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MICHAEL GUBENKO

In our last discussion in the summer of 2023, you
spoke about the hostile regulatory environment and
why Merger Arbitrage was a small allocation within
Sculptor’s multi-strategy fund. Fill us in on what
transpired in the back half of 2023?

JEFF LIN

We knew at that time that the rules of M&A antitrust
enforcement had changed following the 2020
presidential election. However, we have seen these
shifts before over the course of the last two decades
of investing in merger arbitrage. In the middle of 2023,
there were several large-cap transactions announced
in 2022 that we believed would receive acute antitrust
scrutiny and could have extended reviews. The
combination of a hawkish regulatory environment,
coupled with a volatile macroeconomic backdrop,
resulted in our smaller sizing of positions to manage
these risks. Our modest exposure reflected our view
that we had to be patient and act opportunistically.

What ultimately played out affirmed those concerns as
regulators attempted to block several high-profile

transactions. This included one of the most
noteworthy transactions of last year, Microsoft's
acquisition of Activision.

Consequently, these regulatory challenges entailed
lengthy multi-jurisdictional reviews and resulted in a
material widening of merger spreads. | think the
market was a little bit surprised to see the FTC and the
CMA take such an aggressive stance in a few high-
profile cases. However it was these actions from
requlators that affirmed our approach to how we
invested our client’s capital in this asset class.

MICHAEL GUBENKO

How do you navigate and find opportunities during
this time of regulatory uncertainty?

JEFF LIN

Our philosophy, for as long as | have been at Sculptor,
is that it is always better to have a fundamental view
when investing in merger arbitrage. Developing a view
of the target company provides an edge and is critical
for weathering the unpredictable twists and turns that
can occur during the pendency of a merger. Having
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conviction in a stand-alone valuation sometimes
allows you to price the risk/reward differently than the
market. Itis extremely difficult to have an edge on the
outcome of a merger review, but we find that we can
often have an edge on the fundamental value of a
target company.

For this reason, the prevailing regulatory uncertainty
ultimately created an opportunity over the course of
2023. We ramped up our exposure, most notably
during the third quarter in two deals where we had a
fundamental view of the target that underpinned our
investment thesis. In both cases, at the height of
regulatory uncertainty, we were able to invest in the
target company at what we viewed as an attractive
stand-alone valuation. The merger spread was pure
upside.

In addition, because we were conservatively positioned
in the strategy, we had the firepower to allocate
significant capital while others were de-risking. We
went from Merger Arbitrage being a small percentage
of the multi-strategy fund to nearly 25% in the span of
a few weeks. Those deals ultimately closed in Q4.

MICHAEL GUBENKO

Were there any other types of arbitrage
opportunities that arose from this volatility?

JEFF LIN

There's a large universe of non-merger related
arbitrage situations that we explore for investment.
Often, it's a function of what's going on in capital
markets. When there is stress and a lack of capital
chasing these kinds of investments, it can create
interesting opportunities. Historically, we have been
active in split-offs, exchange offers, and different forms
of share-class or holding company arbitrage. These
investments involve creative solutions where we can
lean on our expertise on proration, on equity finance,
on stock loan, and the size of our presence in the
market to execute these complex trades.

Last year we allocated to several non-merger event-
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driven investments; one was a split-off of a consumer
health company, a stock loan arbitrage in a media
company, and a share-class arbitrage in a separate
media company. The resources that we have at the
firm proved again to be a huge advantage in identifying
and setting up these convergence-oriented
opportunities. In addition, as fundamental investors,
we had the risk appetite to be short certain volatile
securities while traditional arbitrageurs typically either
don't have the mandate, the leeway, or the tolerance
to take those risks.

.. at the height of regulatory
uncertainty, we were able to invest
in the target company at what we

viewed as an attractive stand-
alone valuation. The merger
spread was pure upside.

MICHAEL GUBENKO

One major difference between now and when we last
spoke is that interest rates have been sustained at
elevated levels. Does that impact the opportunity set
in any way?

JEFF LIN

Merger arbitrage spreads are generally fixed income
investments. Part of the strategy is assessing the
probability that the deal closes, and another element is
evaluating the time it takes for it to close. Short term
risk-free rates significantly impact the net annualized
returns of cash deals. Unlike in all-stock transactions
where the merger spread has a short component that
earns a rebate, cash deals are now much more
sensitive to how long a deal takes to close. For
example, when short term rates are north of 5% and a
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deal trades at 9% IRR to a 6-month timeline, adding the Fed easing later this year. And so, there are a few
an additional 6 months from a lengthy regulatory reasons to wait on M&A. With that said, tight credit
review changes the return from 400bps over risk free spreads, general availability of financing, and an

to being 100bps less than risk free. As a result, we improving global economic outlook may outweigh
have to factor this into our analysis when we think some of those reasons to wait. On balance, the
about the risk reward to different scenarios in the current market provides a conducive environment for
timeline and typically, we find that we are more being opportunistic investors in the kinds of complex
conservative than the market. situations that we have historically favored.

MICHAEL GUBENKO

Given the strong rebound across risk assets, many
market participants are calling for a resurgence in Merger Arbitrage Exposure?
capital markets appetite and deal activity. Is this 5%
beneficial for the merger arbitrage strategy?

JEFF LIN 20% 1
Overall, more capital markets and deal activity is
beneficial across our multi-strategy business. More 15%

IPOs, and more secondary offerings create

opportunities to profit in arbitrage. And so yes,

absolutely, this rally is a tailwind for M&A because 10%
there is more risk appetite in corporate boardrooms.

However, we have a presidential election this fall, 5%
which could bring a potential change in

administration, and in turn antitrust policy. There is 0%
also the anticipation of lower short term rates from 2019 2020 2021 2022 2023 2024

Important Information

This material is provided to you for informational purposes only. This is neither an offer to sell nor a solicitation of any offer to buy any securities in any fund (“Fund”) managed by
Sculptor Capital Management, Inc. or Sculptor Capital LP and its affiliates (collectively, “Sculptor Capital Management,” the "Firm,” “Sculptor,” or the “Company”). This material does not
constitute investment advice and does not create any advisory relationship; such a relationship may only be established through a formal advisory contract. The statements made
herein reflect the subjective views and opinions of Sculptor. Such statements cannot be independently verified and are subject to change. There can be no assurance any
investments discussed herein will ultimately be successful or are representative of all investments made in a particular Sculptor strategy or product. The information contained herein
should be treated in a confidential manner and may not be reproduced or used in whole or in part for any purpose, nor may it be disclosed, without prior written consent of Sculptor.
The source of all information contained herein is Sculptor, unless otherwise noted. Past strategy and investment allocations are not necessary indicative of future strategy or
investment allocations.

While private investment funds offer investors the potential for attractive returns and diversification, they pose greater risks than more traditional investments. Investors’ capital is at
risk and investors may lose all or a substantial portion of their investment. Investors should consider the risks inherent with investing in private investment funds, which include, but are
not limited to, leveraged and speculative investments, limited liquidity, higher fees and expenses and complex tax structures. The tax treatment of any investment will depend on the
individual circumstances of each investor and may be subject to change in the future. Sculptor has in place policies and procedures designed to prevent market abuse and insider
dealing. These policies and procedures are reviewed on a regular basis.

Some of the information contained herein has been obtained from third party sources. Sculptor has relied on the accuracy of such information and has not independently verified its
accuracy. Sculptor makes no representation or warranty, express or implied, as to the accuracy or completeness of the information contained herein. Certain economic and market
conditions contained herein has been obtained from publishes sources and/or prepared by third-parties and in certain cases has not been updated through the date hereof. All
information contained herein is subject to revision and the information set forth herein does not purport to be complete. Past performance is not a reliable indicator of future results.
A more detailed description of the Sculptor’s investment strategy, objectives and related risk will be made available upon request. Past performance of any individual investment or
Sculptor fund is not indicative of their future performance.

The information contained in this document is presented to inform decisions to use Sculptor Capital LP as an investment adviser, should be treated as confidential, and may not be
shared with others absent the written consent of Sculptor Capital LP. By accessing this information, you expressly agree to keep such information confidential.

tSource: Sculptor. As of February 29, 2024. Past strategy allocations and exposures are not necessarily indicative of future allocations and exposures. Strategy allocations and
exposures are measured on the first day of each month during the period.
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