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A succession of events roiled US risk markets
to begin the year, leading to negative
returns across equities and fixed income
assets. First, the Al-driven risk-off trade in
February led to significant declines in equity
values for those industries and businesses
deemed vulnerable to Al disruption, mostly
in software- and technology-related sectors.
These concerns then brought a renewed
focus on risks in the private credit market,
especially for those institutions with
portfolios weighted toward susceptible
industries.” As these market events
unfolded, the US and Israel launched air
strikes against Iran. The conflict escalated as
Iran retaliated against neighboring countries,
resulting in materially higher oil prices as well
as supply constraints for other commodities.

All this has been a lot for markets to absorb

in the space of a few weeks. We are not
geopolitical experts and are therefore hesitant
to make any predictions on the direction

of events in the Middle East. However, we
have articulated our current views on the
war's potentially far-reaching impacts on
commodities in the quarterly infographic. On
the other hand, the two other risks introduced
above fall squarely within the realm of the
typical risks we evaluate as a bottom-up,
fundamentals-focused asset manager.
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Beginning with the concerns about private
credit, the high-profile bankruptcies of Tricolor
Holdings and First Brands put their opaque
methods of financing transactions in the
spotlight last year. After rigorous analysis,
our credit research team concluded that the
causes of the two bankruptcies were more
idiosyncratic in nature and did not necessarily
presage increased systemic risk. This view
has been subsequently supported by the
fact that company-specific fraudulent activity
was shown to be a determining factor in both
bankruptcies.

Having said that, a number of private credit
firms have lent heavily to software firms,
which in some cases account for up to a
quarter of the book value of assets.! This
exposure has made these private credit firms
vulnerable to Al disruption concerns from
the perspective of investors. Along these
lines, there have been several headline-
grabbing stories of prominent firms marking
loans down to zero or closed-end funds
limiting investor redemptions, raising
concerns about the valuations of private
credit firms as well as the potential for
contagion to the rest of the market.?3

PRIVATE CREDIT AUM HAS GROWN SUBSTANTIALLY,
REMAINS A SMALL PART OF ECONOMY*

$2,000
$1,500
$1,000

$500

Private Credit AUM (B)

$0

2004 2011 2018 2025

- /\’—/——
o 40%
(O]
®
()]
< 20%

0%

2004 2011 2018 2025

Private Credit AUM @ Mortgage Debt

As of 21 April 2026. 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. (1) Wall Street Journal. "Private Credit's Exposure to Ailing Software Industry Is
Bigger Than Advertised.” 29 March 2026. (2) Bloomberg. “BlackRock Slashed Private Loan Value From 100 to Zero." 3 March 2026. (3) Bloomberg.
“Blue Owl Limits Redemptions on Private Credit Funds After Massive Redemptions Request.” 2 April 2026. (4) FactSet, Federal Reserve and Pregin.
Yearly data through 2024 and figures as of 30 June 2025.
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At PPM, our view is that the impact of private credit risks
on financial markets is likely to be limited. As of June 2025,
overall private credit lending to the economy is estimated
to be nearly $1.8T, which equates to 7.5% of US GDP.* This
includes loans made by business development companies
(BDCs), a sub-sector that has been hit hard by the Al
disruption fears. While the amount lent is substantial,

we believe it is not overwhelming relative to the size of
the economy. As a comparison, household mortgage
debt was over 55% of GDP pre-Global Financial Crisis.*
Estimates are that approximately 8% of private credit
loans will default with recoveries in the range of 70-80%,
resulting in losses between 1.6% to 2.4% of book (or
about 0.2% of GDP).> Even if losses were meaningfully
higher, they would still be small relative to US GDP in our
opinion.

One area to keep an eye on is the transmission
mechanism of private credit risks to the broader economy,
the famous contagion risk. In this regard, banks come to
mind as they have increased exposure to non-depository
financial institutions (NDFIs) to $1.95T.¢ However, not all
NDFls are BDCs or lend to private credit. For example,
bank loans to insurance companies would show up as
lending to NDFls.

Specifically to BDCs, bank lending to the sub-sector

was approximately $300B as of June 2025, representing
roughly 2% of all US bank loans and leases at the time and
a negligible percentage of US GDP.” Based on this, we do
not believe the contagion risk from private credit to the
banking sector and the US economy overall to be material
currently, even if losses in BDC loans to the software
space and other sectors are worse than expected. Another
factor mitigating contagion risk, in our view, is that

BDCs can often limit outflows to 5% of AUM, protecting
themselves from becoming forced sellers and depressing
overall market values.

On the broader issue of Al disruption, we do not expect this
will make markets riskier overall. When looked at through a
historical lens, innovation (e.g., railroads, automobiles, the
internet, etc.) has almost always caused market jitters but
has not proven to be systemically negative for markets to
this point. Quite to the contrary, innovation generally has
led to better long-term growth and economic outcomes,
both of which should be good for risk assets. Therefore, we
believe that Al risks to market performance may not be as
high as currently feared. Certainly, Al disruption is likely to
result in winners and losers amongst various industries and
companies. Determining who these will be and investing
accordingly plays into PPM’s credit research approach,
which we believe can work in any market environment.

AFTER QUADRUPLING IN 8 YEARS,
BANK LENDING TO NDFIs STILL SIGNIFICANTLY SMALLER THAN ALL OTHER LOANS?
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(5) Morgan Stanley. “Connecting the Dots Around Private Credit.” 2 April 2026. (6) FactSet, Federal Reserve. Weekly data through 27 March 2026.
8 April 2025. (7) Moody's, FactSet, Federal Reserve. "US banks' private credit loan exposure nears $300 billion.” 21 October 2025.
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ABOUT PPM AMERICA

Our mission is to be seen by clients and their advisors as
a consistently reliable partner to help them achieve their
long-term value goals.

PPMis a US-based institutional asset manager with $93.73
billion in assets under management as of 31 December
2025.8 Established in Chicago in 1990, PPM exists to
consistently support institutional clients in achieving their

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.

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
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long-term value goals. We offer our mentality of hard work,
straight talk, full transparency and humility. Our success
is supported by a team-based culture that encourages
debate, collaboration and consistency. At the center of
our belief is the fact that our best ideas to date have and
can come from any team member anywhere in our firm.
We believe the success of our investment culture is best
demonstrated by the strong retention of our clients and
investment professionals.

cannot be guaranteed. Information and opinions expressed by PPM are
current as of the date indicated and are subject to change without notice.

This document 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.

There can be no assurance that any particular individual will be involved in
the management of any portfolio for any period of time, if at all. Furthermore
there can be no assurance that any PPM professionals presented herein

will remain with PPM or that past experience or performance of such
professionals serves as an indicator of his or her performance.

(8) AUM includes committed but unfunded capital for PPM's private
equity and commercial real estate businesses. AUM includes both
securities issued by PPM CLO vehicles held by PPM separately managed
account clients and the underlying collateral assets of the CLO vehicles
managed by PPM.
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