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INVESTMENT STRATEGY & PORTFOLIO UPDATE April 2020

Given recent market volatility, we are providing shareholders with an update regarding how the RiverNorth 
Specialty Finance Corporation (the “Fund”) is currently positioned and some key thoughts outlining the Fund’s 
revised strategy going forward.
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*Previously known as RiverNorth Marketplace Lending Corporation

Portfolio asset allocations are estimates and are subject to change. 
May not equal 100% due to rounding. 

Source: RiverNorth

Strategy Update

We recently announced a change to the Fund’s investment 
strategy which will offer more flexibility to invest in a broad 
range of credit-oriented products outside of marketplace 
lending assets (see the link to the SEC filing below).

https://www.sec.gov/Archives/edgar/
data/1644771/000139834420006363/fp0051975_497.htm

It is our view that broadening the mandate allows the Fund 
to purchase assets which may offer a more favorable risk-
return profile for investors versus a portfolio solely consisting 
of marketplace lending investments. For example, we have 
purchased notes issued by registered investment companies 
within other RiverNorth strategies that currently offer double 
digit yields with a minimum 33% equity subordination as 
mandated by the Investment Company Act of 1940. We 
expect to start implementing these strategy changes at the 
end of May after the required 60 days notice has passed 
post-filing. Initially, we expect to be purchasing liquid 
securities which we believe offer an attractive return profile 
given the recent market volatility with a low level of credit risk. 

We believe this broadening in the strategy is timely as the 
recent market dislocation has resulted in a sell-off across 
fixed income assets, allowing investors to purchase higher 
credit quality securities at significantly higher yields. It is our 
view that the Fund has ample dry powder to take advantage 
of this dislocation and improve the credit profile of the Fund 
by purchasing securities in the tradeable secondary market 
which can carry a significantly lower level of credit risk 
compared to unsecured consumer whole loans. Currently, (as 
of April 9, 2020)  the Fund has $38.3MM of cash to deploy in 
the most buyer-friendly market we have seen since the Great 
Recession.   

Portfolio Update

Beginning during the second half of last year, we made 
the decision to reduce exposure to consumer whole loans 
by allowing the consumer portfolio to amortize down and 
selling assets. As of April 9, 2020, the investment portfolio’s 
mix of consumer whole loans was 20% compared to 80% a 
year ago. Furthermore, we have improved the credit profile 
meaningfully – the weighted average borrower FICO score 
across the portfolio was 737 compared to 716 a year ago.   

We have been rotating into securities which we believe 
present a lower risk profile and a higher risk-adjusted return. 
For example, we have been purchasing senior notes of 
consumer marketplace lending ABS (Asset-Backed Security) 
offerings – these securities have significant subordination 
(typically 30-40% at origination which increases throughout 
the life of the bond) through junior bonds and equity, are fully 
amortizing, and typically have a WAL (weighted average life) 
of roughly 1 year at origination. Our portfolio of MarketPlace 
Lending (MPL) ABS debt tranches currently has a WAL of 0.8 
yrs with a weighted average yield of 8.1%. We view this risk-
return profile as very attractive at these levels given the low 
credit risk in our view.

Small business whole loans comprised 27% of the portfolio as 
of April 9, 2020. The small business portfolio predominately 
consists of merchant cash advance assets which are repaid 
daily as a percentage of the borrower’s revenue. Many of 
these companies are likely to experience a meaningful decline 
in sales over the near term given lockdown orders across the 
country - we are monitoring the performance of these loans 
closely and expect many will be impacted at least in the short-
term.  We are hopeful that the recent $2.2 trillion stimulus 
plan signed into law provides some relief to these borrowers 
and enhances credit performance within our small business 
portfolio over the near term.  
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See the prospectus for a more detailed description of Fund risks. Investing involves risk. 
Risk Information
Principal loss is possible. If a borrower is unable to make its payments on a loan, the Fund may be greatly limited in its ability 
to recover any outstanding principal and interest under such loan, as (among other reasons) the Fund may not have direct 
recourse against the borrower or may otherwise be limited in its ability to directly enforce its rights under the loan, whether 
through the borrower or the platform through which such loan was originated, the loan may be unsecured or under-collat-
eralized, and/or it may be impracticable to commence a legal proceeding against the defaulting borrower. The Marketplace 
Lending Instruments in which the Fund may invest will not typically be guaranteed or insured by any third-party and will 
not typically be backed by any governmental authority. Prospective borrowers supply a variety of information regarding the 
purpose of the loan, income, occupation and employment status (as applicable) to the lending platforms. As a general matter, 
platforms do not verify the majority of this information, which may be incomplete, inaccurate, false or misleading. Prospec-
tive borrowers may misrepresent any of the information they provide to the platforms, including their intentions for the use 
of the loan proceeds. Marketplace Lending Instruments are generally not rated by the nationally recognized statistical rating 
organizations (“NRSROs”). Such unrated instruments may be comparable in quality to securities falling into any of the ratings 
categories used by such NRSROs. Accordingly, certain of the Fund’s unrated investments could constitute a highly risky and 
speculative investment, similar to an investment in “junk” bonds. The Marketplace Lending Instruments in which the Fund may 
invest may have varying degrees of credit risk and the Fund will not be restricted by any borrower credit criteria or credit risk 
limitation. There can be no assurance that payments due on underlying Marketplace Loans will be made. At any given time, 
the Fund’s portfolio may be substantially illiquid and subject to increased credit and default risk. The Shares therefore should 
be purchased only by investors who could afford the loss of the entire amount of their investment. The Company’s fees and 
expenses may be considered high and, as a result, such fees and expenses may offset the Company’s profits. A portion of 
the investments executed for the Company may take place in foreign markets. As a result of the foregoing and other risks 
described in this Prospectus, an investment in the Fund is considered to be highly speculative. The Fund is a closed-end fund 
and closed-end funds do not continuously issue shares for sale as open-end mutual funds do. The Fund now trades in the 
secondary market. Investors wishing to buy shares need to place orders through an intermediary or broker. The share price of 
a closed-end fund is based on the market’s value. Diversification does not ensure a profit or a guarantee against loss. 

The Fund’s investment objectives, risks, charges and expenses must be considered carefully before investing. The 
Prospectus and most recent periodic reports contain this and other important information about the investment 
company, and may be obtained by visiting rivernorth.com/literature or by calling 844.569.4750. Read the Prospectus 
carefully before investing.

NOT FDIC INSURED
NO BANK GUARANTEE

MAY LOSE VALUE

ALPS Distributors, Inc. Member FINRA.
ALPS and RiverNorth Capital Management, LLC are not affiliated. 

RiverNorth® and the RN Logo are registered trademarks of RiverNorth Capital Management, LLC. 
©2000-2020 RiverNorth Capital Management, LLC. All rights reserved.
RVN001435  

Beneficial Structural Features 
From our perspective, the Fund has a number of investor friendly structural features that warrant investor attention: 

• Quarterly tender offers equal to 5-25% of the Fund’s net asset value (NAV)
• Distribution yield (based on the April 9, 2020 closing price of $16.65) of 13.0%
• Up to $35 million buyback program to repurchase shares at a discount in the secondary market

We believe these features provide a compelling proposition for shareholders, especially at current trading levels. Given the sig-
nificant amount of capital returned to shareholders through both the quarterly tenders and monthly distributions, we are prudently 
managing the Fund’s liquidity profile by holding sufficient cash while also capitalizing on attractive investment opportunities 
across tradeable credit.     

Final Thoughts 

While the current economic environment remains uncertain, and the Fund’s net asset value has declined in recent weeks as risk 
assets have repriced, we believe this is timely given the shift in the Fund’s strategy to focus on a broadened asset base, including 
dislocated high quality assets. We made the purposeful decision to seek to lower risk within our portfolio by reducing exposure to 
unsecured consumer credit when the market bid for risk assets was very strong. Thus, we now have the ability to redeploy that 
capital into what we view as higher quality assets which have sold off meaningfully in recent weeks as spreads have dramatically 
widened across credit products. 

In our view, the recent dislocation across credit assets and broadening of the Fund’s investment mandate may allow us to oppor-
tunistically deploy ample dry powder and significantly enhance the risk-return profile of the portfolio for the benefit of shareholders. 


