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Corporate Debt Markets in Q3 2022 — Overview

> In the second quarter of 2022, European corporate bond markets were severely affected by economic uncertainty due
to the war in Ukraine and the tightening of the monetary policy. As a result, activity levels declined and yields rose for
new transactions.

> According to PWC, 35 high yield deals and approximately EUR 13bn were issued in Q2 2022, compared to 46 deals
and approximately EUR 24bn in Q1 2022. As a result, no corporate bonds with a credit rating below B - were issued.

> Driven by four large financial sector issuances: Barclays plc, BPER Banca SpA, Ibercaja Banco SAU and Eurobank SA,
Financials market share increased by 12%-points compared to the previous quarter, up to 44% in Q2 2022.

> Despite unfavorable economic conditions, there was strong activity in the German senior debt and unitranche market
with 44 transactions in Q2 2022 (QoQ: +14%). This remains a significant development given the global headwinds such
as rising interest rates and supply chain issues.

> The economic outlook and banks’ decreased risk tolerance had a strong impact on tightening of the credit standards.
On the other side, firms' report increased demand for credits due to financing needs for working capital related to
increased production input prices and high energy prices.
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Figure 1: Volume of Sub-IG European debt markets (incl. leveraged loans and bonds) and average spreads.
Source: White & Case (Debt Explorer), PwC Debt Watch Europe Q2 2022
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Corporate Debt Market Europe

European Debt Market

According to the overall issuance of Debtwire, the
transaction values of high yield bonds and leveraged loans
amounted EUR 30.7bn in the second quarter of 2022. In
comparison to the previous quarter with an issuance of EUR
40.4bn the volume decreased (QoQ: -24%). This decrease
was driven by the heavily impacted European corporate
bond markets due to the consequences of the war in
Ukraine and tightening monetary policy. Regarding the
economic uncertainty, corporates had to pay a premium to
raise debt in a rising interest rate environment. The
refinancing activity decreased from EUR 21.8bn in Q1 2022
to EUR 10.3bn in Q2 2022 (QoQ: -53%). Moreover M&A
activity also decreased (QoQ: -25%) from EUR 3.1bn in Q1
2022 to EUR 2.3bn in Q2 2022 and LBO financing
decreased to EUR 9.8bn in Q2 2022 (QoQ: -14%). However,
in line with extended Capex financing needs of corporates,
the general corporate financing increased heavily from EUR
1.4bn in Q1 2022 to EUR 7.5bn in Q2 2022 (QoQ: +423%).
Furthermore, over the last twelve months, refinancing still
remains the dominant use of debt with EUR 80.2bn,
followed by LBO financing with EUR 56.7bn, M&A with EUR
27.3bn, general corporate financing with EUR 14.9bn, and
leveraged recapitalisation with EUR 1.1bn.

Euro area banks reported in the ECB lending survey that
they continued to significantly tighten their credit
standards for corporate loans in Q2 2022. This is the result
of an increased risk awareness related to the economic
outlook and industry- or company-specific situations. On
the other hand, net corporate credit demand continued to
increase, reflected by corporate financing needs for
working capital. This development is likely related to higher
prices for production inputs in the context of ongoing
supply chain disruptions and high energy prices.

According to S&P, average margins on new issued loans in
Q2 2022 are E+448 basis points with an average yield of
5.14%, compared to E+413 basis points and 4.36% in the
previous quarter. However, given the small size of the
sample it is difficult to forecast if the margins need to widen
further, should issuance volumes normalize in the following
quarter.
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Figure 2: European new issue loan spreads
Source: S&P Global Market Intelligence

European unitranche financing activity was very strong in
Europe in Q2 2022. A total of 130 transactions were
financed (QoQ: +25%). These developments are
remarkable especially in view of the countervailing
macroeconomic developments such as the rise in interest
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rates to curb high inflation as well as rising energy costs,
the war in Ukraine and global supply chain issues.

According to PWC, 35 high-yield transactions were
executed and EUR 13bn were raised in Q2 2022, compared
to 46 high-yield transactions and EUR 24bn in the previous
quarter. The delta of issuance yields between B and BB
increased from 2.5% in Q1 2022 to 3.3% in Q2 2022,
reflecting the decline in supply. On the other hand,
investors have reduced their demand for riskier bonds due
to high liquidity, rising interest rates and uncertainty about
the economic outlook. It is also possible that the
creditworthiness of issuers is changing due to increased
refinancing costs.

DACH Debt Market

According to the European Central Bank lending survey,
banks continued to tighten their lending standards in Q2
2022. Credit standards were tightened more for loans to
large enterprises than for loans to SMEs and more for long-
term loans than for short-term loans. The tightening took
place due to uncertain economic outlook and industry- or
sector-specific risks. Monetary policy is less expansionary,
so banks are reporting higher refinancing costs, which
affect credit standards for corporate loans.

With 44 transactions in the second quarter of 2022, the
transaction volume in the German senior and unitranche
debt market was significantly higher than the transaction
volume in the first quarter of 2022 (QoQ: +14%). This
strong performance is remarkable, as the macroeconomic
circumstances are not favourable. The increased
transaction volume was served by banks and debt funds.
Banks in particular were able to regain significant market
share in the second quarter of 2022. Nevertheless, debt
funds are ahead of banks, accounting for 52% of financings
in Q2 2022, and even more strongly for the first half of
2022, with 57% market share. In contrast to the past
performance, the technology sector failed to increase its
market share in H1 2022 with 28% compared to 36% in H1
2021. On the other hand, in H1 2022 the consumer goods
sector recorded a market share of 11% and the services
sector 6%. Regarding the purpose of financing, refinancing
in particular increased its market share in Q2 2022.
According to Houlihan Lokey, this is mainly due to the
German LBO market for medium-sized companies’ is very
resilient and less volatile compared to the liquid market.
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Figure 3: German mid-market financings 2022
Source: Houlihan Lokey MidCap Monitor Q2 2022

Senior and unitranche debt fund financings remain the
financing form with a higher market share in the first half of
the year 2022. In total, 47 debt fund financings with a
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market share of 57% and 35 bank financings with a market
share of 43% were completed. Overall, LBO banks and
regional banks are more conservative but still ready for
transactions and have proven their strength compared to

debt funds.

Looking at the European market as a whole, Germany is the
second most active region for unitranche financing with 101
transactions in Q2 2022, followed by France with 97
transactions in Q2 2022. The most active region is the UK
with 168 transactions in Q2 2022.

Financing Conditions

The Bank of England expects inflation to remain above 9%
over the next few months, rising to 11% by October this
year. For this reason, the base rate was increased by 0.25%
in May and by 0.25% in June to a total of 1.25%. To curb
inflation, the European Central Bank also increased interest
rates by 0.5% in July, even more aggressive than the
expected increase of 0.25%. This is the first raise of interest
rates in 11 years. Regarding the Federal Reserve, they
increased the interest rate by 0.75% in June, the largest
interest hike in over 25 years.
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Figure 4: High Yield Volume Europe, Q2 2022 Sectoral Split
Source: PwC Debt Watch Europe Q2 2022

In the second quarter of 2022, the financial sector gained a
further 12%-points market share to reach a total market
share of 44% in Q2 2022. In contrast, the
telecommunication sector recorded the largest decline in
market share from 25% in Q1 2022 to 0% in Q2 2022. In
addition to the financial sector, the consumer goods sector
in particular increased its market share. Both Consumer
Discretionary with 22% market share (QoQ: +15%) and
Consumer Staples with 18% market share (QoQ: +18%) are
in the top 3 sectors this quarter.

Upcoming Recession on the horizon?
Currently, there is a lot of pressure on living standards. Real
incomes are falling as much as they have not since the early
1980s oil shock. Even now, an oil shock is adding to the
strain, with energy prices rising by about 80% in most parts
of the world. Moreover, food prices are also rising at high
single-digit to low double-digit rates. In response, retailers
are trying to introduce cheaper product lines, but as these
trends continue, people will adjust their spending in light
of their declining standard of living.
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The expected growth of real GDP in the euro area is revised
downwards. Growth is expected to slow from 5.4% in 2021
t0 2.5% in 2022 and 1.2% in 2023. Mainly driven by inflation
due to energy prices and Russia's decision to use gas
supplies as a tool to manipulate the European economy. As
a consequence, this could send Europe into a recession.
This affects individual countries to varying degrees. For
example, the agreed partial oil embargo will affect the
industry and private households mainly in Germany and
Italy. These two countries each get a quarter of their energy
from Russia.

The European Central Bank has been reluctant to raise
interest rates for a long time. In July, the ECB raised key
interest rates by 0.5%, more than the expected 0.25%. This
rate hike is the firstin 11 years and still well behind the Bank
of England's 0.25% rate hike in May and 0.25% in June to a
total of 1.25%. Despite this, the ECB felt that the rate hike
should be delayed to avoid weakening the economy. The
later and now more aggressive approach results in a
stronger weakening of the economy. In addition,
governments can impose unpopular measures that reduce
demand, such as tax increases and fiscal tightening to curb
inflation rates. However overall, their range of instruments
is very limited compared to the ECB.

With regard to countries outside Europe, some show
particularly high risks. China, for example, has a major
problem with its zero-covid policy. Due to the
implementation of this policy, the economy is suffering and
China is currently contributing very little to global economic
growth. However, China is expected to abandon this policy
over the course of the year. Also in the USA, the economic
effects are currently being felt. According to PWC, US
Treasury yields are inverted at the beginning of July 2022.
Yields on 2-year Treasury bonds rose above yields on 10-
year Treasury bonds, a strong sign of a potential recession
ahead.

According to data compiled by Bloomberg, more than
three times the amount of bond deals were postponed in
Europe, the Middle East and Africa. At the same time, the
Bank of England plans to reduce its bond portfolio and the
European Central Bank is ending its bond-buying program.
Companies used this opportunity mainly to raise cheap
debt capital with a volume of USD 1.2 trillion in 2021. Due
to the discontinuation of the ECB support, shakier
borrowers in particular may run into difficulties. In other
words, the credit rating of bond issuers may change and
with it their ability to refinance their debt. This
development is also reflected in the fact that not a single
corporate bond with a rating below B- was issued in Q2
2022.

The probability of a recession at the end of this year or the
beginning of next year is relatively high, in the order of 35%
according to Schroders' July 2022 assessment. However, at
the moment investors are not really pricing the recession
into the markets, although serious thoughts are beginning
to emerge.
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About Prime Capital’s Private Debt
Team

Our corporate debt team has accompanied and executed
transaction in excess of EUR 700m. Our Private Debt Team
additionally invests into Aviation Debt, Infrastructure Debt
and Real Estate Debt. We expect significant further growth
in these areas, which provide attractive risk-adjusted
returns to our investors.

Prime Capital's Private Debt Team manages assets in
excess of EUR 2bn across the aforementioned asset classes
on behalf of institutional investors. Further information
about Prime Capital AG can be found on our website
www.primecapital-ag.com.

Contact:

Niels Klindt
|

Director
Private Debt

Prime Capital — Investment Management Private Debt

impd@primecapital-ag.com
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Prime Capital Corporate Debt Expertise

>

Advice and support for corporate debt
investments, portfolio strategy and sector
allocation

Managed accounts and funds with
investment expertise in various
jurisdictions and markets

Unique “multi-channel sourcing” with
access to transactions via direct lending,
bank and advisor sourcing on the basis of
longstanding relationships to sponsors,
advisors and leading banks
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Further information about Prime Capital AG can be found on the web site

www.primecapital-ag.com

Disclaimer:

The information and opinion contained in this document (hereinafter “Information”) is provided only for advertising purposes, and is not
construed as a solicitation or an offer to buy or to sell any securities or financial instruments in any jurisdiction whatsoever. It does not
constitute an official confirmation, invitation, solicitation or offer to subscribe for or purchase or sell any of the products or services of Prime
Capital AG, Frankfurt am Main. No investment decision should be made on the basis of this document. The Information contained herein may
not be complete and may not contain all relevant material information related to any (financial) instrument presented. No representation or
warranty is made or implied concerning, and Prime Capital AG assumes no responsibility for, the accuracy, completeness, reliability or
comparability of the information contained herein relating to third parties.

The Information contained in this document was obtained in good faith from sources considered to be reliable, but its accuracy, completeness,
reliability, or comparability is not guaranteed or otherwise warranted or represented by Prime Capital AG. Specifically, the Information
contained herein has been obtained from third party sources, which is based solely on publicly available information. Prime Capital AG makes
no representation, express or implied, as to the accuracy, correctness, suitability or timeliness of such data. In particular, Prime Capital AG is
not obligated to update information provided in this document or to delete obsolete information from this document. The information
provided in this document may change at any time without prior notification. As a result, information once published in this document may
not be understood to mean that matters have remained the same since publication or that the information is still up-to-date following its
publication. The validity of the information is limited to the point in time of their being issued and may change based on market developments.
This document and the Information contained herein is confidential and intended only for the person to whom it has been provided and under
no circumstance may a copy be shown, copied, transmitted, or otherwise given to any person other than the authorized recijpient without the
prior written consent of Prime Capital AG.

The content of this document is protected by intellectual property rights owned by Prime Capital AG. The reproduction, transmission
(electronically or by other means), linking, alteration, storage, archiving or other uses for public or private use of information or data, in whole
or in parts, in particular, the use of texts, portions of texts or images requires the prior consent of Prime Capital AG. In particular, you are
prohibited from:

i copying this document in whole or in parts (whether by printing them on paper, saving them to a file or otherwise);
. removing, changing or otherwise making the content of this document incomprehensible or using the material contained
on this document in a manner other than intended in these legal notices and terms of use;
il using this document or the information it contains for unlawful purposes.

The Information provided herein is not taking into account any particular person’s objectives, financial situation or needs. Investors should
before acting on the information provided in this document, consider the appropriateness of the information having regard to their individual
objectives, financial situation or needs.

Please bear in mind, that any forward looking statements re targets and achieving such targets is subject to unexpected risk and uncertainties
and cannot be guaranteed in any way.

Privacy:

Prime Capital AG is committed to protecting your privacy. The types of personal information we collect about you depends on the relationship
with us. They include (i) your personal contact details such as name, title, postal addresses, email addresses and telephone numbers, (i) the
company you work for and your position, (i) identification and background information we may collect about you as part of our business
acceptance procedures, (iv) technical information such as information from your visits to our website or relating to the event invitations,
updates, marketing material, and other communication we send to you electronically, (v) your communication preferences regarding
marketing materials or (vi) any other personal information you provide to us during your relationship with us, such as dlietary requirements,
any physical disability and your views and comments.

They ways in which we collect personal information about you may include the following: (i) in the course of our business acceptance
procedures, (ij) through your general use of our website. In particular, we collect personal information about you if you complete forms on
our website and if you send emails to firm personnel, (iii) through your responses to our emails asking that you confirm and update information
we maintain about you, or that you provide your consent for us to communicate with you, or (iv) through information you may provide to
representatives of our firm at conferences or similar events.
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