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CONVENTIONAL ANALYSIS SEES TAX REFORM AND FISCAL SPENDING ACCELERATING
GROWTH AND TIGHTENING LABOR

5%

4%

3%

2%

1%

Percent

0%

-1%

-2%

-3%

-4%

Front-Loaded Real GDP Growth

Historical Projected
I T T T T T T T T T T T TyT T T T T T 1
O N 5 O o0 O N = O o0 O (N = O o0
o O O O QO — ™ +— +«— o8 o o o
o Q0O QO Q9O Q0O 9 0 0 9 0 90 Q0 O QO O
NN NN NN AN NN AN NN AN NN NN NN N NN

—Real GDP -——Potential GDP

12%

10%

8%

6%

Percent

4%

2%

0%

Source: Congressional Budget Office, An Update to the Economic Outlook: 2018 to 2028, August 13, 2018
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INFLATION CONTINUES TO NORMALIZE

Higher Marks on Broad Measures Philly Fed Prices Received Highest since 1989
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Source: Bloomberg, APS as of Sep 30, 2018

apsec.com Ap AMHERST 4
PROPRIETARY AND CONFIDENTIAL ©2018 Amherst Pierpont Securities LLC, a member of FINRA and SIPC PIERPONT




BUuT FINANCIAL CONDITIONS REMAIN LOOSE

The Chicago Fed’s National Financial Conditions Index

signals loose levels despite Fed tightening
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Source: Federal Reserve Bank of Chicago National Financial Conditions Index through 10/12/18 Funding measures capture volatility and funding risk in the financial sector; credit
measures capture credit conditions; leverage captures debt and equity measures
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THE FED EXPECTS TO HIKE MORE AGGRESSIVELY THAN CURRENT MARKET PRICING

The market expects Fed tightening to stall, although market
pricing for 2020 has risen 20 bp in the last month
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POTENTIAL GROWTH STILL FACES CHALLENGES

Labor force participation Labor productivity
remains relatively low remains relatively low
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GROWTH, MORE THAN INFLATION, DRIVES LONG RATES

Most volatility in longer rates has come from changing market
views of real rates and, by implication, growth
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REALIZED RATES SHOULD FLATTEN FASTER THAN FORWARDS

The 2s10s yield spread implied 1-year forward: less than 10 bp
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THE Low COST OF DEBT RELATIVE TO EQUITY HAS ENCOURAGED |G LEVERAGE
WITHOUT RAISING DEBT SERVICE

Leverage is up but low rates have kept debt service down
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Source: Standard & Poor’s. Investment grade nonfinancial corporates including real estate and utilities. Chart shows median ratios.
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BBB DEBT NoOw CONSTITUTES 50% OF OQUTSTANDING INVESTMENT GRADE CREDIT
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The BBB share has grown from 31% of IG in 2010 to 50% today
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Source: Standard & Poor’s. Shows face value of outstanding US corporate bonds. Includes financial and nonfinancial as of 6/30/18.
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|G CORPORATE PORTFOLIOS Now HAVE MORE CLIFF EXPOSURE

Potential downgrade to BB would widen spreads significantly in stable markets
and catastrophically under systemic stress

Yield spread (bp) between 10-year ‘BBB’ and ‘BB’ bonds
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RECESSION RAISES BOTH THE PROBABILITY AND SEVERITY OF DOWNGRADE

‘BBB’ downgrades of 2+ notches rise in recession

70

o))
o

()]
o

b
o

W
o

Number of downgrades from 'BBB'

=

—
o
|
|
I
I
I

calnl2a"

O PN D PP PPN RIS I PP EL PO O NT O X0 0 A
IS HES S RN IR SN IR S SR PN S P SR R A A P P PN NP RPN SR SN

m5+ (left scale) =4 (left scale) 3 (left scale) ®m2(left scale)

Number of notches

Source: Standard & Poor’s.

apsec.com Ap AMHERST 14
PROPRIETARY AND CONFIDENTIAL ©2018 Amherst Pierpont Securities LLC, a member of FINRA and SIPC PIERPONT




SPREADS IN LOWER-BETA SECTORS LOOK ATTRACTIVE

Utilities, consumer discretionary and industrials look like overweights

140 - 1.60

120 - 1.40

100 - 1.20
©
< - 1.00
m 80 ©
T - 0.80 g
@ 60
(% - 0.60

il - 0.40

20 - 0.20

0 - 0.00
¥ \:,0\ .@\e’ . & 3 &° o)
\5&& 0‘ fb@}\ N\ s -o‘z}\o &O& 6\& ‘</°0 oS N (\o\o
N S P S & < g i S
& & N & N & < <2
. 3 .
Oo Q\ C)O(Q 0009 Q\(\
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Utilities Cons Disc Mat Fin (sub) Comm TOTAL Cons Stap Energy Fin (snr) Health Tech
1Y Beta 0.81 0.86 1.1 1.37 0.83 1.37 1.00 0.92 1.22 0.88 1.05 0.96
Spread 101 102 125 146 85 138 97 89 118 82 88 72
Sprd / Beta 124 119 112 107 103 100 97 97 97 94 84 75

Source: Bloomberg, APS calculations. Beta is calculated by regressing the daily change in sector spread against the daily change in total market spread from Oct 1, 2017 to Sep 30, 2018.
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HOUSEHOLD BALANCE SHEETS LOOK STRONG
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Record HH Net Worth

Record low debt service
as a percent DPI
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YEARS OF REFINANCING HAVE CUT MBS PREPAYMENT RISK

Less than 5% of outstanding 30-year MBS have 75 bp or more of refi incentive
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CREDIT LOOKS STRONG FOR MOST HOUSEHOLDS

Delinquencies in MBS and cards remain low, auto and student loans rise
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THE NEW FRONTIER: DIRECT LENDING

P&C and life insurer direct lending has grown 2x to 5x faster than the overall market
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LEVERAGED LOANS HAVE DELIVERED COMPETITIVE RISK-RETURN

Leveraged loans have shown good return per unit of risk through
and since the 2008 financial crisis
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Source: Bloomberg/Barclay’s unhedged total return indices. APS calculations based on daily returns. Dates of returns run from 3/30/07 to 1/10/13, and 1/11/13 to 10/18/18.
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CORRELATION WITH OTHER PARTS OF FIXED INCOME HAS BEEN RELATIVELY Low

Leveraged loans have helped diversify broader portfolios

IG EM IG Corp MBS UST LevLoans IG CMBS ABS IG EM
IG EM 1.00
IG Corp 0.48 1.00
MBS 0.40 0.74 1.00
UST 0.31 0.88 0.77 1.00
LevLoans 0.37 0.17 0.02 ’::-(;-11--?,‘ 1.00
IG CMBS 0.31 0.37 0.38 0.26 0.23 1.00
ABS 0.20 0.43 0.36 0.45 0.01 0.15 1.00
IGEM 1.00 0.48 0.40 0.31 0.37 0.31 0.20 1.00

Source: Bloomberg/Barclay’s unhedged total return indices. APS calculations based on daily returns. Dates of returns run from 3/30/07 to 1/10/13, and 1/11/13 to 10/18/18.
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RISK, BUT FLEXIBILITY

Other considerations in leveraged loans
= Clear risk to rates and weaker covenants
= Ability to leverage or deleverage exposure

= Ability to take advantage of relative value across managers
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DISCLAIMER

Copyright ©2018 Amherst Pierpont Securities LLC and its affiliates (“Amherst Pierpont”).  All rights reserved. Amherst Pierpont is a
member of FINRA and SIPC. This material is intended for limited distribution to the recipient and is not publicly available. Any
unauthorized use or disclosure is prohibited.

This material is intended for discussion purposes only and is not meant to be, nor shall it be construed, as an offer or commitment by
Ambherst Pierpont or any of its affiliates to enter into any transaction. Should Amherst Pierpont subsequently seek to enter into any
transaction, any such transaction would be subject to the conditions stated in the documentation therefore at that time.

In connection with recipient’s decision to enter into any transaction, or to purchase or sell securities or other financial instruments, the
recipient is advised to undertake an independent review of this material, and the potential legal, tax, regulatory and accounting
implications of any transaction described herein to determine whether such a structure would be suitable for such recipient's particular
situations. Amherst Pierpont is not providing any investment, legal, accounting, tax, financial or other advice to the recipient, nor is it
acting as an advisor or fiduciary in respect of the recipient. This presentation is not intended to form the basis of an investment decision
and contains insufficient information to make an investment decision. Amherst Pierpont accepts no responsibility or liability as to any
reliance placed, or investment decision made, on the basis of such information by the recipient. Any illustrations contained herein are
provided as examples only.

In making this material available, Amherst Pierpont (i) is not making any predictions or projections, (ii) intends that any recipient to which
Ambherst Pierpont has provided this material is an “institutional investor” (as defined under applicable law and regulation, including FINRA
Rule 4512) and (iii) intends that this material will not be disseminated, in whole or part, to any third party by the recipient without Amherst
Pierpont’s prior written consent.

This material (i) has been prepared for information purposes only and does not constitute a solicitation or an offer to buy or sell any
securities, related investments or other financial instruments, (ii) is neither research, a “research report” as commonly understood under
the securities laws and regulations promulgated thereunder nor the product of a research department, (iii) has not been prepared in
accordance with legal requirements designed to promote the independence of investment research, and is not subject to any prohibition
on dealing ahead of the dissemination of investment research.

Ambherst Pierpont (i) makes no representation or warranties as to the appropriateness or reliance for use in any transaction or as to the
permissibility or legality of any financial instrument in any jurisdiction, (ii) believes the information in this material to be reliable, but has not
independently verified such information, parts of which may have been obtained from third party sources, and makes no guaranty or
representation, express or implied, with regard to the accuracy or completeness of such information, and (iii) does not undertake, and
disclaims any duty to undertake, to update or to revise the information contained in this material. Unless otherwise stated, the views,
opinions, forecasts, valuations, or estimates contained in this material are those solely as of the date of publication of this material, and
are subject to change without notice.
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