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Penn Capital Credit Month in Review

Executive Summary

Leveraged loan returns outpaced those of high yield (HY) bonds in September. This breaks the recent streak of HY
outperformance vs. loans the past few months. Year-to-date (YTD) loan returns still remain above that of HY (now by +186 bp).
Light new issuance volume continued to be a major theme this month.

The HY bond asset class returned +0.53% in September. Best performing Industries Largest underperformers during
Yields decreased 2 bp while spreads decreased 22 bp to end during the month: the month:

the month at 6.53% and +365 bp, respectively. Returns were « Telecommunications (+1.12%) - Automotive (-0.20%)
positively impacted by positive trade developments, stronger - Cable/Satellite (+0.92%) « Chemicals (-0.05%)

oil prices and a new issue calendar that remained lighter than * Energy (+0.81%) + Food/Beverages (+0.11%)

normal. Gross new issue aCt_'V'ty totaled $18.2b in September, Best performing Industries YTD: Largest underperformers YTD:
well below the $34b of new issuance the month has averaged « Telecommunications (+5.68%)  « Automotive (-4.05%)

over the past eight years. Of this new issuance, refinancing - Retail (+5.02%) ' - Housing (—0.46%)
transactions accounted for 55% (~$10b) of the volume. YTD, « Healthcare (+4.96%) « Media (+0.10%)

gross HY new-issue volume now stands at ~$168.3b, down

34% year-over-year. Refinancings continue to represent a Performance ranked by ratings Performance ranked by ratings
L . . . during the month: for YTD:

majority (~$105b) of this volume with net new issuance only o .

representing 38% of YTD new-issue volume. Including > Gl lEeneh (0 ) © DEEAEICE ele (6 815%0)

di d h he US HY bond defaul d  B-rated bonds (+0.57%) » B-rated bonds (+3.58%)
istressed exchanges, the U ond default rate was down | . gg_rated bonds (+0.27%) + BB-rated bonds (+0.76%)

1bp to 2.04%.

Loans Loans

Leveraged loans produced continued gains in September with Best performing Industries Largest underperformers during

a +0.71% return. The percentage of loans trading above par in during the month: the month:

the market is now at a four month high of 64.9%. New issue « Consumer Products (+1.18%) + Metals & Mining (+0.34%)

activity remained restrained in September as issuance only * Retail (+1.17%) + Diversified Media (+0.52%)

hit $35b, down 33% year-over-year. Only ~21% of + Cable & Satellite (+0.91%) » Gaming/Lodging (+0.55%)

SePtemb_e_r'S VOll‘_'me Was.relategi to refl/reprlglngs but YTD Best performing Industries YTD: Largest underperformers YTD:

refi/repricings still comprise 60% pf Igan new issue volume. - Retail (+8.63%) + Media (+2.64%)

Gross .US collateralized loan obligation (CLO) volume of - Metals & Mining (+7.26%) « Automotive (+3.20%)

~$17b in September was the lowest monthly total recorded « Energy (+7.18%) - Paper & Packaging (+3.32%)

since September ‘17. This brings YTD US CLO volumes to . :

~$219b. Of that total, ~$104b or 47% of US CLO volume was Performance ranked by ratings Performance ranked by ratings
’ . ' . . during the month: for YTD:

used for refi/reset deals. Including distressed exchanges, the

+ Split B/CCC loans (+1.82%) » Split B/CCC loans (+11.55%)
[0) -
leveraged loan default rate ended September at 1.82% (-15 - B-rated loans (+0.76%) - B-rated loans (+4.53%)
bp). - BB-rated loans (+0.51%) - BB-rated loans (+3.50%)
Source: JP Morgan Source: JP Morgan

Performance Characteristics
As of September 30, 2018 Month YTD Spread s e A\ée;:':ege
10-Year Treasury -1.50% -3.75% 3.1% 3.1%
Bloomberg Barclays US Aggregate Bond Index -0.10% -1.69% 49 bp O bp $99.09 3.5% 3.5%
JP Morgan BB/B Loan Index 0.67% 3.66% 319 bp -15 bp $99.69 6.2%
ICE BofA Merrill Lynch 1-3 Year BB-B Rated US Cash
Pay High Yield Index 0.48% 3.30% 192 bp -27 bp $101.80 4.6% 5.1%
IC_)E BofA Merrill Lynch BB-B Rated Non-Distressed High 0.49% 1.80% 276 bp -8 bp $99.90 57% 5.9%
Yield Index
ICE BofA Merrill Lynch BB-B Rated US High Yield
Constrained Index 0.50% 1.90% 288 bp -9 bp $99.53 5.8% 6.0%
ICE BofA Merrill Lynch US High Yield Constrained Index 0.58% 2.52% 339 bp -34 bp $98.52 6.3% 6.5%

Sources: Barclays, BofA Merrill Lynch, JP Morgan. Past performance is no guarantee of future results.
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Historical Spreads / Default Rates 2009 2010 2011 2012 2013 2014

ICE BofA Merrill Lynch US BB-B
Rated High Yield Index

ICE BofA Merrill Lynch US BB Rated

521 bp

o vield Index 445bp 399bp 503bp 357bp 28lbp
:_ﬁgf?g} verrl Lynch USBRated 61315 573bp 736bp 524bp 417bp
Lﬁth\‘(’iZ?d'\’l'ﬁge")'( Lynch US CCCRated o541 g74bp 1,262bp 943bp 766 bp
J.P. Morgan’s 12-Month Default Rate  10.3% 0.8% 1.7% 1.3% 0.7% 2.9%

Sources: BofA Merrill Lynch. J.P. Morgan. Past performance is no guarantee of future results.
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