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US High Yield 2024 Outlook

Executive Summary

Despite continuation of one of thaost aggressive rate hiking cycles in decades, rising geopolitical tensions, and a wave of bank stress that ¢
to rapid tightening of lending standards, high yield bonds generated strong returns thus far in 202®{gtate through November 30). Boostégt
strong carry and a benign default rate environment, broad high yield indices (we use the ICE BofA US High Yield Ind@&Otakeur proxy) have
returned 9.4%, 66th percentile based on annual data since 1997, and well above most expectatierstat tbf the year. Short duration high yield
(using the ICE BofASLYear BEB US High Yield Constrained Index, ticker JVC4) demonstrated similar strength, generating YTD returns of 8.6% (65th
percentile), capturing a disproportionate amount of the braadrket return (91%). In general, high yield remains on track to outperform US Investment
Grade for the third consecutive year, whileahid 18Year Treasury Indices hover around breakeven levels (YTD returns of +1.4%#ndespectively).
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to hawkish Fed commentary amidst risk of further bank failures. In general, however;rawdrcredit outperformedn 2023 on both a total and excess
return basis. In our view, this dynamic sveupportedoy recedingédars of a recession amidst inflation data falling more rapidly than feared, prompting
downward revisions to investor default rate expectations (which increased but remained below historical annualsine28ga).

On balance, we maintain a cautiously optimistic view of the high yield asset class as we enter 2024. First, we thirtkenuaincdissociated
with central bank tightening is now behind us. Second, though likely beyond peak earnings growth for thigecsislieent balance sheet repair in the
postpandemic period and improved index quality (partially at the expense of leveraged loan and private debt markets, in @moulelt)anslate into
a relatively benign default rate environment in 2024. Finadly,quartile yields should provide cushion in the event of spread widening elétrated
carry positioning the index for attractive riskljusted returns over the intermediate term.

Key takeawayare as follows:

Broad USigh yield market returnsf +9.4%in 23 (YTD through November 38)e approximatel\s6" percentile relative to the las25years

Short duration US high yield market returns+@£6% in 2@3 (YTD through November 30) are approxima&d¥y percentileoverthe sameperiod
CCcreditoutperformedhigher quality driven by disinflation progresbat bolsteredthed 4 2 T ¢t Y Y RNy A A 08

Cyclicals (eEnergy) outperformed Defensivdsspite an uptick in the default rate; several historically defensive sectors have become more volatile
Small issues (< $350mpgrformed irline withlarge issues (> $1hriliquidity premiums are now below average to start 2024

Index yieldto-worst (YTW) levels were largely range2 dzy R AY QH o0 X incdestissudnkeNdenfiging ytals) Halgries Emiteéd demand
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We expecleverageand coverage metrics wit S 3 NJ- 2, Qirivénybya Modeldriven EBITDA growth estimate-é#and higher funding costs

The parweighted default rate for US high yield bonds hit 2.4% at Now8Gorecastthe Q4default rate will be approximately 44%

We forecastrecovery rates on defaulted issuers wileclineto ~35% in 202, below an historical average of approximately 43%

Spreads appear a bit tight at preseB8@bps, or30" percentile); at the same time, yield levels look more attractive 8¥878" percentile)

Our macroeconomic scenario analysis aegression modelenply a2024 fair valuespread target of 460 bps

Spread per turn of leverage at presen?&bps 8" LISNOSY G At SO T 65 | & & dz¥& ~9BhgslBik gerceni®NI ( dzNy 6 A €
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Economists put the chance of a US recession next ye&0& many banks are revising recession osigsmificantly lower as we head into year end
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Gross issuance is down neatlPorelative to the postGFC annual averagse expect an uptick to ~ $0bn of issuance ire024
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Tradingactivityis now higher than the pogtandemic averageexpect an uptick in primary market activitgll helpimprovemarket liquidityA y4 WH
We prefer highesrated creditbased orstrongY TWpercentile rankingshigher average starting duration (given expected rate cuts), and lower
spread change bet@iven our anticipation of spread widening); BBs least sensitive to downside earnings surprise and iinctbastefault rate

as a partial offsefgreater upside from credit loss avoidance via strong security selection may be present within ttehGEC

We prefer adding durationbasedonimproved termriskcompt y G KS O2y GSEG 2F LR GSYdGAlt CSR Odzia 7
We think idiosyncratic credit opportunities include beneficiariesade downbehavior credits levered tanfrastructure and political ad spending

those with asustainable product focusbeneficiaries of aove back to working in the officebusinesses poised to boost profitability fraapply

chain normalization / onshoringthose better able tdeverage automatiorandimprove productivity vialabor market stabilitythose withself-help
opportunities, issuers being led bpnservative management teanthat are reevaluating optimatapital structures in a higher interest rate
environment and credits withonger-dated capital structuresi K & 62y Q4 068 | & -s&h a NUzZLJG SR o6& O2dzZRy N
OAS and YTW levels implyrelationderivedQ4itotal returns in the7% rangeour model projection fortotal return next year isalso 7%

We think BBrated credit willmodestlyoutperformon an absolute basik y'4; WérseeBB returns > B returns CCC returns the coming year

The Maturity Walllikely represents the greatesbncernk S I R A y & wélegtiingte a@ average cost uptick of ~ 280 bps for the ~ 10% of the
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1  Geopoliticaldevelopments are likely to impact risk taking in the coming year; an etigbtbightingin Ukraineand/or the Middle Easis a potential
positive catalyst, whila China/Taiwarconflictwould represent downsidésk on thehorizon
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2023 Recapg Better Than Expected
Despite continuation of one of the most aggressive rate hiking cycles in decades, rising geopolitical tensions, and lzawksteasthat led
to rapid tightering oflending standards, high yielbndsgenerated strong returns thus far in 2023 (yéewdate through November 30). Boosted by
strong carry and a benign default rate environmearpad high yield indices (we use the ICE BofA US High Yield Index, ticker HOAO as our proxy) have
returned 9.4%, 68 percentile based on annual data since 1997, and well above most expectations at the start of the $hart duration high yield
(using the ICE BofASLYear BB US High Yield Constrained Index, ticker JVC4) demonstrated similar strength, geneeatisiyMms of 8.6%65"
percentild, capturing a disproportionate amount of the broad market return (91%). In general, high yield remains on track to outpefmvestment
Grade for the third consecutive year, whileaid 18Year Treasury Indices hover around breakeven levels (YTiRgetu+1.4% andl.2%, respectively).

Annual Returns by Index, Since 1997 Return and Ranking Data, 1997 - Nov. 30. 2023
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In bothWeekly Briefingeports and discussions with clients, we have noted, at length, that index returns in each of the first six months of 202.
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bank failuresin generalhowever,lower-rated credit outperformed in 2023n both a total and excess return basig our viewthis dynamic was
boosted by receding fears of a recession amidst inflation data falling more rapidlgntieipated prompting downward revisions to investor default
rate expectations (which increased but remained below historical annual a\v&rage23).

YTD Total Returns by Rating Optimism for Recession Avoidance Boosted CCC Returns
data through 11/30; Total Ret = solid, Excess Ret = striped monthly data
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On a sector basiteisure led the way, as Americans continue to spend in the goskdown era despite inflationary pressures ampartially
at the expense of durables good$Vithin the sector, cruise lines posted some of the strongestgaii3 with issuers such as Carnival, Norwegian, Royal
Caribbean, and Vikingpsting returns in excess of 15%. At the other end of the specffietecom lagged, largely due to significant stress within the
Lumen (LUMN) and Level 3 (LVLT) capital structuresough November 30, Cyclicals-t&xergy) have outperformed Defensives by 175 bps despite an
uptick in the default rate, as several historically less volatile sectors diverged from trend (labor costs and reimbuiskrbesét the Healthcare sector,
secula challenges have hampered parts of Mediad, as previously alluded to, several large structures within the Telecom space have fallen into
distressed territory)CA Y f f 82 4SS g2dA R y230S GKIG 9ySNHe>X GKS fSIFRSNIAY @oRX KU
crude prices from waning Chinese demand only recently offset by the threat of additional OPEC+ cuts.



YTD Total Returns by Sector Cyclicals (ex Energy) Modestly Outperformed Defensives

data through November 30, 2023 monthly data
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Issue sizevas a significant source of return differentiationmediately following peak COVitBlated stres® v m Ghrongb the end of 2022,
with smaller issues($350mm in size) outperforming larger issue$1{bn in sizelpy approximately 2,000 bpsver that timeframeHowever, as noted in
our Weekly Briefild S y (iRedaltufatitg Factor Compensation A y S| NJis8ue side bidpensftierathEormalized and thefallen
meaningfully below the longun averagdoward the start of thisyearand asaresut S y2 t 2y 3ISNJ 0AS6SR aYl ff SNJ A a3
current market environmentOn a YTD basis, issue sizs a statistically insignificant contributor to total returns.

US High Yield Performance by Issue Size (Cumulative) Cumulative Performance Differentials: Small vs. Large Issues
monthly data, year to date through Nov 30, 2023 Small =< $350mm; Large = > 51bn
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Technicals also had a significant impactearket behavior in 2023Pespite a number of risk factors arising during the year (bank failures, Fed
uncertainty, geopolitical tensions, a debt ceiling bill, a budget impasse amidst House leadership changée, wtdito-worst of the high yield bond
indexwas confined to a relatively tight ban¢~ 175 bps, or roughly 20% of the average YTW level for the year), welltistoricalrelative normsA
shrinking of the high yield bond index for a second consecutiveq@dven bylimited new issuance and over $100bhnet rising starg balanced an
otherwise weak demand backdrop (negative fund flows), contributing to market resiliency.

Index Yields Were Range-Bound in '23 Relative YTW Variation Trended Well Below Historical Norms Size of US HY Bond Market Contracted (Again)
annual data annual data annual data
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https://www.skyhcm.com/documents/weekly/SKY_Harbor_Weekly_Briefing_6Mar2023.pdf?pdf=6Mar2023

Fundamentaldo Weaken Toward LorRun Averages

High yield issuer EBIT@rowth exceeded our original projections this year, due in large part to resilience among US consumers. In fact,
consumers continued to spend in the face of inflation, bolstered by higher wages and excess savings that diminishedt therisnpgshelte and
auto-related costs. Though we continue to think elevated disposable income can partially offset the burden arising from théaesistodent loan
payments and rising credit card debytput growth is likely toremain muted in 2024, in our view

Various measures of CEO confidence have fluctuated over the last several months, with expectations for overall busiti@ss icotei
coming year becoming less predictabiespite a more sanguine view of the economy relative  Q Addlitionally, though the Fed is likely near (if not

there alreadythere) the end of their rate hiking campaigmgncerns surrounding £ 2y 3 F YR @F NAF 6t S | 3 & bavesan®e@tOA |

dampen otherwise upbeat economic data releases of late. Despite ifolegfsets¢ including the expectation for increased infrastructure spending and
continued supply chain repairwe anticipate negative EBITDA growth over the next 12 months. Though quite manageable in absolute terms, our
estimates fall below that of theonsensus view, and as such we remain somewhat cautious on the most speculative parts of the high yield index
constituent set given greater bond price sensitivity to earnings groughlating our foufactor regression model belowye now anticipate HY suer
EBITDA growth in the coming year to decline by approxima#ty, below amatchedsampleconsensus view of3% growth

EBITDA Growth: Actual vs. Next 12mos SKY Model Projection

quarterly data, trailing 20 years
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At the time ofpublicationgg S  dz&d S Y S (i NA 3y averdge hgh gisldhet lece@ge and interest coverage ratios wexeaBd4.6x,
respectively, both stronger than trailingy®2ar averagesalbeit off alitime dataset best levels achieved in late 20E4veoverlay our estimation of
EBITDA growth over the next yeat%), assume an 80/20 average fixed/floating debt mix, asswwrate cuts before mi®024,and force companies to
refinance fixedrate debt 1 year ahead of maturity dates (with an interest expense uptick equal to the difference between current coupprevaitidg
market yields), we can clearly see credit metrics eroding over thefivexquarters. With that said, andnder our current set of assumptions, leverage
and coverage ratiobarely weken belowtheir trailing 7-year average by the end of 2@2Acknowledging that underlying assumptions are quite
sensitive to any changes in the economic outloe&,nevertheless reiterate thattrength in corporate balance sheets better position high yield index
constituents to weather a recessigna K 2 dzf R 2 y,$houiOnOtdeN.bakeytas®an in recent years, in our view. Notably, interest coverage is
now at a better starting point4.6x) than in quarters leading up to the Global Financial G89%) largely on greater conservatism demonstrated by
management teams in recent years

Net Leverage Set to Rise but Remain Below Average Until Mid-2024 Interest Coverage Set to Fall but Remain Above Critical Levels
quarterly time series; striped bars are SKY Harbor projections quarterly time series; striped bars are SKY Harbor projections
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Having avoided a recession and with constituent EBITDA growth more resilient than originally anticipated, the HY boathirtetel
moved up but remained below loAwin average levels in 2023. This led to minimal index principal losses, despiterya@tge coming in below
historical norms. More specificalliyailing-12-month issuer and paweighted default rateswere 2.4% and3.4%, respectively while recoveries have
been approximately seven percentage points below the leng average.



US High Yield Default Rate US High Yield Recovery Rates

monthly data, recessions shaded grey monthly data, recessions shaded grey
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Lending standards have been on the rise since the end of 2021, a function of both economic uncertainty and the tightestiegaoy policy
conditions. Though this trend wéergely expected to persist given our position in the business cycle, bank sector stress in March exacerbated the
situation. A pullback in lending was compounded g outsized role smalind mediumsized banks play (50% of US commercial and industrial loans
come from banks with assets of less than $250bn) against a backdrop of disproportionate deposit flight from those isspiautimularly in the wake
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tripling of the size of the private debt market in less than a decade, and more recently by the willingness of privatpeqasitys to inject cash into
portfolio companies. Updating these anchet factors that informour default and recovery rate projections modeis now expecta 44% default rate
by the end of 202, merely averageby historical standardsthough upfrom trailing twelve monthlevels At the same time,rauptick in thenumber d
absolute defaults, as well as credit metric degradation (albeit manageable, in our likel)cause recovery rates temain below longun average
levels More specificallypur internal model anticipates a 2QRrecovery rate of 35%, below the 43% longn average

SKY Default Rate Projection Model SKY Recovery Rate Projection Model
monthly data, dotted lines are forward projections N12 Month Estimates based on Monthly Data
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From a sector basis, we aggregated trends associated with earnings, credit metrics, defaults, recoveries, and distrédsileatios
fundamentals have modestly degraded since record levels of strength (late 2022), the index in general remains in godldshapecificallyye find
that Consumer GoodsTransportation and Leisuredemonstratedthe strongest performancen a relativebasis Y QoYX 62f ai SNBR
consumer and shift toward services over durable goods. At the sameMetia, Basics, and Tech have demonstrated relatively weak performance,
hampered by a slowdown in global growth, destocking, and secular challeémgeséng forward into 202 we thinkfundamental momentum will favor
defensive sectors (shoultemonstrate moreesilient EBITDA growth), sectors that did not benefit from a boost in@@81ID demand (easier prior year
comps), beneficiaries of a further push away from remote working,taose withlessonerous neatterm maturity profiles

Sector Trends Sector Leaders & Laggards
¥TD trends cumulative directionality through 2023
EBITDA Default
EBITDA  Growth vs. Net Interest Rate Default Recovery  Distress
Sector Growth Index Leverage Coverage (issuer)  Rate (par) Rate Ratio Superior Sector Trends Inferior Sector Trends
Automotive = = = = = - + +
Basic Industry = = = = = = = Consumer Goods Media
Capital Goods = = + + + = = Transportation Basic Industries
Consumer Goods + + + + = = = + Leisure Tech
Energy + + = - + + = =
Healthcare = = = + - +
Leisure + + + + = + =
Media = = = = =
Retail = = = + +
Services = = = + + = + =
Technology & Electronics = = = = =
Telecommunications = = + + + -
Transportation + + + + = + - =
Utility = = = + + = +

Source: SKY Harbor, BofA Merrill Lynch, Bloombergc@mgany filings
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Asset ValuationsAppear Somewhat Stretched; Expetb bps ofSpread Widening

Valuations are perhaps the topic of greatest debate among investors, largely owing to the dichotomy betweeadjpisted spread (OAS)
and yieldto-worst (YTW) levels. As of November 30, OAS levels for both the broad high yield index (HOAO) anddbeasbarsubset (JVC4) remain
inside longrun median levels (30th and 37th percentiles, respectively), in large part due to higher overall quality relative tahigiamis BBs make
up 47% of the index, over 300 bps above the trailingg@ar averagewhile CCCs make up a mere 13% of the index, 400 bps below the trailmegr20

average). At the same time, index YTW levels look compelling in our view, still top quartile despite an aggressive Nallye(WiBeand 839 percentile
for HOAO and JVC4, respectively).

ICE BofA US High Yield Index (HOAO)
monthly data, trailing 20 years

ICE BofA 1-5 Yr BB-B US High Yield Constrained Index {JVC4)
monthly data, trailing 20 years

10 10 - .
09 08 " E
0.8 0.8 v 3 4
T 07 Z 07 !
T T \
= 06 = 06 i i
W o [ ]
= 05 T 05 x ’. '
E 04 5 04 \ ‘l J‘
g™ g NN
3 o3 g o3 UV
0.2 0.2
01 01
0.0 00
8888588239228 35838FH 888858831332 483533874H
I T T I I R T i ¢ L ¢DEBEEEEiiiyLiio
o o o oo o0 o0o0o0o0ao00o0ao000606a0aa0 a o o oo oco0o0o0o0o006000o0000660a0
OAS %ile Rank  =——=YTW %ile Rank ——0AS %ile Rank YTW %ile Rank
Source: SKY HarbéGEData Indices
Givenat a2 F 0 f I yRAY 3£ untedath glébhl acBnomicrolitidairit owingto dn array of geopolitical threats on the horizon,

we attempt to estimate fair value of spreads on afgovard basis using several different approaches. First, we look to our macro regression models.

Historically, we have found our internal spread regression mgeéiich utilizes six key economic indicators to drive an estimate of OAS fair
valuec to be a reliable gauge of index directionality on afigvard basisAt present, the model finds the broad high yield index (HOAQ) to be ne@By
0LJA GNAROKZ¢ ¢AdK KeObpa Ve laiNdvérRer fdnteMiIOAS oB8dtshs ThéFmotlel finds the short duration high yield subset
(ticker JVC4) to baimilarly tight to fair value. We would highiig however, that theemodekfail to take improved index quality into consideration, and
that elevated carry can easily absorb spread widening without giving up all return potential. Finally, we would alsatatier spreads may come
from lower riskfree rates,consistent with prior ends to rate hiking periods, auninating the need for high yield bond prices to declimeeach our
estimate of fair valu¢see ouWeekly Briefing y i AThe Bridl Hikg? T2 NJ I RRAGA2y L+ f RSGFATf&D

SKY Harbor US High Yield Spread Model
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A second approach is presented below, which lays out an admittedly wide range of pateetiatios, anchored by lofmign spreadaverages
across different economic growth environments observed in the fiasta weightedaverage basis, our scenario analysis below puts fair value of
spreads in the470bps rangeon a qualityadjusted basisand very much iline with our regression based estimate of fair value of ~ 460 bps.

US High Yield Index Scenario #2 Scenario #3 Scenario #4 Weighted Average
"Elevated Inflation, "High Inflation,
Maodestly Positive Maodestly Negative "Moderate
@ Nov 30, 2023 Growth" Growth Recession” Base Case
Index OAS| 384 350 450 700 820 1,125 500
Est. Chance of 35% 35% 20% 10% 0% LT
Occurring ‘L N 470 ’)
Notes Recession avoided, Inflation persists, rates Inflation persists, rates Spreads climb to ex- The glabsl econamy (quality-adjusted)
spreads revert to stay elevated, but climb, econamic growth GFC recessionary falls into @ severs
tightest quartile econ. avoids contraction turns modestly neg sverage recession (GFCish)

Source: SKY Harbor, ICE data indices, National Bureau of Economic Research (NBER)

To get a better sense of general valuations, we present below current levels of OAS and YTW percentile rankings byatidgbactets, as well as
relative spread differentials for adjacent rating classes. In geneeghighlight that YTW levels appear attractive for B&ed credit in general, with
7%+ carry available fdssuersthat remain, in our view, bankruptcy remoteAggregate YTW levels for both broad and short duration high yield look
similarly attractive, while recent underperformance hagproved relative attractiveness for CCCs relative to Bs.
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as of November 30, 2023 OAS %ile Ranking YTW %ile Ranking

Name Ticker
Absolute Levels
US High Yield HOAO 384 8.50 0.29 0.34 0.30 0.81 0.88 0.78
Short Duration High Yield JvCa 312 7.90 0.37 0.42 0.37 0.80 0.89 0.83
BB HOA1 236 7.02 0.19 0.19 0.17 0.81 0.91 0.75
B HOA2 398 8.65 0.25 0.36 0.34 0.76 0.86 0.80
CccC HOA3 976 14.39 0.46 0.58 0.59 0.75 0.81 0.82
as of November 30, 2023 OAS %ile Ranking
Name Ticker OAS Differential 5yr 10yr 20yr
Relative Levels
HY to IG HOAOQ less COAO 273 0.34 0.41 0.33
BB to BBB Ratio HOAL less COA4 97 0.24 0.29 0.20
B to BB Ratio HOA2 less HOAL 162 0.39 0.49 0.55
CCCto B Ratio HOA3 less HOA2 578 0.63 0.68 0.79

Source: SKY Harb¢GE Data Indices

Balance sheet damageassignificantin 202Q as the near halting of economic activity weighed heavily on EBITDA genératicadl negative
for many issuers)As a result, net leverage increased to recessiopeaklevelsin the >5x rangeup significantly froma conservative prpandemic3.8x
ratio. Sgnificant balance sheet improvement throughout 2G#1d 2022 brought index net leverage down below-@@VID levelsvith some reversion
to the mean thus far in 2022\t present, spread per turn of gross leverage is approximafé®bps, below the 87 bps longrun average, and 38"
percentile based on data over the last decadéssumingt60bps of fair value spread and an uptick of gross leverage to #xerdnge (based on our
earlier simulation), spread per turn would improve t88bpsby the end of next year 74" percentileobservation in our data.

US High Yield Index: Spread per Turn of Net Leverage Sector Spread per Turn Range-Bound, Telecom an Outlier
weekly data data at November 30, 2023
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The index has changed considerably over the last several years, not only in quality (well above normal) but alsotin aygjeradiral,
earnings volatility has declined as issuers have become larger and increasingly-matiibinal in nature On a sector basis, however, there have been
42YS 2dzif ASNB® a2NB NBOSyidtezx | SHtGKOINBE aSRALI I | yR rtatidh haSebacegmeKk | &S
tSaa a0e0ft AO0Ft dé ¢2 0ShdS Nated beduBsPread levieldzBlatige o the indgathiaipiededt and dvér the I6n§ rgd | £ O
and also measured how financial leverage at present differs from historical norms. For example, Healthcare trades 1E70bpisentity’ Index at
present, though historicallthe sector has traded ~ 94 bps tight to the overall market. As such, the relative relationship to the index is now 211 bps
wide of historical levels. At the same time, net leverage for Healthcare is 4.8x, which is 0.6x aboua lwverage levels. Thesame calculations,
conducted across the indeand plotted on the scatterplot beloyshow that(all else being equal)tilities look somewhat unattractive at present
(nearly a turn more leverage than normal, yet trading 100 bps inside the historical relationship to the HY Index), whdardeiledia, and Telecom
appear attractively positioned.

Relative Spread vs. Relative Leverage
excludes financial sectors and Autos (F's upgrade distorts end of month values)
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Snce the start 0f2020 US high yield has outperformed EUR high yieldbcal currency but has lagged by ~ 35 bps on a EkRlged basis
Thus far in 2023, EUiedged US HY returns have lagged the EUR HY index by ~ 180 bps, supporting our overweight of cenrti& oapital
structures at the beginning of the yedkt the same time, default rates have converged at very low levels, though a greater amount of stress was
evident in US HY indices at the height of the pandemic. Since the beginning of 2023, annuakEt&{RUItigg costs have moderated by
approximately 100 bps, though they remain somewhat elevated in the 150 bps context.

Currency Influential in Recent US vs. EUR HY Returns Post-COVID Default Rates Low In Both Indices

annual data month-end data
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Source: SKY HarbotpBmberg,ICE Data Indices

We utilize a multpronged approach when gauging relative value between US and EUR high yieldandidesvardlooking basisMore
specifically, weun an internally generated regression model that projects a next twelve mdothkreturn advantage (US vs. EUR High Yield) based
on expected geographical differences in economic growth, sieon interest rates, and paweighted default rates, all in the context of starting FX
adjusted yield and spread differentialsfter two years ofFxhedgedEURNigh yield outperformance, we believevencurrencyadjusted yield in the
context of a stronger expectedomesticeconomic growth outlook would supporan overweight of US high yield in 2024

Next 12 Month Returns: US High Yield (HOAOQ) less EUR High Yield (HE0O)
actual and projected data (all FX hedged)
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SentimentProving Resilient Due to US Consumer

As a participant in the BofA Merrill Lynch Credit Investor Survey, we actively monitor the sources of greatest concehiggmyieid
investors, a well agheir associated changes every othermonthS OSaa A2y NARala NBYlIAya i GKS (2L 2F
fFYRAY3IE YIENNIGAGSE oKATS G(KNBFGa adSYYAy3 FTNRBY 3S2 Lddtheidflatidnifront. dzy OS |
Additionally, concerns over deficit spending in the US, particularly agaetihto a Presidential election ye&iave led tarecent additions to the survey,
with both likely to induce periods of volatility in the coming year.

Recession Recession
Geopolitical risk Inflation
Commercial real estate (CRE) Commercial real estate (CRE)
Inflation Rising interest rates
2024 US elections Geopolitical risk
Debt sustainability Stagflation
Rising interest rates US fiscal palicy
Bank stress China

Bo) YCC (Yield Curve Control) mNov 23 Bank stress mSep 23
China Oil prices

Ol prices msep 23 Bo) YCC (Yield Curve Control) mjul 23
Releveraging event risk Releveraging event risk
European energy prices European energy prices
0%  10%  20%  30% 40%  S0%  60%  T0% 0% 10% 20% 30% 40% 50% 60% 70% B0%

Source: SKY Harbor, Baflerrill Lynch Global Researcfhe BofAsurvey queries a range of institutional investors, including money managers, hedge funds insurance companies, bankearfidrusnsi
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both risks scoring prominently in the BofA Merrill Lynch credit investor survey. More regantfiict in the Middle East and uncertainty with regard to
I KAY L Qa Ay G Sy Gakedvgighed drisankment | thouh Bed action to stymie inflation has served to alleviate some concatnsesent,
economists put &0% chance of a US recession in the corggwy, elevated on an historical basist down meaningfully over the last six months.

Probability of US Recession Has Declined...

..As Inflation Data Continues to Normalize
monthly data since 2008, actual recessions shaded grey

monthly data, trailing 3 years
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Source: SKY Harb@&@loomberg, NBEmureau of Labor Statistics

Economisprojections aside, we encountered a more optimistic than expected client base during our most recent European roadshow, with
fewer expecting the US to fall into a recession than we would have otherwise exp&htethost commonlyited rationale for this viewpoint was the
strength of the US consumeymost recently exemplified by better than expectegobst-Thanksgiving salesproviding significant economic tailwinds

IAGSYy G(GKS INRIZLIQE dzf G Stilbfty Bnsuin¥t lciinfidléncegagingbdyve at tithdsberitie last few years been at odds with CEO
confidence, the latter of which currently hovers around leng average levels.

Conference Board Consumer Confidence CEO Confidence In Economy 1 Year From Now
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Source: SKY Harbdhe Conference Boar€hief Executive Magazine

Going forward, a drawdown in excess savings may begin to weaken consumer spending habits, particularly if optimismnratketjob
declines. As demonstrated belosgnsumers will also have to contend with higher costs associated with shelter, auto loans, credit card debt, and
student loans, though rising wagdand, as a result, higher disposable income) and limitesbténg of mortgage rates likely cushion the impact. As
ddz0KE GK2dZAK 68 SELISOG 02y adzy SN & LISoldh br¢sdurekoltusnolitgut gib@th nedaiivé iStife nday'ternf.v n =

Mortgage Rates Hit Two Decade High; Effective Rates Low (for now)

Non-Mortgage Debt on the Rise, Partially Offset by Higher Wages
monthly data
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Technicalgdo Remain Supportive

New issuancslowed substantially from recorsetting years in 2020 and 2021, resulting ififésequentialdecline ingrossprimary market
activityin 2022 Macroeconomic uncertainty, higher interest rates (makingtace coupons appear relatively attractive), limited amounts of debt
trading to a nearterm call, and over $2bn of retail outflows from the asset class leth a second consecutive belowverage issuance year in 2023
which though up from 2022 is still tracking nearly 488fow the postGFC annual averagen a net basis (gross issuance less calls, tenders, and
maturities) issuance is running at approximate®p4bn on a yeatto-date basis (through November 30, Z)2up sequentially from a 2022 that
registeredan alttime low based on our dataset thgbes back to 200Factoring in coupon income and net rising stars, supply will easily register as a
shortfall in 2023 for the third consecutive year, implying technical tailwinds for the asset class

Gross Issuance Modest in '23; -34% vs. Long-Run Average Net Issuance Up from Low Base; Technicals Remained Supportive
annual data, 2023 is YTD through Nov 30 annual data, 2023 is YTD through Nov 30
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Source: SKY Harb@ofA Merrill Lynch

Aggregate use of proceeds changed materially from regeats. Among the most notable deviations was the percentage of issuance used
for refinancing activity, whichncreasedo 61% or ~ 700 bps above the trailing-§8ar averageRapidly rising rates disincentivized issuers from
0O2NNB gAY (2 adzZlL2NI RAGARSYRaX FOljdAaAGA2yas | yR [ .-tbrfoduriteSWiA y 3
all categories other than refinancing trending below the two decade average, we would say management teams largely ayressdeaigsuance in
2023.

New Issue Use of Proceeds New Issue Use of Proceeds
Trailing 20 Year Average 2023 YTD
Percent of All Proceeds
Acquis. / Acquis. | Use: Prior 20yrs 2023 YTD Trend

LBOs

L:g: 23% Refis 54% 61% Higher
Dividends 4% 1% Lower

GCP 17% 14% Lower

Capex 2% 1% Lower

Acquis. / LBOs 24% 23% Lower

Capex
2%

Capex _--..______

1%

Refis

54% GCP
14%

GCP
16%

Refis
61%

- Dividends
Dividends 19
4%

Source: SKY Harh@ofA Merrill Lynch

In projecting market technicals for 282we break dowrthe key elements of high yield bond supply and demand. Historically, a strong
indicator of future refinancing activity is the absolute amount of debt due in the negdtonths(above averagehe percentage of the market
trading to an early ca{lvell below average)nd the relative abundance of securities with coupons that exceed their marke(wigldoelow average)

Percentage of HOAO Maturing Over Next 2 Years Percentage of Market Trading to a Call (YTW < YTM)
proxy for refinancing activity proxy for refinancing activity
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Running data through our regression modgising the factors noted abovewe anticipate issuance in 2@%hould come in at approximately
$190bn, below the longrun average of approximately $2500wt up nearly20% from yeato-date activity through November 30.

Expect Gross Issuance to Pick up in 2024, But Remain Below the Trailing 10-Year Average

annual data
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Equitydividends have historically made up a very small portion of new issuaf®4% of primary market activity over the last twenty years)
and wedo notexpect2024 to come in materially different (implies perhaps $5bn or leissgross proceeds Degradation of issuer fundamentads,
higher cost to execute, and limited investor appetite likely put a cap on this type of issuance over the next twelve months.

We find acquisition and LBO activity to be more difficult to predict, but note that this cohort has historically beerdigtgted to CEO
confidence (whiclis below averagg the amount of regulatory uncertain{perhapsexacerbated in an election yeaenterprise value multiples (relative
attractivenesshas degradedia theequity rally), and prevailing Treasury yields (economic health offset by the impact to financing costs). Putting these
factors togetherwe forecastbelow-averageAcquisition/LBO financing needs in 282call it less than $a@bn, which by percent of proceeds would be
below the 24%20-year average)

Fallen angel volumes, net of rising stars, higypgcallybeen driven by the prevailing upgrade/downgrade ratiet(neutral at present, but
tA1Ste G2 a1S¢ (26 NR R2 gy 3N Redevekage nRricdikely to welken ig tife cantely Hubikdgrard&iiags 2 Y Y
trends(we expect high yield constituent EBITDA growth teZite A 4). Ndierhat the flood of fallen angels from a lockdowimpaired 2020 have now
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Source: SKY Harbor, BofA Merrill Lynch

As noted in our recentVeekly Briefing y (i A A DofriRrade Wave, nota Tsunami & KS NBOSy il NBfFGA2yaKALl ¢
standards and upgrade/downgrade volumes (as-bank institutions have begun to play an outsized role in credit markets) has fundamentally altered
our framework for estimating rating migration trea@n a geforward basis. As such, we turn to an alternative methodology for insights into future
trends. Leveraging a database of key economic indicators, fundamental credit ratios, and various high yield and aetittaysasetrics, we updated
our multivariable regression model to project credit rating migration rates (i.e., the rollingdrth measure of downgrades vs. upgrades relative to
index size, with positive rates indicating a greater proliferation of downgrades). Due to an elevated fisobbigEtession, modestly higher gross
leverage ratios, and a modest expected uptick in the unemployment rate, and partially offset by resilient consumer samthoermput growth
readings, the model projects the net downgrade rate reaching 25% overetkteyearg worsening, but stopping well short of recent peaks over the last
decade.
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