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“READ ALL ABOUT IT!  READ ALL ABOUT IT!   
 Brits Vote To Leave.  S&P Tumbles -3.6% On Fallout.”

Across the globe, uncertainty set in.  Concerned wives queried husbands, “How bad was it for us 

today, Honey?”  Most just slumped their heads and said, “Let’s not talk about it.”

However, for those invested in the SilverPepper Merger Arbitrage Fund Institutional (SPAIX), the 

refrain was quite different.  Those husbands cast a wry smile, their eyes twinkled, and they 

proclaimed: “Dime after Dime, Time after Time.”

Despite the punch to the gut the broad market delivered to many investors on Friday June 24, the 

SilverPepper Merger Arbitrage Fund was up, at the end of that inauspicious day.  For the day, the Fund 

posted a positive return of about ¼ of 1%, besting the S&P on that day alone by nearly 4 percentage 

points.  The Fund’s positive results didn’t make any headlines, but it was certainly good news for 

investors in the Fund.  So while others wept and worried, our investors huffed:  Brexit, Schmexit.

And it’s not just during cataclysmic events, like Brexit, when our Fund tends to zig 

when the market zags.  At the beginning of 2016, headlines were filled with gloom and 

uncertainty as well.  In January, headlines were replete with dire predictions for the 

economy, as crude oil continued its free-fall, touching a low of about $27 a barrel.  “Smart money” viewed oil’s decline 

as a leading indicator, predicting a slowdown in economic growth.  That pushed stock-market values lower.  Other 

headlines teased out investors’ angst about China.  Was a “soft-landing” to be found for China’s command and control 

economy?  Or was China simply cascading from Boom to Bust?  Uncertainty reigned.  These events, on top of “Crooked 

Hillary,” and “Anybody but Trump,” cast a shadow over equity markets.  In January alone, the S&P 500 fell nearly 5%, 

and dropped nearly 10% by the middle of the first quarter of 2016.  For the first six months of 2016, the S&P 500 

returned 3.84% — with annualized volatility of about 11.1%

Our Fund, however, was relatively impervious to the headlines.  And while the broader markets

were swooning, our Fund was up 1.13% in January.  We backed that up with another positive return in February, as 

equity markets fell lower.  Although the Fund was flat in March, returns continued to step higher in each and every 

month of the first half.  We had positive returns in April, May and June.   We finished the first six months of 2016 with a 

2.45% return — and very modest volatility of 2.4%, especially compared to that of the S&P 500.
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Business  
As Usual   



In a nutshell, that’s the beauty of SilverPepper — and especially the SilverPepper Merger Arbitrage Fund.  Our 

investment strategies, and the Fund’s returns, are not tied to, or are largely independent of, the returns of the broad 

market.  Instead, the Fund’s returns are primarily dependent on a specific event — the successful completion of a 

merger or acquisition.  That’s why we believe investors should consider having some portion of their hard-earned assets 

in the SilverPepper Merger Arbitrage Fund, as part of a well-balanced and diversified portfolio.

Although our risks are different, they are nonetheless real.  Some 

of the risks we can anticipate, others are far less predictable.  

For us, our risk is that an announced merger is either delayed in 

its closing, or simply doesn’t close at all.  That’s why we only do 

announced mergers, and avoid risky “Rumor-trage.”

And lots of deals are not closing.  According to Dealogic, 2016 has already seen a record for the highest value ever of 

withdrawn U.S. deals, reaching $378 billion.  Thankfully, we have not been caught in any of those failed deals.

For example, on April 6, Reuters led with the headline: “Obama’s Inversion Curb Kills Pfizer’s $160 Billion Allergan 

Deal.”  That headline was no surprise to astute observers in the merger arbitrage community, which was why we didn’t 

invest in that deal.  The Obama administration, with Treasury Secretary Jack Lew acting as its chief hatchet man, has 

created a number of new tax rules designed to lop the head off of almost every tax inversion deal.  The administration 

is opposed to these deals, which moves a company’s place of business from the United States to a lower-tax locale, 

such as Ireland.  In fact, the first shot across the bow occurred back in 2014, when Treasury scuttled AbbVie’s proposed 

$55 billion acquisition of Dublin-based Shire.  But many companies are anxious to move abroad, to reduce taxes and 

increase profits for shareholders.  By contrast, the U.S. Government wants to stop these deals, because it both wants 

and needs the tax revenue.  That’s why they’ve made their opposition to tax inversions as clear as day.  So, we try to 

steer clear.  Tax inversions have a bulls-eye on their backs.  Not all tax inversions are off the table

for us, but if the tax benefits represent a large part of the financial rationale for the deal, rather than other strategic 

operational benefits, such as complimentary product lines, sales-force consolidation, or new markets, it’s best to just 

avoid these puppies.

Other deals we avoid are those with large anti-trust risks.  We watched from the sidelines this

year as Office Depot’s merger with Staples came unglued. When two large, albeit ailing firms, with similar storefront and 

customer markets join forces, it garners attention.  The Federal Trade Commission didn’t like it and was able to get the 

Courts to uphold their injunction to stop the merger on concerns that the combined companies would drive up the cost 

of paper and Post-It Notes for all.  And, the large oil-services marriage between Halliburton and Baker Hughes also fell 

under the weight of both U.S. and the European Union’s anti-trust scrutiny.  Recently, Attorney General Loretta Lynch, 

whose Justice Department is responsible for enforcing anti-trust laws along with the FTC, noted that the number of big 

and complex deals made it “a unique environment in anti-trust enforcement.”  So, given these headlines and broken 

deals, we stay true to our strengths.  

2

The Deals We Avoid:  
They’re More Important  
Than the Deals We Invest In.
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We are picky about the deals we invest in.  In merger arbitrage investing, the risk 

and rewards are asymmetric.  If a deal closes as scheduled, you can make a few 

dimes.  If it doesn’t close as expected, you can lose a few dollars.  Hence, we try 

to avoid the obvious deals that pose “headline risk.”  Those big and complex deals can be a problem for regulators.  We 

also typically steer clear of private equity buyers, who are more opportunistic buyers, and are usually less strategic.  

Poorly-financed buyers present another risk, which we would just as soon avoid.  

We want strategic buyers who are committed to the transaction, who are well-financed, and

whose acquisitions don’t pose significant regulatory hurdles.  Moreover, we only invest in deals in the U.S. and Canada.  

Although both countries have strong anti-trust laws, it allows us to avoid the more bureaucratic process at the European 

Commission.  Moreover, when a headline appears on the other side of the globe, it is just plain harder to get good and 

timely insight on the merger.

In addition to being picky, we have a preference for investing in the mergers of 

smaller companies.  Why?  Because they are the antithesis of big and complex deals. 

In our mind, they offer two discernable advantages over big and complex deals.

First, they’re simpler for regulators to analyze.  Smaller companies tend to be “one product”-type companies, and they 

typically don’t dominate or control an industry or sector.  For example, Halliburton and Baker Hughes were the number 2 and 

number 3 players in their sector, with strong and overlapping positions in about 20 different subsectors or lines of business.  

Hence, these smaller companies raise far fewer anti-trust issues for regulators, and can typically close more easily.

Second, lots of big asset-base merger arbitrage funds and investors stay clear of these smaller deals.  For them, they 

would have to own a large percentage of the company to get the deal to represent a meaningful position-size within 

their portfolio.  As a result, the bigger shops tend to avoid these smaller deals.  The benefit for us is less 
competition, which results in wider spreads and greater potential profits. 

An example of a deal we like is the $1.1 billion acquisition of Talmer Bancorp by Chemical Bancorp.  The announcement 

of their merger didn’t make many headlines, except in local Michigan papers.  Chemical is a bank based in Midland, 

Michigan, that has been a fairly active acquirer, having completed three other smaller bank purchases in the past two 

years.  They have had a good history of closing their deals successfully, and within a reasonable time frame — somewhere 

between 4 and 7 months after announcement.  Chemical entered into a purchase agreement with Talmer Bancorp, 

as a way to expand their corporate lending business and branch banking network in both the Detroit market, and the 

neighboring Northern Ohio areas of Youngstown and Cleveland.  They had little overlap in markets — only seven branches 

in total — and as a result, posed little disruption to the local markets, and garnered only modest regulatory scrutiny.  

A Picky 
Approach

Small-cap 
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However, the deal isn’t without its detractors.  Analysts weren’t crazy about the deal from the get-

go.  In particular, one Deutsche Bank analyst, Richard Glass, was outwardly critical of Talmer’s management team for 

not conducting a robust sales process for Talmer.  Glass complained that, for a non-distressed company, Talmer sold 

at a “distressed price,” of less than 1.5 tangible book value.  Glass went on to exclaim, “I don’t know why shareholders 

shouldn’t vote this deal down.”  He lambasted management and the Board for not fulfilling their fiduciary duty to 

Talmer’s shareholders.  His frustration was in many ways understandable.  When the deal was announced, Talmer’s 

stock traded at $16.  However, under the contractual terms of the deal, Talmer shareholders would get $1.61 in cash 

plus .4725 of Chemical shares (which at announcement were trading at $26) for each share of Talmer.  That meant, at 

the time of the announcement, Talmer shareholders would be paid $1.61 + .4725 ($26) = $15.64, which was LESS 

than the current market price of $16.  That’s not a take-over — that’s a take-under!  

To us, we like this kind of deal.  Indeed, as a take-under, the risk/reward opportunity seemed to have a 

modest downside, and a shot at some surprises on the upside.  We started buying into the deal about a week after the 

announcement, as Talmer’s stock sold off.  We initially locked in a spread of about $0.70, which equated to an expected 

return of about 4.5%, or closer to 8% or 9% on an annualized basis.  

We liked the deal at this spread, because it was a strategic acquisition, led by a good and well-financed acquirer, who didn’t 

need to go to the debt markets, or use up lots of cash in the acquisition.  And they had a regulatory incentive to do 

the deal.  Chemical, as a $9 billion in assets institution, was bumping up against the Fed’s $10 billion regulatory limit.   

SilverPePPer Merger ArbitrAge Fund inStitutionAl Monthly returnS (%)                            

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC YEAR

2013 0.10 1.00 1.10

2014 -0.10 0.10 0.10 - 1.48 1.40 0.69 0.79 0.68 -0.77 -0.10 1.37 -0.23 2.44

2015 0.60 0.99 0.10 0.29 0.78 0.10 0.48 0.77 0.19 2.47 0.19 1.25 8.49

2016 1.13 0.37 0.00 0.37 0.37 0.18 2.49

                                One-Year Return as of 6/30/2016     8.03 

 Total Annualized Return Since Inception (10/31/2013)    5.42

Total annual fund operating expenses 7.03% gross, 3.09% net; after contractual fee waiver and/or expense 
reimbursement, capped at 1.99%. The advisor has contractually agreed to waive its fees and/or pay for 
expenses to ensure that total fund operating expenses do not exceed 1.99% for the Institutional share class. 
This agreement is in effect until November 1, 2024, and it may be terminated or amended prior to the end of 
the term with the approval of the Trust’s Board of Trustees. 

The returns represent past performance. Past performance does not guarantee future results. Investment 
will fluctuate so that and investor’s shares, when redeemed, may be worth more or less than their original 
cost. Performance shown is as of date indicated, and current performance may be lower or higher than the 
performance data quoted. To obtain performance as of the most recent month end, please call 855-554-5540.
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Dodd-Frank’s Durbin Amendment requires banks with $10 billion in assets to jump through more regulatory and 

compliance hurdles.  As a result, if banks are going to cross that hurdle, they want to cross it in a big way, so that they 

have more assets to absorb and spread out the additional regulatory costs.  Talmer’s $3.1 billion in assets would kick 

them easily over that hurdle.  

Additionally, I thought the Deutsche Bank analyst wasn’t alone in his concerns.  JP Morgan was grumbling as well.  

Although we liked the existing spread, we thought the low price could bring in another suitor, or force an additional 

premium from Chemical to help woo the approval of Talmer’s shareholders.  At this point in the deal, a higher bid 

appears less likely — Chemical’s stock rallied, from $26 the day before the announcement, to about $39 today, and 

pushed Talmer’s shares to about $18.50 per share.  Regardless, this type of transaction is interesting, because the 

deal makes sense, the spread was reasonable, and it held out an opportunity for another event that could have kicked 

returns higher.  We have about 6.9% of the portfolio’s net assets invested in this transaction.  Shareholders will vote July 

14, so stay tuned.

That example illustrates how we frequently see good opportunity in smaller bank deals.  In the first 

half of the year, we have owned a number of them, including Cape Bancorp, Avenue Financial and Pulaski Financial.  These 

smaller capitalization deals aren’t headline deals, but they are deals we want to own, as they tend to have less deal risk, and 

wider spreads.  That’s why about 52% of our portfolio is invested in companies that have market values of $2 billion or less.

Although deal volume is down in the U.S., from the record volume of 2015, we still have 

enough opportunities to construct a high-quality portfolio.  Currently, there about 100 active 

deals going on.  At the end of the quarter, we were invested in 32 merger transactions, 

which is on the higher end of our traditional range of about 20 to 35 deals.  So, that’s an 

indication, that we have a pretty robust set of higher-quality deals to fill out the portfolio.

Since deal flow has been pretty good, and because we feel good about the quality 

of merger investments within the portfolio, we have maintained some leveraged exposure within 

the portfolio.  At the end of the first half of 2016, the Fund was approximately 136% long, and 

66% short.  

For our investors, it’s important to recognize that leverage has both pros and cons.  We obviously use leverage because 

we believe it can increase the Fund’s returns.  However, it can also increase the size of losses.  Having said that, we 

don’t just use leverage automatically, or at some set level.  Instead, it varies.  However, we are more likely to increase 

Enough 
Already

Growing 
Economic 
Exposure
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leverage, when there is a plethora of deals, and spreads are very wide.  In contrast, we are far less likely to use leverage 

when deal quality is poor, or as a tool to “jump returns,” when spreads are tight.  Over the past year, on average, our 

portfolio has been 127% long and 62% short.  

When thinking about leverage, however, it is important to recall that our primary risk is deal risk—the risk that a deal 

doesn’t close on time, or that it doesn’t close at all.  As a result, it’s the quality of the deals within the portfolio that 

counts.  So, for example, when the Brexit vote was taken, the market reacted.  But, our portfolio — which 
was leveraged then like it is now — didn’t miss a step.  The positions in the portfolio were not 

focused on Brexit per se, but were focused on Brexit only to the extent that it would reduce the probability that our deals 

would close, and close on time.  As a result, I think the market expressed some confidence in our picky, deal-selection 

process.  And our investors could relax, and say, “Brexit, Schmexit.” In many regards, it just reinforced that merger 

arbitrage is driven by our specific merger investments, and not by the day-to-day reaction of the marketplace.

As a result of the differentiated characteristics of our strategy and how 

we approach investing in companies involved in an all-encompassing 

event, like a merger or acquisition, The Fund has delivered very attractive risk-adjusted returns.  In fact, in May of this 

year, DailyAlts.com created a headline about us.  It noted that the SilverPepper Merger Arbitrage Fund had the #1 

Sharpe Ratio over the trailing 12 months against all funds in our Market Neutral Category.  Sharpe ratio is a measure 

of risk-adjusted return — the higher the Sharpe ratio, the greater the return per unit of risk.   As of April 30, 2016 the 

SilverPepper Merger Arbitrage Fund Institutional Class shares’ Sharpe Ratio ranked Number 1, out of 148 funds.  We 

think we could do even better, however, if we got some help from Janet Yellen.

 

As you can see, our returns have been high, even though we are actually 

facing a headwind, which we hope will soon turn into a tailwind.  What 

do we mean?  Well, lower interest rates hurt merger arbitrage spreads.  

Higher interest rates should help merger arbitrage spreads.  Recall, the 

“spread” is the difference between the price of the stock after the merger 

announcement, versus the contractual price to be paid when the merger closes.  This spread is primarily a function of 

three different factors: “opportunity cost,” plus “time risk,” plus “deal risk.”  Lower interest rates impact the “opportunity 

cost” component of the spread.

To illustrate:  when a merger is announced, and the announcement says they anticipate the merger to close in six 

months, we immediately ask what the opportunity cost is.  Opportunity Cost is a concept that 

#1 Sharpe Ratio

Janet and Those 
Darn Interest 
Rates



expresses the cost of passing up the next best choice for investing the Fund’s assets.  So, in modern finance, the 

opportunity cost we would be passing up, is the risk-free rate of investing in a 6-month U.S. Treasury Bill.  Right?  We 

are not going to invest in a merger arbitrage deal unless it gives me a return equal to or greater than the 6-month T-Bill.  

That only makes sense.  Well, despite the Fed’s highly inflationary scheme, interest rates continue to fall, which has the 

effect of lowering merger spreads, or the Fund’s return potential.   

The merger market is healthy, but if there is anything that is dragging on returns its low interest rates.  That’s 

why we will be excited for Fed Chair Janet Yellen to raise interest rates.  When the Fed begins to raise rates, it should 

only be an additional benefit for our Fund.

At the SilverPepper Merger Arbitrage Fund, we continue to invest in a way that 

is most advantageous to our shareholders.  We only invest in announced deals.  

We prefer smaller-capitalization companies, where spreads may be wider, and 

regulatory risks are far smaller.  We are picky about the types of deals, and the 

number of deals, we invest in.  We try to find an appropriate level of deal diversity, that doesn’t sacrifice deal quality.  And, 

we use leverage opportunistically, in an effort to generate higher returns.  To maintain these advantages, we are committed 

to limiting the amount of assets in the Fund to approximately $500 million.  It’s a size that provides enough asset heft to 

reduce the Fund’s expense ratio through economies of scale, but is also maintains a small enough asset base to keep our 

investment advantages intact — and turn them into enduring advantages for our investors.

Thank you so much for your investment in the SilverPepper Merger Arbitrage Fund.  We will continue to work diligently on 

your behalf, to provide much need diversification for your hard-earned investment dollars.

Respectfully,  

Steven Gerbel
Portfolio Manager
SilverPepper Merger Arbitrage Fund
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Investors should carefully consider the Fund’s investment objectives, risks, charges and expenses. Please see the prospectus 
for a complete discussion of the risks of investing in this Fund. To obtain a prospectus, please call 855-554-5540 or visit 
silverpepperfunds.com. The prospectus is boring but should be read carefully before investing. 
As of 6/30/2016, the Fund held long positions in Talmer Bancorp (6.9% of net assets) and Avenue Financial (6.8%) and short positions 
in Chemical Financial Corp (-6.3%) and Pinnacle Financial Partners (-6.1%).  None of the other names mentioned represent a position 
in the Fund.  Portfolio holdings are subject to the change without notice and are not intended as recommendations.
All investing involves risk including the possible loss of principal. There can be no assurance that the Fund will achieve its 
investment objective. For the Merger Arbitrage Fund, the primary risk is event risk which revolves around the successful or 
unsuccessful completion of an announced merger or acquisition. If a merger doesn’t close as expected, the fund could lose 
money. Other risks include smaller companies risk, foreign investment risk, derivatives risk and non-diversification risk. Please 
see the prospectus for a complete discussion of the risk of investing in this Fund. To obtain a prospectus, please call 855-554-5540 
or visit silverpepperfunds.com. The prospectus should be read carefully before investing. Distributed by IMST Distributors, LLC. 

Focusing on  
our Advantages




