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XA’s DiBernardo On Why Investors Should Consider

Covered Calls Now

Madison Investments' portfolio manager explains why elevated valuations make now a good
time to consider the downside protection and income covered-call strategies provide.

Chuck Jaffe, in this episode of The NAVigator podcast, interviewed Ray

DiBernardo, Portfolio Manager for the XAI Madison Equity Premium
Income fund. Ray says he's concerned about the market's valuation levels
— noting that it "has been expensive for quite some time" — and while he
is not expecting "dark clouds and a horrible environment," there's more
downside risk, which could lead to market compression that puts
covered-call strategies back into the spotlight as a defensive play.

DiBernardo, an analyst at Madison Investments, says the proliferation of

Ray Di Bernardo
Analyst & Portfolio Manager i ) ) ) ] i
Madison Investments strategies, and he discusses single-stock options versus index options,

options strategies should make investors more diligent about exploring

and the risk-reward picture with each. DiBernardo notes that covered-
call strategies aren't right for people "who believe the market will keep
going straight up from here," but he notes that for nervous investors, the
options strategy acts like portfolio insurance, and the discount on a
closed-end fund can help to make up for the upside potential that the
strategy trades for that protection.

TOPICS DISCUSSED — How investors should weigh risk tolerance and
market outlook when deciding if covered-call

— How covered-call strategies perform in u; B . .
Sl P strategies fit their portfolio

markets versus down markets, and the income-
for-upside trade-off investors make — The relationship between closed-end fund

discounts and market conditions, and why

— What distinguishes covered-call writing from . .
buying at a discount can enhance returns

other options strategies, like buffer funds and
defined-outcome ETFs — DiBernardo's outlook on market valuations

heading into 2027 and the risk of a valuation-

— Why MCN favors single-stock options over index . .
driven correction

options, and the higher premiums that approach
can generate

The discussion is educational in nature and intended to help investors and advisors better understand
the tools, trade-offs, and data points involved in evaluating income-focused strategies.
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EXPLORE THE DATA REFERENCED IN THIS INTERVIEW:
— Free CEF & BDC profile pages: cefdata.com
— 40+ CEF & BDC indexes: cefdata.com/index

Powered by CEFData, offering transparent data on U.S. listed closed-end funds, BDCs, interval funds, and
ETFs

Looking for insights on closed-end fund strategy in today’s market? Join Bill Whelan and Chuck
Clough on Wednesday, July 22nd, 2026, at 1 PM for a live Clough Capital webinar focused on CEF
strategy, discount dynamics, potential income opportunities, and what the current market
environment could mean for investors seeking yield. Registration is free and spots are available now,
reserve your place today at CloughCapital.com,

THE CONVERSATION

CHUCK JAFFE

We're talking about covered call strategies with Ray DiBernardo, portfolio manager for the XAI
Madison Equity Premium Income fund, this is The NAVigator.

Welcome to The NAVigator, where we talk about all-weather active investing and plotting a course
to financial success with the help of closed-end funds. The NAVigator is brought to you by the Active
Investment Company Alliance, an industry organization that represents the entire closed-end fund
business from investors and users up to fund managers, sponsors, and creators. If you're looking for
excellence beyond indexing, The NAVigator will point you in the right direction.

And today, we're pointing in the direction of covered call strategies with Ray DiBernardo, he’s an
analyst with Madison Investments who serves as portfolio manager for the XAI Madison Equity
Premium Income fund. It trades under ticker symbol MCN, it has a track record of more than 20
years in the space, and you can learn more about it at XAInvestments.com/MCN.

And if you want to learn more about closed-end funds, interval funds, and business-development
companies generally, you'll find plenty of helpful information at AICAlliance.org, the website for the
Active Investment Company Alliance.

Ray DiBernardo, thanks for coming back to The NAVigator.
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RAY DI BERNARDO

Hi Chuck, good to be back with you.

CHUCK JAFFE

Covered call strategies, as a basic explainer for any of the audience members who are not entirely
familiar, they’re used by investors who want income while managing downside risk and maintaining
exposure to equity markets. The last time you and I talked, it was early October last year and you
were pointing out how well covered call strategies did when the market was struggling in 2022. But
this isn’t that market, we’ve climbed the wall of worry to record high levels, so how can covered call
funds really shine in this environment? How do they work? Would they benefit from a downturn, a
possible recession, some trouble on the horizon, or would an increase in volatility be enough?

RAY DI BERNARDO

It’s a question we get asked a lot, Chuck. Clearly when markets struggle and volatility goes up, it’s
because typically the market is going down and investors are looking for some sort of protection and
covered writing strategies typically will protect pretty well on the downside. Now the flip side of not
participating fully on the downside when the markets are struggling is that you’re not going to fully
participate in the upside when markets are roaring as they have been recently.

That’s part of what you're giving up, there’s no free lunch really out there, so in order to get downside
protection, if that’s what’s important, and income, if that’s what is important, you have to give up
some potential upside. Now covered call writing will participate in up markets, just not to the full
extent of being long-only in the market.

CHUCK JAFFE

We've seen an evolution, especially in the ETF space, with a lot of option overlay ETFs, and it changes
the competitive picture because they’ve got a bunch of different strategies to consider. So what sets
covered call strategies apart from the other option strategies that investors can use these days?

RAY DI BERNARDO

First of all, it’s important for investors to know what they’re buying, do your due diligence and
understand what the strategy is trying to accomplish. There are option strategies like covered-call
writing, like cash-secured put writing, that are geared towards income-oriented investors. There are
other option strategies such as buffer funds or defined outcome strategies, which are more geared
towards hedging toward the downside.

Now covered call writing gives you a little bit of both, T would say primarily investors will participate
in this kind of strategy because they want a higher level of income than they could get from just
owning stocks. That income can also provide a buffer to the downside as well, but the primary goal
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of covered writing is to provide equity exposure with a higher level of income, and that could be done
in a number of different ways.

So you have passively invested underlying portfolios which replicate an index such as the S&P 500,
and then passively investing on the options side by using index options. Or you have the opposite of
that, which is an active underlying equity portfolio and utilizing single stock options, which is a very
active way to provide that additional income. So there are different ways to get to the same result,
it’s what investors feel most comfortable with, and they should really try and do their best to
understand how the strategy is working.

CHUCK JAFFE

If I'm not mistaken, at MCN you’re focused a little bit more on the single stock approach. What are
the benefits or the advantages to the single stock approach as opposed to index-based options?

RAY DI BERNARDO

We really think there’s a couple of key benefits. First off is that typically the option premium that
you receive from selling a call option will be higher on a single stock option than an index option. As
an example, even a high-quality stock like Microsoft, if you were to go out to September with a call
option, which is 65 or 66 days out into the future, you could get a 5% option premium for being 3%
out of the money, so you participate in 3% of the upside but you get a 5% premium paid to you. A
similar option on the S&P 500 index would only pay you half of 1% in an option premium.

So there’s clearly more volatility these days in Microsoft even though it’s an AAA-rated balance sheet
company, one of the highest quality companies in the market, so you're not taking at ton of risk by
buying a poor quality company but there’s volatility with owning a single stock versus 500 stocks
which diversify away some of that risk. So that’s one of the benefits, is getting a higher premium by
still investing in good companies.

The second one that we find really important is that we can tailor the characteristic of each option
that we sell against our view of each individual stock that we own in the fund. Instead of selling an
index option that gives you umbrella coverage over the whole portfolio, we can now again tailor
specifically what strike prices we want to use, what expirations we want, given our view of each
position in the portfolio.

Now that’s a lot more labor intensive than just buying one big umbrella coverage with an index
option, but we think there’s a lot of benefit. Because in some cases companies you want to be a little
tighter to the money with the options to give you more downside protection, others you want to
participate more on the upside by being further out of the money, and we get that flexibility by using
single stock options.
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CHUCK JAFFE

I talk to a lot of experts right now who are not particularly concerned that a bear market or a
recession is coming, yet we also know that the soft data says that investors are freaked and nervous
about what happens next.

Help somebody understand the trade off and why they would want to make that trade off now. Is it
simply this is what you want to do to calm the emotions if you're that emotional side? Of if you're
one of those folks who’s like, “No, I don’t see bear market, I don’t see recession,” than the answer
might be you're not the ideal shareholder for covered call strategies right now?

RAY DI BERNARDO

Right, it’s an important discussion for investors to have with their advisors and determine what their
risk preferences are, because if you really believe that the markets are going to go straight up from
here, then do you really want to be in a more conservative hedged type of product? I would suggest
that you probably would have part of your portfolio in something that's a little bit more conservative,
but you may lean towards being more aggressive if you really have a strong belief that markets are
going to keep going up.

As is typically the case when we have hiccups in the market, people don’t anticipate them very well
ahead of time and they’re always looking to be hedged after the fact. So I think it’s important for
people to have more of a balanced approach, always have something in their portfolio that will
counteract the effects of a down market, and I think covered writing is something that people should
consider for that.

CHUCK JAFFE

Given that there’s the advent of all these ETFs that are doing options overlay strategies and the rest,
is part of the other side of the case here, buy covered calls in a closed-end fund because there’s a
discount; and that discount helps you to recapture some of what you're giving up in terms of I'm
giving up some upside potential but, oh by the way, I'm adding some upside potential on the
discount? And how do options in covered call funds typically perform and what happens to their
discounts historically when we see market conditions change?

RAY DI BERNARDO

I think discount and premium on closed-end funds is more a function of supply and demand by the
marketplace, so when markets are kind of tearing to the upside and not as many investors are
looking for income or a hedged vehicle, there are fewer buyers and there may be more sellers, so the
discount might widen. That provides an opportunity, because that environment obviously is cyclical
and will change, and being able to buy a fairly conservative high-quality product at a discount is

AlCalliance.org (888) 400-9694 Excellence Beyond Indexing



AICA ACTIVE INVESTMENT THE ACTIVE INVESTMENT COMPANY ALLIANCE
COMPANY ALLIANCE Interview Transcript

N P 4 Excellence beyond indexing

always a good thing. Now it may take time for that discount to narrow and potentially turn into a
premium, but you’d always rather to buy something at a discount than a premium if at all possible.

That doesn’t change how we do things in terms of running the fund every day. We manage the fund
to perform on an NAV basis and then the market will determine whether our fund trades at a
discount or a premium. Now performance matters, so if your performance is very, very good, more
people will typically want to be buyers, if your performance is not good, more people might want to
be sellers.

So that’s a factor that we focus on, is trying to provide consistent performance over time, and I think
we’ve been able to do that. And the whole class of funds is now trading at a discount, so we’re kind
of being lumped in with everyone else, and potentially this could provide an interesting opportunity
for investors to buy at a discount before the market collapses, if it does collapse, rather than wait
until after when it’s too late.

CHUCK JAFFE

Last question. You talk about the prospect of a market collapse, obviously you have to prepare for it.
What is your base case for what happens with the market moving into ‘27?

RAY DI BERNARDO

Running a hedged equity product, an income-oriented product, as I've been doing for the last 20
years, we tend to be maybe a little more cynical about the market than many because we'’re always
looking to protect against downside risk. So we’re concerned about valuation levels, the market has
been expensive for quite some time, when they change and come down, they can come down very
quickly and you don’t really need a big fundamental decline or recession for that to happen.

If the market’s trading at 21-22x forward earnings, even if earnings don’t come down, if there’s an
event that occurs that causes valuations to compress down to 16 or 17x earnings, that could lead to
a 20-25% decline in the market just from valuation compression, so you don’t need to have dark
clouds and a horrible environment for that to happen. We've seen that, we saw that in 2022 when
the market declined significantly, and we’ve seen it obviously in the past with other big macro shocks
to the system.

When the market is this expensive, it’s more at risk to that type of event happening because it’s
already expensive and there’s more risks to the downside than there is potential to the upside in our
view. So the whole AI bubble, which has flared up again in the second quarter of this year, it cooled
off in the first quarter because of the Iran conflict and energy prices going up, now it’s rebounded,
things have gotten very expensive again, we think there’s just more risk to the downside.

Not suggesting the market will have a 30% decline or anything, it may, but we think valuations are
suggesting that it may be time to get a little bit more protection out there. And that’s why people are
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getting more jittery and looking for ways to reduce their exposure and reduce their risks somewhat,
and that’s where we come in.

CHUCK JAFFE

It’s where you come in, it’s where covered call strategies come in, and we really appreciation you
taking the time to talk with us about what you see happening and how it all works. Ray, great stuff,
we'll talk to you again down the line.

RAY DI BERNARDO

Thanks, enjoyed it, Chuck.
CHUCK JAFFE
The NAVigator is a joint production of the Active Investment Company Alliance and Money Life

with Chuck Jaffe, and yeah, 'm Chuck Jaffe, love it if you would check out my show on your favorite
podcast app or you can just go to MoneyLifeShow.com. To learn more about closed-end funds,

interval funds, and business-development companies, go to AICAlliance.org, the website for the
Active Investment Company Alliance.

Thanks to my guest, Ray Di Bernardo, portfolio manager for the XAI Madison Equity Premium
Income fund, it’s ticker symbol MCN and you can get more details about it at
XAlInvestments.com/MCN.

The NAVigator podcast has something new for you every Friday, so plan to join us again next week
for more closed-end fund fun. And until then, happy investing, everybody.

If you own closed-end funds or business-development companies, you may be overlooking discount
shifts, leverage changes, sector rotations, earnings resets and more. A focused portfolio review from
CEF Advisors will review positioning and help identify risks while uncovering potential
opportunities across your holdings, schedule a conversation at CEFData.com/contact. Results will

vary.

Click the link below to go to the home page of Active Investment Company Alliance to learn more:
https://AlCalliance.org/

Disclosure: This content is provided for informational and educational purposes only and is

intended solely as a summary of the views expressed. The opinions expressed are those of the
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speakers and/or presenters as of the date of the content, are their own opinions, may not be the
opinions of AICA and are subject to change without notice.

The information contained herein should not be construed as investment advice, a
recommendation to buy or sell any security, or an offer to provide advisory services.

References to specific securities, sectors, investment strategies, or market conditions are for
illustrative purposes only and do not constitute investment recommendations. Any discussion of
investment strategies may not be suitable for all investors, and there can be no assurance that any
strategy will achieve its intended objectives.

Listed closed-end funds (CEFs) and business development companies (BDCs) trade on exchanges
at prices that may be above or below their NAVs. There is no guarantee that an investor can sell
shares at a price greater than or equal to the purchase price, or that a CEF’s or BDC’s discount will
narrow or be eliminated. Non-listed closed-end funds and business development companies do not
offer investors daily liquidity, but rather on a quarterly or semi-annual basis, often on a small
percentage of shares. CEFs often use leverage, which can increase a fund’s risk or volatility. The
actual amount of distributions may vary with fund performance and other conditions.

Past performance is not indicative of future results. All investments involve risk, including the
possible loss of principal. Forward-looking statements, expectations, and projections are
inherently uncertain, and actual results may differ materially from those discussed.

This content does not take into account the specific investment objectives, financial situation, or
particular needs of any individual investor. Prospective investors should consult their financial,
legal, and tax advisers before making any investment decision.
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