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WELCOME

When you purchase an equity, you become an owner.
When you purchase a bond, you become a lender.
That distinction changes almost everything.

An equity offers participation in the future economics of a business. Its potential upside can be
substantial because the shareholder’s claim is not limited to a predetermined series of payments.

A bond begins from a different proposition.
You provide capital to an issuer. In return, the issuer makes a contractual promise concerning:
e  The payments you may receive
*  When those payments are due
e  The currency in which they will be made
*  The date on which the capital should be repaid
e  The priority of your claim
e  The protections attached to it
e The circumstances in which the terms may change
The apparent simplicity of this arrangement can be reassuring.
Money is lent. Interest is paid. Principal is returned.
But the certainty suggested by the contract is not the same as certainty of outcome.

Before the capital returns, interest rates may change. Inflation may weaken its purchasing power.
The issuer’s financial position may deteriorate. Credit spreads may widen. The bond may become
difficult to sell. The issuer may repay it earlier than expected—or fail to repay it at all.

Even when every payment is made precisely as promised, the investment may produce a
disappointing real return if the price paid was too high or inflation proved more persistent than
expected.

This is why CCI does not treat fixed income as the safe or simple side of investing.

We treat it as a diverse family of contractual claims whose returns depend on time, interest rates,
inflation, creditworthiness, liquidity and the precise terms of the instrument.

By the end of this foundation, we want you to be able to ask:
*  What am I lending to?

*  What has the issuer promised?
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*  What stands behind that promise?

*  Where does my claim sit within the capital structure?

*  What return am I being offered?

*  Which risks does that return compensate me for?

*  How sensitive is the investment to changing interest rates?

e Can the issuer service and repay the obligation?

e What happens if conditions deteriorate?

*  How much might be recovered if the issuer defaults?

*  What role could the exposure perform within my portfolio?

e Is the chosen instrument the most appropriate expression of the view?
Fixed income begins with a promise.

Sound fixed-income investing begins by understanding precisely what that promise is worth.
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1. WHAT IS FIXED INCOME?

Fixed income is a broad category of investments built primarily around contractual payments.
The most familiar fixed-income instrument is a bond.

A bond is a debt security issued by a government, company or other organisation seeking to borrow
capital. The investor lends money to the issuer in exchange for specified payments and, subject to
the terms and the issuer’s ability to pay, the return of principal.

This makes the bondholder a creditor rather than an owner.

The bondholder’s potential return is generally constrained by the contract. If the issuer becomes
extraordinarily successful, the bondholder does not usually participate in that success beyond
receiving the promised payments.

The corresponding advantage is priority.

Interest and principal obligations generally sit ahead of ordinary shareholders’ residual claim. A
company is expected to meet its contractual obligations to creditors before distributing remaining
value to equity owners.

That priority can reduce risk.
It does not remove it.

If the issuer cannot meet its obligations, bondholders may receive late payments, reduced payments,
different securities through a restructuring or only a fraction of the capital originally promised.

A Contractual Claim
Every fixed-income investment should begin with the question:
What does the contract require the issuer to do?
The answer may include obligations to:
e Make regular interest payments
*  Repay principal at maturity
*  Maintain specified financial ratios

e Restrict additional borrowing
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*  Protect pledged collateral

e Provide financial information

e Obtain bondholder consent before certain actions

e Compensate investors if the instrument is redeemed early

*  Adjust payments according to an interest-rate or inflation benchmark

The economic value of the investment depends not only on the existence of these terms, but on
whether they are enforceable and whether the issuer possesses the capacity and willingness to
honour them.

Fixed Income Is Not Always Fixed
The name can be misleading.
Some bonds pay a fixed coupon throughout their lives. Others have payments that:
*  Float with a reference rate
*  Adjust with inflation
*  Depend on the performance of an underlying pool of assets
*  Accumulate rather than being paid periodically
*  Can be deferred under specified conditions
e  Can be converted into equity
e  Can be cancelled or written down in a restructuring
The income may therefore be fixed, floating, inflation-linked, contingent or absent until maturity.
What generally connects the category is not an unchanging payment.

It is the existence of a debt-like or contractual claim.

Debt and Equity

The distinction between debt and equity can be summarised simply.
Equity asks:

How much value might the business create for its owners?
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Debt asks:

Can the issuer make the payments it has promised —and what return compensates me for accepting
the risks until it does?

An equity investor focuses heavily on upside, competitive advantage and growth in per-share value.
A fixed-income investor must focus heavily on:

e Payment capacity

e Contractual protection

. Downside

e Time

e  Refinancing

. Recovery

e The price paid for the promised cash flows
The same issuer can be attractive to its lenders and unattractive to its shareholders—or the reverse.
A mature company with limited growth may still possess highly dependable debt-service capacity.

A rapidly growing company may offer substantial equity potential while presenting unacceptable
credit risk because it consumes cash, relies on refinancing or carries excessive leverage.

The company is the same.
The claims are different.

The analytical method must change with the claim.
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2. WHY BORROWERS ISSUE DEBT

Governments, businesses and other organisations issue debt because their current financial
resources may not be sufficient—or may not be the most appropriate source —to fund their present
objectives.

Debt allows an issuer to bring future financial capacity into the present.
A government may borrow to finance:

e Public infrastructure

*  Essential services

e  Budget deficits

. Emergency programmes

e  Existing debt maturities

A company may borrow to finance:
*  Working capital
*  Equipment and facilities
e Research and development
*  Acquisitions
e Expansion
e Share repurchases
e  Distributions
*  Refinancing
e Restructuring
The purpose matters.

Debt used to finance productive assets with durable cash flows can strengthen future payment
capacity.
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Debt used to fund weak economics, unsustainable distributions or expensive acquisitions can
transfer value to existing owners while increasing risk for creditors.

Borrowing Is a Capital-Allocation Decision
Issuing debt is not merely a financing transaction.
It is a capital-allocation decision.
Management or policymakers are choosing:

*  How much capital to borrow

. In which currency

e  For how long

e At what cost

*  Under which contractual restrictions

e Whether the debt will be fixed or floating

*  Which assets or revenues may support it

*  How the obligation will eventually be repaid
These decisions shape the issuer’s future flexibility.

Debt can allow a productive project to proceed without immediately diluting shareholders. It can
also create fixed obligations that remain even when revenue declines.

The benefit is access to capital.

The cost is reduced freedom.

Maturity Matching

A sound financing structure attempts to match the life of the borrowing with the life of the activity
being financed.

Short-term debt may be appropriate for short-term working-capital needs.

Long-lived infrastructure, property or productive assets may require longer-term financing because
their cash flows emerge over many years.

Problems arise when long-duration or illiquid assets are financed with debt that must be repaid or
refinanced frequently.

The asset may remain economically sound while the financing fails.

This creates an important CCI principle:
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A viable asset can become a distressed investment when its financing structure does not allow
enough time.

Refinancing Is Not Repayment

Many issuers do not repay maturing debt entirely from accumulated cash.
They issue new debt to replace the old obligation.

This is refinancing.

Refinancing is common and not automatically problematic. But it means the issuer depends on
future access to capital markets.

That access may become more expensive or disappear when:
e  Interest rates rise
e Credit conditions tighten
e  The issuer’s financial position deteriorates
e Collateral values fall
*  Investors become more risk-averse
*  Asector loses market confidence
*  Acurrency or funding market becomes disrupted

Debt that appears manageable under supportive conditions can become dangerous when it must be
refinanced within an unreceptive market.

CCI therefore asks:

What must be repaid from cash—and what depends on the willingness of future lenders?
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3. THE ANATOMY OF A BOND

Before analysing a bond, you must understand its component parts.

Small contractual differences can produce materially different risks and returns, even when two
bonds are issued by the same organisation.

Issuer
The issuer is the entity legally responsible for the obligation.
It may be:
*  Asovereign government
e Aregional or municipal authority
. A government agency
* A supranational institution
* A financial institution
* A corporation
* A special-purpose vehicle
* A project-finance entity
The brand familiar to the investor may not be the legal entity that owes the money.

Always identify the precise borrower.

Principal, Face Value or Par Value

Principal is the amount the issuer promises to repay according to the terms of the instrument.
It is often described as face value or par value.

The bond’s market price can trade above or below par.

A bond priced above par trades at a premium.

A bond priced below par trades at a discount.

The amount paid in the market is therefore not necessarily the amount returned at maturity.
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Coupon
The coupon is the interest payment associated with the bond.
A fixed-rate bond applies a stated coupon rate to its principal.

A bond with a principal value of $1,000 and a 5% annual coupon would ordinarily generate $50 of
annual interest, subject to the payment frequency and contractual terms.

The coupon is not the same as the investor’s yield.

If the bond is purchased above or below par, the return available from the current price will differ
from the coupon rate.

Payment Frequency
Interest may be paid:
*  Annually
e  Semi-annually
e Quarterly
*  Monthly
* At maturity
e According to another specified schedule

Payment frequency affects the timing of cash flows and the investor’s opportunity to reinvest them.

Maturity

Maturity is the date on which the principal becomes due.
A maturity date does not guarantee payment.

It identifies when payment is contractually required.

The longer the time until maturity, the greater the opportunity for interest rates, inflation, credit
quality and market conditions to change.

Currency

The currency of the obligation determines the unit in which interest and principal will be paid.

Capital Cycle Intelligence 14 of 148 Rosetta Stone Series - Fixed Income



An issuer can possess strong underlying economics and still encounter difficulty servicing debt
denominated in a currency it cannot readily earn or obtain.

For the investor, a foreign-currency bond creates two return questions:
*  How will the bond perform?

*  How will the currency move relative to the investor’s own obligations or reporting
currency?

Seniority

Seniority determines the claim’s relative priority when the issuer’s available value is insufficient to
satisfy everyone.

The capital structure may include:
*  Senior secured debt
. Senior unsecured debt
e  Subordinated debt
*  Hybrid securities
e Preferred equity
*  Ordinary equity
Labels alone are not enough.

The investor must understand which legal entity issued the debt, which assets support it and which
liabilities sit ahead of it.

Security and Collateral
Secured debt is supported by a legal claim over specified assets or collateral.
Unsecured debt relies primarily on the issuer’s general capacity to pay.
Collateral may improve potential recovery.
Its value depends on:

*  The quality of the assets

e  The enforceability of the security

e Other claims against the same assets
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e The costs and time required to realise them
e Their value during distress rather than normal conditions

Collateral should be valued for the environment in which it may be needed.

Covenants
Covenants are contractual conditions intended to govern the issuer’s behaviour or protect creditors.
They may:
e Limit additional borrowing
*  Restrict asset sales
e Protect collateral
e  Require financial ratios to be maintained
*  Restrict distributions
*  Require specified information
e Define events of default
Strong covenants cannot make a weak borrower safe.

Weak covenants can allow value to move away from creditors before financial distress becomes
unavoidable.

Call, Put and Conversion Features

Some bonds contain embedded options.

A callable bond allows the issuer to redeem it before maturity under specified conditions.
A puttable bond allows the investor to require repayment under specified conditions.

A convertible bond may permit conversion into equity.

These features alter who controls the timing and shape of the future cash flows.

An option valuable to the issuer is generally a risk or cost to the investor—and vice versa.

The Indenture or Governing Documentation

The legal documentation defines the instrument.
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It may establish:
. Payment terms
e  Covenants
*  Security
*  Events of default
. Bondholder remedies
e Trustee responsibilities
e Amendment procedures
e  Call provisions
e Subordination

*  Governing law
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4. THE MAIN FIXED-INCOME
CATEGORIES

Fixed income is not one uniform market.

Different instruments carry different combinations of interest-rate, inflation, credit, liquidity,
currency, prepayment and structural risk.

Sovereign Debt
Sovereign debt is issued by national governments.
Its risk depends partly on:

e The currency of issuance

° Monetary sovereignty

e Fiscal capacity

e Institutional credibility

e Inflation

e External debt

e Political willingness to pay

e Access to domestic and international capital
Debt issued in a government’s own currency differs from debt issued in a currency it cannot create.

The former may carry lower conventional default risk while remaining exposed to inflation,
currency depreciation or financial repression.

The latter can create genuine funding constraints if the required foreign currency becomes scarce.

Government and Supranational Debt

Government agencies and supranational institutions may issue debt to fund housing, development,
infrastructure or other mandates.

The investor must determine whether the obligation is:
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*  Explicitly guaranteed

e  Implicitly supported

e Supported by the issuer’s own balance sheet

e  Dependent on particular projects or revenue sources

Perceived government association should not be confused with a contractual guarantee.

Municipal and Sub-Sovereign Debt
Regional governments, municipalities and public authorities may borrow against:
*  General taxing capacity
e Dedicated revenues
e Infrastructure projects
e Public services
*  Specific facilities

The strength of the claim depends on its legal structure, revenue source, essentiality, debt burden
and governing jurisdiction.

Corporate Bonds
Corporate bonds finance business activity.

They can range from high-quality obligations issued by financially resilient companies to
speculative debt whose repayment depends on favourable operating conditions or continued access
to refinancing.

Corporate credit analysis asks whether the business can generate sufficient cash to service its
obligations across a plausible range of conditions.

Investment Grade and High Yield

Credit ratings commonly divide corporate bonds into investment-grade and non-investment-grade
categories.

Non-investment-grade debt is often called high-yield or speculative-grade debt.
The higher yield is not a gift.

It is compensation offered for some combination of:
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e Greater default risk
*  Lower liquidity
e Higher volatility
*  Weaker contractual protection
e Greater sensitivity to economic conditions
e Higher expected loss
The category label is a starting point.

The issuer and instrument still require analysis.

Floating-Rate Debt

Floating-rate instruments reset their coupon according to a reference rate plus or minus a
contractual spread.

They may reduce sensitivity to changes in benchmark interest rates because income adjusts as the
reference rate changes.

They do not remove:

Credit risk

*  Spread risk

*  Liquidity risk

. Benchmark risk

*  Refinancing risk

*  The possibility that higher rates weaken the borrower

A rising coupon can increase investor income while simultaneously increasing the issuer’s financial
burden.

Inflation-Linked Bonds

Inflation-linked bonds adjust principal, interest or both according to an inflation measure specified
in the contract.

They can help protect against particular forms of measured inflation.

They may still be affected by:
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e  Changes in real yields

*  Differences between experienced and measured inflation
. Tax treatment

e Deflation provisions

*  Liquidity

e The price paid

Inflation protection is not the same as price stability.

Zero-Coupon Bonds

Zero-coupon bonds do not make regular coupon payments.

They are generally issued or purchased below the amount due at maturity, with the return arising

from the difference.

Because more of their value depends on a distant payment, they can be particularly sensitive to

changes in interest rates.

Securitised Credit

Securitised instruments are supported by pools of underlying financial assets such as:

. Mortgages

e Consumer loans

*  Auto loans

e Credit-card receivables

e Commercial-property loans

. Other contractual cash flows

The investor must understand:
e The quality of the underlying borrowers

e The structure of the payment waterfall

e Prepayment behaviour
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Collateral performance

Credit enhancement

e  Servicing

The priority of the tranche owned

A security can be diversified across many loans while remaining exposed to one common economic
driver.

Loans and Private Credit
Loans may be originated by banks, institutional investors or private-credit providers.
They can offer floating rates, security and contractual protections.

They may also involve:

Limited liquidity
e Less transparent valuation
e  Borrower concentration
*  Complex documentation
e  Manager dependence
*  Refinancing risk
Private does not mean stable.

It may mean the price is observed less frequently.

Convertible and Hybrid Securities
Some instruments combine debt and equity characteristics.
Convertible bonds may participate in equity upside through a conversion feature.

Hybrid securities may permit coupon deferral, loss absorption or unusually long or perpetual
maturities.

Their labels can obscure their true behaviour.
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CCI therefore asks:

Under normal conditions, stress and restructuring, does this instrument behave more like
debt, equity or something between them?
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S. HOW FIXED-INCOME RETURNS ARE
CREATED

A fixed-income return can come from several sources.

Understanding which source dominates helps us determine whether the return is durable and which
risks the investor is accepting.

Coupon Income

Coupon payments provide the most visible source of return.

But a high coupon does not automatically indicate an attractive investment.

The coupon may be high because:

Inc

Market rates were high when the bond was issued
The issuer carries substantial credit risk

The bond has a long maturity

The instrument is illiquid

The contract contains issuer-friendly options
Inflation is expected to erode purchasing power

ome must always be assessed alongside price and risk.

Price Change

A bond’s market price can rise or fall before maturity.

Price may change because of movements in:

Benchmark interest rates
Inflation expectations

Credit quality
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e Credit spreads

*  Liquidity

e Currency values

*  Supply and demand

*  Embedded-option values

e  Time remaining until maturity

The contractual payment may remain unchanged while the market value changes substantially.

Pull to Par

Subject to default and contractual features, the price of a conventional bond tends to move towards
its redemption value as maturity approaches.

A bond bought below par may generate a capital gain as it moves towards par.
A bond bought above par may experience a capital loss as it approaches repayment at par.
This convergence is sometimes called pull to par.

It should not be confused with a guaranteed total return. Credit deterioration, default, changes in
terms or sale before maturity can alter the outcome.

Reinvestment Income

Coupon payments received before maturity must be reinvested if the investor wants them to
continue compounding.

The rate available on that reinvestment may be higher or lower than expected.
This is reinvestment risk.

An investor can correctly estimate the bond’s contractual payments while receiving a different
realised return because interim cash flows were reinvested at different rates.

Credit-Spread Change

A credit spread is the additional yield investors demand above a reference rate for accepting credit
and related risks.

If the spread narrows, the bond’s price may rise.

If it widens, the price may fall.
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Spread movement can therefore become a major source of return or loss even when the issuer
continues making every payment.

Currency Movement

A bond denominated in another currency may gain in its local market while producing a loss after
conversion into the investor’s own currency.

Currency exposure can be:
e Accepted
. Hedged
e  Partially hedged
*  Managed separately

The hedge itself carries costs, maturities and counterparty considerations.

The Fixed-Income Return Identity
A practical way to organise the return is:
Coupon income

e  Reinvestment income

e  or— Price change

e or— Credit-spread change

. or — Currency movement
— Defaults and permanent impairment
— Fees, taxes and transaction costs

Not every component is independent.

A change in interest rates can affect price, reinvestment income, credit quality and currency
conditions simultaneously.

The contract defines the promised cash flows.

The market environment helps determine the return realised from them.
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6. PRICE, YIELD AND THE TIME VALUE
OF MONEY

A future payment is generally worth less than the same payment available today.

Capital received today can be invested, retained for liquidity or used to meet an obligation. Capital
promised in the future cannot perform those functions until it arrives—and may not arrive as
expected.

This is the time value of money.

Bond valuation brings future contractual cash flows back into present terms using a required rate of
return.

The relationship can be expressed conceptually:
Bond value = Present value of future interest payments + Present value of principal repayment
The required return reflects compensation for:

e Time

*  Expected inflation

e Interest-rate risk

e  Creditrisk

e Liquidity risk

*  Embedded options

e Currency risk

o Other uncertainties attached to the claim

Price and Yield Move in Opposite Directions

When the return required by the market rises, the present value of existing fixed payments falls.
When the required return falls, their present value rises.

This creates the inverse relationship between bond prices and yields.

Imagine two otherwise similar bonds.
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An existing bond pays a 3% coupon.
A newly issued bond pays 5%.

An investor is unlikely to pay full par value for the 3% bond when a comparable new instrument
offers 5%. Its price must generally fall until its prospective return becomes competitive.

The contractual coupon did not change.

The price changed because the market’s required return changed.

Coupon Rate
The coupon rate determines the contractual interest payment relative to face value.
It does not tell you the return available at the current market price.
Current Yield
Current yield compares annual coupon income with the bond’s current price.
It can help describe immediate income.
It does not incorporate:
*  The gain or loss between the purchase price and maturity value
e  Reinvestment
e The complete timing of cash flows
e Default

e  Embedded options

Yield to Maturity

Yield to maturity is the discount rate that equates the bond’s current price with its scheduled cash
flows if the bond is held to maturity and payments occur as assumed.

It is a useful comparison measure.

It is not a guaranteed return.

The realised outcome can differ because of:
*  Default

e  Early redemption
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e Sale before maturity
. Reinvestment rates

. Transaction costs

o Taxes

. Currency movement

e Restructuring

Yield to Call

For callable bonds, yield to call estimates the return if the issuer redeems the bond on a specified
call date.

When rates fall, the issuer may benefit from refinancing expensive debt.

The investor can lose an attractive income stream precisely when comparable reinvestment
opportunities have become less rewarding.

Yield to Worst

Yield to worst estimates the lowest yield among specified contractual redemption scenarios,
assuming the issuer does not default.

It can provide a more conservative view of bonds containing embedded issuer options.

Nominal and Real Yield

Nominal yield is expressed in money terms without removing inflation.
Real yield considers purchasing power.

A bond yielding 5% when inflation is 2% offers a different economic proposition from one yielding
5% when inflation is 6%.

The relevant return is not simply how many currency units are received.

It is what those units can purchase.
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7. MATURITY, DURATION AND
CONVEXITY

Maturity tells us when principal is contractually due.

Duration helps us understand how sensitive the bond’s price may be to changes in yield and when
its cash flows are received in present-value terms.

They are related.

They are not the same.

Maturity
Longer maturities generally expose the investor to more time during which:
° Interest rates can change
e Inflation can compound
*  Credit quality can deteriorate
e Market liquidity can weaken
e The issuer’s circumstances can change
A longer maturity does not automatically mean a poor investment.

It means the required return and portfolio role must compensate for a longer commitment.

Duration
Duration is commonly used to estimate interest-rate sensitivity.

As a simplified approximation, a bond with a duration of five years might decline by roughly 5% if
its yield rose by one percentage point, or rise by roughly 5% if its yield fell by one percentage point
—before allowing for convexity and assuming other relevant factors remain unchanged.

This is an estimate, not a promise.
Duration tends to be higher when:

e Maturity is longer
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*  Coupon payments are lower
*  Yield is lower
*  More value depends on distant cash flows
A zero-coupon bond generally has duration equal to its maturity because all cash arrives at the end.

A coupon-paying bond typically has a shorter duration than its maturity because some value is
received earlier.

Credit Duration

A corporate or lower-quality bond may be sensitive not only to benchmark rates but also to credit
spreads.

Its effective price risk therefore depends on both:
* Interest-rate duration
e  Spread duration

Benchmark yields can fall while a bond’s price also falls if its credit spread widens by more.

Convexity

Duration approximates the relationship between price and yield as though it were linear.
In reality, the relationship is usually curved.

Convexity describes that curvature.

For a conventional option-free bond, positive convexity can mean that:

*  The price gain from a given fall in yield is greater than the price loss from an equivalent rise
in yield.

Embedded options can alter this relationship.

Callable bonds may exhibit negative convexity in certain ranges because price appreciation
becomes constrained when falling yields make early redemption more likely.

Duration as a Portfolio Decision
Duration is not simply a bond statistic.
It is an allocation decision.

Longer duration may provide:
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e QGreater sensitivity to falling yields
*  Potential diversification during some growth shocks
e  Exposure to long-term disinflation

e  Matching against long-dated liabilities

It can also create:
e  Larger losses when yields rise
e Greater inflation sensitivity
e Greater dependence on distant payments

*  More volatility than the words “fixed income” may suggest

CClI therefore asks:

How much interest-rate sensitivity does the portfolio require —and what purpose is that
sensitivity intended to serve?
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8. CREDIT: THE CAPACITY AND
WILLINGNESS TO PAY

Credit analysis asks whether the issuer can and will meet its obligations.

The two components matter.

Capacity to Pay

For a company, payment capacity may depend on:

Revenue stability
Profitability

Cash generation
Interest coverage
Leverage

Asset quality
Liquidity

Debt maturities
Access to refinancing
Industry cyclicality

Management behaviour

For a government, it may depend on:

Taxing capacity
Economic strength
Currency of issuance
Monetary flexibility

Fiscal position
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e External balances

e Institutional credibility

*  Political stability
The relevant evidence changes with the issuer.
The governing question remains:

What resources will be available when payment is required?

Willingness to Pay
An issuer may possess economic capacity while disputing, delaying or restructuring its obligations.
Willingness can be influenced by:
e  Political incentives
e Legal structures
*  Ownership
e  Strategic priorities
*  Treatment of different creditor groups
e  Reputational consequences
e Access to future capital
*  The perceived cost of default

This is especially important when legal enforcement is uncertain or creditors depend heavily on
policy decisions.

Cash Flow Before Accounting Profit

Bondholders are paid with cash.

Reported earnings may provide useful evidence, but creditors must understand:
*  Operating cash flow
e Capital expenditure
*  Working-capital needs

. Taxes
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. Interest payments

*  Lease and pension obligations
e  Dividends and buybacks

e Debt maturities

*  Available liquidity

A profitable company can encounter distress if cash arrives too late or is consumed elsewhere.

Leverage
Leverage compares debt with some measure of income, cash flow, capital or assets.

High leverage can increase vulnerability because a smaller deterioration in operating performance
may threaten payment capacity.

The same leverage ratio can carry different risk across businesses.

A stable regulated utility, cyclical commodity producer, property developer and early-stage
technology company should not be assessed using identical assumptions.

Coverage

Coverage measures examine the issuer’s ability to meet interest or other fixed obligations from
earnings or cash flow.

Strong historical coverage 1s useful.
The investor must also ask:
*  How cyclical is the denominator?
*  What happens under stress?
*  Are interest costs fixed or floating?
*  Are maturities concentrated?
e Will required investment consume the cash?

e Does current coverage depend on unusually favourable conditions?

The Maturity Wall
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A maturity schedule shows when debt becomes due.
Large maturities concentrated within a short period can create refinancing risk.

An issuer may appear solvent today while facing a future period in which substantial capital must
be raised under uncertain conditions.

The maturity wall connects credit analysis to the cycle.

Credit Ratings

Credit ratings provide an external assessment of relative credit risk.
They can support comparison and may affect which institutions are permitted to own an instrument.
They are not a substitute for research.
Ratings can:
e  Change after conditions deteriorate
e  Differ among agencies
e  Focus on default risk rather than market value
e Understate unusual structural or governance risks

* Encourage investors to treat a category as homogeneous

CCI uses ratings as evidence.

We do not outsource the thesis to them.

Default and Expected Loss

Default occurs when the issuer fails to meet an obligation according to the contract or triggers
another defined event of default.

Credit risk should not be reduced to the probability of default alone.
Expected loss depends on both:

e The probability of default

e The amount lost if default occurs

A higher-risk bond may still be investable at an appropriate price if recovery prospects and the
offered return adequately compensate for the uncertainty.
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A highly rated bond can still produce a poor market return if its yield, duration or liquidity risk is
misunderstood.
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9. SENIORITY, SECURITY, COVENANTS
AND RECOVERY

When an issuer cannot satisfy every claim, priority matters.

The investor must understand where the instrument sits within the legal and economic structure.

The Capital-Structure Waterfall

A simplified corporate capital structure may include:

1.

2.

6.

Real structures are often more complicated.

Senior secured debt
Senior unsecured debt
Subordinated debt
Hybrid securities
Preferred equity

Ordinary equity

Priority may differ among:

The label attached to the security is only the beginning.

Legal entities
Jurisdictions
Collateral pools
Guarantees

Operating subsidiaries
Holding companies

Contractual terms

Structural Subordination
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A parent company may issue debt while operating assets and cash flows sit within subsidiaries.

Creditors of those subsidiaries may have a direct claim on their assets before cash can move to the
parent.

The parent’s debt can therefore be structurally subordinated even if it is described as senior
unsecured debt.

CClI asks:

Where is the cash generated, which entity owes me money and what claims stand between
them?

Secured Debt

Security can improve creditor protection by attaching the claim to specified assets.
But recovery depends on what those assets are worth during distress.
Ask:

e Is the collateral essential to the business?

e Isiteasy tosell?

. How volatile is its value?

e Are other creditors secured against it?

e Is the security legally perfected?

e What costs and delays may arise?

*  Can the asset retain value without the operating business?

A first-ranking claim over an asset of doubtful value may offer less protection than an unsecured
claim on a resilient cash-generating issuer.

Covenant Quality
Covenants can help protect bondholders before default.
They may limit:

e  Additional debt

e  Distributions

. Asset transfers
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Changes of control
Liens granted to other creditors

Transactions with related parties

They may also require:

Minimum coverage
Maximum leverage
Financial reporting
Maintenance of collateral

Early repayment following specified events

Covenants are valuable only when they are:

Clearly drafted
Measurable
Enforceable
Monitored

Supported by meaningful remedies

Recovery

Recovery is the value creditors receive following default or restructuring.

It may take the form of:

Cash

New debt

Equity

Ownership of collateral

A combination of claims

Recovery depends on:

Enterprise value during distress
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. Asset quality

e  Seniority

e  Collateral

*  Guarantees

Legal costs

. Jurisdiction

e Time

e Negotiating power

e The amount of debt ahead of and alongside the claim
Recovery estimates should be conservative.

The value available in distress may be materially lower than the value reported during favourable
conditions.

The Price of Protection

A strongly protected bond may offer a lower yield because investors value its security, priority and
covenants.

A weakly protected instrument may offer a higher yield.
The higher yield does not eliminate the weaker protection.

It asks the investor to determine whether the additional return is adequate compensation for it.
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10. FIXED INCOME IS A MARKET OF
CONTRACTS

Equity investors often identify a company and then examine its shares.
Fixed-income investors must go one step further.
They must identify the issuer and then examine the specific instrument.
One company may have multiple bonds differing by:

e Issuing entity

e Currency

e Maturity

. Coupon

e Seniority

e Security

¢ Covenants

e Call provisions

e Liquidity

¢  QGoverning law

e Market price

You can be correct about the issuer and still choose the wrong bond.

Primary and Secondary Markets
In the primary market, new debt is issued to investors.
The proceeds generally go to the issuer.
In the secondary market, existing instruments trade among investors.
The market price reflects changing views of:
. Interest rates

o Inflation
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e Credit quality

*  Liquidity

*  Supply and demand

*  Embedded options

. The surrounding regime

A bond may be issued at par and later trade far above or below it without any change to its
contractual face value.

Market Structure

Many bonds trade through dealer networks rather than on centralised exchanges resembling equity
markets.

This can create differences in:
e Price transparency
. Trading frequency
*  Bid-ask spreads
*  Minimum transaction sizes
e Execution quality
*  Liquidity during stress
A quoted price is not always the price at which a meaningful position can be sold.

Liquidity should therefore be assessed before it is required.

Direct Ownership
Owning an individual bond can provide:
*  Known contractual terms
e A stated maturity
e Control over the instrument selected

e The possibility of holding through temporary market volatility

It also creates responsibilities:
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e Issuer analysis

e Instrument analysis

. Diversification

*  Reinvestment

Execution

e Custody

*  Monitoring

*  Managing maturities and calls

Holding to maturity can reduce the importance of interim price changes when the investor does not
need to sell.

It does not remove default, inflation, reinvestment, opportunity-cost or liquidity risk.
Bond Funds and Exchange-Traded Funds
A fund can provide:
e  Diversification
e Professional management
e  Easier transaction access
*  Exposure to a defined market segment
. Automatic reinvestment
But a fund is not identical to an individual bond.

An open-ended bond fund generally does not return a predetermined principal amount to the
investor on a single maturity date. Its holdings mature, are sold and are replaced through time.

The investor owns units in the portfolio.
The value of those units changes with the securities held, fund flows, fees and market conditions.

A target-maturity fund may create a more defined horizon, but its structure and holdings still require
examination.

The Vehicle Changes the Exposure

The same fixed-income view can be expressed through:

. An individual bond
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e Adiversified fund

*  An exchange-traded fund

e A separately managed account
e A private-credit vehicle

*  Aderivative

e Astructured product

Each expression can create different:
e Ownership rights
e  Liquidity
. Fees
. Leverage
e Counterparty exposure
. Tax consequences
e Operational requirements
*  Behaviour during stress
The asset-class label does not complete the analysis.

The instrument and vehicle matter.
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A PRINCIPLE TO CARRY INTO PART II

You now understand the basic language of fixed income.
A bond is a contractual claim.
Its value depends on:
e The cash flows promised
e The time over which they are received
e The issuer responsible for paying them
e The currency in which they are denominated
e The priority and protection of the claim
e The price paid
e The return required by the market
But none of these exists in isolation.
Interest rates change the present value of future payments.
Inflation changes what those payments can purchase.
Liquidity affects the price at which the claim can be traded.
Growth influences revenue, taxation and borrower capacity.
Credit determines whether financing remains available.
The capital cycle shapes borrowing, leverage, underwriting standards, defaults and recovery.
We can understand the contract and still misunderstand the environment in which it must perform.
That brings us to the next question:

How do interest rates, inflation, credit cycles and changing market regimes alter the value and
behaviour of fixed-income investments?

That is where we turn next.

PART II
HOW CCI INTERPRETS FIXED INCOME
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PART II

HOW CCI INTERPRETS FIXED
INCOME
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How CCI Interprets Fixed Income

A bond may promise a series of payments.
The market continuously decides what those payments are worth.
That value changes as investors revise their assessment of:

J Interest rates

Inflation

e Economic growth

e Creditworthiness

*  Liquidity

e  Policy

*  Supply and demand

e Time

. Risk

e The return available elsewhere
This is where fixed income becomes more than a contract.
It becomes a market.

A government bond, corporate bond, mortgage security and private loan may all provide contractual
cash flows, but they do not respond identically to the same environment.

A fall in interest rates may support a high-quality long-duration government bond while signalling
weaker economic conditions for a lower-quality corporate borrower.

Higher inflation may increase the income from an inflation-linked bond while reducing the
purchasing power of conventional fixed payments.

Improving growth may strengthen corporate credit quality while placing upward pressure on
interest rates.

Tighter monetary policy may initially increase available yields while eventually weakening
borrowers, collateral and refinancing conditions.

The forces interact.
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CCI therefore does not ask whether an environment is simply “good” or “bad” for bonds.
We ask:
e Which fixed-income instrument are we examining?
*  What portion of its return comes from interest-rate exposure?
*  What portion comes from credit exposure?
e What assumptions are embedded in its yield?
e Which economic force is dominant?
*  What could cause that dominant driver to change?
e Is the offered return sufficient for the risks being accepted?
*  Whatrole is the exposure intended to perform?
The contract tells us what has been promised.

The environment helps determine what that promise is worth.
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11. INTEREST RATES: THE PRICE OF
TIME, MONEY AND RISK

Interest is the price paid for using capital through time.
From the borrower’s perspective, it is a cost.
From the lender’s perspective, it is compensation.
That compensation may reflect several components:

e The time for which capital is committed

*  Expected inflation

e Uncertainty about future interest rates

e Creditrisk

e Liquidity risk

e Currency risk

*  Embedded contractual options

*  The opportunity cost of alternative investments
No single interest rate represents the entire financial system.

Different borrowers, instruments, currencies and maturities can face materially different rates at the
same time.

Policy Rates

Central banks influence short-term financial conditions through administered rates, market
operations, reserve arrangements and communication about future policy.

The policy rate can affect:
e Short-term borrowing costs

e Deposit rates
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*  Money-market yields
*  Bank funding

e Currency conditions
*  Risk appetite

*  Expected future interest rates

But a central bank does not directly determine every bond yield.
Longer-term yields also reflect:

e Expectations for future policy

e  Expected inflation

*  Economic growth

e  Term premiums

e  Fiscal conditions

*  Supply and demand

*  Global capital flows

e  Investor risk preferences

A central bank may reduce its policy rate while longer-term yields rise if markets become more
concerned about inflation, government borrowing or future policy reversal.

The announcement is one part of the system.

Transmission determines the investment consequence.

Nominal Interest Rates

A nominal interest rate describes the return expressed in currency terms before adjusting for
inflation.

If a bond yields 5%, the investor may receive a 5% nominal return under the relevant assumptions.

That does not reveal how much purchasing power has been gained.
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Real Interest Rates

A real interest rate adjusts for inflation.

A simplified relationship is:

Nominal yield — expected inflation = real yield

If the nominal return is 5% and inflation is 2%, the approximate real return is positive.

If inflation is 6%, the same nominal return represents a loss of purchasing power before taxes and
COsts.

Real yields matter because investors ultimately consume goods and services rather than percentage
points.

Required Returns

A bond’s required return is the yield investors demand to own it at the current price.
The required return may increase when:

e  Expected inflation rises

*  Policy becomes more restrictive

e Credit quality deteriorates

e Market liquidity weakens

*  Bond supply increases

* Investors require greater compensation for uncertainty

e  More attractive alternatives become available
A higher required return means a lower present value for existing fixed cash flows.

This is why a bond can continue making every promised payment while its market price declines.

The Reference Rate and the Spread

A corporate or other risky bond yield can be organised conceptually as:
Reference rate

e  Compensation for expected credit loss

e Credit-risk premium
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e  Liquidity and structural premiums
= Required yield

The reference rate reflects the time value and benchmark interest-rate environment for a comparable
maturity.

The spread represents additional compensation for risks beyond that benchmark.

Neither component is permanently stable.

Interest Rates Are Both Price and Transmission Mechanism

Interest rates do more than determine bond valuations.
They influence economic behaviour.
Higher rates may:

*  Reduce borrowing

Slow property activity

e Discourage marginal investment

Increase debt-service burdens

Weaken asset prices

Tighten financial conditions

Raise refinancing risk

Lower rates may:

*  Encourage borrowing

Support asset prices

e Improve refinancing access

Reduce debt-service costs
*  Increase risk-taking

But the response depends on whether borrowers are willing and able to borrow and whether lenders
are willing and able to extend credit.

A lower policy rate cannot force a weak borrower to become creditworthy.

Nor can it compel a cautious lender to accept risk.
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The CCI Interest-Rate Question

CCI does not stop at:
Are rates rising or falling?
We ask:
*  Which rate is moving?
e At which maturity?
e  Why is it moving?
e Is the change nominal or real?
e Isitdriven by growth, inflation, policy, fiscal supply or risk aversion?
*  How much of the change was already expected?
e How will it transmit into the issuer?
*  How much duration does the instrument carry?

e Is the movement supporting the bond’s value while weakening its borrower?

The direction matters.

The cause matters more.
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12. THE YIELD CURVE

The yield curve compares yields across different maturities for instruments of broadly comparable
credit quality.

A government yield curve may include rates from very short-term bills through to long-term bonds.

It gives us a market-based picture of how the price of time changes across the maturity spectrum.

An Upward-Sloping Curve

A conventional upward-sloping curve has lower yields at shorter maturities and higher yields at
longer maturities.

This may reflect compensation for:

e Committing capital for longer

e Interest-rate uncertainty

e Inflation uncertainty

. Greater duration

*  The possibility that future short-term rates will be higher
An upward slope is not automatically a forecast of strong growth.

It can contain several influences simultaneously.

A Flat Curve

A flat curve occurs when yields across maturities become similar.
It may indicate that:

e  Markets expect current short-term rates to change

*  Longer-term inflation expectations remain contained

e Investors require little additional term compensation
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*  Restrictive policy is expected to slow future activity
*  Competing forces are offsetting one another

The interpretation depends on what caused the flattening.

An Inverted Curve

An inverted curve occurs when shorter-term yields exceed longer-term yields.
This can happen when:

e  Policy is restrictive

* Investors expect future rate cuts

*  Growth and inflation are expected to slow

e  Demand for longer-duration assets increases

e  Term premiums are compressed

Inversion has historically attracted attention as a potential recession signal.
It is not a mechanical countdown.
The shape must be interpreted alongside:

. Credit conditions

Lending standards
e Labour markets

. Inflation

e  Fiscal activity

*  Market liquidity

o The cause and duration of the inversion

Steepening and Flattening

A curve can change in several ways.

A bull steepening occurs when yields fall, with shorter-term yields generally falling more than
longer-term yields.
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This may occur when markets expect policy easing.
A bear steepening occurs when yields rise, with longer-term yields generally rising more.
This may reflect:

e Stronger growth

*  Higher inflation expectations

e Greater government borrowing

e  Rising term premiums

*  Reduced demand for duration
A bull flattening occurs when yields fall, with longer-term yields falling more.
A bear flattening occurs when yields rise, with shorter-term yields rising more.
The label describes the movement.

It does not explain it.

Expectations and the Term Premium

A longer-term yield can be considered as containing:
*  Expectations for future short-term rates
e Aterm premium

The term premium compensates investors for bearing uncertainty about the path of rates and
inflation over the life of the bond.

It is not directly observable.

It must be estimated.

This means a rise in long-term yields may reflect:
e Higher expected future short-term rates
*  Ahigher term premium
e Both

The investment consequence can differ depending on the source.
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The Curve as a Financing Environment

The yield curve affects more than bond prices.
It can influence:
e Bank profitability
. Mortgage rates
e Corporate borrowing
*  Government financing
*  Refinancing decisions
e Investor demand for maturity risk
*  The relative appeal of cash and longer-duration assets
A steep curve may reward maturity transformation while increasing long-term borrowing costs.

An inverted curve may compress some lending economics while offering attractive yields on short-
duration instruments.

Riding the Curve and Roll-Down

If the curve is upward sloping, a bond may experience a price benefit as it ages into a lower-yield
maturity point, assuming the curve remains unchanged.

This is commonly described as roll-down.
It is not free return.

The curve may shift, change shape or reprice credit risk before the expected roll-down occurs.

The CCI Yield-Curve Principle

The curve is a map of market pricing.
It is not an oracle.
CCI asks:
*  What economic and policy expectations does the curve appear to contain?

e Which part of the curve is moving?
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* Is the movement being driven by policy expectations or term premium?
e What does the shape imply for borrowers and lenders?
e How might the curve affect the chosen instrument?

*  What would cause the curve’s message to change?

We read the curve as evidence.

We do not surrender judgement to its shape.
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13. INFLATION, REAL YIELDS AND MONETARY
CREDIBILITY

Inflation is one of the most important risks facing fixed nominal payments.

A bond can meet every contractual obligation and still deliver a poor economic outcome if the
money returned purchases materially less than expected.

Inflation Changes Purchasing Power

A conventional fixed-rate bond promises payments in nominal currency.
The real value of those payments depends on future prices.

Unexpected inflation is especially damaging because it was not fully reflected in the original yield
or purchase price.

Long-duration bonds can be particularly exposed because more of their value depends on payments
received far into the future.

Expected and Unexpected Inflation

Expected inflation can be incorporated into nominal yields.
Unexpected inflation cannot be priced before it becomes expected.
If inflation rises beyond what investors assumed:

e Nominal yields may increase

*  Bond prices may decline

e  Real returns may weaken

e Policy may tighten

e Credit conditions may deteriorate

e Borrower costs may increase

The effect can therefore travel through both interest-rate and credit channels.
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Inflation-Linked Bonds

Inflation-linked bonds adjust principal, interest or both according to a specified inflation index.
They can provide protection against inflation measured by that index.
Their price can still fall if:
*  Real yields rise
e  Liquidity deteriorates
*  The bond is sold before maturity
* Inflation is lower than expected
e  Tax treatment creates adverse effects
*  The investor’s experienced inflation differs from the reference index
The instrument protects against a defined mechanism.

It does not protect against every loss.

Breakeven Inflation

The difference between the yield on a conventional government bond and a comparable inflation-
linked government bond is often described as breakeven inflation.

Conceptually:
Nominal yield — real yield = breakeven inflation

It can provide information about the inflation rate at which the two instruments may produce similar
returns under simplified assumptions.

But breakevens can also reflect:
e  Liquidity differences
e Risk premiums
*  Supply and demand
. Technical market conditions
*  Inflation uncertainty

They are market prices, not pure forecasts.
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Real Yields and Asset Valuation

Real yields influence the attractiveness of receiving future cash flows.
Higher real yields can:

*  Increase the return available on high-quality bonds

Reduce the present value of distant cash flows

Challenge highly valued risk assets

*  Increase real borrowing costs

Strengthen the relative appeal of holding financial claims

Lower real yields can:
*  Support existing bond prices

*  Encourage investors to seek risk elsewhere

Reduce financing costs

Weaken prospective returns from newly purchased high-quality bonds
Starting yield matters.

A low-yield bond can generate a capital gain if yields fall further while still offering a weak long-
term real return.

Monetary Credibility

Long-term bond pricing depends partly on confidence that monetary and fiscal institutions will
preserve the currency’s purchasing power.

If investors trust that inflation will remain controlled, they may require less compensation for
inflation uncertainty.

If credibility weakens, longer-term yields may rise even while near-term economic growth
deteriorates.

This creates a difficult environment:
. Growth weakens
e  Policy flexibility narrows

e  Long-term borrowing costs remain high
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e Conventional bonds may fail to provide their expected protection

Inflation Has Different Causes

Inflation can arise through:

e Excess demand

e  Supply constraints

e Currency depreciation

e Commodity shocks

*  Wage pressure

e Credit expansion

e Fiscal activity

e Changes in inflation expectations
The cause affects the likely policy response and fixed-income outcome.
Inflation caused by strong demand may coincide with resilient borrower cash flows.
Inflation caused by a supply shock may weaken growth while raising costs.

The same inflation rate can therefore create different credit and duration consequences.

The CCI Inflation Question

CCI asks:
*  What is causing inflation?
e Isit broadening or narrowing?
e Isitaccelerating or decelerating?
*  What inflation does the market already expect?
*  Are real yields rising or falling?
e Is policy credibility strengthening or weakening?
*  Which payments are nominal and which adjust?

*  Does the instrument protect against the investor’s actual risk?
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e Is inflation improving the borrower’s nominal revenue or overwhelming its capacity to pay?

Inflation is not a separate world from fixed income.

It changes the meaning of the promise.
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14. CREDIT SPREADS AND THE CREDIT
CYCLE

A credit spread is the additional yield offered above a reference rate for accepting credit and related
risks.

Spreads help us observe how the market is pricing the difference between a risky contractual claim
and a lower-risk benchmark.

What a Credit Spread Contains

A credit spread may compensate investors for:

*  Expected default loss

e Uncertainty around default

*  Recovery risk

e Liquidity

. Market volatility

e Structural complexity

*  Embedded options

e  Risk aversion

e The difficulty of financing or hedging the position
A spread should not be interpreted as a direct forecast of default.

Part of it may represent compensation for bearing uncertainty rather than loss expected to occur.

Spread Compression

Spreads compress when investors accept less additional yield.
This may occur when:
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e Growth improves

*  Defaults remain low

e  Liquidity is supportive

*  Lenders compete for assets

*  Risk appetite rises

*  Refinancing is readily available

e  Investors seek income
Compression can generate capital gains for existing bondholders.
It can also reduce the compensation available to new investors.

What feels safest can become least rewarding when confidence is already fully reflected in price.

Spread Widening

Spreads widen when investors demand greater compensation.
This may occur when:

*  Growth weakens

e Earnings decline

e  Leverage becomes concerning

e Defaults are expected to rise

e  Liquidity deteriorates

e  Refinancing becomes difficult

. Investors reduce risk

Forced selling appears
Spread widening can produce losses before any issuer defaults.

It can also create future opportunity if prices begin to compensate adequately for plausible credit
losses.
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The Credit Cycle

During an expansion:
e  Financing becomes easier
e Spreads narrow
*  Covenants weaken
e  Leverage increases
*  Lower-quality borrowers gain access
e Defaults remain low

»  Investors accept less compensation

These conditions can make credit appear safest near the point at which underwriting discipline is
becoming weakest.

During contraction:

*  Financing becomes selective

*  Spreads widen

*  Refinancing becomes difficult

. Defaults rise

e Weak borrowers restructure

e Investors demand stronger protection

*  New lending terms improve
Credit becomes visibly risky precisely as prospective returns may begin improving.
This is the credit-cycle paradox:

The easiest credit often contains the weakest future protection.
The most difficult credit environment may begin creating the strongest future terms.

Default Rates Are Lagging Evidence

Defaults frequently rise after financial conditions have tightened and economic activity has
weakened.

By the time defaults become obvious, spreads may already have widened substantially.
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Conversely, spreads may begin narrowing before defaults peak if investors expect conditions to
improve.

CCI therefore does not wait for default data alone.
We examine:

*  Lending standards

° Interest coverage

e Maturity schedules

*  Refinancing activity

*  Distressed exchanges

*  Covenant quality

*  Downgrade trends

e Bank willingness to lend

e  Market access

e  Collateral values

e Spread direction

Investment Grade and High Yield

Investment-grade credit generally carries lower expected default risk and greater sensitivity to
benchmark interest rates.

High-yield credit generally carries greater credit risk and may behave more like equity during
economic stress.

But the distinction is not absolute.
A long-duration investment-grade bond can experience a substantial interest-rate loss.

A short-duration higher-yield bond may have limited rate sensitivity but considerable default and
refinancing risk.

The label does not tell us which risk dominates.
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The CCI Spread Question

CCI asks:
*  What expected loss might the spread need to absorb?
*  How much compensation remains after allowing for default and recovery?
e Is the spread wide because risk is mispriced—or because the risk is genuinely severe?

e Are current defaults low because borrowers are healthy or because refinancing remains
easy?

e Is the market demanding discipline?
e What conditions are required for the spread to remain narrow?

*  How much spread widening can the position tolerate?

A wide spread is not automatically value.

A narrow spread is not automatically safety.
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15. LIQUIDITY, GROWTH AND CREDIT

Fixed income sits directly inside CCI’s Three-Pillar framework.

Liquidity affects the capacity of capital to move.

Growth affects borrower income and repayment capacity.

Credit determines whether lenders are willing and able to extend financing.

The pillars interact continuously.

Liquidity

Supportive liquidity can:

Increase demand for bonds

Improve market functioning

Support refinancing

Reduce funding stress

Encourage investors to accept duration or credit risk
Compress spreads

Lower the cost of capital

Restrictive liquidity can:

Increase required returns

Reduce dealer balance-sheet capacity
Widen bid—ask spreads

Weaken collateral

Trigger forced selling

Challenge refinancing
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*  Increase correlations during stress
Liquidity can affect even high-quality bonds.

A sound claim may temporarily trade at a distressed price when market participants urgently require
cash.

Growth

Stronger growth can improve:
e  Corporate revenue
e Tax receipts
*  Employment
. Household income
*  Borrower quality

e Credit performance

But stronger growth can also:
*  Increase inflation
e Raise policy rates
e Lift real yields
*  Reduce the value of long-duration bonds
*  Encourage additional borrowing
e  Weaken future underwriting standards

Weakening growth can support high-quality duration if inflation falls and investors expect easier
policy.

The same slowdown can damage lower-quality credit by weakening cash flows and increasing
default risk.

Capital Cycle Intelligence 71 of 148 Rosetta Stone Series - Fixed Income



Credit

Credit conditions determine:
*  Who can borrow
*  How much they can borrow
e At what price
e Under which protections
*  For how long
*  Whether existing debt can be refinanced
Easy credit may support bond prices and suppress near-term defaults.
It can also finance leverage, acquisitions and weak projects that create future vulnerability.

Restrictive credit can cause immediate stress while eventually improving discipline and new
lending terms.

Confirmation

When liquidity, growth and credit all improve, spreads may compress and defaults may remain
contained.

But stronger growth and easier credit can also increase inflation and eventually provoke tighter
policy.

Confirmation is supportive.

It is not permanent.

Divergence

The pillars often disagree.

Examples include:
e  Liquidity improves while growth remains weak.
e  Growth remains resilient while credit tightens.
e Policy eases while lenders remain cautious.

*  Credit expands while liquidity becomes less supportive.

Capital Cycle Intelligence 72 of 148 Rosetta Stone Series - Fixed Income



e Growth weakens while inflation prevents meaningful easing.
Divergence can reveal transition.

It can also cause different parts of fixed income to behave differently.

Sequence

Sequence matters.
If liquidity improves before credit and growth stabilise, high-quality duration may respond first.

If credit deteriorates before growth weakens, spreads may signal vulnerability before economic data
confirms it.

If growth accelerates before inflation has normalised, longer-term yields may rise despite improving
borrower cash flows.

Transmission

CClI asks:
*  Which pillar moved first?
e Through which channel should the change travel?
*  Which issuers and instruments are most exposed?
*  What evidence would confirm transmission?

*  What evidence would show that the expected transmission is failing?

The Three Pillars define the environment.

They do not make the final investment decision.
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16. THE CAPITAL CYCLE IN FIXED
INCOME

The capital cycle operates within fixed income through the supply and availability of credit.

When lending produces attractive returns and defaults remain low, more capital is drawn into the
market.

Competition among lenders can change the terms offered to borrowers.

Capital Scarcity

Following a period of losses or financial stress:
. Lenders withdraw
e Credit standards tighten
e Spreads widen
*  Covenants strengthen
e Weak issuers lose market access
e New issuance declines
e Refinancing becomes difficult

e (Capital becomes selective

This environment can be painful for existing borrowers.
It can also improve the prospective economics of new lending.
Investors may receive:

e  Higher yields

e Stronger protections

o Better collateral

Capital Cycle Intelligence 74 of 148 Rosetta Stone Series - Fixed Income



Lower leverage

Greater lender control

Scarcity can create opportunity.

It does not make every distressed borrower viable.

Recovery

As economic conditions stabilise:

Defaults may stop accelerating

Market access returns for stronger issuers
Spreads begin narrowing

Refinancing improves

Investors regain confidence

Existing discounted bonds may appreciate

The healthiest period may occur when conditions are improving but lending discipline remains

intact.

Expansion

Strong returns attract capital.

Lenders compete by offering:

Lower spreads

Larger loans

Longer maturities

Weaker covenants

Lower-quality collateral requirements
Greater leverage

More borrower-friendly documentation

The quantity of credit expands.

The future compensation for risk declines.
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Excess

Excess appears when the availability of credit weakens the quality of lending.
Capital may finance:

e  Unsustainable leverage

e Speculative acquisitions

e  Weak business models

e Distributions unsupported by cash flow

*  Projects requiring permanently favourable conditions

e  Refinancing without genuine balance-sheet repair
Low defaults can encourage investors to believe the risk has disappeared.

In reality, easy refinancing may merely be postponing its recognition.

Contraction

A change in rates, growth, liquidity or confidence can reverse the feedback loop.
Borrowers face:

e Higher interest costs

e Reduced market access

e  Falling collateral values

. Shorter maturities

e Stricter terms

*  Forced asset sales

e Restructuring

e Default

Lenders rediscover distinctions that were ignored during the expansion.
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Renewal

Defaults and restructurings remove or reduce unsustainable obligations.
New capital enters on stronger terms.

Borrowers reduce leverage.

Investors demand greater compensation.

Where viable economic activity remains, the credit system begins to repair.

The Supply of Bonds Matters

Fixed-income returns are affected not only by demand for bonds but also by the supply of debt
entering the market.

Large issuance can require higher yields if investors need greater compensation to absorb it.
Limited issuance can support existing securities when demand remains strong.
Supply may come from:

*  Government deficits

e  Corporate refinancing

e Acquisition financing

e  Property development

*  Financial institutions

. Securitisation

e Private-credit origination

CClI asks:

What is today’s demand for yield allowing borrowers to finance?
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The CCI Fixed-Income Capital-Cycle Principle

High yields do not always mean capital is scarce.

They may reflect rising risk.

Low yields do not always mean the issuer is safe.

They may reflect excessive competition among lenders.
The central question is:

How is the availability of credit changing borrower behaviour, contractual protection and the
return available to the lender?
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17. NATURAL HABITATS ACROSS
MARKET REGIMES

Fixed income does not possess one natural habitat.

Different instruments respond to different combinations of growth, inflation, liquidity and credit.

Slowing Growth and Falling Inflation

This environment may support high-quality government bonds because:
*  Policy expectations may ease
e Nominal yields may decline
*  Real yields may fall
*  Demand for defensive assets may increase

The support can be weaker if government supply, fiscal concerns or inflation uncertainty keep long-
term yields elevated.

Recession and Credit Stress

During severe growth weakness:
e High-quality sovereign bonds may benefit from falling rates and demand for liquidity.
e Lower-quality corporate bonds may suffer from wider spreads and rising defaults.
e Securitised credit may weaken if collateral performance deteriorates.

e Cash may become valuable as optionality.

Market liquidity can temporarily deteriorate across otherwise different instruments.
“Bonds” cannot be treated as one trade.

Duration exposure and credit exposure may move in opposite directions.
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Improving Liquidity and Early Recovery

As liquidity improves and contraction begins to stabilise:

High-quality duration may already have appreciated.
Credit spreads may begin narrowing.

Distressed but viable borrowers may recover.
Refinancing access may return.

Investors may move from safety towards credit risk.

The strongest returns may come from the exposures most sensitive to improvement.

They may also carry the greatest risk if the recovery fails.

Strong Growth and Controlled Inflation

This environment can support corporate credit because:

Revenue and cash flow improve
Defaults remain low
Borrower quality strengthens

Spreads may compress

But strong growth may raise benchmark yields and reduce the value of long-duration fixed
payments.

Shorter-duration credit may respond differently from long-duration government bonds.

Accelerating Inflation

Accelerating inflation may challenge conventional fixed-rate bonds by:

Reducing real purchasing power
Increasing required nominal yields
Encouraging tighter policy

Raising duration losses

Inflation-linked bonds may become more supportive if realised inflation exceeds what was priced.
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Credit outcomes depend on whether borrowers can increase nominal revenue faster than their costs
and interest burdens.

Stagflation

Weak growth combined with persistent inflation can be especially difficult.
e Conventional duration may not receive the support normally associated with weak growth.
*  Borrower cash flows may weaken.
e  Policy may remain restrictive.
e Credit spreads may widen.
e Real returns may remain poor.

The normal diversification relationship between high-quality bonds and risk assets can weaken.

Disinflation Without Recession

A decline in inflation accompanied by resilient growth may support both:
*  High-quality duration through lower inflation pressure
e Corporate credit through stable borrower cash flows

This can be a favourable environment.

Its attractiveness still depends on starting yields and spreads.

Financial Repression or Negative Real Rates

Policy and regulation may keep nominal yields below inflation for an extended period.
Borrowers may benefit from declining real debt burdens.
Lenders may preserve nominal capital while losing purchasing power.

Safety in currency terms can conceal loss in real terms.
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The Initiating Shock Matters

A decline in yields caused by falling inflation differs from one caused by financial panic.

A widening spread caused by temporary illiquidity differs from one caused by permanent
deterioration in payment capacity.

A steepening curve caused by improving growth differs from one caused by weakening monetary
credibility.

The regime label is not enough.
CCI asks:

What caused the environment—and how does that cause travel through the instrument?
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18. VALUING FIXED INCOME AND
READING EXPECTATIONS

Fixed-income valuation begins with contractual cash flows.
It does not end there.

The investor must determine whether the current price provides adequate compensation for the
uncertainty surrounding those cash flows.

Discounted Cash Flows

A conventional bond can be valued by discounting each expected payment at a rate appropriate to
its:

e Timing

e Currency

e Creditrisk

e Liquidity

e Seniority

*  Embedded options

e Market environment
For a government bond, much of the analysis may focus on rates, inflation and term premium.
For a corporate bond, the analysis must also consider credit spread and expected loss.

For a securitised instrument, the timing of cash flows may depend on prepayments and collateral
performance.
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Starting Yield

Starting yield is an important component of prospective fixed-income return.
A higher yield can provide:

*  More income

e  QGreater capacity to absorb moderate adverse price movement

e  Improved prospective return if payments occur as expected

But a high yield may be warning that:
e Default risk is elevated
e  Liquidity is weak
. Duration is substantial
e Inflation is expected
e The structure is complex

e The market doubts repayment

Yield is potential compensation.

It is not proof of value.

Carry

Carry is the income earned from holding the position over time, adjusted according to the analytical
context for financing or hedging costs.

Positive carry can support returns while conditions remain stable.

It can also encourage investors to retain risk after the underlying thesis weakens.

Roll-Down

Roll-down may contribute to return as a bond ages along an upward-sloping curve or spread
structure.
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It depends on the curve remaining sufficiently stable.
Carry and roll-down can be overwhelmed by:

e  Rate increases

e  Spread widening

. Default

e  Liquidity loss

. Adverse currency movement

Expected Loss

For credit instruments, expected loss can be organised conceptually as:
Probability of default x Loss given default

Loss given default depends on recovery.

This framework is useful.

It should not create false precision.

Defaults often cluster during adverse economic conditions, precisely when recoveries and liquidity
may also weaken.

Spread Compensation

The relevant question is not simply whether a spread is wide.
Itis:

How much spread remains after allowing for plausible default loss, liquidity, volatility, transaction
costs and uncertainty?

A spread may look attractive compared with its history while remaining inadequate for a structural
deterioration in the issuer.

Relative Value

Fixed-income investors frequently compare:

Capital Cycle Intelligence 85 of 148 Rosetta Stone Series - Fixed Income



. One issuer with another
. One bond from the same issuer with another
*  One maturity with another
. Secured with unsecured debt
*  Fixed with floating rates
. Nominal with inflation-linked bonds
e Public with private credit
*  Domestic with foreign-currency debt
Relative value can reveal inconsistency.
It cannot establish that either instrument is attractive in absolute terms.

Two overvalued bonds can still be cheap relative to one another.

Scenario Analysis

CCI considers several plausible outcomes.
For each scenario, ask:

*  What happens to benchmark yields?

e What happens to the curve?

e What happens to credit spreads?

e Can the issuer refinance?

e What happens to inflation?

e  What cash flows are received?

*  What recovery may be available?

*  How liquid is the instrument?

*  What portfolio role does it perform?

A fixed-income scenario should consider both:

. The destination
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The path required to reach it

Expectations Embedded in Yield

The yield may imply assumptions about:

Inflation
Policy
Default
Recovery
Liquidity
Refinancing
Volatility

Future short-term rates

CCI asks:

What must go right for this yield to be earned —and what has the market already allowed to
go wrong?

Margin for Error

A bond offers a margin for error when its price and contractual protection provide adequate
compensation across a range of plausible outcomes.

The margin may come from:

High-quality cash flows
Shorter duration

Strong collateral
Seniority

Covenants
Conservative leverage

A wide spread
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e Adiscounted price
e Strong liquidity
No single feature is sufficient.

Protection comes from the combination.
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19. RISK, FAILURE MODES AND
PERMANENT IMPAIRMENT

Fixed-income risk extends beyond the possibility that quoted prices fluctuate.

The central question is whether the investor can receive an adequate real return and recover the
capital under the contract.

Interest-Rate Risk

Rising required yields reduce the market value of existing fixed payments.

The risk increases with duration and can be substantial even when the issuer is exceptionally
creditworthy.

Inflation Risk

Inflation reduces the purchasing power of nominal payments.

A bond can repay every currency unit promised while permanently impairing the investor’s real
wealth.

Credit and Default Risk

The issuer may delay, reduce or fail to make interest or principal payments.
Default can result in:

e Restructuring

e Maturity extension

e Coupon reduction

e Principal loss

e Conversion into equity

e  Prolonged legal proceedings
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Spread Risk

A bond can decline because investors demand greater credit compensation even if default never
occurs.

Spread widening may reflect changing fundamentals, liquidity or risk appetite.

Liquidity Risk
The investor may be unable to sell the bond promptly at a reasonable price.

Liquidity often appears strongest when it is least needed and weakest during stress.

Reinvestment Risk

Coupons or returned principal may need to be reinvested at lower rates.

Callable bonds can intensify this risk because the issuer may return capital when comparable yields
have declined.

Call and Extension Risk

Call risk arises when the issuer repays earlier than the investor expected.

Extension risk arises when expected repayment or prepayment occurs later, leaving the investor
exposed for longer during an adverse rate environment.

Refinancing Risk

The issuer may depend on replacing maturing debt.

Market access can disappear before the underlying business has time to adapt.

Currency Risk

Exchange-rate movement can overwhelm the bond’s local return.

The issuer may also face currency mismatch if debt is denominated in a currency different from its
revenues.
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Structural Risk

The investor may misunderstand:
e The issuing entity
e Seniority
e  Collateral
*  Guarantees
e Payment waterfalls
*  Embedded leverage
. Derivative exposure
e Subordination

A familiar issuer name can conceal a weak legal claim.

Covenant Risk

Weak documentation may allow the issuer to:
*  Add senior debt
. Transfer assets
*  Increase distributions
e Weaken collateral

e  Restructure around existing creditors

The economic risk can change without an immediate missed payment.

Sovereign and Policy Risk

Governments can alter:
. Taxes
e Capital controls
e Currency convertibility

*  Financial regulation

Capital Cycle Intelligence 91 of 148

Rosetta Stone Series - Fixed Income



*  Index methodology
. Payment terms
. Creditor treatment

A government’s capacity to influence the system can support repayment or impair the investor.

Fund and Vehicle Risk

A fund introduces risks beyond the underlying bonds:
. Fees
e Liquidity mismatch
*  Forced selling
e Tracking differences
e Derivatives
. Leverage
e Manager decisions
e  Fund-flow effects

The vehicle changes the path.

False Stability

Some fixed-income instruments appear stable because they trade infrequently or are valued through
models.

Low observed volatility is not the same as low economic risk.

Permanent Impairment
Permanent impairment may occur through:
e Default
*  Inadequate recovery
e Unrecoverable inflation loss
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e Currency collapse

*  Forced sale

. Structural subordination

e  Fraud

*  Legal unenforceability

e  Unsustainable refinancing
*  Excessive fees or leverage

*  Holding a nominal claim through prolonged financial repression

The CCI Survival Test

Before allocating, ask:
. Can the issuer survive?
. Can the instrument survive?
. Can the investment vehicle survive?
e Can the portfolio survive?

*  Can I remain invested through the plausible path?

A correct long-term view is insufficient if the structure

removes the time required for it to become correct.
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20. THE CCI VIEW OF FIXED INCOME

CCI approaches fixed income as a market of promises, prices and probabilities.

Our institutional view rests on the following principles.

1. Fixed Income Does Not Mean Fixed Outcome

The contract may specify payments.

The realised return remains exposed to rates, inflation, credit, liquidity, currency and execution.

2. Begin With the Claim

Identify:
e  The legal issuer
e The promised payments
e The maturity
. The currency
. The seniority
e The security
e  The covenants
e The embedded options

The label “bond” is not enough.

3. Yield Is Compensation, Not a Gift

A higher yield ordinarily asks the investor to accept more risk, uncertainty or illiquidity.

The task is to determine whether the compensation is adequate.
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4. The Coupon Is Not the Return

Price, reinvestment, default, spread movement, currency and costs all affect the outcome.
5. Duration Is an Allocation Decision

Interest-rate sensitivity should be held for a reason connected to the mandate.

It should not enter the portfolio accidentally.

6. Credit Is About Capacity, Willingness and Time

The issuer must possess the resources, intention and financing runway required to pay.
7. Refinancing Is a Dependency

Debt that cannot be repaid from internal resources depends on the future willingness of capital
markets. That dependency should be treated as part of the investment thesis.

8. Spreads Are Prices, Not Predictions

Wide spreads can provide opportunity or warn of genuine impairment. Tight spreads can reflect
quality or inadequate compensation.

9. The Capital Cycle Shapes Credit Quality

Abundant capital can weaken underwriting and finance future excess. Capital scarcity can create
distress while restoring future discipline.

10. Seniority Must Be Verified

A senior label does not reveal the issuing entity, structural subordination, collateral quality,
guarantees or claims elsewhere in the group.

11. Recovery Matters as Much as Default Probability

Two instruments issued by the same borrower can produce very different losses.

12. Inflation Can Create Loss Without Default

Receiving every promised currency unit does not guarantee the preservation of purchasing power.

13. Liquidity Should Be Assessed Before It Is Needed

The ability to sell during ordinary conditions does not establish the price available during stress.

14. High-Quality Bonds and Risky Credit Are Different Assets

Government duration may diversify a growth shock. Lower-quality credit may behave more like
equity because both depend on resilient cash flows and functioning financing markets.
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15. The Vehicle Changes the Exposure

An individual bond, fund, private-credit vehicle and derivative can express related views while
creating materially different risks.

16. Holding to Maturity Does Not Eliminate Risk

It may reduce concern about interim price volatility when the issuer pays and the capital is not
needed. It does not remove default, inflation, reinvestment, currency, opportunity cost or the
possibility that circumstances force a sale.

17. Macro Context Is Not a Credit Thesis

A supportive rate environment cannot repair an insolvent borrower, weak collateral, poor covenants,
structural subordination or an inadequate starting yield.

18. Income Should Never Be Mistaken for Safety

A high distribution may represent genuine return. It may also be compensation for risk, return of
capital or a warning that the market doubts the payments will endure.

19. Interest Rates Must Be Understood by Cause

A change in yields cannot be interpreted properly without understanding whether it reflects growth,
inflation, monetary policy, fiscal credibility, liquidity or risk appetite. Similar rate movements can
therefore carry very different implications.

20. The Promise Must Be Worth the Price

A strong contractual promise can still be a poor investment when its price leaves insufficient
compensation for duration, inflation, credit, liquidity and uncertainty.
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PART III

RESEARCHING AND APPLYING
FIXED INCOME
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Researching and Applying Fixed Income

Fixed income can perform valuable roles within a portfolio.

It can provide income, liquidity, capital preservation, liability matching, diversification and
exposure to changing interest-rate or credit conditions.

But the category does not earn a portfolio position merely because it is conventionally described as
defensive.

A short-term government bill, long-duration sovereign bond, investment-grade corporate bond,
distressed credit instrument, mortgage-backed security and private loan may all sit beneath the
fixed-income label while behaving very differently.

Before allocating, return to Question Zero:

What is this capital required to do?

Only then should the member decide:
*  Which fixed-income role is required
e  Which risks are acceptable
e Which issuer can support the promise
*  Which instrument best expresses the objective
e  Whether the yield adequately compensates for uncertainty

e How the exposure fits within the portfolio
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21. POTENTIAL PORTFOLIO ROLES

A fixed-income allocation should possess a clearly defined purpose.

The role determines which instruments, maturities and risks belong in the research process.

Income

Fixed-income securities can provide contractual interest payments.

Income may be:

Fixed

Floating

Inflation-linked

Accrued until maturity

Dependent on collateral cash flows

Contingent on specified conditions

The amount distributed should not be confused with the economic return.

Ask:

What creates the income?

Is it contractually required?

Can it be deferred or cancelled?

Is the issuer generating sufficient cash?

Is the yield partly compensation for expected loss?
What purchasing power might the income retain?

At what rate can the payments be reinvested?
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Income is a source of return.

It is not proof of safety.

Capital Preservation

High-quality, short-duration fixed-income instruments may help preserve nominal capital when:

The issuer is resilient

Duration is limited

Liquidity is strong

The instrument is held through maturity
The currency remains appropriate

The yield provides adequate compensation

Capital preservation must be defined carefully.

It may mean preserving:

Nominal value

Real purchasing power

Value in a chosen currency
Capital over a specific horizon

Capital accessible for a known obligation

An instrument can preserve nominal principal while losing purchasing power through inflation or
currency depreciation.

Liquidity and Near-Term Funding

Short-duration instruments can hold capital required for:

Capital Cycle Intelligence

Known expenses
Portfolio distributions

Emergency reserves
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Future investment
Collateral

Tactical flexibility

Liquidity is not simply the ability to sell.

It includes:

The speed of access
Price stability

Market depth
Settlement
Counterparty reliability

Behaviour during stress

Capital required at a known date should not depend on favourable
market conditions being available when that date arrives.

Liability Matching

Fixed-income cash flows can be aligned with future obligations.

The investor may seek to match:

Timing

Currency

Duration

Inflation sensitivity

Payment amount

Examples may include:

Education costs

Retirement spending
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Matching does not require predicting every market movement.

Property settlements
Business obligations

Institutional liabilities

It seeks to ensure that appropriate assets mature or pay when the capital is needed.

Diversification

High-quality government bonds may diversify some equity and growth risks, particularly when

falling growth and disinflation lead to declining yields.

This relationship is conditional.

Equities and bonds can decline together when:

Inflation rises unexpectedly

Real yields increase

Monetary policy becomes restrictive

Term premia rise

Government borrowing pressures the market

Investors demand liquidity across assets

Diversification must rest on an economic mechanism—not a historical correlation alone.

Deflation and Growth-Shock Protection

Long-duration, high-quality nominal bonds may benefit when:

Growth deteriorates

Inflation expectations fall

Policy rates are expected to decline
Investors seek safety

Required long-term yields fall
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This role comes with meaningful duration risk.

The same exposure can perform poorly during inflationary or fiscal shocks.

Inflation Sensitivity

Inflation-linked bonds can help preserve value relative to the inflation index specified in the
contract.

They may suit capital whose future use is sensitive to general price changes.

They remain exposed to:

Real yields
Market price
Liquidity
Indexation design
Tax

Differences between official inflation and the member’s own expenses

Inflation protection should be assessed against

the liability it is intended to protect.

Credit Exposure and Return Enhancement

Corporate, high-yield, securitised and private credit may offer additional return above high-quality
government securities.

That additional return may compensate for:

Default

Recovery uncertainty
Mliquidity
Complexity

Leverage
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e  Structural risk
*  Exposure to the economic cycle
Credit can enhance portfolio return.

It can also duplicate equity risk when both depend on healthy corporate cash flows and functioning
capital markets.

Interest-Rate or Curve Exposure

An investor may hold fixed income because they expect:
*  Yields to fall
*  Yields to rise less than the market expects
° The curve to steepen
e The curve to flatten
*  Real yields to change

e Inflation expectations to change

This is an active view, not simply an income allocation.
It should include:

. A time horizon

*  Adefined expression

. An alternative scenario

* A measure of duration risk

*  Evidence that would invalidate the interpretation

Optionality
A liquid fixed-income allocation can create optionality.

It may allow the member to:

*  Meet obligations without selling volatile assets

Capital Cycle Intelligence 104 of 148 Rosetta Stone Series - Fixed Income



e  Rebalance during market stress
* Invest when prospective returns improve
*  Reduce dependence on external financing

e Wait for better opportunities

Optionality has value even when it does not

produce the portfolio’s highest return.

Its value depends on what it allows the member to avoid or pursue.
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22. BUILDING A FIXED-INCOME
EXPOSURE

A fixed-income allocation is not one decision.
It is a collection of choices concerning:

. Issuer

J Instrument

e Maturity

. Duration

e Credit quality

. Currency

e Liquidity

. Structure

*  Vehicle

. Position size

Each choice should connect to the mandate.

Begin With the Required Outcome

Ask:
e Isthe capital needed at a known date?
e Is dependable income required?
e Is the objective nominal or real preservation?
e Is the exposure intended to diversify growth risk?
e [Is the member expressing a view on interest rates?

e Is additional credit return being pursued?
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How much volatility can the capital tolerate?

How much permanent loss can the mandate withstand?

The answer narrows the investment universe.

Direct Bonds or a Fund

An individual bond can provide:

Defined contractual terms

A known maturity
Instrument-level control

The ability to match a liability

The option to hold through temporary volatility

It also requires:

Issuer research
Instrument analysis
Execution
Diversification
Monitoring
Reinvestment

Management of maturities and calls

A bond fund can provide:

Diversification
Professional management
Easier access

Automatic reinvestment

Exposure to a defined segment
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But most bond funds do not mature on one date or promise to return a predetermined principal
amount.

The investor owns units in a changing portfolio.

The correct choice depends on the purpose.

Maturity Ladders

A ladder allocates capital across a sequence of maturities.
As each security matures, the proceeds may be:

e Used

. Reinvested

*  Extended to the far end of the ladder

. Allocated elsewhere

A ladder can help manage:

*  Reinvestment timing

Liquidity

Interest-rate uncertainty
*  Known future obligations

It does not remove credit or inflation risk.

Bullet Portfolios

A bullet structure concentrates maturities around a particular date or narrow period.
It may suit a known future liability.
The concentration creates a clear horizon but can increase dependence on:

*  One maturity period

. The selected duration
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*  Conditions affecting the chosen securities

Barbell Portfolios

A barbell combines shorter- and longer-maturity exposures while holding less in the middle.
It may provide:

*  Near-term liquidity

*  Long-duration exposure

e  Flexibility

* A particular curve expression

Its behaviour can differ substantially from a portfolio with a similar average maturity concentrated
in intermediate bonds.

Average statistics should not conceal the distribution beneath them.

Duration Budget

Duration should be treated as a finite portfolio resource.

Ask:
*  How much value might be lost if yields rise?
*  How much might be gained if they fall?
*  Does the duration match the time horizon?
e s duration concentrated in one part of the portfolio?
e Is the member relying on duration for diversification?
e What happens if inflation remains persistent?

Duration should be owned deliberately.

Credit Diversification

Owning many bonds does not guarantee diversification.

Several instruments may share exposure to:
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e  The same issuer

. The same parent company
*  One industry

e One property market

*  One commodity

*  One currency

*  One refinancing window

*  One collateral pool

*  One economic regime

Diversification should be assessed across repayment drivers.

Maturity Diversification

A portfolio can appear diversified by issuer while facing a concentrated maturity wall.
Ask:

e How much principal returns each year?

*  When must reinvestment occur?

e Are several issuers refinancing simultaneously?

e Does the portfolio depend on one future rate environment?

Currency Exposure

Foreign fixed income combines bond and currency risk.
The currency decision should be explicit.
Ask whether the exposure is:

e  Part of the intended return

e  Hedged

e  Partially hedged

*  Matched to a future foreign-currency obligation
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Hedging can reduce currency volatility while introducing costs, counterparties and rollover

requirements.

Liquidity Tiers

A portfolio can organise fixed income into liquidity tiers:
* Immediately accessible capital
*  Securities expected to remain liquid in normal markets
. Longer-horizon instruments

e  Illiquid or private credit

The allocation to each tier should reflect the likelihood that capital will be required.

Position Size

Position size should consider:
e Default potential
. Recovery
. Duration
e Spread volatility
e  Liquidity
e  Currency
. Complexity
e  Correlation
e Portfolio role

*  Confidence in the analysis

A small distressed-credit position may contribute more portfolio risk than a larger allocation to

short-duration government securities.

Capital weight and risk contribution are not the same.
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23. THE CCI FIXED-INCOME RESEARCH
HIERARCHY

CClI researches fixed income through a deliberate hierarchy:
System — Regime — Sector — Issuer — Instrument — Valuation — Portfolio

Each layer answers a different question.

System

What broad monetary, fiscal, legal and financial structures govern the claim?
Consider:

e Currency

. Monetary system

e Legal enforceability

. Market infrastructure

. Settlement

e Policy institutions

e Capital controls

e Creditor protections

Regime

What environment is being created by:
e Liquidity
*  Growth

o Credit
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e Inflation

*  Policy

e  Capital flows
Which force is dominant?

Which is changing?

Sector

How does the borrower’s sector create and consume capital?
Ask:

e Isitcyclical?

e Isitregulated?

e  Is it capital-intensive?

*  Does it depend on refinancing?

e What is happening to supply and competition?

*  Where does it sit within its capital cycle?

Issuer

Can and will the legal borrower honour the obligation?
Assess:

e Cash generation

. Leverage

e  Coverage

* Liquidity

*  Asset quality

e Maturity schedule

e  Management behaviour

*  Access to capital
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Political or institutional willingness to pay

Instrument

What exactly does the contract provide?

Examine:

Coupon

Maturity

Currency

Seniority

Security
Covenants
Guarantees

Call or put features
Governing law

Structural subordination

Valuation

Does the yield and price compensate for:

Duration

Inflation

Credit loss
Liquidity
Embedded options
Currency
Complexity

Uncertainty
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Portfolio

What role will the exposure perform?
Ask:
*  What existing risk does it diversify?
*  What risk does it duplicate?
*  How much duration and credit risk does it add?
e Is the liquidity appropriate?
*  What position size respects the downside?

The hierarchy prevents a compelling yield from becoming the beginning and end of the analysis.
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24. HOW CCI RESEARCHES A FIXED-
INCOME INVESTMENT

CCI moves from mandate to system, from borrower to contract and from contract to portfolio.
Before opening an individual Fixed-Income Deep Dive, ask:

What must happen for every promised payment to be received with an adequate real return—and
what could prevent that outcome?

Step One — Return to Question Zero

Define:
e Objective
J Time horizon
e  Income requirement
*  Liquidity requirement
. Currency
*  Risk capacity
. Risk tolerance

e Risk requirement

Step Two — Identify the Exact Claim

Record:
e Issuer
e Legal entity
e Security identifier

e Currency
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e Coupon

e Payment frequency
e Maturity

e Seniority

. Security

. Guarantees

e Covenants

*  Embedded options

Do not research the brand while owning the obligation of a different legal entity.

Step Three — Understand the Use of Proceeds

Ask whether the borrowing finances:
e Productive investment
*  Working capital
e  Refinancing
e Acquisitions
e Distributions
e Share repurchases
*  Losses
*  Speculative expansion

The purpose reveals what future payment capacity the debt may —or may not—help create.

Step Four — Map the Sources of Repayment
Determine whether repayment depends on:

*  Operating cash flow

e  Taxation

*  Dedicated revenue
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Asset sales

Collateral

Refinancing

Government support
External currency reserves

A structured pool of assets

A credible source of repayment should be identified before relying on it.

Step Five — Analyse the Issuer

For a company, examine:

Business model
Revenue durability
Margins

Cash flow

Capital expenditure
Working capital
Leverage

Coverage

Liquidity
Management

Industry conditions

For a government or public issuer, examine:

Revenue and taxation
Expenditure
Debt burden

Currency

Capital Cycle Intelligence 118 of 148

Rosetta Stone Series - Fixed Income



Step Six — Examine the Debt Structure

Map:

External balances
Institutions
Political incentives
Monetary flexibility
Demographics

Economic structure

Total debt

Secured and unsecured claims
Subsidiary and parent debt
Guarantees

Revolving facilities

Leases

Pensions

Off-balance-sheet commitments

Near-term maturities

Ask which obligations sit ahead of the instrument.

Step Seven — Stress the Cash Flows

Consider:

Revenue decline
Margin compression
Higher interest costs
Currency depreciation

Lower collateral values
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e Reduced refinancing access

e  Increased capital expenditure
. Economic contraction

. Regulatory change

Do not rely solely on the issuer’s most favourable historical period.

Step Eight — Assess Refinancing

Ask:
e  Which obligations mature?
e When?
. What must be refinanced?
e At what likely cost?
*  Which markets must remain open?
e What happens if refinancing is unavailable?
e Which assets could be sold?

*  How much flexibility exists?

Step Nine — Analyse the Contract
Review:

e Indenture or governing agreement

*  Prospectus or official statement

e  Covenant package

e Security documents

. Guarantees

. Call schedule

e  Events of default

*  Amendment provisions
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. Recovery rights

The investment thesis must reflect the legal claim actually owned.

Step Ten — Estimate Recovery

In a downside scenario:
e What assets remain?
*  What are they worth during distress?
. Which creditors rank ahead?
e What costs reduce the estate?
*  How long might recovery take?
*  Which jurisdiction governs enforcement?
e Could the claim be converted or extended?

A conservative recovery analysis provides a foundation for judging permanent-loss risk.

Step Eleven — Read the Regime

Assess:
e Liquidity
. Growth
e Credit
e Inflation
*  Policy
. Yield-curve shape
e Market functioning
*  Issuance conditions

Determine which force matters most to the instrument.
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Step Twelve — Locate the Capital Cycle

Ask:

Is lending capital abundant or scarce?

Are covenants weakening or strengthening?
Is leverage rising?

Are spreads compensating investors?

Is refinancing extending weak economics?
Are defaults beginning to remove excess?

Is discipline returning?

Step Thirteen — Decompose the Yield

Estimate what the yield compensates for:

Reference rates
Inflation

Term premium
Expected loss
Credit uncertainty
Liquidity

Options

Currency

Structure

A large number is not analysis.

Step Fourteen — Compare Alternatives

Compare the instrument with:

Other bonds from the issuer

Similar borrowers
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*  Government securities
. Loans

*  Adjacent maturities

e (Cash

e Inflation-linked bonds
Equity

. Other asset classes

Every allocation carries an opportunity cost.

Step Fifteen — Build Scenarios

Develop:
e Upside
Central

. Downside

e Severe but plausible stress

Estimate the implications for:

e Yield

*  Price

. Income

e Spread

e Default

. Recovery

e Liquidity

. Currency
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Step Sixteen — Choose the Expression

Decide whether the view is best expressed through:

An individual bond

A fund

A ladder

A target-maturity vehicle

A diversified mandate

No allocation

Step Seventeen — Apply the CCI Decision Framework

Return to:

Capital Cycle Intelligence

Mandate
Ownership
Thesis
Regime
Capital cycle
Valuation
Risk
Position size
Portfolio role
Monitoring

Invalidation

Research becomes an allocation only after the

complete decision process has been followed.
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25. SOURCES OF FIXED-INCOME
RESEARCH EVIDENCE

Fixed-income research should begin with evidence closest to the legal claim and repayment source.

Offering Documents

Depending on the instrument, these may include:

Prospectus

Offering memorandum
Official statement
Indenture

Trust deed

Loan agreement
Security agreement

Covenant documentation

These establish the contractual terms.

Corporate Filings

For public companies, relevant evidence may include:

Annual reports

Periodic financial reports
Material-event disclosures
Debt footnotes

Cash-flow statements
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e Maturity schedules

b Management commentary

Publicly registered US corporate-bond offering documents and company filings can be researched

through the SEC’s EDGAR system.

Issuer Presentations and Calls

These can provide:
e  Strategy
*  Financing plans

e  Liquidity information

*  Capital-allocation intentions

e Management explanations

They should be tested against filings and cash flow.

Management is an interested party.

Government and Sovereign Sources

Evidence may include:
*  Budgets
° Debt-management reports
e Central-bank releases
e Fiscal accounts
. External-reserve data
. Inflation reports
*  Maturity schedules
. Auction results

e Statistical-agency data

Capital Cycle Intelligence
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Municipal and Public-Issuer Disclosures

Municipal research may require:
. Official statements
e Continuing disclosures
e  Budgets
*  Revenue data
*  Pension obligations
e Demographics
*  Project performance
*  Event notices

In the United States, the MSRB’s EMMA system provides public access to municipal offering
documents, continuing disclosures and trade information.

Market Transaction Data

Fixed-income markets can be less transparent than listed equity markets.
Where available, examine:

e Recent trade prices

e Trade size

e  Bid-ask spreads

e Yield

e Dealer quotations

e  Trading frequency

FINRA’s TRACE system provides public transaction information for eligible US fixed-income
securities, including corporate bonds.

A displayed quote should be compared with actual transactions where possible.
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Credit Ratings

Ratings can provide:

e External credit assessment

e Peer comparison

*  Rating methodology

*  Potential downgrade or upgrade triggers
Use them as evidence.

Do not treat them as the thesis.

Covenant and Legal Analysis

Specialist legal analysis may be necessary when:
e Structures are complex
e Collateral is important
e Several entities are involved
e Covenants allow value transfer
e Restructuring risk is material

e  Enforcement crosses jurisdictions

Fund Documents

For a fund, examine:
. Mandate
. Benchmark
Holdings
. Duration
e Credit-quality distribution
e  Currency

. Derivatives
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. Leverage

*  Liquidity

. Fees

e Distribution policy
*  Redemption terms

e Tracking differences

The fund name may describe its marketing category

more broadly than its economic exposure.
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26. THE MEMBER’S FIXED-INCOME
RESEARCH CHECKLIST

Mandate

*  What is this capital required to do?

e When might it be needed?

o Is the objective income, liquidity, preservation, diversification or return enhancement?
e Is the target nominal or real?

e  Which currency matters?

e What are my risk capacity, tolerance and requirement?

Ownership

e  What precise instrument do I own?

e Which legal entity owes the money?

e What rights does the contract provide?
. How is the investment held?

o Which intermediaries sit between me and the issuer?

Cash Flows

e What payments are promised?

*  When are they due?

*  Are they fixed, floating, linked or contingent?
e Can payments be deferred?

o Can the instrument be called, converted or extended?
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Repayment
*  What is the source of interest payments?
e What is the source of principal repayment?
*  Does repayment depend on refinancing?
*  Which assets or revenues support the claim?

e (Can the issuer obtain the required currency?

Issuer

e Is cash flow durable?

e How cyclical is the borrower?

*  What leverage exists?

*  What interest and fixed-charge coverage exists?
*  How much liquidity is available?

*  What obligations are not obvious from headline debt?

Capital Structure
*  Where does the bond rank?
. What debt sits ahead of it?
e Isitsecured?
*  Which assets support it?
e Is it structurally subordinated?

*  Which guarantees apply?

Covenants

. What behaviour is restricted?

. Can additional secured debt be issued?
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e (Can assets or cash move away from creditors?

o What constitutes default?

. What remedies exist?

e (Can terms be amended without my consent?

Maturity and Refinancing

*  When does this bond mature?

e What other obligations mature nearby?
e What must be refinanced?

*  What happens if markets close?

e Does the issuer have alternative liquidity?

Duration and Rates

J ‘What is the duration?

*  How might the price respond to changing yields?

e Which part of the curve matters?

e Is the exposure nominal or inflation-linked?

*  What rate movement is already priced?

Credit

e What could cause default?

*  How likely is that path?

*  What might be recovered?
How long could recovery take?

*  What could cause a rating change?

* Do I understand the credit better than the category label suggests?
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Liquidity
. How often does the instrument trade?
e  What are actual transaction prices?
*  What spread might apply to my transaction size?
e Could I sell during stress?

e Is the vehicle more liquid than its underlying assets?

Yield and Valuation

e What is the yield to maturity?

. Is the bond callable?

e What is the yield to call or yield to worst?

*  What portion of the yield compensates for credit, duration and liquidity?
*  What expected losses should be deducted?

. Is there a margin for error?

Regime
*  What are Liquidity, Growth and Credit doing?
e What is happening to inflation and policy?
e  Which force is dominant?
*  How should the instrument behave?

e What could cause the dominant driver to change?

Capital Cycle
e  Islending abundant or scarce?

*  Are underwriting standards weakening?

e  Isleverage rising?
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e Are defaults clearing excess?
*  Are terms becoming more creditor-friendly?

*  What is capital financing?

Vehicle

e Am/I buying a bond or a fund?

e Does the vehicle have a maturity?

e  What fees, leverage or derivatives exist?

e  What liquidity promises does the vehicle make?

*  Does the vehicle alter the intended exposure?

Portfolio

e What role will the position perform?

*  How much duration does it add?

*  How much credit risk does it add?

e Which existing risks does it duplicate?

e What position size respects the downside?

*  How will the exposure behave during stress?

Monitoring and Invalidation

. Which evidence will be monitored?

*  When will the thesis be reviewed?

*  What would cause a reduction?

*  What would demonstrate permanent impairment?

*  What would make another use of capital more attractive?
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If these questions cannot yet be answered, the research is not
complete.
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27. COMMON FIXED-INCOME MISTAKES

Assuming Bonds Are Safe

The fixed-income category contains instruments ranging from short-term sovereign bills to
distressed and structurally subordinated credit.

The label does not determine the risk.

Buying Yield Without Identifying Its Source

A high yield may compensate for:
e Default
e Duration
e Inflation
e Liquidity
e Currency
*  Weak covenants

*  Embedded options

If the source cannot be identified, the return cannot be judged.

Confusing Coupon With Return

Coupon ignores:
e Purchase price
e Pull to par
e Default
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o Reinvestment
. Currency

U Costs

Ignoring Inflation

Receiving every promised payment can still produce a negative real outcome.

Ignoring Duration

A high-quality bond can suffer a substantial market loss when required yields rise.

Credit quality does not remove interest-rate risk.

Treating Holding to Maturity as Risk-Free
Holding to maturity does not remove:

e Default

. Inflation

e Opportunity cost

. Reinvestment risk

e Currency risk

*  The possibility of a forced sale

Researching the Issuer but Not the Bond

The issuer can remain solvent while a poorly ranked, callable or structurally subordinated
instrument produces a disappointing return.

Trusting the Credit Rating

Ratings provide useful evidence.
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They do not replace independent analysis of cash flow, leverage, refinancing, structure and
recovery.

Ignoring the Maturity Wall

A borrower’s present cash position can appear adequate while significant future maturities create
dependence on refinancing.

Assuming Senior Means First

Seniority must be examined across:
. Legal entities
e Collateral
*  Guarantees
. Jurisdictions

o Structural claims

Overvaluing Collateral

Collateral should be valued under distress, after considering senior claims, costs and time.

Ignoring Covenants

Weak documentation can allow additional debt, asset transfers or distributions that reduce creditor
protection.

Ignoring Call Risk

A high-coupon bond may be repaid when it is most valuable to the investor.

Capital Cycle Intelligence 138 of 148 Rosetta Stone Series - Fixed Income



Confusing a Bond Fund With a Bond

A conventional bond fund does not usually provide one maturity date or predetermined principal
repayment.

Diversifying by Number of Bonds

Many bonds can depend on the same:
. Sector
e Currency
e Refinancing market
e Collateral

. Economic regime

Ignoring Liquidity Until It Is Needed

The price visible on a screen may not be executable during stress.

Chasing Private Credit for Apparent Stability

Infrequent pricing can reduce observed volatility without reducing economic risk.

Using Leverage to Increase a Small Yield

Leverage can turn modest spread or rate movements into forced and permanent losses.

Assuming Policy Easing Helps Every Bond

Easing associated with severe credit deterioration may support government duration while lower-
quality credit continues to weaken.
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Failing to Compare Alternative Uses of Capital

A bond yielding more than cash is not automatically attractive.

The additional return must compensate for every additional risk accepted.
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28. KEY PRINCIPLES TO RETAIN

1. A bond is a contractual claim.

Begin with the precise legal promise.

2. Fixed income does not mean fixed outcome.

Market value, purchasing power and realised return remain uncertain.

3. Selecting the issuer is not selecting the instrument.
Maturity, currency, seniority, security and covenants can change the outcome.
4. Yield is compensation for something.

Identify what the market is paying you to bear.

5. Coupon is not return.

Price, reinvestment, credit, currency and costs also matter.

6. Price and yield move inversely.

Existing cash flows become less valuable when required returns rise.

7. Duration is an allocation decision.

Own interest-rate sensitivity for a defined purpose.

8. Inflation can create loss without default.

Nominal payment is not the same as preserved purchasing power.

9. Credit requires capacity, willingness and time.

The borrower must possess the resources and runway to pay.

10. Refinancing is a dependency.

Future lenders become part of the thesis when maturities cannot be repaid from cash.
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11. Credit spreads contain several forms of compensation.
Expected loss is only one component.

12. Default probability and recovery belong together.
The amount lost matters as much as whether default occurs.

13. Seniority must be verified.

Labels can conceal structural subordination and competing claims.

14. Collateral should be valued in distress.
Normal-market values may not survive the conditions in which protection is required.
15. Covenants influence creditor protection.
Documentation can determine how much value escapes before default.
16. Liquidity should be assessed before it is needed.
A market can disappear when participants seek the same exit.

17. The yield curve is evidence, not an oracle.

Its shape contains expectations, risk premia and market structure.

18. Policy must be understood through transmission.
A rate decision matters through what it changes.

19. Growth can help credit while hurting duration.
Different parts of fixed income possess different natural habitats.

20. High-quality government bonds and risky credit are different
assets.

One may diversify growth risk while the other depends upon it.

21. The capital cycle shapes lending terms and future losses.
Abundant capital can weaken underwriting.

22. The vehicle changes the exposure.

A bond, fund, private vehicle and derivative create different risks.
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23. Diversification lies in repayment drivers.

Different issuers can remain dependent on the same economic force.

24. Income should not be mistaken for safety.
A high distribution may signal risk rather than security.
25. The promise must be worth the price.

Quality and valuation must always be considered together.
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29. A PRINCIPLE TO CARRY FORWARD

Fixed income begins with a promise.
But the existence of a promise does not establish its value.
The investor must understand:
*  Who made it
*  What they promised
e When they must perform
e Which currency they must obtain
*  What resources support them
e  Which claims rank ahead
e What protections exist
*  What could change
e What might be recovered
e What return compensates for the uncertainty
This is the complete CCI pathway:
The Investment Framework establishes the universal CCI method.

The Fixed Income Foundation translates that method into contractual claims, interest rates and
credit.

Each Deep Dive will apply it to a particular market, issuer or instrument.

The CCI Decision Framework will determine whether the opportunity deserves capital and what
role it should perform within the portfolio.

Before opening any individual Fixed-Income Deep Dive, ask:

What must happen for the promised payments to be received with an adequate real return—and
which risks could prevent that outcome?

Then return to Question Zero:

What is this capital required to do?
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The objective is not to collect yield.

It is to allocate capital deliberately to promises whose terms, risks and prospective returns have
been understood.
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CONTINUE TO FIXED-INCOME
RESEARCH

Fixed-Income Deep Dive Pathways Under Development

*  Sovereign Bonds and Government Yield Curves

Short-Duration Securities and Liquidity Management
e Inflation-Linked Bonds and Real Yields

*  Investment-Grade Corporate Credit

*  High-Yield and Distressed Credit

e Municipal and Public-Infrastructure Debt

e Securitised Credit

*  Floating-Rate Loans and Private Credit

Fixed-Income Portfolio Construction
Deep Dive availability will depend on the CCI research calendar and membership level.

Please refer to the CCI Intelligence Centre for the current research library and the access available
under your membership.
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SELECTED FOUNDATIONAL
REFERENCES

e Investor.gov: Bonds — Frequently Asked Questions

e Investor.gov: What Are Corporate Bonds?

*  Investor.gov: What Are High-Yield Corporate Bonds?

e Investor.gov: Bond Funds and Income Funds

e US TreasuryDirect: About Treasury Marketable Securities
e US TreasuryDirect: Treasury Inflation-Protected Securities
e Federal Reserve: Why Do Interest Rates Matter?

e Federal Reserve: Monetary-Policy Transmission

. Federal Reserve: Selected Interest Rates

e Federal Reserve Bank of New York: Treasury Term Premia
e  FINRA: Fixed-Income Data and TRACE

e Municipal Securities Rulemaking Board: EMMA

*  SEC: EDGAR Company and Securities Filings
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Educational Disclaimer

This document has been prepared by Capital Cycle Intelligence for general educational and
informational purposes only.

It does not constitute personal financial advice, investment advice, legal advice, tax advice, a
recommendation, an offer or a solicitation to buy, sell or hold any bond, debt security, fund, loan,
derivative or other financial product.

The material reflects a general investment framework and does not take into account your individual
objectives, financial circumstances, needs, knowledge, experience, liquidity requirements or
tolerance for risk. Before making an investment decision, you should conduct your own research
and consider seeking advice from appropriately qualified financial, legal and tax professionals.

Fixed-income investing involves risk. Bond and fund prices can rise or fall, income payments can
change or cease, issuers can default, and investors may receive less than the principal or purchase
price. You may lose some or all of the capital invested.

Fixed-income investments may involve interest-rate, duration, inflation, credit, default, recovery,
refinancing, liquidity, currency, call, prepayment, reinvestment, counterparty, leverage, market-
structure, legal, political, operational and regulatory risks. These risks can interact and may become
more severe during periods of financial stress.

Holding a bond until maturity does not guarantee a positive return or the recovery of principal.
Payment remains subject to the issuer’s ability and willingness to meet its obligations, the
contractual terms of the instrument and any applicable restructuring, insolvency or government
action.

Credit ratings represent opinions of relative credit risk and may change. They do not guarantee
payment, market liquidity or investment performance and should not replace independent research.

Past performance is not a reliable indicator of future results. Historical relationships, market cycles,
correlations, default rates, recovery rates and analytical frameworks may not repeat and cannot
guarantee any particular outcome.

Although reasonable care has been taken in preparing this material, Capital Cycle Intelligence does
not guarantee that all information, interpretations or conclusions are complete, accurate or current.
Issuers, interest rates, inflation, market conditions, laws, regulations and tax treatment can change
without notice.

Any examples referred to are provided solely to illustrate the concepts discussed. They should not
be interpreted as investment recommendations or indications that any fixed-income investment will
produce a particular result.

You remain responsible for your own investment decisions.
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