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B  From Niche to Strategic: The Institutional Case for CLO BBs

In recent years, the landscape of collateralized loan obligation (CLO) BB-rated tranches has undergone a quiet but profound trans-
formation. Once viewed as niche, volatile instruments offering a complexity premium to compensate for perceived risk, CLO BBs
are now being re-evaluated by a new generation of informed, globally diversified investors. This shift—accelerated by regulatory
catalysts, structural resilience, and evolving market dynamics—has ushered in an era of stability and broadened appeal. As this
paper explores, the coming of age of CLO BBs signals not just a change in perception but a redefinition of risk, return, and oppor-
tunity in this corner of the structured credit markets.

A Shifting Risk-Return Profile

The risk-return profile of BB-rated CLO tranches is undergoing a fundamental shift. Historically viewed as high-beta instruments
vulnerable to market stress, these tranches are now being reassessed by a new wave of sophisticated institutional and retail
market participants entering the space. These participants are approaching CLO BBs strategically rather than tactically. Their de-
mands for more data and market color are improving transparency for the asset class and their greater numbers and activity result
in more consistent trading and price discovery, helping improve liquidity. This evolution is challenging a long-held assumption that
BB tranches are inherently fragile during periods of volatility and recovery prospects are lengthy and limited.

This evolution became particularly apparent during President Trump’s April 2025 “Liberation Day” tariff event, which sparked a
global selloff in risk assets including a sharp, approximately 20% peak-to-trough drop in the S&P 500. Notably during this turmoil
CLO BBs declined by less than 10%, according to JPM CLOIE data, and rebounded swiftly, an outcome that diverged from past
episodes of market stress, as illustrated in Figures 1 and 2. For instance, during the November 2015-February 2016 energy credit
crisis and the February-March 2020 COVID-19 shock, CLO BB tranches suffered significant drawdowns and prolonged recoveries.
The new resilience raises a compelling question: what changed in the CLO BB landscape to produce such a markedly different
outcome?

Figure 1 - JPM CLOIE BB Drawdowns & Recoveries - Total Return
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Prepared by Conning, Inc. Source: ©2025, J. P. Morgan Chase & Co. (“J.P. Morgan”) - all rights reserved. Data Query, as of the stated date. Represents the
post-crisis J.P. Morgan Collateralized Loan Obligation Index (“CLOIE”). The CLOIE is a benchmark to track the market for US dollar denominated broadly syndicated,
arbitrage CLOs. The CLOIE is divided by origination (pre- versus post-crisis) and is broken out further into six original rating classes (AAA, AA, A, BBB, BB, B). It is
impossible to invest directly in the index. Past performance is not a predictor of future market performance.
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Figure 2

Drawdowns of 10% & Subsequent Recoveries
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Days to Recovery

Start Trough Days to Trough  Drawdown at Trough Recovery Date (from Trough)
6/25/15 2/25/16 245 days -25.04% 9/6/16 196 days
2/4/20 3/25/20 50 days -42.06% 11/19/20 239 days
4/13/22 7/14/22 92 days -12.39% 4/21/23 281 days
Average: 129 days -26.50% 238 days

1H 2025 US Tariff Announcement Drawdown & Subsequent Recovery*

Days to Recovery

Start Trough (from Trough)

Days to Trough  Drawdown at Trough Recovery Date

3/5/25 4/16/25 42 days -4.08% 5/14/25 28 days

Prepared by Conning, Inc. Source: ©2025, J. P. Morgan Chase & Co. (“J.P. Morgan”) - all rights reserved. Data Query, as of the stated date. Represents the
post-crisis J.P. Morgan Collateralized Loan Obligation Index (“CLOIE”). The CLOIE is a benchmark to track the market for US dollar denominated broadly syndicated,
arbitrage CLOs. The CLOIE is divided by origination (pre- versus post-crisis) and is broken out further into six original rating classes (AAA, AA, A, BBB, BB, B). It is
impossible to invest directly in the index. Past performance is not a predictor of future market performance.

The highlighted drawdown is selected at Octagon’s discretion and does not reflect an exhaustive list of drawdown periods.

The Evolving Role of the Informed Buyer

Institutional investors have long been informed participants in CLOs but their approach is evolving. Today’s buyers are not only
well-versed in the mechanics and protections embedded within the CLO structure, but their comfort level has also led to deploying
that knowledge more strategically. Rather than tactically entering and exiting BB-rated tranches based on short-term market dis-
locations, investors are increasingly maintaining persistent exposure.

This shift is particularly evident among yield-starved investors such as pension funds, insurance companies, sovereign wealth
funds, and family offices. These allocators are utilizing BB-rated CLO tranches as part of a broader portfolio strategy, seeking to
capture enhanced yield while maintaining a disciplined risk or ratings profile. Their investment horizons and liability structures
align well with the cash flow profiles of CLOs, making persistent exposure both feasible and attractive.

This more strategic posture reflects a deeper institutional understanding of the structural resilience of CLOs, which have weath-
ered multiple credit cycles since the late 1990s. BB tranches in particular are no longer viewed through the lens of volatility and
headline risk. Instead, seasoned investors interpret price dislocations as potential entry points, not red flags - an approach that
has helped reduce volatility and enhance liquidity in the asset class. While it remains to be seen whether this more stable and
persistent participation will compress the complexity premium traditionally associated with CLO BBs, current spreads still offer
attractive compensation relative to the actual risk of loss - especially when compared to similarly rated fixed income alternatives.

What Changed? The Risk Retention Catalyst

The BB-rated CLO tranche market experienced a pivotal shift following the implementation of the U.S. Risk Retention Rules in De-
cember 2016. This legislation was originally designed to address the excesses of the RMBS market that contributed to the Great
Financial Crisis (GFC). Despite not being a systemic risk and unlike other asset classes with strong K Street representation, these
rules were extended to CLOs. As a result, CLO managers found themselves in a bind: the rules required them to retain 5% of each
deal—prompting them to seek external capital through innovative “Risk Retention” funds. Risk Retention Vehicles not only solved
a compliance challenge but also sparked a global investor education campaign. Investors were educated on why a product that
starts with a “C” and ends with an “O” was not the GFC villain it was misperceived to be.
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Even after the rules were overturned by U.S. courts in 2018, momentum continued. Captive CLO equity funds, originally born out
of necessity, evolved into a strategic capital source and are still ubiquitous today. Their continued presence has broadened inves-
tor participation and deepened market understanding, particularly around mezzanine tranches. The shift in perception has been
beneficial for BB-rated CLO debt. Once overlooked, BB tranches are now appreciated for their compelling risk-adjusted returns.
Even with this expanding buyer base, CLO BB tranches remain attractive, offering ~10% yields with lower historical default risk
than similarly rated corporate debt (see Figure 3), thanks to the structural subordination inherent in CLOs.

Figure 3 - Low Historical Impairments

_ Count of
o"i':;:‘:&P Tr::::?lles Impaired U.S. Cumulative Impairment Rate??
Tranches
U.S. Corporate U.S. Corporate
U.S. €L0 2.0 (2010-2023) (1981-202:5) 10-Year (1981-2022) 5-Year
AAA 3,840 0 0.00% 0.81% 0.40%
AA 3,112 0 0.00% 0.98% 0.40%
A 2,582 0 0.00% 1.61% 0.62%
BBB 2,355 0 0.00% 3.87% 1.76%
BB 1010 9 | oarw | 1308% o o711% ]
B 396 11 2.78% 24.30% 17.18%

Prepared by Conning, Inc. Source: Copyright 2025, S&P Global Market Intelligence.

20riginal rating counts as of Dec. 31, 2023. CLO tranche default counts as of April 1, 2024.

SAverage cumulative default rates for corporates by region (1981 to 2023) (%), 10-Year and 5-Year time horizon, (March 28, 2024). Source: S&P Global Ratings
Credit Research & Insights and S&P Global Market Intelligence’s CreditPro.

CLO BBs: The “Utility Player” of Debt Instruments:

BB-rated CLO tranches are increasingly being recognized as the “utility players” of debt instruments—a nod to baseball’s most
adaptable and reliable team members who can seamlessly fill multiple roles as needed. Once the domain of opportunistic hedge
funds, these tranches have evolved into valuable components of portfolio construction. Investors are implementing CLO BBs as
a strategic tool to enhance fixed income returns, integrating them into broader strategies aimed at yield optimization and diver-
sification. Their versatility, resilience, and ability to enhance risk-adjusted returns make them invaluable vehicles for investors
navigating today’s complex credit landscape.

Today, a wider spectrum of investors is embracing CLO BBs as a long-term strategic allocation. Pension funds are incorporating
them as return enhancers within senior loan portfolios. Family offices are drawn to their high cash flow and equity-competitive total
return potential, appreciating the current income they provide. Meanwhile, private wealth managers are turning to CLO BBs as a
floating rate alternative to high-yield bonds, attracted by their higher income and built-in structural protections. (See Figure 4 for a
historical performance comparison.)

This broadening investor base suggests a future characterized by lower long-term volatility and potentially tighter spreads, ulti-
mately leading to a more favorable risk-return tradeoff. Of course risks remain, particularly in the context of CLO BB ETFs where
liquidity mismatches could trigger short-term dislocations. However, such episodes are likely to be brief and may present compel-
ling entry points for informed investors. In the meantime, the asset class continues to deliver excess relative returns and remains,
in many respects, underappreciated.
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Figure 4 - CLO BBs Have Historically Outperformed Similarly-Rated Bank Loans & HY Bonds
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Prepared by Conning, Inc. Sources: ©2025 Bloomberg Index Services Limited. Used with permission. ©2025 Pitchbook. Used with permission and ©2025, J. P.
Morgan Chase & Co. (“J.P. Morgan”) - all rights reserved. Data Query, as of the stated date.

“Represents growth of $100 based on compounded monthly returns of the various indices noted. Assumes full reinvestment of distributions received.

5“BB CLOs” is representative of returns of the JPMorgan CLO BB Index; “BB/B Loans” is representative of returns for the Morningstar LSTA BB/B Leveraged Loan
Index; “BB/B High Yield Bonds” is representative of returns for the BofA US BB/B High Yield Bond Index; S&P 500 represented by the S&P 500 Index Total Return
Index. These returns do not reflect a deduction in fees. It is impossible to invest directly in these indices. Past performance is not a predictor of future market
performance. (Data as of July 31, 2025)

Conclusion

As the structured credit landscape continues to evolve, BB-rated CLO tranches have matured into a long-term strategic allocation
for a wide range of investors. Once considered niche and opportunistic, they now reflect a more stable, resilient, and well-under-
stood asset class. Regulatory catalysts, improved liquidity and transparency, and a more sophisticated investor base have helped
reposition CLO BBs as reliable sources of income and diversification. Their performance during recent market shocks, combined
with attractive risk-adjusted returns and structural protections, underscores their transformation.

Risks remain, particularly in the context of ETFs where liquidity mismatches can lead to short-term dislocations. However, these
episodes are increasingly viewed as tactical entry points rather than systemic threats. We are now seeing a broader redefinition of
risk and opportunity in modern credit markets, and CLO BBs have become central to long-term portfolio strategy.
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ENDNOTES

This presentation has been prepared by Octagon Credit Investors, LLC (the “Investment Manager” or “Octagon”) solely for information purposes and
is not an offer to sell or the solicitation of an offer to buy an interest in any security which can only be made by a private placement memorandum
that contains important information about the proposed product’s risks, fees and expenses (the “Supplemental Disclosure Documents”). Securities
are offered through Conning Investment Products, Inc., an affiliated broker dealer and member of FINRA and SIPC. Conning, Inc., Goodwin Capital Ad-
visers, Inc., Conning Investment Products, Inc., a FINRA-registered broker-dealer, Conning Asset Management Limited, Conning Asia Pacific Limited,
Octagon Credit Investors, LLC, Global Evolution Holding ApS and its subsidiaries, and Pearlmark Real Estate, L.L.C. and its subsidiaries are all direct
or indirect subsidiaries of Conning Holdings Limited (collectively, “Conning”) which is one of the family of companies whose controlling shareholder
is Generali Investments Holding S.p.A. (“GIH”) a company headquartered in Italy. Assicurazioni Generali S.p.A. is the ultimate controlling parent of all
GIH subsidiaries. Conning has investment centers in Asia, Europe and North America.

Octagon Credit Investors, LLC, Conning, Inc., Conning Investment Products, Inc., Goodwin Capital Advisers, Inc., Global Evolution USA, LLC, and
PREP Investment Advisers, L.L.C. are registered with the Securities and Exchange Commission (“SEC”) under the Investment Advisers Act of 1940,
as amended, and have noticed other jurisdictions they are conducting securities advisory business when required by law. In any other jurisdictions
where they have not provided notice and are not exempt or excluded from those laws, they cannot transact business as an investment adviser and
may not be able to respond to individual inquiries if the response could potentially lead to a transaction in securities. SEC registration does not carry
any official endorsement or indication that the adviser has attained a level of skill or ability.

Some information in this presentation reflects proprietary research based upon various data sources. In addition, some information cited in this
presentation has been taken from third-party sources that are believed to be reliable but which have not been verified for accuracy or completeness.
Octagon is not responsible for errors or omissions from these sources. No representation is made with respect to the accuracy, completeness or
timeliness of information and Octagon assumes no obligation to update or otherwise revise such information. Prospective clients, including those
subject to ERISA, should note that this presentation is being furnished to you on the condition that it will not form a primary basis for any investment
decision. The Investment Manager makes no representation that the information contained in this presentation is accurate or complete, nor does it
review or assume any responsibility for any information received from, or created by, any third parties, including the performance data of indexes and
benchmarks. Views expressed herein are subject to change without notice. All data concerning returns and satisfaction of performance tests are
historical and based on the Investment Manager’s knowledge; as such, they do not represent current performance levels, some or all of which may
have changed since the dates referenced herein. Performance achieved prior to December 31, 2021 was predominantly based on investments that
used USD LIBOR as a reference rate. With LIBOR being phased out over the period of time from 2022 through 2023, and the syndicated debt and
CLO securities markets transitioning to alternative reference rates, primarily CME Term SOFR, it is possible that this transition has affected returns
and that syndicated debt and CLO securities could achieve different returns after this transition than they might have achieved if referencing LIBOR.
This document does not constitute investment, tax, legal, regulatory or accounting advice. Under no circumstances should this document be used or
considered as an offer to sell or a solicitation of an offer to buy any security, financial instrument or investment vehicle. Investors are advised to make
an independent review regarding the economic benefits and risks of purchasing or selling the financial instruments mentioned in this document to
determine whether an investment is suitable for them and reach their own conclusions regarding the legal, tax, regulatory, accounting and other
aspects of any transaction in the financial instrument in relation to their particular circumstances. Investments described herein carry a risk of loss,
which could be significant, and that investors should be prepared to bear.

These materials contain forward-looking statements. Investors should not place undue reliance on forward-looking statements. Actual results could
differ materially from those referenced in forward-looking statements for many reasons. Forward-looking statements are necessarily speculative in
nature, and it can be expected that some or all of the assumptions underlying any forward-looking statements will not materialize or will vary sig-
nificantly from actual results. Variations of assumptions and results may be material. Without limiting the generality of the foregoing, the inclusion
of forward-looking statements herein should not be regarded as a representation by the Investment Manager or any of their respective affiliates or
any other person of the results that will actually be achieved by the fund. None of the foregoing persons has any obligation to update or otherwise
revise any forward-looking statements, including any revision to reflect changes in any circumstances arising after the date hereof relating to any
assumptions or otherwise.

It is the responsibility of any person in possession of this document and any related materials to inform himself of and to observe all applicable
laws and regulations of the countries of his nationality, residence, ordinary residence or domicile. If you are in any doubt about the contents of this
document, you should consult your financial consultant, stockbroker, lawyer, accountant or other professional adviser. By your acceptance and use
of this document you (i) accept and agree to the foregoing; (ii) represent that you are qualified to receive these materials; and (iii) agree not to copy
or circulate these materials or any information in them to any other person without the express consent of the Investment Manager. No part of this
document may be reproduced in any manner without the written permission of the Investment Manager.

General Risks related to Alternative Investments: General Economic and Market Conditions, Increased Regulatory Oversight, Use of Borrowed
Funds, Complexity of Trading Strategy—Reliance on Technology, Futures, Commodities and Derivatives, Hedging Transactions, Options, Short Sales,
and Risk of Global Investing. Risks related to an investment in a fund: Absence of Operating History, Absence of Regulatory Oversight, Nature of
Investments, Business and Regulatory Risk of Hedge Funds, Portfolio Turnover, Risk of Varied Performance, Potential Lack of Diversification, Poten-
tial Exposure to Prime Brokers, Potential Exposure to Derivative Counterparties, Execution of Transactions, Certain Tax Risks, Reliance on Manager,
Absence of Secondary Market, Operating Deficits, Economic Conditions, Calculation of Operational Net Fund Value, Market Risk, Investors not to
Participate in Management of the Fund, llliquidity of Interests, and Distributions In Kind.
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RISK FACTORS ASSOCIATED WITH CLO DEBT INVESTING MAY INCLUDE (BUT ARE NOT LIMITED TO):

COMPLEXITY: CLOs often involve risks that are different from, or more acute than, risks associated with other types of debt instruments:

* The complex structure of the security may produce unexpected investment results
* Ratings agencies may downgrade their original ratings of CLO debt tranches
*  Majority equity holders retain the right to call or refinance/reprice a CLO, creating uncertainty for minority equity and debt holders

LIQUIDITY RISK
¢  CLOs may be difficult to value and may constitute illiquid investments
DEFAULT RISK OF UNDERLYING CLO INVESTMENTS

* During periods of economic uncertainty and recession, the incidence of modifications and restructurings of investments may increase,
resulting in impairments to the underlying asset value and reduced “subordination” to the tranched CLO liabilities

REGULATION

* CLOs are susceptible to changing regulations, influencing eligibility of certain investments, risk retention requirements, and other factors
that can influence availability and liquidity

SOFR RISK

¢ CLO debt and bank syndicated loans historically used LIBOR as an interest rate benchmark. On June 30, 2023, following a multi-year transi-
tion away from LIBOR, all USD LIBOR tenors ceased to be representative. Accordingly, most CLO debt notes and bank syndicated loans now
use CME Term SOFR as a reference rate (with a minority of bank syndicated loans referencing 6-month USD LIBOR or synthetic USD LIBOR).
Some CLOs have experienced or may experience a degree of mismatch between their liabilities and assets after June 30, 2023, with certain
CLOs’ issued securities tied to Term SOFR and certain of their underlying collateral tied to LIBOR (or vice versa). In addition, different assets
may have adopted different credit spread adjustments as part of their transition to SOFR, further contributing to a possible mismatch be-
tween CLO assets and liabilities. The aforementioned mismatch may be greater at certain points in the future versus others, and the basis
risk created by this mismatch could potentially have a negative impact on returns for CLO equity noteholders. Moreover, different assets will
reference Term SOFR rates for different periods of time, e.g. 1-month or 3-month. While CLO securities will typically reference 3-month Term
SOFR, leveraged loans can reference different rates or time periods; accordingly, it is likely that CLOs will experience a mismatch between
the CLO securities (debt and equity issued by the CLO) and underlying leveraged loan collateral. Such a mismatch could result in the CLO
not collecting sufficient interest proceeds on underlying collateral to make interest payments on the CLO debt. This could result in delever-
aging a CLO or could impact returns for CLO debt and equity holders.

CLO MANAGEMENT

* The activities of any CLO will generally be directed by a collateral manager; consequently, the success of any CLO will depend, in large part,
on the expertise of the collateral manager’s investment professionals. Underlying assets in a CLO “turn over” over time due to sales and
repayments

GENERAL MARKET AND ECONOMIC CONDITIONS

* Changing economic, political, regulatory or market conditions, interest rates, general levels of economic activity, the price of securities and
debt instruments and participation by other investors in financial markets may affect the value of CLOs
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About Conning

Conning (www.conning.com) is a leading investment management firm with a long history of serving insurance companies and other institutional
investors. Conning supports clients with investment solutions, risk modeling software, and industry research. Founded in 1912, Conning has
investment centers in Asia, Europe and North America. Conning is part of the Generali Group.

Legal Disclaimer

©2025 Conning, Inc. Conning, Inc., Goodwin Capital Advisers, Inc., Conning Investment Products, Inc., a FINRA-registered broker-dealer, Conning
Asset Management Limited, and Conning Asia Pacific Limited (collectively “Conning”) and Octagon Credit Investors, LLC, Global Evolution Holding
ApS and its subsidiaries, and Pearlmark Real Estate, L.L.C. and its subsidiaries (collectively “Affiliates” and together with Conning, “Conning & Af-
filiates”) are all direct or indirect subsidiaries of Conning Holdings Limited which is one of the family of companies whose controlling shareholder
is Generali Investments Holding S.p.A. (“GIH”) a company headquartered in Italy. Assicurazioni Generali S.p.A. is the ultimate controlling parent
of all GIH subsidiaries. This document and the software described within are copyrighted with all rights reserved. No part of this document may
be distributed, reproduced, transcribed, transmitted, stored in an electronic retrieval system, or translated into any language in any form by any
means without the prior written permission of Conning & Affiliates. Conning & Affiliates do not make any warranties, express or implied, in this
document. In no event shall any Conning & Affiliates company be liable for damages of any kind arising out of the use of this document or the
information contained within it. This document is not intended to be complete, and we do not guarantee its accuracy. Any opinion expressed in
this document is subject to change at any time without notice.

This document is for informational purposes only and should not be interpreted as an offer to sell, or a solicitation or recommendation of an
offer to buy any security, product or service, or retain Conning & Affiliates for investment advisory services. The information in this document is
not intended to be nor should it be used as investment advice.

Copyright 1990-2025 Conning, Inc. All rights reserved.
C0OD00001665

Additional Source Information

©2025, J. P. Morgan Chase & Co. (“J.P. Morgan”) - all rights reserved. Information has been obtained from sources believed to be reliable but
J.P. Morgan does not warrant its completeness or accuracy. The Index is used with permission. The Index may not be copied, used, or distributed
without J.P. Morgan’s prior written approval.

Copyright 2025, S&P Global Market Intelligence. Reproduction of any information, data or material, including ratings (“Content”) in any form
is prohibited except with the prior written permission of the relevant party. Such party, its affiliates and suppliers (“Content Providers”) do not
guarantee the accuracy, adequacy, completeness, timeliness or availability of any Content and are not responsible for any errors or omissions
(negligent or otherwise), regardless of the cause, or for the results obtained from the use of such Content. In no event shall Content Providers be
liable for any damages, costs, expenses, legal fees, or losses (including lost income or lost profit and opportunity costs) in connection with any
use of the Content. A reference to a particular investment or security, a rating or any observation concerning an investment that is part of the
Content is not a recommendation to buy, sell or hold such investment or security, does not address the suitability of an investment or security
and should not be relied on as investment advice. Credit ratings are statements of opinions and are not statements of fact.
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