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The United Kingdom’s (UK) decision to leave the European Union (EU) by referendum in June 2016 (“Brexit”) has
been dominating global news headlines ever since, not least due to the closeness of the vote (51.9% v 48.1%
leave/temain), but also due to the fact that even now, almost three years since the referendum was first announced,
the public is still largely unaware of what type of Brexit they are going to get and the resulting consequences. This
elevated uncertainty initially caused risk assets with exposure to the UK to draw down significantly; however, the
steady fundamental performance of the UK economy over the period and the willingness of the Bank of England
(BoE) to support the economy with monetary stimulus meant that 2017 and 2018 were fairly sanguine times for such
assets, and in many cases, new highs/tights were achieved. In this piece we describe the current state of play,
hypothesize potential market reactions, and highlight why we think attractive trading opportunities may lie within
UK RMBS bonds.

The EU was founded in 1993 as a political and economic union of certain European member states. The EU developed a system
of standardized laws that apply in all member states for certain matters where members have agreed to act as one. These
standardized policies aim to ensure the four freedoms of movement — the free movement of people, goods, services, and capital
within EU member countries. In addition to potentially eliminating the policies intended to protect these movements, Brexit
also calls for the UK to exit its obligations to the European Court of Justice as well as ceasing contributions to the European
budget. Once outside of the EU, the UK would regain control of its immigration policy and negotiate its own bilateral trade
deals with the EU and other global trading partners. The UK court would also revert to being the highest court in the land and
EU budget payments would stop. The UK never entered the monetary union of the EU (the Euro €) so it retained its own free-
floating currency throughout (Pound Stetling £).

The path to implementing these changes has proven to be much more difficult than expected. In March 2017, UK Prime Minister
Theresa May formally triggered “Article 50” of the Treaty of Lisbon, which forms the constitutional basis of the EU. “Article
50” gives any EU member state the right to quit unilaterally and outlines the procedure for doing so. It sets out a period of two
years of negotiation designed to govern how the UK and EU will coexist once the UK is no longer a member. During this time,
the UK is expected to be given a “deal” upon which UK parliament will vote to accept or reject via a “meaningful vote”.

In mid-January, a “meaningful vote” on an initial deal offered by the EU failed in parliament. As details of the deal offered by
the EU started to become public leading up to the vote, a general consensus of opinion formed that it was not in the best
interests of the UK. The major issues with the deal were: (i) the border between Northern Ireland and Ireland needs to remain
frictionless as per the 1998 peace accord; however, this was not the case in the agreement; (ii) fishing the waters around the UK
would be covered by EU tariffs not governed by the UK (iii) UK citizens currently living in the EU would be treated differently
than EU citizens currently living in the UK (iv) the UK would have to continue paying into the EU budget to the tune of £39bn
in total but would effectively have no say on how those funds were spent. The EU has stayed firm in its approach that this is
the only deal available and the window for negotiations is closed.

These developments leave the UK (and to some extent the rest of the world) to consider what a “hard Brexit” (i.e. leaving the
EU without a deal) would look like. Given the multitude of scenarios and potential responses (both monetary and fiscal), it is
very difficult to forecast how the UK economy would perform in such a scenario. The UK Government’s own projections show
UK GDP 10.7% lower in 15 years in a “hard Brexit” scenatio compared to the scenario where the UK remains in the EU. The
BoE has gone so far to warn that UK GDP would fall 8% in the twelve months after leaving the EU under these conditions.

Uncertainty is rarely a friend of the market and uncertainty is one thing Brexit serves up in spades. During the period after the
June 2016 “no” vote, many UK-centric markets exhibited extreme volatility. The GBP, FTSE 100, and listed UK housebuilders,
retailers and banks all exhibited record daily and weekly moves. However, these violent drawdowns were short-lived as the BoE
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stepped in with monetary stimulus to shore up investor nerves by cutting interest rates 25bps and also undertaking £70bn of

quantitative easing across government (£60bn) and corporate (£10bn) bonds. As a result, investors have been overly optimistic

on the Brexit issue for the majority of the post-“Article 50” era, potentially overlooking risks if a BoE-backstop does not

materialize.
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European structured credit markets, specifically
UK RMBS, may present some of the most
compelling areas to deploy capital if a draconian
“hard Brexit” scenario does in fact come to
fruition. Immediately after the initial Brexit vote,
UK RMBS exhibited similar percentage
drawdowns to other UK asset classes but took
much longer to recover. We believe this was due
to two main factors. For one, there are high
barriers to entry to the UK RMBS market.
Market participants must utilize models to value
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UK RMBS market spreads, as seen in the reference bond above, widened quickly after the lacks a liquid index. Since there is no tradable

initial Brexit vote but were slow to recover.

RMBS index, long investors looking to de-risk
are forced to sell their positions, driving cash

prices lower. Moreover, macro funds looking to gain exposure on the long side of a popular distressed theme will not go to
RMBS for that exposure. Instead, they stick to more liquid indices and instruments to build their positions and exit as conditions

normalize. A longer and deeper period of dislocation could see UK RMBS lag for an extended petiod of time as a result of these

market dynamics.

The UK RMBS bond market is approximately £104 billion in size, broken down as follows:

i) 42% Prime — Borrowers with very clean credit history borrowing 50-70% of the value of their homes from a

conservative institution such as a high street bank or building society. Very low perceived credit risk.
(i) 27% Non-conforming (“UKNC”) — Borrowers whose credit requires some form of manual underwriting, higher LTV,

self-employed borrowers, borrowers with 2nd incomes or complex financial situations. Higher perceived risk and likely

to fall outside of the lending criteria of
banks. Specialist lenders originate here
and fund via issuing bonds.

@iii) 31% Buy-to-let (“BTL”) — Loans are
not secured on the primary residence of
the borrower. The botrower is a
landlord who rents out the property and
earns a yield. Borrower behavior is
different due to non-recourse (in many
cases) and also the fact that eviction and
foreclosure is a lot simpler.

For several reasons, we believe that the UKNC
and BTL sectors could exhibit some of the
largest price declines without experiencing
significant  deterioration in  fundamental
performance. Due to their slow prepayment
speeds, pre-crisis originated deals continue to
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Tranches have structurally de-levered over time while delinquency rates for underlying
borrowers have fallen.
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dominate these two markets — conveniently providing over 12 years of borrower payment history, including through the 2008
tinancial crisis, which can be used to calibrate cash flow models. These bonds are floating rate notes, so they are buffered
somewhat from increases in short-term interest rates. Given many deals pay in a sequential manner, they have been deleveraging
at both the structural level (tranches become thicker and build more credit enhancement) and at the borrower level (house prices
have risen back to pre-crisis peaks reducing LTV ratios while non-IO borrowers have been amortizing their debt).

These securities tend to have long spread durations though (the typical bond has a 10-year weighted-average life) and therefore
exhibit a high price volatility when spreads move. In many instances these bonds have climbed back to an investment grade
rating, which has sparked selling from hedge fund holders into low-risk accounts. Many times, these low-risk accounts offer
daily or weekly liquidity, increasing the probability of forced selling into a falling market in times of stress. This can create the
perfect storm for a prolonged period of severely depressed prices in a sector with otherwise strong fundamentals. If that does
indeed happen, we believe that the sector will likely offer some of the better value within the structured credit markets.

One thing we have learned in the almost three years since the June 2016 Brexit referendum is that we do not have a crystal ball
to predict the future in a situation with such long-lasting global implications where passions run extremely high on both sides of
the debate. Instead, we prepare for the worst as it seems many market participants are much too complacent given the serious
downside risks that are becoming more real with each passing day without a deal.
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Important Notes

These materials have been provided for information purposes and reference only and are not intended to be, and must not be, taken as the basis for an
investment decision. The contents hereof should not be construed as investment, legal, tax or other advice and you should consult your own advisers as to
legal, business, tax and other matters related to the investments and business described herein.

Investors should carefully consider the investment objectives, risks, charges and expenses of the Ellington Income Opportunities Fund. This
and other important information about the Fund are contained in the Prospectus, which can be obtained by contacting your financial advisor,
or by calling 1-855-862-6092. The Prospectus should be read carefully before investing. Princeton Fund Advisors, LL.C, and Foreside Fund
Services, LLC (the fund's distributor) are not affiliated. Investing involves risk including the possible loss of principal.

The information in these materials does not constitute an offer to sell or the solicitation of an offer to purchase any securities from any entities described
herein and may not be used or relied upon in evaluating the merits of investing therein.

The information contained herein has been compiled on a preliminary basis as of the dates indicated, and there is no obligation to update the information.
The delivery of these materials will under no circumstances create any implication that the information herein has been updated or corrected as of any time
subsequent to the date of publication or, as the case may be, the date as of which such information is stated. No representation or warranty, express or
implied, is made as to the accuracy or completeness of the information contained herein, and nothing shall be relied upon as a promise or representation as
to the future performance of the investments or business described herein.

Some of the information used in preparing these materials may have been obtained from or through public or third-party sources. Ellington assumes no
responsibility for independent verification of such information and has relied on such information being complete and accurate in all material respects. To
the extent such information includes estimates or forecasts obtained from public or third-party sources, we have assumed that such estimates and forecasts
have been reasonably prepared. In addition, certain information used in preparing these materials may include cached or stored information generated and
stored by Ellington’s systems at a prior date. In some cases, such information may differ from information that would result were the data re-generated on
a subsequent date for the same as-of date. Included analyses may, consequently, differ from those that would be presented if no cached information was
used or relied upon.

AN INVESTMENT IN STRATEGIES AND INSTRUMENTS OF THE KIND DESCRIBED HEREIN, INCLUDING INVESTMENT IN
COMMODITY INTERESTS, IS SPECULATIVE AND INVOLVES SUBSTANTIAL RISKS, INCLUDING, WITHOUT LIMITATION, RISK OF
LOSS.

Example Analyses
Example analyses included herein are for illustrative purposes only and are intended to illustrate Ellington’s analytic approach. They are not and should not
be considered a recommendation to purchase or sell any financial instrument or class of financial instruments.

Forward-Looking Statements

Some of the statements in these materials constitute forward-looking statements. Forward-looking statements relate to expectations, beliefs, projections,
estimates, future plans and strategies, anticipated events or trends and similar expressions concerning matters that are not historical facts. The forward-
looking statements in these materials are subject to inherent qualifications and are based on a number of assumptions. The forward-looking statements in
these materials involve risks and uncertainties, including statements as to: (i) general volatility of the securities markets in which we plan to trade; (ii)
changes in strategy; (iii) availability, terms, and deployment of capital; (iv) availability of qualified personnel; (v) changes in interest rates, the debt securities
markets or the general economy; (vi) increased rates of default and/or decreased recovery rates on our investments; (vii) increased prepayments of the
mortgage and other loans underlying our mortgage-backed or other asset-backed securities; (viii) changes in governmental regulations, tax rates, and similar
matters; (ix) changes in generally accepted accounting principles by standard-setting bodies; (x) availability of trading opportunities in mortgage-backed,
asset-backed, and other securities, (xi) changes in the customer base for our business, (xii) changes in the competitive landscape within our industry and
(xiii) the continued availability to the business of the Ellington resources described herein on reasonable terms.

The forward-looking statements are based on our beliefs, assumptions, and expectations, taking into account all information currently available to us. These
beliefs, assumptions, and expectations can change as a result of many possible events or factors, not all of which are known to us or are within our control.
If a change occurs, the performance of instruments and business discussed herein may vary materially from those expressed, anticipated ot contemplated in
our forward-looking statements.
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