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Featured Views and Insights

In the world of institutional investing, few asset classes are
as misunderstood as collateralized loan obligations (“CLOs”).
The financial media often conflates volatility with risk, leading
to a fundamental misreading of what makes CLOs compelling.
As we navigate today’s market dynamics, it is time to separate
perception from reality.

The Real Risk in CLO Investing

We believe the primary risk associated with investing in CLO debt is
not credit deterioration, but rather short-term price volatility. While
this may appear counterintuitive, historical data presents a compelling
narrative. In our view, despite exhibiting greater price volatility than
corporate bonds, CLOs have demonstrated notable credit performance.
Between 1994 and 2019, the default rate for CLO tranches was just
0.03% - less than one-tenth that of corporate bonds! This track record
underscores the structural resilience of CLOs across multiple economic
cycles, including the Global Financial Crisis.

Let us be direct: we believe the biggest risk in CLO debt investing is
not credit losses - it is short-term mark-to-market volatility. This
belief might seem illogical, but the data above shows a clear story.

So Why the Volatility?

The CLO market remains a relatively small and specialized segment,
comprising approximately 200 to 300 active participants globally — almost
exclusively institutional investors. This exclusivity is largely driven by
regulatory requirements that limit retail access. In contrast, the corporate
bond market is vastly broader, with hundreds of thousands of investors
worldwide, spanning both retail and institutional segments. As a result,
a single large CLO investor adjusting their portfolio can impact prices
more dramatically than economic fundamentals would justify. CLOs’
higher volatility versus corporate bonds is simply the nature of a more
specialized, institutional-only market where sophisticated investors can
still find inefficiencies. Yet, this volatility is routinely misconstrued as
signaling higher credit risk — a costly misconception that sophisticated
investors have been quietly exploiting for years.
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The Volatility Misconception

A common misperception in the broader market narrative is that higher
volatility is often interpreted as higher default risk. Historically, CLOs
have experienced higher mark-to-market volatility than corporate bonds.
When observers see CLO spreads widen more than corporate bonds
during market stress, the typical assumption is that the higher volatility
must signal greater default risk. This is precisely backwards.

To illustrate this point, we recently polled sophisticated institutional
investors at a corporate credit conference with a simple question:
“When one credit security is more volatile than another, what do you
intuitively assume about the more volatile security?”

Poll Results: What Investors Think Causes Volatility

uncertainty 59%
Higher risk of default _ 24%,
Interest rate sensitivity - 15%

More speculative/ o
distressed I 2%
Smaller buyer base 0%

Even among sophisticated investors, 83% conflate volatility with
fundamental risk. We believe this misconception creates a compelling
opportunity for those who understand the distinction, as illustrated by
the data shown below.

“A common
misperception in
the broader market
narrative is that
higher volatility is
often interpreted as
higher default risk.”

Moody’s CLO Tranche Defaults vs. Corporate Default History (Cumulative)?

CLO (30 Year) Corporate (20 Year)
0.00% 012%

0.00% 1.70%

0.03% 4.78%

0.85% 7.61%

1.92% 25.78%

2.23% 50.07%

0.49% =

We believe the 30-year CLO history is particularly meaningful, as it
encompasses the full lifecycle of the product since inception, including the
early years when structures were still evolving and evolving and through
multiple periods of volatility.. During this complete history, including
periods when CLOs were less robust than today’s versions, default rates
remained dramatically lower across every rating category. At the BBB level,
for example, corporates bonds defaulted nearly nine times more frequently
than CLOs. Yet CLO spreads often exhibited greater volatility. Why?
Because volatility reflects market structure, not underlying credit quality.
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In our view, CLOs are engineered for imperfection. We underwrite these “In our view, CLOs
structures to survive Global Financial Crisis-level default scenarios. They .
are not priced assuming everything goes perfectly — they are designed ?‘re engme-ered for
in the expectation that things will go drastically wrong. The short-term |mperfect|on. We
price swings reflect market technicals, not credit fundamentals. underwrite these

structures to survive

Great Financial

Crisis-level default
The Opportunity in Understanding scenarios.”

For institutional investors who understand this distinction, periods of
technical volatility create compelling entry points. Consider the long-
term performance data below.

BB CLOs have delivered  US High Yield BBB CLOs have achieved o estment
+294% total returns Sﬂrg;’rate Bonds: +161% returns, Grade Bonds: +52%
since 2012, dramatically ’ significantly beating:?

outperforming:? US Leveraged E:a'r‘;‘_’ir:f;d
Loans: +93% : °

Despite this massive outperformance, CLOs continue to trade at wider
spreads due to their higher volatility. But here is the critical insight: BB
CLOs have maintained manageable volatility premium to high yield bonds
during 95% of markets. It is the brief 5% of dislocated markets that drive
the exaggerated risk narrative.*

In non-dislocated markets, BB CLOs offer just 1.2% more annualized
volatility than high yield bonds (5.0% versus 3.8%) while delivering over
200bps of additional yield. During dislocations, that volatility gap widens
dramatically, in our opinion, but not because of credit concerns.®

Consider what happens during market stress such as that seen in
March 2020.

When 50 CLO investors step away to observe volatility, that represents
perhaps 20% of the entire CLO market. When 50 corporate bond investors
do the same, it is a rounding error in their massive, established investor
base of hundreds of thousands. This structural reality means CLO prices
gap out more severely during stress periods — creating mark-to-market
losses that fool observers into believing there is deteriorating credit quality
when it is simply a temporary supply-demand imbalance in a
specialized market.

This costly misconception — confusing technical pressure with fundamental
risk — is precisely what we believe sophisticated investors have been
quietly exploiting for years. These dislocations create exceptional entry
points for those who understand the difference, turning others’ perceived
fear into their opportunity.
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Our Approach: Time Arbitrage

Given these dynamics, we advocate for a phased entry strategy over “We think that the
6-12 months. Our extensive simulations show this approach captures b t £ CLO
substantial total return potential while reducing the volatility of committed . eau y o . .
capital. No other strategy we have analyzed delivers comparable risk- mvestlng is that if

adjusted outcomes across market cycles. enough time e[apses,

We think that the beauty of CLO investing is that if enough time elapses, fu n_damental' V_alue
fundamental value typically prevails over technical noise. Patient investors typ|cally prevai ls

who understand the difference between volatility and risk can access over technical noise”
attractive yields while others, based on their misconceptions, flee.

Looking Forward

As CLO ETFs continue to mature and bring new participants into the
market, we expect improved liquidity and efficiency over time. But during
this transition, those who can distinguish between price volatility and
credit risk will find exceptional opportunities.

The question for institutional investors is not whether they can stomach
volatility — it is whether they will allow short-term technical dislocations
that do not reflect underlying credit risk to derail their long-term
investment strategy.

We welcome the opportunity to share our research on navigating CLO
volatility and look forward to discussing our strategic approach with you.

—

Source: Moody’s, 1994-2021.

2. Source: Moody’s Ratings report: Structured Finance, June 24, 2024, and Moody’s Ratings report: Annual Default Study,
February 26, 2024.

3. Source: Bloomberg - J.P. Morgan Collateralized Loan Obligation Index (CLO Index), Bloomberg USD Liquid Investment
Corporate Index (BLQCTRUU Index), Bloomberg US Corporate High Yield Index (LF98TRUU Index). Data as of May 22, 2025.

4. Source: JP Morgan CLOIE BB Index (JCLOBBPS Index), Bloomberg US Corporate High Yield Yield-to-Worst (LF98YW Index),
Bloomberg USD Liquid Investment Grade Corp TR Index Unhedged USD, LCD and CIFC. Data as of May 31, 2025. Gross
performance shown does not reflect the deduction of management fees and expenses. This estimate is subject to change
without notice. CLO Equity yield ranges from 15%-25%. Past performance is not indicative of future returns.

5. Source: Citigroup, JP Morgan Levered Loan Index, Bloomberg US Corporate High Yield Total Return Index, JPM CLOIE. Data

as of May 31, 2025.
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Confidentiality and disclaimer

This newsletter has been prepared by and contains selected
information about CIFC Asset Management LLC and its
affiliates (collectively, “CIFC”) and about the assets that CIFC
manages. This newsletter is for informational purposes only.
This newsletter is not, and is not intended to be, an offer to
sell, or a solicitation of an offer to purchase, any securities
or any other interest in CIFC or in any fund, account or other
investment product or assets managed by CIFC or to offer
any services. Any such offering and sale would be made only
on the basis of certain transaction documents and, as the
case may be, a final offering circular and related governing
and subscription documents (together, “Transaction
Documents”) pertaining to such offering and sale and is
qualified in all respects and in its entirety by any such final
Transaction Documents. For further disclosures, please refer
to https://adviserinfo.sec.gov/

Past performance is not indicative of future results. Any
investment is subject to risk.

In the United Kingdom, this newsletter is issued by CIFC
Asset Management Europe Ltd, which is authorised and
regulated by the Financial Conduct Authority.

This newsletter is based in part on certain assumptions,
particularly about future performance, which have inherent
limitations and will be affected by any changes in the
structure, criteria or assets involved in particular transactions.
There is no assurance that an investment will achieve
comparable results or that the entire principal investment
will not be lost. No representation is made that the scenarios
described herein are accurate or complete or do not contain
errors, or that alternative assumptions would not be more
appropriate or produce significantly different results. Views
and statements expressed herein are those solely of CIFC
and subject to change without notice.

Certain information contained herein constitutes “forward-
looking statements,” which can be identified by use of

forward-looking terminology such as “may,” “will,” “should,”
“expect,” “attempt,” “anticipate,” “project,” “estimate,” “intend,”’
“seek,” “target,” “continue;” or “believe,” or the negatives thereof
or other variations thereon or comparable terminology. Due
to the various risks and uncertainties, actual events or results
in the actual performance of investments may differ materially

from those reflected or contemplated in this newsletter.

No assurance is given that the target returns specified herein
will be achieved, as such is estimated without the benefit
of actual trading and does not reflect the impact that material
economic and market factors might have had on CIFC’s
decision making if it is actually managing client’s money.
Even if such performance is met, client’s actual returns may
be lower due to expenses, taxes and other factors. There
is no guarantee that assets contemplated will be available
in the future.

The distribution of this newsletter in certain jurisdictions may
be restricted by law. This newsletter is being communicated
only to and directed only at persons where it is permitted
by applicable law in the jurisdiction in which those persons
reside or conduct business. Accordingly, recipients represent
that they are able to receive this newsletter without

contravention of any applicable legal or regulatory restrictions
in their jurisdiction.

This newsletter is provided to you on the understanding
that, as a sophisticated institutional investor, you will
understand and accept its inherent limitations, will not
rely on it in making any investment decision. In making
any investment decision, you should conduct, and must
rely on, your own investigation and analysis of the data
and descriptions set forth in this newsletter, including the
merits and risks involved.

This newsletter is not to be construed as legal, regulatory,
business, accounting or tax advice. You should consult your
own attorney, business advisor, accountant and tax advisor
as to legal, regulatory, business, accounting and tax advice.

Any reproduction or distribution of this newsletter, in whole
or in part, or the disclosure of the contents hereof, without
the prior written consent of CIFC, is prohibited. By retaining
the newsletter, you acknowledge and represent to CIFC that
you have read, understood and accept the terms of this
newsletter. You hereby agree to return to CIFC or destroy
this newsletter promptly upon request.

Benchmarks and indices are presented herein for illustrative
and comparative purposes only. Such benchmarks and indices
may not be available for direct investment, may be unmanaged,
assume reinvestment of income, do not reinvest dividends,
do not reflect the impact of any trading commissions and
costs, management or performance fees, and have limitations
when used for comparison or other purposes because they,
among other things, may have different strategies, volatility,
credit, or other material characteristics (such as limitations
on the number and types of securities or instruments
than CIFC. It should not be assumed that performance or
the volatility of any securities included in the strategy will
correspond directly to any comparative benchmark index.
We make no representations that any benchmark or index
is an appropriate measure for comparison.

For our privacy notice, see https://cifc.com/us-privacy-
notice or https://cifc.com/eu-privacy-notice.

In Switzerland, CIFC Asset Management Europe Ltd is
registered with Ombudsstelle Finanzdienstleister (OFD) in
accordance with Article 74 et seq. of FinSA.

CIFC is not making any representation with respect to the
eligibility of any recipients of these materials to acquire
the interest in any products described herein under the
laws of Korea, including, but without limitation, the Foreign
Exchange Transaction Act and regulations thereunder.
None of the products described herein have been and will
not be registered under the Financial Investment Services
and Capital Market Act of Korea for public offering in Korea
and none of the interests may be offered or sold directly
or indirectly, in Korea or to any resident of Korea or to any
persons for re-offering or resale, directly or indirectly in Korea
or to any resident of Korea (as defined under the Foreign
Exchange Transaction act of Korea and its Enforcement
Decree), except as permitted under the applicable laws and
regulations of Korea.
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