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Where Are We in the Credit Cycle?

Net Migration Rates Are Close to Those Seen at the End of 2019
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Where Are We in the Credit Cycle?

Rising Star Volumes Are at Cyclical Highs
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Where Are We in the Credit Cycle?

Fallen Angel Volumes Have Declined for Three Years in a Row
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Where Are We in the Credit Cycle?

The US HY Default Rate Has Been Rising Steadily from an All-Time Low

[1US Recession US HY Issuer-Weighted LTM Default Rate (LHS) ——US HY OAS (bp, RHS)

[0) _ —
16% Enron & Coercive 2,000
., 911 Bailout & / Exchanges
14% - N Fed Suppo{
N 'S
129% - WorldCom 1500
Telecom & N . ’
Tech Bust Lehman Russia /
10% - \ \ Euro Sovereign Ukraine War,
Crisis 0 o Rising
e Oil Price Covid .
o | Inflation & |
\
% /\/
4% - I - 500
0, -
2% S&P US
Downgrade
0% I I I I I I I I | | I I I I I I I I I I I I I I O
DO d NN SN OMNOWOO A NMSTIW!M ONOGWOO A N M
DO O 0O 0O O 0O 0 0 00 dodddoddod dddoadddAa NN N
O O O O O O O O OO OO OO0 O OO0 OO0 OO0 o0 OO0 OO o o
= AN AN AN AN AN &N AN AN &N &N &N N N AN AN AN AN AN AN NN &N N N
46 Source: CreditSights, ICE BofA Indices Cred ItS | g hts zzs\:::mewew

a FitchSolutions Company LevFininsights



Where Are We in the Credit Cycle?

US HY Ex-Energy Default Rates Haven’t Exceeded their Historical Average since the Summer of 2010
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Where Are We in the Credit Cycle?

Defaults in 2023 Have (So Far) Been Largely Idiosyncratic
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Forecasting Credit Migration and Defaults

We Can Use Transition Matrices to Project Credit Quality Forward in Time

¢ Transition matrices can be adjusted/stressed to reflect an _ . o
economic upturn or downturn. Cumulative Monthly Rating Transitions

¢ Allows us to project all rating migration events, such as rising Start Month: Dec 2021 End Month Nov 2023

stars, fallen angels, and defaults.
Current Period: Dec 2021 to Jan 2022

e Can be applied over longer horizons than one year. =0 Fe

AAA Al A BBB BE B “=CCC D

AAA 100.0%  0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

ARl 0.00% 99.9% 0.10% 0.00% 0.00% 0.00% 0.00% 0.00%
% a 0.00% 0.12% 99.8% 0.11% 0.00% 0.00% 0.00% 0.00%
I::__I BBE 0.00% 0.00% 0.01% 100.0%  0.00% 0.00% 0.00% 0.00%
E BB 0.00% 0.00% 0.00% 0.40% 99.3% 0.279% 0.00% 0.00%
-ET B 0.00% 0.00% 0.00% 0.00% 1.08% 98.9% 0.00% 0.00%
T <=CCC  0.00% 0.00% 0.00% 0.00% 0.00% 2.37% 97.6% 0.00%

D 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 100.0%
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Forecasting Credit Migration and Defaults

Index Spreads and Prices Are Currently Overstating Potential Default Risk in 2024

¢ |ndex spreads and prices provide a very good fit to default

rates between 1999 and 2019. 16% US HY Default Rate -=-=-Price Prediction
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Risk Products 2.0
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Risk Products 2.0
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Forecasting Credit Migration and Defaults

Risk Products 2.0 is a Bottom-Up Approach to Quantifying Credit Migration and Default Risk

e We can aggregate our 1Y forward probabilities of default to

create a forward projection for US HY index defaults: ) US HY Default Rate --- Bottom-up Predictiop
— Our aggregate default probabilities provide a good fit to 16%
historical US HY default rates. 14% :
— The projection for 3Q24 is less sensitive to interest rate risk. ,"‘
12% 1\
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rate in 2024: At O
— Anincrease to 4% by the end of 1H24. ° L =

Q
— Range bound between 3.5% and 4% throughout 2H24. 6% | \ ,’“\‘ :"v“ LL
¥ \ i \ !
4% ;! \ v AN SO\
¢ |Investment grade default rates should remain low throughout A1 Ve Mo S e\ \ \"e v
2024 (less than 20 bp). 20l "n,' “." WA v -'u\',
0%
00 OO O = AN N < 1N O N 00 OO O 1 N N <
O O ™1 4 +d 4 =+ 1 o =+ =+ 1 &N &N &N &N
O O OO OO0 O O O OO0 OO0 o0 o o o
AN AN &N &N AN AN &N &N AN N NN NN NN N
53 Source: CreditSights, ICE BofA Indices CreditS Ig hts z(:::::meview

a FitchSolutions Company LevFininsights



This Reportis for informational purposes only. Neither the information contained in this Report, nor any opinion expressed therein is intended as an offer or solicitation with respect
to the purchase or sale of any security or as personalized investment advice. CreditSights and its affiliates do not recommend the purchase or sale of financial products or securities,
and do not give investment advice or provide any legal, auditing, accounting, appraisal, valuation or actuarial services. Neither CreditSights nor the persons involved in preparing this
Report or their respective households has a financial interest in the securities discussed herein. Recommendations made in a report may not be suitable for all investors and do not
take into account any particular user’s investment risk tolerance, return objectives, asset allocation, investment horizon, or any other factors or constraints.

Information included in any article that includes analysis of documents, agreements, controversies, or proceedings is for informational purposes only and does not constitute legal
advice. No attorney client relationship is created between any reader and CreditSights as a result of the publication of any research report, or any response provided by CreditSights
(including, but not limited to, the ask an analyst feature or any other analyst interaction) or as the result of the payment to CreditSights of subscription fees. The material included in
an article may not reflect the most current legal developments. We disclaim all liability in respect to actions taken or not taken based on any or all the contents of any research report
or communication to the fullest extent permitted by law.

Reproduction of this report, even for internal distribution, is strictly prohibited. Receipt and review of this research report constitutes your agreement not to redistribute, retransmit,
or disclose to others the contents, opinions, conclusion or information contained in this report (including any investment recommendations or estimates) without first obtaining
express permission from CreditSights. The information in this Report has been obtained from sources believed to be reliable; however, neither its accuracy, nor completeness, nor
the opinions based thereon are guaranteed. The products are being provided to the user on an “as is” basis, exclusive of any express or implied warranty or representation of any
kind, including as to the accuracy, timeliness, completeness, or merchantability or fitness for any particular purpose of the report or of any such information or data, or that the
report will meet any user’s requirements. CreditSights may issue or may have issued other reports that are inconsistent with or may reach different conclusions than those
represented in this Report, and all opinions are reflective of judgments made on the original date of publication. CreditSights is under no obligation to ensure that other reports are
brought to the attention of any recipient of the Products.

Certain data appearing herein is owned by, and used under license from, certain third parties. Please see Legal Notices for important information and limitations regarding
such data. For terms of use, see Terms & Conditions.

If you have any questions regarding the contents of this report contact CreditSights at legal@creditsights.com.

© 2023. CreditSights, Inc. All rights reserved.
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