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expectations continues, while growth
concerns and a possible recession remain
macro headwinds. Given current market
conditions, investors may need to look

for opportunities that strike the right risk/
reward balance. High yield bonds can offer
an attractive blend with potential for higher
income than investment grade corporate
bonds and historically lower standard
deviations when compared to equities.

AV 4

ADAM SPIELMAN
Senior Managing Director, t
Head of Leveraged Credit corporate bond

volatility tha

HIGHER YIELDS LEADING

TO HIGHER INCOME POTENTIAL

One outcome of the Fed Funds rate
increase has been the rise in yields across
fixed income asset classes, especially high
yield bonds. Even after recent compression,
the yield to worst of the ICE BofA US High
Yield Index (HY Index) has risen from 5.31%
a year ago to 8.17% as of January 31, an
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After a tumultuous 2022 which saw increase of 2.86%.% Lower-rated bonds
double-digit losses in both fixed income have led the way with CCC & Lower yielding
and equity markets, many investors likely 14.22% as of January 31, up 5.36% YoY; B
p entered the new year understandably at 8.47%, up 2.84% YoY; and BB at 6.66%,
2 cautious.! The push-and-pull between up 2.28% YoY. As a comparison, yields for
JOHN BROZ the Federal Reserve's (Fed) policy actions investment grade corporate bonds are at
Managing Director, to combat inflation and the market's 5.05%, up 2.25% from a year earlier.

Portfolio Manager

YIELDS NEAR DECADE HIGHS IN HIGH YIELD BONDS?
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(1) As of 13 February 2023. Unless otherwise stated, the information presented has been prepared from market observations and other sources believed
in good faith to be reliable. Information and opinions expressed by PPM are current as of the date indicated and are subject to change without notice. Past
performance is no guarantee of future results. Forward-looking statements are subject to uncertainties that could cause actual developments and results
to differ materially from the expectations expressed. (2) ICE Data Services. Yields for the ICE BofA US Corporate Bond Index, ICE BofA US High Yield Index
and its rating categories. 1 February 2023.



Why may this be important to investors? Coupon
income and yields at the time of investment are typically
much larger long-term drivers of total return than

capital appreciation in the high yield bond market than
for equities. Looking at the contribution to annualized
returns of the HY Index and the S&P 500 over the past
20 years, this difference becomes more clear (see chart
below). Now, with the run-up in yields over the past year,
the prospects for income generation have improved
significantly in high yield.

Another way to illustrate the above point is by comparing
the 5-year forward returns of the HY Index to yields

at the time of investment. From 2005 onward, the
forward returns have been closely tied to starting yields,
as evident by an R-squared value of 0.83 (statistically
speaking, a value above 0.7 indicates a strong correlation
with 1.0 representing a direct correlation).* As such,
investors may do well to take advantage of the current
elevated yields in the high yield market (8.17% for the
HY Index), which rival historical returns in the stock
market (9.80%).%3

INCOME ACTS AS THE PRIMARY SOURCE OF FIXED INCOME RETURNS?
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(3) Morningstar Direct. High Yield as represented by the ICE BofA US High Yield Index and US Equities as represented by the S&P 500 Index. Annualized
returns from January 1, 2003, to December 31, 2022. Income return was estimated by subtracting price return (capital appreciation) of the index from
total return of the index. This measurement is approximate in order to demonstrate the difference in components of return for high yield bonds. Past
performance is no guarantee of future results. (4) ICE Data Services, Morningstar. Monthly yields and 5-year forward returns for the ICE BofA US High
Yield Index from January 2005 through December 2018. Past performance is no guarantee of future results.



INCOME-DRIVEN RETURNS

TYPICALLY COME WITH LOWER VOLATILITY

With financial markets facing continued macroeconomic
pressures, considering the performance per unit of risk
can be important when determining a proper allocation of
assets. High yield bonds achieve the bulk of their returns
through their coupon payments and are historically less
volatile than stocks. In fact, the standard deviation of
high yield bonds over the past 20 years (9.1%) is closer
to investment grade corporate bonds (6.1%) than
equities (14.8%).°

THE POTENTIAL UPSIDE OF LOWER BOND PRICES

Still, we believe investors should not overlook dollar prices
in today's high yield market and how that may provide
better upside returns and more downside protection. The

price of the HY Index sits at 88.93 as of January 31, with

a total return 7.31% since July 2022, the month after it
initially traded below 0. Since the Global Financial Crisis
in 2008, the HY Index has previously traded below 90
twice, averaging a 1-year total return of 20.40% following
the month the HY Index crossed that threshold.®

CONCLUSION

In our view, high yield bonds currently sitin a "sweet spot
between higher-rated corporate bonds and equities.
They offer more income potential than the former but
with historically less risk than the latter. For this reason,
investors may want to consider this asset class as an
alternative to the more volatile stock market while still
achieving their income goals.

"

HIGH YIELD BONDS LESS VOLATILE THAN STOCKS®

16%

14.8%

c 12%
.0
=
]
fa}
el
g 8%
el
G
&
>
o
N 4%

0%

IG Corporate HY Stocks
CURRENT HIGH YIELD PRICES COULD PROVIDE UPSIDE®¢”

110

105
8 100
a
el
g
£ 95
g 17.49%Total Return 23.31% Total Return
= Jan-16 to Dec-16
™ P03 mai e Y e Lol

85—
80 | | | |
2010 2013 2016 2019 2022

(5) Morningstar. 20-year standard deviations through December 31, 2022, for the ICE BofA US Corporate Bond Index, the ICE BofA US High Yield Index
and the S&P 500 Index. (6) ICE Data Services. Total returns of the ICE BofA US High Yield Bond Index. Past performance is no guarantee of future
results. (7) ICE Data Services. Monthly price of the ICE BofA US High Yield Index through 31 January 2023. Gray band represents the 2020 US recession.

Past performance is no guarantee of future results.



ABOUT PPM AMERICA

PPM America, Inc. (PPM) is a client-focused investment
manager. PPM has the experience, global reach and
resources to provide our clients with investment solutions
across markets, including fixed income, private equity and
commercial real estate. However, like a smaller shop, PPM
remains nimble, investment-led and responsive to the
opportunities that our teams discover together.

Past performance is no guarantee of future results. Investments involve
varying degrees of risk and may lose value.

Generally, PPM America, Inc. is referred to herein as "PPM." Any use or
reproduction of the information contained herein is prohibited without
the written permission of PPM.

This document has been prepared solely for informational purposes
and is not a recommendation, offer, or a solicitation of an offer, to buy,
sell, or hold any security or instrument. Certain products and services
may not be available in all jurisdictions or to all client types. No offer of
any interest in any product will be made in any jurisdiction in which the
offer, solicitation or sale is not permitted, or to any person to whom it is
unlawful to make such offer, solicitation or sale.

Unless otherwise indicated information herein contained is as of the date
of this report and obtained in good faith from sources deemed by PPM to
be reliable, however, PPM does not warrant its completeness or accuracy
and all such information and opinions are subject to change without
notice and, therefore, should not be relied upon in making accurate and
complete investment decisions. This material is not a recommendation,
offer or solicitation to buy or sell any securities or adopt any investment
strategy.

The opinions and views expressed herein are not intended to be relied
upon as a prediction or forecast of actual future events or performance,
guarantee of future results, recommendations or advice. Forward-
looking statements are subject to uncertainties that could cause actual
developments and results to differ materially from the expectations
expressed. All statements other than statements of historical fact are
forward-looking statements based on PPM’s plans, expectations and
views as of the date herein, and can be identified by the use of words
such as "may”, "will", "except”, "view", "potential”, "target”, "likely”, "believe’,
"anticipate”, "should"”, "estimate”, or other similar words. This information
has been prepared from sources believed reliable, but the accuracy and
completeness of the information cannot be guaranteed. Information and
opinions expressed by PPM are current as of the date indicated and are
subject to change without notice.

PPMAMERICA

Our mission is to deliver specific client solutions and
service to investors around the world with the goal of
meeting investors' unique investment objectives. In
addition, PPM employees are committed to building

our community and supporting local nonprofits that
strengthen families and increase economic opportunities.

This presentation may include simplified presentations of complex
processes and are provided for illustrative purposes only. PPM's actual
activities and processes may differ from what is shown herein. No
assurance can be given that such processes will be applied at any given
time and are subject to change without notice.

Indices are unmanaged and are not available for direct investment. The
index returns do not reflect management fees, transaction costs or other
expenses. Performance of any index does not represent actual portfolio
performance. A portfolio may differ significantly from the securities
included in an index. The index information provided is for comparison
purposes only to reflect general market conditions for the period shown.

The ICE BofA US Corporate Bond Index provides a broad measure of the
USD-denominated investment grade corporate debt securities publicly
issued in the US domestic market.

The ICE BofA US High Yield Index provides a broad measure of below
investment grade, USD-denominated fixed rate corporate debt. It
includes corporate bonds with risk exposures to countries that are
members of the FX-G10, Western Europe or territories of the US and
Western Europe.

The S&P 500 Index provides a broad, market capitalization-weighted
measure of US large cap stocks. It includes approximately 500 publicly-
traded stocks of the largest US companies.

Morningstar Data: © 2023 Morningstar, Inc. All Rights Reserved. The
information contained herein: (1) is proprietary of Morningstar and/or

its content providers; (2) may not be copied or distributed; and (3) is not
warranted to be accurate, complete or timely. Neither Morningstar, nor its
content providers, are responsible for any damages or losses arising from
any use of its information.
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