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AXA IM CLO Market Update

CLOs

Dear Investors,

After an eventful summer in terms of data
releases all the major western central banks
provided markets with some clarity regarding
their intentions on the rates policy front.
Although they consider themselves at or close to
policy rate peak, the FED, the ECB and the BoE
adopted a rather hawkish narrative in order to
keep their options open. They did not give
markets clues towards an imminent rate pivot
and seemed to diligently take steps to ensure that
markets did not price this too soon — keeping
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rates higher for a longer period may be the path
forward in beating inflation down.

The US economy continued to show resilience,
supported by strong consumer spending largely
fuelled by excess savings (saving rate down to
3.5% in August from 4.8% in May). With
employment and wage growth slowing down and
increased oil prices, disposable income will be
under pressure and we anticipate consumers
spending to adjust accordingly. In terms of rates
action, the FED left Fed Funds unchanged at
5.50% this month although we still anticipate one
extra hike by year end. Amid some disconnect
between hard and soft data plus shutdown treats,
global markets closed the month of September on
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a weaker note as 10y Treasury yields moved
towards 5%.

In Europe, the Eurozone Q2 GDP growth was
revised down 0.2pp to 0.1% q/q while power
economies such as Germany felt the pain of their
externally driven growth model. The ECB hiked
rates by 25bps to 4.0% in September with little
anticipation for near term further changes.

Q2 earning did not surprise either on the upside
or the downside and were largely in line with
expectations, confirming that sectors such as
Energy, Construction or Healthcare are indeed
struggling in terms of EBITDA growth.
Financials, especially in Europe, seem to benefit
from the high-rate environment.
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Primary CLO Markets

20 New Issue transactions priced in Europe
taking YTD volumes to c. EUR 16bn. Four deals
priced in June, five in July and August then
another six in September. While established and
highly praised platforms such as Spire Partners
came to the market, it was interesting to note that
newcomers also took a share of the pie.
Pemberton and their first “Indigo Credit
Management” installment achieved respectively
+178/+260/+350/+540/+800 & +1100bps for
their AAA/AA/A/BBB/BB & B tranches.

In the US, market remained fluid with over 70
new Issue transactions priced since June, taking
YTD volumes to ¢. USD. 75bn (MML + BSL).
Golub Capital Partners placed an impressive USD
1.3bn MML transaction late September, AAAs
coming at +235bps.

The Refi/Reset machinery was working in the US
with over 20 transactions coming to the market.
September alone saw eight of those pricing,
tightest being BallyRock 20 Refi with AAAs
achieving +163bps (1yr non-Call) while longer
Resets (2yrs Non-Call) were in the 185-205bps
range.

In Europe, the Refi/Reset pipeline built up as
many of 2022’ vintages - with higher costs of
capital - will be coming out of their non-Call
periods towards the end of 2023. We identified
nine transactions following this pattern.

In terms of supply/demand dynamics, the
positive momentum observed in the broader
markets during summer coupled with low CLO
supply levels provided CLO Managers with the
perfect landscape to print favorably. While
transactions were issued in the +190bps context
on AAAs/MH+800bps on BBs pre-summer,
prints tightened down to +170bps/MH+700bps
into September. This was driven by a strong
demand from continental accounts while some
arranging banks were happy to hoover some
AAAs into their treasury books to properly anchor
transactions at the appropriate level. We also
understand that a few Japanese buyers were
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actively purchasing substantial AAA stakes —
sometimes full tranche —, contributing to the
strong momentum. Mezzanine and Sub-IG risk
were syndicated across the globe as demand from
the UK, the US and Europe was decent.

In terms of volumes, with USD 64bn of Primary
Issuance YTD, the US BSL market was 40% down
vs. same period last year. Same pattern in Europe
with issuance levels down 30% year-on-year and
a total Primary volume close to EUR 16bn.
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Secondary CLO Markets

Secondary CLO markets were carried through
summer by the positive momentum observed in
broader markets. Trading volumes remained in
line with seasonal average although we noticed
increased activity in August with close to EUR
ibn of bonds offered via bid lists (vs. EUR
7oomm for July). The increased volatility
observed from mid-September triggered
portfolio rebalancing strategies and consequently
drove the total amount of bid lists close to EUR
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1.5bn, amid spreads widening throughout the
capital structure.

In terms of relative value, we continue to favour
European IG CLOs vs. US CLOs since they offer a
significant spread pickup after considering the
EUR USD Swap costs (up to 55bps on BBBs). On
the non-IG side though, we frame US spread
wider than their European peers and see some US
profiles offer substantial value to investors due to
the higher tiering that market offers.
MML CLOs also look attractive since they offer
diversification and an attractive spread pickup.

Leverage Loan Markets

In contrast to a relatively busy CLO Primary
market, Leveraged Loan Issuance was slow over
the summer period and only one transaction
priced in August for less than EUR 500mm.
Private credit disintermediating syndicate
markets remains a point of discussion (and
concern) for the asset class though. Finastra
secured a EUR 4.8bn private package in August
to refinance cross boarder loans, making the
operation the largest take out of syndicated credit
into private markets. The Loan pipeline is
nonetheless slowly building, and some LBO and
M&A financing activity is expected. Amend &
Extend have been the favoured tool in securing
financing over the past year and we expect this
dynamic to persist.

In terms of defaults, both the European and US
Leverage Loan rolling 12-months default rates
fell for the first time of the year, the European
rate sits currently at 1.27% down from 1.5% in
July while the US one sits at 1.55% down from
1.75% in July. Market’s three largest exposures to
defaulted names in Europe consisted of Genesis
Care, Casino Guichard-Perrachon and Wittur.
Those three names alone represented almost
2/3" of the total 2023 defaulted exposure. The
defaults predictions we established at the end of
2022 for 2023 (2-2.5% defaults in Europe, 3-
3.5% in the US) were somehow bold and in
contradiction with rating agencies forecasts. We
were happily surprised to see Fitch cut its Euro
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Lev Loans default rates forecast for 2023 to 3.0%
from 4.5%, yesterday.

Loan prices rallied through summer and
currently trade at 96.60px in Europe and 95.70px
in the US. Higher valuations enabled CLO
managers to enact switch trades at a lower cost to
cure asset pools from certain credits or simply
take profits and realize par. Indeed, we noticed
only minor deteriorations in the average CLO
pools in August, for instance median Junior OC
cushions were unchanged MoM for US 2020’ 21’
and 22’ vintages while they were lower by just
0.1% in Europe. In the meantime, median CCC
assets in CLO portfolio were down MoM in the US
at 5.5% for August (from 5.9% in July) and
unchanged at 3.7% in Europe.

Recovery rates continued to trend lower with US
Loan Recoveries around 57% from 60% on the
previous reading (Moody’s) while average
recovery rate for bankruptcy related defaults has
declined meaningfully to c. 25% (BofA). To
mitigate this, “60% of Bankruptcy filings this year
have occurred in borrowers who are either filing
for bankruptcy the 2nd (even 3rd time) or have
gone through an out of court restructuring
earlier” (BofA). Our view is that CLO managers
will be in a position to mitigate par burn through
thorough documentation negotiation, taking an
active approach in workouts, their relationships
with Private Equity sponsors as well as being busy
on the asset trading side. With maturity walls
successfully pushed further away, we still see long
term average of 50-60% recovery the norm going
forward.

Maturity Breakdown of Performing Loans
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Euro vs. US Lagging 12-Month Loan
Default Rate: based on Principal Amount
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Performance and stategy

In terms of performance, the year remains very
solid for all CLO tranches which have been
benefiting from the strong carry offered by their
floating benchmark:

At 9/27 59 9% Vol 0
JCLOAAAT Index [4 Comparative Returns
Range IRNENFRRRS - EUFHFRFEE Period NEVEN" No. of P (s) [Table

Security Currency Price ola Difference Annual B
JCLOAAAT Index 8.66
JCLOAATR Index 111
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Given attractive projected yields there is still
plenty of juice left in the asset class, which by the
way, is substantially outperforming traditional
Credit:
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CLO Equity NAV naturally benefitted from a lift
in asset prices, and Equity payments continued to
improve compared to last year. The reduced
mismatch between 1m Libor and 3m Libor
certainly helped, we also believe that the wave of
Amend & Extend activity improved CLOs’ WAS
and consequently  Equity distributions.
According to MS research, Median NAV for US
transactions moved from 10.6% as of Jan-2023 to
44% in Aug-2023, while Median European NAVs
moved from -18.5% to 34.1% over the same
period. Since we expect the default pattern to
remain manageable despite higher rates and the
A&E activity to continue, we remain constructive
on future Equity cashflows generation.

Jitters in the broader markets and macro
concerns will surely induce volatility in the
coming weeks and months. Although we are
confident of the ability of CLO structures to
withstand episodes of volatility, we are also
conscious that such an environment will offer
great opportunities and entry points. In that
sense we have actively taken profits over the
summer rally and created pockets of liquidity
whilst staying invested by moving slightly up in
ratings or quality via switches from Secondary
towards Primary. We estimate that c. 40% of the
CLOs will be out of their reinvestment period by
year end, as a result more structures are bound to
deleverage which — in a low supply market —
could be the spark for a move tighter in terms of
spreads.

Best Regards,
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Risk factors

The list of risk factors as shown below is not exhaustive. Each prospective investor should carefully read the portfolio’s final
prospectus or portfolio management agreement (as applicable) in its entirety, including any of its amendments or
supplements.

v

Liquidity Risk

Low liquidity offered to investors during the life of the strategy.

v

CLO are designed as leveraged exposure to a portfolio of loans. Depending on the rating of the CLO debt tranche, level of
leverage varies and thinness of the tranche varies. Reaching a certain level of default and loss post recovery in the underlying
portfolio could trigger a downward rating migration and even losses at tranche level.
CLO structure risk
(leverage, maturity,
subornation/rating
migration)

A4

The subordination of any class of CLO securities will affect their right to payment in relation to the more senior securities.
Interruptions in payments to subordinated classes may occur. Following acceleration of CLO securities, payments of interest
proceeds and principal praceeds from the CLO issuer's assets will generally be applied on a strict seniority basis.

) The investment in CLO have an expected maturity that may be shorter or longer depending on market conditions and
portfolio management. Market conditions may affect CLO tranche maturity and spread when for example there is a
refinancing.
Underlying loan » CLO are exposed to performance of leveraged loans with inherent risks such as among other things default, recovery,
exposure risks prepayment, liquidity and interest rate risk.

v

The investments contemplated herein may at any time be subject to significant price movements, which will impact negatively

RIZEUREK the valuation of the Portfolio and may lead to the loss in case of redemption.

v

The investment strategy’s perfarmance described herein may be lower than anticipated due notably but not limited to

Perfi Risk K ) X .
eriormance Bis market drawdown, loss in underlying portfolio and forex impact.

Source: AXA IM

Disclaimer:

Not for Retail distribution: This document is intended exclusively for Professional, Institutional, Qualified or Wholesale
Clients / Investors only, as defined by applicable local laws and regulation. Circulation must be restricted accordingly.

This document is for informational purposes only and does not constitute investment research or financial analysis relating
to transactions in financial instruments as per MIF Directive (2014/65/EU), nor does it constitute on the part of AXA
Investment Managers or its affiliated companies an offer to buy or sell any investments, products or services, and should not
be considered as solicitation or investment, legal or tax advice, a recommendation for an investment strategy or a
personalized recommendation to buy or sell securities.

Due to its simplification, this document is partial and opinions, estimates and forecasts herein are subjective and subject to
change without notice. There are no guarantees forecasts made will come to pass. Data, figures, declarations, analysis,
predictions and other information in this document is provided based on our state of knowledge at the time of creation of
this document. Whilst every care is taken, no representation or warranty (including liability towards third parties), express
or implied, is made as to the accuracy, reliability or completeness of the information contained herein. Reliance upon
information in this material is at the sole discretion of the recipient. This material does not contain enough information to
support an investment decision

Before making an investment, investors should read the relevant Prospectus and the Key Investor Information Document /
scheme documents, which provide full product details including investment charges and risks. The information contained
herein is not a substitute for those documents or for professional external advice.

The products or strategies discussed in this document may not be registered nor available in your jurisdiction. In particular
units may not be offered, sold or delivered to U.S. Persons within the meaning of Regulation S of the U.S. Securities Act of
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1933. The tax treatment relating to the holding, acquisition or disposal of shares or units in the fund depends on each
investor’s tax status or treatment and may be subject to change. Any potential investor is strongly encouraged to seek advice
from its own tax advisors.

Past performance is not a guide to current or future performance, and any performance or return data displayed does not
take into account commissions and costs incurred when issuing or redeeming units. References to league tables and awards
are not an indicator of future performance or places in league tables or awards and should not be construed as an
endorsement of any AXA IM company or their products or services. Please refer to the websites of the sponsors/issuers for
information regarding the criteria on which the awards/ratings are based. The value of investments, and the income from
them, can fall as well as rise and investors may not get back the amount originally invested. Exchange-rate fluctuations may
also affect the value of their investment. Due to this and the initial charge that is usually made, an investment is not usually
suitable as a short term holding.

Information concerning portfolio holdings and sector allocation is subject to change and, unless otherwise noted herein, is
representative of the target portfolio for the investment strategy described herein and does not reflect an actual account.
The performance information shown herein reflects the performance of a composite of accounts that does not necessarily
reflect the performance that any particular account investing in the same or similar securities may have had during the
period. Actual portfolios may differ as a result of client-imposed investment restrictions, the timing of client investments
and market, economic and individual company considerations. The holdings shown herein should not be considered a
recommendation or solicitation to buy or sell any particular security, do not represent all of the securities purchased, sold
or recommended for any particular advisory client, and in the aggregate may represent only a small percentage of an
account’s portfolio holdings.

Representative Accounts have been selected based on objective, non-performance-based criteria, including, but not limited
to the size and the overall duration of the management of the account, the type of investment strategies and the asset
selection procedures in place. Therefore, the results portrayed relate only to such accounts and are not indicative of the
future performance of such accounts or other accounts, products and/or services described herein. In addition, these results
may be similar to the applicable GIPS composite results, but they are not identical and are not being presented as such.
Account performance will vary based upon the inception date of the account, restrictions on the account, along with other
factors, and may not equal the performance of the representative accounts presented herein. The performance results for
representative accounts are gross of all fees and do reflect the reinvestment of dividends or other earnings.

Issued by AXA INVESTMENT MANAGERS PARIS, a company incorporated under the laws of France, having its registered office
located at Tour Majunga, 6 place de la Pyramide, 92800 Puteaux, registered with the Nanterre Trade and Companies Register
under number 353 534 506, and a Portfolio Management Company, holder of AMF approval no. GP 92-08, issued on 7 April
1992. In other jurisdictions, this document is issued by AXA Investment Managers SA’s affiliates in those countries.



