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Basis Points

NON-QM AAA-RATED CREDIT SPREADS

Basis Points

350

250

(L]
o,
{
@
[
o o o o o o
o n o n s) n
™ N ~ — -
o o
L4 ."
[ ]

L
oo‘
Y o0 ’*
°®
i
" £
g O
oooou
]
o)
°
S

zz-Inf

zz-dy
zz-uef
1210
Le-inf

Lz-idy
Le-uef
0Z-10
oz-Inf

0z-dy
oz-uef
61120
6L-Inf

61-1dy
6L-uef
81-120
gL-nf

gl-1dy
gl-uef
L110
L1-Inf

L1-dy

zz-Inf

zz-idy
ze-uef
120
Le-nf

Lz-idy
Lz-uef
0Z-1P0
oz-Inf

oz-1dy
oz-uef
61120
6L-nf

61-1dy
6l-uel
81120
gL-nf

gl-1dy
gl-uef
L1100
L1-Inf

£1-1dy

Source: Nomura, Palisades

NON-QM BBB & BB-RATED CREDIT SPREADS
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REVERSE MORTGAGE
PRICING YIELDS

12%

NON-RATED REHAB & CONSTRUCTION LOAN

PRICING YIELDS
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(yrs)

2.0
2.0
2.0
4.0

2.4
2.5
2.5

Non-QM

RTL

RMBS FINANCING TERMS

CLASS

IMPLIED LEVERED YIELDS*

CREDIT
SUPPORT

32.0%

24.0%
14.0%
9.0%

20.0%
10.0%
5.0%

A-1
A-2
A-3
M-1
B-1
B-2

A-1
A-2
M

BOND
YIELD

5.4%
6.5%
7.0%
8.3%

6.7%
8.4%
12.0%

HAIRCUT
10-15%
15-20%
20-25%
25-30%
30-35%
35-40%

15%
25%
30-35%

FINANCING

%
87.5%
82.5%
77.5%
72.5%

85.0%
75.0%
67.5%

3m L+

75
85
95
105
130
150

130
140
160

SPREAD

0.75%
0.85%
0.95%
1.05%

1.30%
1.40%
1.60%

2YR
AVG
COF

3.8%
3.9%
4.0%
4.1%

4.3%
4.4%
4.6%

2-year average cost of funds uses the average forward LIBOR curve over 2-years.

GROSS
LEVERED
RETURN

16.7%
18.9%
17.4%
19.4%

19.9%
20.3%
27.3%
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Shopping for Bargains in Credit.

Credit has been challenged in recent years competing with returns posted in private equity and venture.
However, 2022 is changing the tide for credit strategies where mid- to high-teens net returns with strong
credit protections are starting to look pretty good.

It is important to note that unlike the 2008 financial crisis, prices in residential credit are not dropping
because of credit/default risk or because the underlying assets are bad. Prices have fallen because long
duration assets have been simultaneously exposed to widening benchmark yields and widening credit
spreads.

The Fed's monetary policy actions have been telegraphed and followed through upon in 2022. We believe
that in large part residential credit markets have priced in the policy risk and there are finally good assets
with some duration whose prices make for good investments. That is true across the spectrum of residen-
tial credit, including non-QM loans, rehab/construction loans, scratch-n-dent loans, and traditionally more
liquid RMBS.

In drawdown funds, we believe it is a better time to tactically provide liquidity in distressed special situa-

tions as opposed to engaging in long-term flow commitments with originators at the moment. For
income-oriented credit hedge fund structures, credit enhanced RMBS provides attractive entry points.
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PALISADES

This document is issued by The Palisades Group, LLC. The information provided in this document is general information only
and does not constitute investment or other advice. The content of this document does not constitute an offer or solicitation
to subscribe for units in the Fund. The Palisades Group, LLC accepts no liability for any inaccurate, incomplete or omitted
information of any kind or any losses caused by using this information. Any investment decision in connection with the Fund

should only be made based on the information contained in the Private Placement Memorandum.



