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The Active Investment Company Alliance held its annual Fall Round
=Y Table in New York City on November 19%, and NAVigator host Chuck
interviewed Ryan Paylor, Portfolio Manager at Thomas J. Herzfeld
Advisors, which recently converted a closed-end fund from a focus on

companies located in the Caribbean Basin, ticker Symbol CUBA, to one

focused on collateralized loan obligations. Paylor explains the thinking

behind the move and how shareholders reacted to the fund's drastic makeover.

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

CHUCK JAFFE: Hj, it's Chuck Jaffe, host of The NAVigator podcast from the Active Investment
Company Alliance. One of the best parts of being involved with AICA is that I attend the
group’s events and talk to the experts there face to face. Those conversations are always
interesting, and we don’t want you to miss them, so here’s a chat I had at AICA’s Fall Round
Table event in New York City on November 19th, with Ryan Paylor, portfolio manager at
Thomas ]. Herzfeld Advisors, which recently converted a closed-end from a focus on
companies located in the Caribbean Basin to focus instead on collateralized loan obligations,

enjoy!

Welcome back Money Life at the Active Investment Company Alliance Fall Round Table, I'm
joined right now by Ryan Paylor, he’s portfolio manager with Herzfeld Advisors, Thomas

Herzfeld Advisors, manager of the Herzfeld Credit Income Fund, which is ticker symbol
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HERZ. But that’s a new ticker symbol, and this is one of the most interesting stories in the
closed-end fund space, and you know if you listen to the show or you listen to The NAVigator,
that I geek out on all the interesting stuff, this is one of those geeky things, I'm super excited
for this. Because Herzfeld Credit Income Fund is an old fund with an entirely new purpose,
because Thomas Herzfeld Advisors created the Herzfeld Caribbean Basin Fund, CUBA was
the ticker symbol, in 1992, but it changed into the Herzfeld Credit Income Fund, HERZ, back
in July. The new fund pursues a total-return strategy that invests mostly in collateralized
loan equity and in junior debt, and I should point out for anybody who’s here to talk about
collateralized loan obligations, CLOs, they are portfolios of secured investments typically
below investment grade. Ryan Paylor, great to have you here on Money Life at AICA.

RYAN PAYLOR: Thanks, Chuck, I'm glad to be here. You know, it’s really interesting, the
etymology of the fund, it’s not really a surprise that we ended up converting the Herzfeld
Caribbean Basin fund solely based on the fact that over the last couple of years, and really
since the first Trump administration, we had a fund that was out of favor, there wasn’t really
a huge investment mandate for many investors into the Caribbean Basin as an investment
mandate. So with that, and then also with the fact that I joined the firm in 2012, we’ve had a
couple portfolio managers join on, including Erik Herzfeld in 2008 to join his father, and our
backgrounds were mostly fixed income, [inaudible 0:02:42] rates, and Alex Knapp joined the
firm in 2019, his background was more in alternative income and the like, so we were
building this fixed income shop and yet we had this Caribbean Basin fund, closed-end fund,
that we were dedicating time and effort to it but it was one of the only things that was actually
investing in equity of the whole entire business, yet it was our most public facing product
that we had. It’s the only one that was listed, it’s the one that a lot of people knew of, but
unfortunately, or maybe fortunately, it kind of saw an end to that. We recently converted the
fund, as of July 1st, it was voted on by shareholders, it’s now a closed-end fund focusing,
instead of just growth and appreciation, capital appreciation, it's more of a total-return
strategy with a secondary focus on high income. One of the ways we’re going to be investing
to generate that high income is through CLO equity, debt, and then other structured credit
products that, from our mandate standpoint is just with 50% exposure to CLO equity and

debt, we have a little bit more flexibility on the other 50% potentially, where if CLO equity

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



or debt is out of favor, we have the ability to look at other structured credit products. That’s
kind of where we’re at.

CHUCK JAFFE: But in that process you had something really interesting, which is you knew,
as you said, that CUBA was not going to continue, fundamentally what you had was
something of a buggy whip. Now I don’t actually need a buggy whip, but if I did, or if I felt I
needed one, I'd only go to a buggy whip manufacturer. There were not a lot of funds doing
what you were doing, so how did investors take the news? You talked about that they voted
on it, and certainly they could see the smarts in making the change from an asset standpoint
and investing in Caribbean Basin, but they didn’t have to prove it and they could have taken
their money to anyone, so how did the investors react?

RYAN PAYLOR: So when we announced it back, I think it was May, [ don’t have the exact date,
but back in May, what you immediately saw is actually the discount narrow. At the time, the
fund had been struggling at close to a 20% discount, the board had put in a discount
management policy of returning capital, 15% of NAV a year, contingent tender offers of 5%
if the discount was wider than 10% in a fiscal year, and also cut the management fee.
Although that did generate some better opportunities for exits for our shareholders,
unfortunately the discount was pretty stubborn. So with the election in November and the
fact that we were looking at Trump 2.0 and the possibility of the discount widening back to
the levels we saw the first Trump administration, we thought it was time to make the
conversion. I would like to think it was well received since more than 90% of the people
supported it that voted, and on top of that our discount actually, we actually briefly went to
a premium shortly thereafter the vote in July. It was a very brief premium, but the fact going
from a 20% discount to a brief premium, we can think that the shareholders seem like they
liked the idea.

CHUCK JAFFE: So let’s talk about that idea further, because having made this change, as you
point out, you guys come from a fixed-income background, so it was not like you were going
to jump in and go, “Oh, let’s do the next Al fund,” or something along those lines. But you
could have picked any part of the fixed-income side to go to, and your shareholders might
have been pretty happy and okay with it anyway, what you did was pick CLOs, so why
collateralized loan obligations? Because if you didn’t think that was going to be a sweet spot,

you would have gone somewhere else.
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RYAN PAYLOR: Yeah, it was one of the things where the CLO equity closed-end fund space,
for the better part really of the last five to 10 years, had been a space that all the previous
entrants had typically traded at premiums, they paid high distributions, which obviously is
very attractive to closed-end fund investors, and we just kind of saw one of the things we
didn’t necessarily like about some of the other funds was the fee structures. A lot of them
were charging 2% on managed assets, which means put a turn of leverage on, your
management fee can be upwards of 3-4%, they also had income incentive fees, where some
of the hurdles were as low as 7% or 8%, paying 20% of any income above that hurdle, at the
end of the day, the management fees might be in excess, or at least the fees to the manager
might be in excess of 6%. For that reason, and one of the many reasons, we always thought
they were great trading vehicles, not necessarily great investment vehicles, and as we
learned more about the space, we actually have a joint venture where we launched a CLO
backin 2022, so we had some experience managing a CLO, we thought maybe we could build
around the team and bring in some people with some expertise. So we hired some people,
and we're at a state right now where we thought, if we can come in with a little bit more
flexibility than the peers, come in at a fee structure that I think is more fair to shareholders,
and us being one of the larger insider shareholders of the fund, obviously we believe in that,
so we came in at 1.25% on total assets and a 10% with a 9% hurdle, so 10% fee on over the
9% hurdle, so our model, we model ourselves, once we're fully levered, to be somewhere
about close to half of what the management fee you would see on some peer funds. Our goal
is to build something that we think is more of a long-term investment, buy and hold, that we
can hold alongside our SMA strategies.

CHUCK JAFFE: Let me interrupt there as well, because when you’re talking buy and hold in
CLOs, buy and hold, every investor gets, CLOs, they still don’t understand the expectation. I
know you can’t give us too much because no fund manager’s ever going to say, but as you
point, you've got certain targets to meet. So what would you expect, especially in a rate
environment that is changing and we expect rates to continue falling, what are you expecting
CLOs to be able to generate for that portion of your portfolio, acknowledging that the rest of
the portfolio will be invested differently?

RYAN PAYLOR: Yeah, so if you look at peer funds, you're seeing distributions right now at
price, not NAV, anywhere from 15 to, on the high side we’re approaching 40% for the largest
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CLO equity closed-end fund, we’d be happy with a mid-teen type distribution. The goal
though is, we announced in a recent press release that we're going to be moving to monthly
distributions starting in 2026, now that the portfolio’s been turned over and we started
investing in some of the CLOs and other structured products that we guided. Sometimes it
takes a little while for a new issue CLO to turn on to get that first equity, sometimes it’s
upward of six months, but it’s our goal to try to target that teen-type return that some of the
peers are. But one of the things we’re going to try not to do is pay significant return of capital,
we would rather recycle that back into better deals and try to avoid significant price or NAV
deterioration over the year, where we don’t want to be setting our investors up for potential
a tax-loss selling situation in the latter half of the year because we've returned too much
capital and the NAV’s eroded.

CHUCK JAFFE: It's a really interesting approach at a time when we’re not seeing much
shareholder activism. I've been watching that name going, “Are we going to see it there with
CUBA?” Instead we saw you guys become activist managers and make the change. Ryan,
thanks so much for joining me to talk about it.

RYAN PAYLOR: | appreciate it, Chuck. Thanks so much.

CHUCK JAFFE: That’s Ryan Paylor, he’s a portfolio manager with Herzfeld Advisors. You can
learn more about the firm and the fund, it’s ticker symbol HERZ, by going to Herzfeld.com.
Recorded on November 19", 2025

To request a particular topic for The NAVigator podcast please send an email to:
TheNA Vigator@AICalliance.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
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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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