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AN ESOTERIC Q&A

FIXED INCOME’S CUTTING EDGE

OUR EXPERTS DISCUSS WHY THE ESOTERIC STRUCTURED CREDIT MARKET PRESENTS A POTENTIALLY
EXCITING OPPORTUNITY FORINSTITUTIONAL INVESTORS LOOKING TO IMPROVE RISK-ADJUSTED
RETURNS, MEET LIABILITY STREAMS, ORINVEST CASH BALANCES.

A Q&A WITH JASON CAMERON, HEAD OF US STRUCTURED CREDIT AND RICHARD TALMADGE,

PORTFOLIO MANAGER

Whatis esoteric structured credit?

93

Think of it as an extension of traditional structured credit.

Jason: It's the fastest-growing “non-traditional”
credit market. We estimate it at $400bn at the end
of 2023, up ~$100bn since 2020".

Deals are available in either public market or private “club”
formats. The “esoteric” part can refer either to unconventional
underlying asset pools or innovative private structures, or both.

What type of a premium have these assets offered?
: Jason: Typically, esoteric credit has offered a

A& 5% significant “complexity premium” above the

traditional structured credit that investors hold in

their core or “Agg-benchmarked” fixed income allocations.

It has also typically offered anywhere from +50bp to over 300bps
versus comparably rated corporate bonds, depending on market
conditions, or a deal’s structural complexity and liquidity.

Figure 1: The $400bn esoteric structured credit universe'
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So, if you think that bond yields are generally attractive in the current environment, as we do, but are concerned about narr ow credit
spreads in traditional credit, esoteric structured credit could be a sweetspot.

Figure 2: Esoteric structured credit has typically offered a premium over core ABS?
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2Source: Bloomberg, ICE, May 2024. Past performance is not indicative of future results. Investment in any strategy involves a risk of
loss which may partly be due to exchange rate fluctuations.
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You mentioned the market’s growth — why is esoteric credit growing so fast?

‘v Richard: Esoteric structures reflect trends at the cutting edge of economic activity. Right now, the cutting-edge is digital
' infrastructure, like datacenters and fiber-optic cables. The rise of Al has accelerated this and so this build out is hungry for
finance.

Another example is the rise of the streaming services we all watch. Itis creating opportunities to monetize assets like film, television
and music rights and securitize them into bond structures with high degrees of credit enhancement and high credit quality.

" 3 Jason: The other main driver is the retrenchment of banks from this type of lending, given capital and liquidity constraints
nﬂ in the post-2008 regulatory environment. This is only becoming more of a theme with the implementation of Basel I, and

Many esoteric players are private entities, so their natural funder has historically been banks. This has increasingly opened the door for
institutional investors to stepin, and we have already seen this from pension and life and annuity insurance capital in particular. It’s no
surprise to us that some of these esoteric asset classes are tapping the capital markets. A report from Research and Markets projects
total asset based private lending/finance to almost double over the next four years3.

in the aftermath of last year’s regional banking crisis.

Figure 3: The esoteric structured credit market is exploding*
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How do private and public esoteric debt differ?

- Richard: There are definite advantages to private deals. Issuers often prefer low levels of disclosure so they value having

> only a handful of investors. For investors, doing the heavy lift of underwriting the deal often guarantees a seat at the table.
Contrast this to public markets where there are many other investors, so achieving your desired allocation and price can be difficult.
r ; Jason: But don’t dismiss public debt. When we compare the attractiveness of two similar public and private deals, the
nﬂ private one doesn’t always win. The “illiquidity” premium has compressed since 2021, but the “complexity” premium still
looks attractive. The public esoteric market, given how much easier it is to access, could potentially be the ideal way for
investors to dip their toe into the market. Also at times of liquidity stressin the market, private deal flow can often dry up while pricing in
the public market can dislocate, providing attractive opportunities.

Figure 3: Esoteric ABS has typically offered a premium over core ABS®
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3Source: Research and Lending, Creditflux, May 2024. Any projections or forecasts contained herein are based upon certain
assumptions considered reasonable. Projections are speculative in nature and some or all of the assumptions underlying the
projections may not materialize or vary significantly from the actual results. Accordingly, the projections are only an estimate.

4Source: Finsight, proxied by trailing 5-year issuance, December 2023
5Bloomberg, ICE, May 2024



Richard: Yes, publicly syndicated issues have their own advantages. Private, directly originated deals are slow-going, for
% viable deals it can take 12 to 18 months between a first conversation and funding. In a syndicated opportunity we might feel
comfortable about it within weeks.

When partnering with a manager in esoteric structured, what should investors loo k for?

Richard: Managers need their own specialist teams of structured credit investment portfolio managers and analysts, ideally
g operating globally with a high degree of experience investing in ABS and more esoteric types of private lending. Scale is
crucial, it takes resource and experience to repeatedly unlock that complexity premium.

Depth of relationships is also important. The esoteric market is quite a “clubby” community. You repeatedly see the same banking
professionals at the table and handful of lawyers looking at certain deal types. I think sourcing, critically, comes from long relationships.
Naturally, the first phone calls from issuers are likely to go to those they worked with successfully before. Similarly, a manager’s ability
to bring sizeable investment commitments is an important factor for participating in deals.

From an underwriting standpoint, drawing heavily on the different areas of a full-service global fixed income asset manager can be a
major advantage. For example, our team draws on our corporate credit analysts when considering deals tangential to infrastructure
and project finance. Elsewhere, we'll draw on the expertise of our municipal bond colleagues, as a lot of esoteric asset classes may
historically have resided in that asset class. It’s an essential defense against being taken advantage of or arbitraged in some way.

F ; 1 Jason: | would also note that to properly underwrite esoteric ABS, investors often need legal resources, specialized

;" ‘ knowledge and quantitative models. While structures ofteninclude rated notes, as an investor we never want to be reliant
on a rating agency view of the credit quality and robustness of a structured investment. We believe understanding the

underlying risks and mitigants, legal structure and protections, and stress testing these transactions is fundamental to successful

investment in this space.

Figure 4: Select case studies®
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predictable, particularly given that they are secured against
underlying assets with credit enhancement. Given a compelling yield backdrop, esoteric credit may offer generous coupon income,
allowing clients to meet their cashflows without being forced to sell assets.

Further, other clients that hold large cash balances see high quality structured credit as crucial to securing an enhanced liquidity
portfolio. Incorporating high quality esoteric ABS can potentially help improve yields without comprising on safety or liquidity.

Why have some investors been slower to embrace esoteric investments?

Richard: I think uncertainty and lack of familiarity —some assume esoteric means strange and bizarre assets, although they
ﬂ tendto be relatable economic staples, and are assets that investors have already been underwriting by financing corporate
balance sheets. The only new elementis really the securitized wrapper around these cashflows, which we think is the key
to ensuring high credit quality.

But there’s also complexity —understanding and having the resource and legal expertise to go through the documents is a hurdle. It's
also taken some time for rating agencies to cover esoteric deals. Lower liquidity within private deals can also be a concern, as it can be
considered an “alternative or opportunistic” credit component and difficult to place within an allocation.

B \ 1 Jason: Don't forget that what we see as “esoteric” today, may become “traditional” in the future. Getting ahead of the
;" , 1 curve now means being active in new types of deals while the market still bestows a premium on it.

Sinsight as of August 2023. Ratings provided in accordance with the individual NRSROs standard methodology and framework
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Jason joined Insight in January 2015, following BNY Mellon’s acquisition of Cutwater Asset
Management (Cutwater). Jason initially joined Cutwater in 1999 and has extensive financial
engineering and portfolio management experience. He heads up Insight’s US Secured Finance Team
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IMPORTANT INFORMATION

IMPORTANT DISCLOSURES

This document has been prepared by Insight North America LLC (INA), a registered investment adviser under the Investment Advisers
Act of 1940 and regulated by the US Securities and Exchange Commission. INAis part of ‘Insight’ or ‘Insight Investment’, the corporate
brand for certain asset management companies operated by Insight Investment Management Limited including, among others, Insight

Investment Management (Global) Limited, Insight Investment International Limited and Insight Investment Management (Europe)
Limited (IIMEL).

Opinions expressed herein are current opinions of Insight, and are subject to change without notice. Insight assumes no responsibility

to update such information or to notify a client of any changes. Any outlooks, forecasts or portfolio weightings presented herein are as
of the date appearing on this material only and are also subject to change without notice. Insight disclaims any responsibility to update
such views. No forecasts can be guaranteed.



Nothing in this document is intended to constitute an offer or solicitation to sell or a solicitation of an offer to buy any product or service
(nor shall any product or service be offered or sold to any person) in any jurisdiction in which either (a) INA is not license d to conduct
business, and/or (b) an offer, solicitation, purchase or sale would be unavailable or unlawful.

This document should not be duplicated, amended, or forwarded to a third party without consent from INA. This is a marketing
document intended for institutional investors only and should not be made available to or relied upon by retail investors. This material is
provided for general information only and should not be construed as investment advice or a recommendation. You should consult with
your adviser to determine whether any particular investment strategy is appropriate.

Assets under management (AUM) represented by the value of the client’s assets or liabilities Insight is asked to manage. These will
primarily be the mark-to-market value of securities managed on behalf of clients, including collateral if applicable. Where a client
mandate requires Insight to manage some or all ofa client’s liabilities (e.g. LDl strategies), AUM will be equal to the value of the client
specific liability benchmark and/or the notional value of other risk exposure through the use of derivatives. Regulatory asse ts under
management without exposures can be provided upon request. Unless otherwise specified, the performance shown hereinis that of
Insight Investment (for Global Investment Performance Standards (GIPS), the ‘firm’) and not specifically of Insight North America. A copy
of the GIPS composite disclosure page is available upon request.

Past performance is not a guide to future performance, which will vary. The value of investments and any income from them will
fluctuate and is not guaranteed (this may partly be due to exchange rate changes). Future returns are not guaranteed and a loss of
principal may occur.

Targeted returns intend to demonstrate that the strategy is managed in such a manner as to seek to achieve the target return over a
normal market cycle based on what Insight has observedin the market, generally, over the course of an investment cycle. Inno
circumstances should the targeted returns be regarded as a representation, warranty or prediction that the specific deal will reflect any
particular performance or that it will achieve or is likely to achieve any particular result or that investors will be able to avoid losses,
including total losses of theirinvestment.

The information shown is derived from a representative account deemed to appropriately represent the management styles herein.
Each investor’s portfolio is individually managed and may vary from the information shown. The mention of a specific security is nota
recommendation to buy or sell such security. The specific securities identified are not representative of all the securities purchased,
sold or recommended for advisory clients. It should not be assumed that an investment in the securities identified will be pr ofitable.
Actual holdings will vary for each client and there is no guarantee that a particular client’s account will hold any or all of the securities
listed.

The quoted benchmarks within this document do not reflect deductions for fees, expenses or taxes. These benchmarks are unmanaged
and cannot be purchased directly by investors. Benchmark performance is shown for illustrative purposes only and does not predict or
depict the performance of any investment. There may be material factors relevant to any such comparison such as differences in
volatility, and regulatory and legal restrictions between the indices shown and the strategy.

Transactions in foreign securities may be executed and settled in local markets. Performance comparisons will be affected by changes
in interest rates. Investment returns fluctuate due to changes in market conditions. Investment involves risk, including the possible loss
of principal. No assurance can be given that the performance objectives of a given strategy will be achieved.

Insight does not provide tax or legal advice toits clients and all investors are strongly urged to consult their tax and legal advisors
regarding any potential strategy or investment.

Information herein may contain, include or is based upon forward-looking statements within the meaning of the federal securities laws,
specifically Section 21E of the Securities Exchange Act of 1934, as amended. Forward-looking statements include all statements, other
than statements of historical fact, that address future activities, events or developments, including without limitation, business or
investment strategy or measures to implement strategy, competitive strengths, goals expansion and growth of our business, plans,
prospects and references to future or success. You can identify these statements by the fact that they do not relate strictly to historical
or current facts. Words such as ‘anticipate’, ‘estimate’, ‘expect’, ‘project’, ‘intend’, ‘plan’, ‘believe’, and other similar words are intended
toidentify these forward-looking statements. Forward-looking statements can be affected by inaccurate assumptions or by known or
unknown risks and uncertainties. Many such factors will be important in determining our actual future results or outcomes.
Consequently, no forward-looking statement can be guaranteed. Our actual results or outcomes may vary materially. Given these
uncertainties, you should not place undue reliance on these forward-looking statements.

Insight and BNY Mellon Securities Corporation (BNYMSC) are subsidiaries of BNY Mellon. BNYMSC is a registered broker and FINR A
member. BNY Mellon is the corporate brand of the Bank of New York Mellon Corporation and may also be used as a generic term to
reference the Corporation as a whole or its various subsidiaries generally. Products and services may be provided under various brand
names and in various countries by subsidiaries, affiliates and joint ventures of the Bank of New York Mellon Corporation where
authorized and regulated as required within each jurisdiction. Unless you are notified to the contrary, the products and services
mentioned are not insured by the FDIC (or by any government entity) and are not guaranteed by or obligations of the Bank of New York
Mellon Corporation or any ofits affiliates. The Bank of New York Mellon Corporation assumes no responsibility for the accuracy or
completeness of the above data and disclaims all expressed or implied warranties in connection there with. Personnel of certain of our
BNY Mellon affiliates may act as: (i) registered representatives of BNYMSC (in its capacity as a registered broker-dealer) to offer
securities, (i) officers of the Bank of New York Mellon (a New York chartered bank) to offer bank-maintained collective investment funds
and (i) associated persons of BNYMSC (in its capacity as a registered investment adviser) to offer separately managed accounts
managed by BNY Mellon Investment Management firms.



Disclaimer for Non-US Clients: Prospective clients should inform themselves as to the legal requirements and tax consequences within
the countries of their citizenship, residence, domicile and place of business with respect to the purchase and ongoing provision of
advisory services. No regulator or government authority has reviewed this document or the merits of the products and services
referenced herein.

This document is directed and intended for ‘institutional investors’ (as such termis defined in various jurisdictions). By accepting this
document, you agree (a) to keep all information contained herein (the ‘Information’) confidential, (b) not use the Information for any
purpose other than to evaluate a potential investment in any product described herein, and (c) not to distribute the Information to any
person other than persons within your organization or to your client that has engaged you to evaluate an investment in such product.

Telephone conversations may be recorded in accordance with applicable laws.

INDEX DEFINITIONS

Information about the indices shown here is provided to allow for comparison of the performance of the strategy to that of certain well-
known and widely recognized indices. There is no representation that such index is an appropriate benchmark for such com parison.
You cannot invest directly in an index and the indices represented do not take into account trading commissions and/or other
brokerage or custodial costs. The volatility of the indices may be materially different from that of the strategy. In addition, the strategy’s
holdings may differ substantially from the securities that comprise the indices shown.
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