AIP CONVERTIBLE PRIVATE DEBT FUND
Q3 2020 Commentary

The AIP Convertible Private Debt Fund (“The Fund”) provides access to senior secured convertible loans to North American
small cap companies, with a focus on generating superior risk-adjusted returns and capital protection. The Fund focuses on
generating synergies and value for the borrower by assisting with growth planning, while the conversion feature allows for
participation in equity appreciation.
The Fund’s strategy works to capitalize on a lack of funding for publicly traded small and micro cap companies in North
America. With investors flocking to a passive investing strategy, companies that do not fit in to an index tend to be overlooked
and trade at a significant discount to the rest of the market.
Our experience in the space and a lack of competition allow us to negotiate extremely favorable terms with borrowers. We
typically negotiate significant equity participation, while having perfected senior security over Borrower’s assets.
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The Fund returned +4.43% for the third quarter compared to +1.78% in the third quarter of 2019. The Net Asset Value of
the Fund is $49.3 million as at September 30th, 2020.
YTD the fund has returned 9.76%, with 90.3% of returns attributable to interest, fees, other income net of expenses. Given
the black swan events in Q1/Q2 that disrupted much of the equity market, our focus has been on downside protection
through the year. In our view, the senior secured private debt portion of the strategy has performed as expected – maintaining
investor capital and providing the return floor that we expect through downward periods in the equity market.

Recent Activity
Through the year we have been focused on mitigating downside risk for our investors, both through new transactions and
restructuring current holdings. Below are some examples of portfolio transactions that were restructured in Q3.
In September, the fund restructured equity in one of our Information Technology positions in to a convertible promissory
note. This was done in order to secure the holding to assets, lock in gains in a volatile market, and maintain the upside
capture in a company that we believe in. This action had a significant impact in reducing equity exposure for the fund and
reduce our exposure to market volatility.
The Fund has also committed to a line extension to an existing borrower in the Healthcare sectors, for an additional CAD
4 million, subject to exchange approval. This facility will be used to support the company’s growth through M&A, with
targets already identified and in various stages of due diligence.

The most recent addition to the portfolio is a CAD $3 million credit facility to a Canadian based Natural Health Products
company that is focused in the pain management space. The company is in the process of listing on the TSX-V and the
loan has been guaranteed by the parent co, which is publicly traded with a market cap of CAD $60 million plus. Our initial
advance was CAD $2 million with a conversion feature which allowed the Fund to acquire units at a 20% discount to market
price, where units consist of 1 common share and 1 warrant. We feel that this transaction has the potential to drive strong
returns for the remainder of the year while mitigating downside risk through the facility’s security package and coupon.
With the recent increase in investor interest and investment in our Fund, we are successful in deploying that capital effectively.
We continue to see excellent opportunities in the market and will continue to raise capital to meet borrower demand.

Portfolio
There are seven individual borrowers in the portfolio which is spread across the materials, healthcare and information
technology sectors throughout North America, with one small equity position in Australia resulting from a previous
investment exit. We have not had any payment defaults in the portfolio to date and all loans are in good standing. We
continue to actively monitor our portfolios as effects of the pandemic are felt globally.
Portfolio companies remained open through the COVID-19 shutdowns, with some pivoting their business model to
participate in the surging demand for PPE. As we mentioned in our previous commentary, one borrower has launched a
wholly owned subsidiary catering to the growing need for PPE in Canada. In September, that subsidiary announced an initial
USD $20 million contract to supply PPE to the Canadian healthcare market with initial delivery imminent.

Outlook
With the resurgence of equity prices to near all time highs, the Fund is well positioned to capitalize on equity upside through
Q4. During the initial crisis, our team was able to renegotiate strike prices on certain convertible loans which have yet to
realize their upside. Microcap equities have lagged the S&P500 in terms of the rebound, only just reaching December highs
while the large cap counterparts have eclipsed those numbers.

Source: eVestment
As shown above, micro-cap stocks have historically taken large initial drawdowns, then outpaced large cap equity over the
following few years. We believe that the current fiscal stimulus packages around the World will aid this inflection in the
coming months. Continued government stimulus appears to be imminent, leaving great upside for the micro-cap market in
the very near term.
Our deal pipeline is in excess of $127 million with over $25 million in executed term sheets for transactions in the near term.
The Fund currently has about $7.8 million in cash ready to deploy, and we are actively looking to raise additional funds
to meet demand. Given current market conditions, we have the leverage to dictate terms with new borrowers and choose
industries that we feel are most attractive in this environment.

As a result of the market environment, new deals are being priced 400 to 600 bps above our historic deals, and if the market
continues to rebound, we are positioned to capture the equity appreciation.
With the top 1% of companies receiving over 23% of each index purchase, the rest of the market has a smaller piece of
capital to work with and grow. The market that we operate in has historically been under-funded, but in today’s environment,
opportunities are the best they have ever been. While the transactions that we invest in require extensive due diligence and
underwriting, the coupon and participation in equity upside make this market an attractive point for new investment.
Our credit underwriting remains disciplined as we look for companies with great economic prospects, temporarily hindered
by this black swan event. This strategy has a long-term focus, and should be part of a long-term allocation to an investor’s
portfolio.

Overview Exhibit A – Portfolio Overview as at September 30th, 2020

Key Statistics
Portfolio Summary

Currency Breakdown*

30-Sep-2020

Loan Amount Outstanding ($000)

$37,020

Cash Outstanding ($000)

$7,883

Net Working Capital ($000)

$3,289

Equity ($000)

$1,096

Other ($000)

$0

Portfolio Provision

$0

Weighted Average Loan Term
(Months)

24.56

Weighted Average TTM (Months)

8.85

Weighted Average LTV

65%

Portfolio LTV

30%

Average Loan Outstanding ($000)

AUD 0.5%
CAD 49.5%

USD 50.0%

$4,627

Sector Breakdown

Financials 7%

Consumer
Staples 4%

Mining 10%

Information
Technology 40%

Asset Breakdown

Cash & Cash
Equivalents 23%

Foreign
Equities 0%
Domestic
Loans 29%

Domestic
Warrants 1%

Healthcare 7%

Domestic
Equities 1%

Consumer
Discretionary 9%
Cash & Cash
Equivalents 23%

*Excludes working capital

Foreign Loans 46%

Fund and AIP Developments
The Fund is currently in the process of engaging a third-party valuation firm to provide independent analysis on the loan
portfolio. This will be on top of AIP’s internal monthly monitoring of the portfolio positions and Ninepoint’s oversight of
our management. We feel this is an important step to take as the fund grows, stemming from AIP’s goal of full transparency
with current and future investors.
AIP was recently recognized at the 2020 Canadian hedge Fund Awards, where the Fund took home five awards including
three 1st place winners. The AIP Convertible Private Debt Fund LP was recognized as having the Best 3 Year Return, Best
5 Year Return, and Best Sharpe Ratio among all funds in the Global Macro/Managed Futures/Multi-Strategy Category. We
also placed second overall in the 1 Year Return and 5 Year Sharpe Ratio award categories.*
Thank you for your investment and continued support through this difficult time, we are looking forward to continued
success in the coming months. Stay safe.
Jay Bala
CEO and Senior Portfolio Manager
AIP Asset Management

Source
* https://www.newsfilecorp.com/release/66514

The information contained herein is confidential information regarding AIP Asset Management Inc. and its affiliates
(“AIP”). By accepting this information, the recipient agrees and undertakes that it will, and it will cause its
directors, partners, officers, employees, attorney(s), agents and representatives to, not reproduce or distribute this
presentation in whole or in part, and not disclose any of its contents, without the prior written consent of AIP.
The information contained herein is not, and under no circumstances is to be construed as, an invitation to make an
investment in funds advised by AIP. The information contained herein is provided for informational purposes only
and is not intended to be, nor should it be considered as, a complete description of either the securities or the issuers
of the securities described herein. AIP advised funds are only offered pursuant to confidential private placement and
offering memoranda and the information contained herein is qualified in its entirety by reference to such memoranda.
Subscriptions for AIP funds will only be considered on the terms set out in the private placement and offering
memoranda. The private placement and offering Memoranda contain important detailed information about AIP funds.
The information contained herein is presented solely for illustrative purposes and should not be construed
as a forecast or projection. The statements contained in this presentation that are not historical facts are
forward-looking statements, which are based on current expectations, estimates, and projections about the
industry and particular markets. These statements are not guarantees of future performance and involve
certain risks, uncertainties, and assumptions which are difficult to predict. Therefore, actual outcomes and
returns may differ materially from what is expressed or forecasted in such forward-looking statements.
The information contained herein does not constitute an offer or solicitation by anyone in the United States or
in any other jurisdiction in which such an offer or solicitation is not authorized or to any person to whom it is
unlawful to make such an offer or solicitation. Prospective investors who are not resident in Canada should contact
their financial advisor to determine whether securities of the Fund may be lawfully sold in their jurisdiction.
The Risks associated with investing in a Fund depend on the securities and assets in which the Funds
invests, based upon the Fund’s particular objectives. There is no assurance that any Fund will achieve its
investment objective, and its net asset value, yield and investment return will fluctuate from time to time
with market conditions. There is no guarantee that the full amount of your original investment in a Fund will
be returned to you. The Funds are not insured by the Canada Deposit Insurance Corporation or any other
government deposit insurer. Please read a Fund’s prospectus or offering memorandum before investing.

