highs for some of these interest rates, so the fact that you lived
that.

Duncan Farley: Personally lived it, yes.
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Jane King: Okay, and the special situations team, what’s that all about?
Duncan Farley: Well, that’s the six professionals I talked about.
Jane King: Okay, so you’re the ones that analyze all of this.

Duncan Farley: Yes, so we have a broad-based experience. Myself, 30 years of looking at
credit, debt, from the early days of the European high-yield market which started in the late
nineties in Europe. Two of my colleagues worked for a very large hedge fund in the early 2000s
where they were trading a lot of distressed debt. So yeah, we think we’ve got a good team of
special sits, situations, as we call it. As | mentioned earlier, naming what we do is actually
probably one of the hardest things; event-driven, special sits, credit opportunities, but this is debt
trading and this is trading debt that, as | say, is trading at a big discount.

Jane King: Distressed debt. So Duncan, thank you so much. Very interesting to hear about this
aspect of the financial industry.

Duncan Farley: Thanks very much.
Recorded on October 16, 2023
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TheNAVigator@AlCalliance.org

Click the link below to go to the home page of Active Investment Company Alliance to learn more:
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Disclosure: Views and opinions expressed are for informational and educational purposes only as of the
date of production/writing/speaking and may change without notice at any time based on a multitude of
factors. Speaker's/presenter's/author's opinions are their own and may not necessarily represent the
opinions of AICA, its Board, or its staff. Materials may contain ‘‘forward-looking” information that is not
purely historical in nature, such as projections, forecasts, market return estimates, proposed or expected
portfolio composition, and other items. Listed closed-end funds and business development companies
trade on exchanges at prices that may be above or below their NAVs. There is no guarantee that an
investor will be able to sell shares at a price greater than or equal to the purchase price or that a closed-
end fund's discount will narrow. Non-listed closed-end funds and business development companies do not
offer investors daily liquidity but rather offer liquidity on a monthly, quarterly or semi-annual basis, often
on a small percentage of shares. Closed-end funds often use leverage, which can increase the fund's
volatility (i.e., risk). Actual distribution amounts may vary with fund performance and other conditions.
Past performance is no guarantee of future results. This material is not intended to be a recommendation
or investment advice, does not constitute a solicitation to buy, sell or hold a security or an investment
strategy, and is not provided in a fiduciary capacity. Shares of closed-end funds are subject to investment
risks, including the possible loss of principal invested. Closed-end funds frequently trade at a discount to
their net asset value (NAV).
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