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Chuck Jaffe, in this episode of The NAVigator podcast interviewed Kimberly Flynn, managing
director of alternative investments at XA Investments. Read the Q&A below as Kimberly says
that demand for alternative investments as a means of adding diversification to a portfolio has
spurred tremendous growth in interval funds, whose limited liquidity makes them an ideal
vehicle for many types of less-liquid securities. Flynn notes that there are 190 interval- and
tender-offer funds in existence today, but that 27 new funds are in registration, many from
companies just entering the interval-fund space. Flynn says it's still very early — 'maybe the

L second inning' — in the current interval-fund growth cycle, which will force

investors and advisers to do heightened due diligence to make sure the new

issues can perform up to expectations.

Kimberly Flynn

The podcast can be found on AICA’s website by clicking here: https://aicalliance.org/alliance-

content/pod-cast/

CEFAdvisors will be holding their 46th consecutive closed-end fund, business-development
company, and interval fund research call for the second quarter of 2023 on July 19th at 2PM
Eastern Standard Time. Register to attend live or for the replay at
CEFAdvisors.com/quarterly. The session is approved for 1.5 hours continuing education

credit.
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CHUCK JAFFE: Kimberly Flynn, managing director of alternative investments at XA
Investments is here, and we’re talking about interval funds now on 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, a unique industry organization that represents all
facets of the closed-end fund industry from users and investors to fund sponsors and
creators. If you're looking for excellence beyond indexing, The NAVigator’s going to point
you in the right direction. And today we are pointed directly at alternative investments and
interval funds with Kimberly Flynn, managing director of alternatives at XA Investments, and
you can learn about the firm at XAlnvestments.com. If you want to learn more generally
about interval funds, closed-end funds, and business-development companies go to
AlCAlliance.org, the website for the Active Investment Company Alliance. Kim Flynn,
welcome back to The NAVigator.

KIMBERLY FLYNN: Thanks Chuck, great to be back.

CHUCK JAFFE: So we have seen a lot of interest in alternatives and that has led to more
demand for interval funds, because alternatives, that’s an environment where they can
thrive, in interval funds. So explain just a little bit about the demand that we’ve seen, the
growth we’re seeing in this market, and why alternatives and interval funds are kind of a
match made in investment heaven.

KIMBERLY FLYNN: Absolutely. So interval funds have been in demand, especially in the last
18 months, we all saw the performance of traditional stock and bond portfolios in 2022, and
so it’s helpful to understand what an interval fund can do that a mutual fund cannot. So
interval funds are a type of closed-end fund, but it’s a bit of a misnomer because they are
open ended and continuously offered, and they’re really a great house or wrapper for
alternative investments that tend to be less liquid or even illiquid. And so the interval fund
market is growing rapidly, especially among independent financial advisors who are looking
to diversify their client portfolios, and the growth we’ve seen in the market is tremendous,
interval funds are growing at about a compounded annual growth rate of 12%. We've seen
the number of funds grow, the first interval funds came to market in 1993, and there really
wasn’t much adoption of that structure, partly because there wasn’t as much demand for

alternative investments in the Gogo stock days of the nineties and 2000s. So now in the
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market today there are 190 interval funds and tender-offer funds, tender-offer funds are just
a similar sister structure to the interval fund, but 190 is quite a few. What we also observe is
27 new funds in the SEC registration process right now, so that market is just growing
tremendously, there’s a lot of new fund sponsors entering the marketplace, leaders in the
alternative investment arena. For example, earlier this June we saw Brookfield file for an
infrastructure tender-offer fund, which is really interesting in this environment right now
where inflation is top of mind and infrastructure is a type of alternative that can benefit client
portfolios in an inflationary environment.

CHUCK JAFFE: So we've got the increase in demand for interval funds, but we also have the
increase in demand for alternatives, and a lot of that has been driven by what we’ve seen
happening broadly on the market, et cetera. So explain how those two things have happened,
what we’ve seen and what that’s meant in terms of the proliferation of alternatives, and
specifically the types of alternatives that we're now seeing that much more demand for.
KIMBERLY FLYNN: Yeah, [ think in the last 10 or 15 years there’s been talk of giving individual
investors access to alternatives, but it's been largely liquid alternatives, things like
commodity futures or managed futures. But really true institutional alternatives, things that
you might find in a pension or an endowment fund, things like private real estate, private
credit, private equity, those were alternatives that could really only be accessed in a private
fund format. And you know, really what’s important now today is that the burden for saving
for retirement has shifted squarely to each person’s own shoulders. With the decline in
defined benefit plans in the US and the rise of 401(K)s as the method for people saving for
retirement, what people don’t realize is, is with that huge macro shift in the market came a
change in terms of the vehicles or the engines for growth in terms of retirement savings.
Pension and endowment funds have long been using illiquid alternatives to drive higher total
returns, but individual investors need similar opportunities and need access to some of these
higher returning strategies. And if you think about what's in your 401(K), it's mostly
traditional strategies in a mutual fund type package, and the mutual fund wrapper just
doesn’t work for things like private real estate or private equity.

CHUCK JAFFE: With the growth of interval funds, we’ve seen more demand for alternatives,
we see that folks want to get them in the right way, but do folks, especially the retail public,

but even some of the financial advisors, truly understand what they’re getting? I mean, we’ve
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got the new funds but the funds haven’t really been stress tested at this point, and a stress
test is when an interval fund is going to make people who aren’t used to it go crazy.
KIMBERLY FLYNN: Well, I agree with you, and so the retail investor experience with
alternatives is limited, and that’s why there’s a lot of focus from fund sponsors on education
in terms of how you should be using alternatives in the portfolio. In a diversified portfolio
they have a role to play, but because of the illiquid nature, that's really the risk, Chuck, that
think you're putting your finger on. You can’t count on being able to sell these investments
in any given week or any given quarter, investors need to be thinking about a long-term
allocation to alternatives and the interval fund structure allows them to access it in a 1940
Actregistered closed-end fund structure that has a lot of benefits like a 1099, so that’s better
than getting a K-1 with a private fund, but nonetheless, the use of those alternatives does
come with tradeoffs around liquidity. Most of the interval funds have a mechanism for
allowing investors in on a daily or monthly basis, but the exits can be limited to quarterly,
subject to proration. And so you want to be thinking about an allocation to alternatives that’s
longer term in nature so that to the extent that you needed to sell securities, you wouldn’t be
relying upon the interval fund allocation for that liquidity. So it’s really important that fund
sponsors be talking with financial advisors, and then consequently financial advisors be
talking with investors, because I think the allure of higher returns coming from alternatives
is why there’s a lot of interest in growth, but there is this risk, there is this tradeoff that is
very real and we want investors to understand that tradeoff.

CHUCK JAFFE: We do, because of course in the past retail investors didn’t have access to
alternatives, that’s what they’re getting through this. That said, they’re still called
alternatives, although depending on who you talk to they can be large chunks of a portfolio.
They’re alternative by asset class, but they’re mainstream when you’re saying, “Hey, you
should have 10-20% of a portfolio in alternatives.” So what kind of growth have we got, both
for alternatives and for intervals when it comes to alternatives? Because not every
alternative needs the interval structure or benefits from that liquidity lock up because it
needs it to be a better investment. So are we getting to a spot where we’re going to come
close to saturation or what we see? Or the industry will throw a bunch of stuff out there and

then we'll see in time what sticks?
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KIMBERLY FLYNN: We've already seen a product evolution, so a lot of financial advisors have
been using the REIT structure, the BDC structure, I know you talk about those types of
investments on your program. And the reason that investors like those types of alternatives
is that there is ease of access, but a REIT can only hold real estate and a BDC can only hold
loans of US private companies, and so they’re limited. An interval fund is really open to any
asset class, so you could have a private credit strategy. Now we do see a lot of, you're talking
about these alternatives moving into mainstream, private credit I think is an area which has
moved faster, farther into the mainstream than things perhaps like infrastructure or venture
capital. But there’s a lot of appeal for these types of alternatives that you can’t find in a REIT
or a BDC wrapper, and so we think that it’s really early, maybe second inning on the interval
fund market just in terms of what we expect to see more of. Because it can house any
structure, any strategy, you're seeing a lot of alternative managers and also a lot of traditional
investment managers say, “Hey, what strategy do we run that’s going to fit in this structure?”
Because the SEC won’t let you put something that’s highly liquid or that should otherwise be
packaged up into a mutual fund for investors, so you're really going to see a wide variety
across the liquidity spectrum of different types of alternatives from a host of different
managers. And so among that, like you said, there’s not enough track record right now to
figure out which are the best performing, which are the worst performing, and a lot of
financial advisors are relying upon the track record of the fund sponsors themselves. So it
does require additional due diligence before investors or advisors can get comfortable
because these are relatively new products.

CHUCK JAFFE: Well, second inning means there’s a lot more that we're going to have to talk
about, we’ll have to do that down the line as we watch how it plays out. Meanwhile, Kim,
thanks so much for joining me on The NAVigator.

KIMBERLY FLYNN: Thanks Chuck.

CHUCKJAFFE: The NAVigator is a joint production of the Active Investment Company Alliance
and Money Life with Chuck Jaffe. And yes, I am Chuck Jaffe and you can check out my show
by going to MoneyLifeShow.com or by looking for it on your favorite podcast app. To learn
more about interval funds, closed-end funds, and business-development companies go to
AlCAlliance.org, the website for the Active Investment Company Alliance. They’re on

Facebook and LinkedIn @AICAlliance. Thanks to my guest, Kimberly Flynn, managing
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director of alternative investments at XA Investments. The firm is online at
XAlnvestments.com and on Twitter @XAlnvestments. The NAVigator podcast is new every
Friday, follow along on your favorite podcast app to make sure you don’t miss an episode.
We look forward to bringing you more closed-end fund talk next week, and until then, happy
investing everybody.

Recorded on July 6, 2023

To request a particular topic for The NAVigator podcast please send an email to:
TheNAVigator@AlCalliance.org

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

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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