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SEPTEMBER 2020 LEVERAGED FINANCE UPDATE

HIGH YIELD AND LOAN MARKET RECAP

September broke a six-month run of positive returns for the High Yield (HY) market with HY bonds posting
a -1.04% return. Leveraged Loans (LL) outperformed their bond counterparts, returning +0.69% for the
month. HY issuance was strong with $45.5B of new supply but subsequent Mutual Fund and ETF outflows
of $S6B put downward pressure on returns as demand waivered. Additionally, in HY, Energy was the largest
industry driver of underperformance, returning -4.3% for the month. Performance by rating tier within
LL fell in line along the rating scale with CCC-rated loans returning +3.09% and highest quality BB-rated
loans just barely reaching positive territory with a +0.11% return. Service and Information Technology
materially contributed to LL performance; together, they account for nearly 25% of the index weighting
and returned +1.14% and +0.61%, respectively.

HY and LL outperformed the S&P 500 during September, with equities posting a -3.8% return. This
outperformance was most notable in the lower-rated loans. HY CCC-rated bonds returned +0.43%, and as
noted above, CCC-rated loans returned +3.09% despite the risk-off trading in equity markets.

DEFAULT ACTIVITY

Default activity has meaningfully subsided over the past two months. The Federal Reserve continues
injecting liquidity into the markets. With no indication of Fed support subsiding, forecasted default rates
have come down. The combined HY and LL default rates stand at 5.49%, down from 5.53% at the end of
August. Early forecasts for the 2021 HY and LL combined default rate are 3.5%, falling in line with historical
averages.

In April through August, the pace of defaults in the HY and LL markets was averaging 20 companies. Capital
markets, invigorated by Fed support, slowed this trend in August with only three companies defaulting.
In September, we saw four companies default on their debt, representing $2.9B of market value. Two of
the names were in the Energy sector and accounted for 70% of the defaulted amount. Year to date, Energy
has accounted for 17.25% of defaults across HY and 25.83% of defaults in LL. We see Energy continuing to
be an outsized portion of defaulted issuers in the months to come.
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LTM % of Par LL Default Rate
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Single-name defaults can have an outsized impact on the trailing default rate. At times, it is informative
to adjust these rates by excluding idiosyncratic situations. Reasons specific to industry or a company’s
balance sheet can result in an issuer struggling with debt loads for years before default. Two such defaults
occurred this year in Cable/Satellite and Telecommunications subsectors with Intelsat and Frontier
Communications. Both companies had been burdened with outsized debt for years: Intelsat had $14.5B
in debt and Frontier had $17.5B. Adjusting default rates for the combination of HY and LL for these two
companies, we see a 25% drop to 4.11% versus 5.49%. Once adjusted, the default rate is more in line with
historical averages.

RATING DOWNGRADES IN THE CLO MARKET

Downgrade activity has receded dramatically across the LL market. We have written in previous notes
about the importance of the CLOs in the LL market with CLOs being the largest buyers of LL. Recent
statistics point to a continued thawing of conditions for CLOs due to lower downgrade activity from the
rating agencies. For background, CLOs have ratings-based tests to manage the loans held within their
structure. If a CLO tranche exceeds the allowable weighting in lower-rated loans, it will be forced to mark
a certain amount of the lower-rated loans at the lowest price. This dynamic could cause managers to sell
lower-rated loans. In April, there was a high of 252 loan downgrades by S&P. By August, that number has
fallen to twenty. The high number of downgrades resulted in 37% of BBB-rated CLO tranches and 55% of
BB-rated CLO tranches being placed on “negative watch” by the rating agencies. As of late September,
only 5% of each of the BBB-rated and BB-rated CLO tranches remain on watch. This reduction in
downgrade activity will help lower financing costs for CLOs and drive continued demand for LL. This
resurgence in demand will foster positive technical dynamics for the LL market.



BHMS 5t ategy Returns ] ' I ndex
High Yield CompositeGross  -0.52% 503% 2.71% BHMS
High Yield Composite Net -0.54% 4897% 2.52% BHMS
Bank Loan Composite Gross 055% 422% D60% BHMS

Bank Loan Composite Net 0.55% 419% 068% BHMS
Index
HY Return -1.04% 471% 029% ICE BAML HY Index
HY BB Return -1.42% 417% 2.72% ICEBAMLEBB HY Index
HY B Return -0.90% 461% -194% ICE BAML B HY Index
HY CCC Return 0.43% 7 EBB% B.353% ICE BAML CCC HY Index
Leveraged Loan Return 0.69% 413% PDE3% CS Leveraged Loan Index
LL BB Return 0.11% 24T% -2 08% CS Leveraged Loan BB Index
LL B Return 0.59% 413% 0.15% C5 Leveraged Loan B Index
L CCC Return 3.09% 962% 372% C5 Leveraged Loan CCC Index
HYG -0.93% 405% -125% Ishares |boxx High Yigdd
BK LM -0.34% 261% -196% Irvesco Senior Loan ETF
S&P 500 Return -3.80% 893% 5.57T% S&P 500
Russell 2000 Return -3.34% 483% -8 6% Russell 2000 Index
CS Leveraged Equity Index -454% 556% -264% CS Leveraged Equity Index
10yr Beg 0.71% 066% 192% 10yr Treasury
10yr End 0.69% 069%% 0.69% 10yr Treasury
10yr Return 0.22% 005% 1274% 10yr Treasury
Beg Mo Ending YTW/STW
HY YTW 5.36% &.85% 541% 5.76%
HY BB YTW 3.94% 514% 3.B5% 4.40%
HY BYTW 5.52% 703% 5.38% 6.00%
HY CCCYTW 1194% 14 53% 11.80% 1177%
HY STW 506 g47 372 545
HY BB STW 357 473 213 403
HY B STW 529 672 370 574
HY CCC 5TW 1171 1414 1,012 1,154
LL ¥T3Y £.13% 725% 6.27% 6.02%
LL BBYT3Y 3.86% 475% 4.29% 3.93%
L BYT3Y 5.78% 6.82% 6.36% 5.70%
L CCCYT3Y 1498% 17.8E% 15.29% 1394%
LL ST3Y G5B9 700 451 579
LL BB ST3Y 363 452 262 369
LL B ST3Y 555 657 470 547
LL CCC5T3Y 1474 1,760 1,365 1,371
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General Disclosures:

All opinions included in this report constitute Barrow Hanley’s judgment as of the time of issuance of this report and are
subject to change without notice. This report was prepared by Barrow Hanley with information it believes to be reliable. This
report is for informational purposes only and is not intended to be an offer, solicitation, or recommendation with respect to
the purchase or sale of any security, nor a recommendation of services supplied by any money management
organization. Past performance is not indicative of future results. Barrow, Hanley, Mewhinney & Strauss, LLC is a value-
oriented investment manager, providing services to institutional clients.

These investment summaries are provided for informational purposes only and should not be viewed as representative of all
investments by the firm. This report includes certain “forward-looking statements” including, but not limited to, BHMS's plans,
projections, objectives, expectations, and intentions and other statements contained herein that are not historical facts as
well as statements identified by words such as “expects”, “anticipates”, “intends”, “plans”, “believes”, “seeks”, “estimates”,
“projects”, or words of similar meaning. Such statements and opinions contained are based on BHMS’s current beliefs or
expectations and are subject to significant uncertainties and changes in circumstances, many beyond BHMS’s control. Actual
results may differ materially from these expectations due to changes in global, political, economic, business, competitive,
market, and regulatory factors. Additional information regarding the strategy is available upon request.

Index Disclosures:

Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its
affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its
affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights
in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees the
accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be
obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or
damages arising in connection therewith.

Credit Suisse Index data is permissible for use by Barrow Hanley for client reporting and marketing purposes. This data is
not permitted to be re-distributed.

Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights related to the Russell
Indexes. Russell® is a trademark of Frank Russell Company. The presentation may contain confidential information and
unauthorized use, disclosure, copying, dissemination or redistribution is strictly prohibited. This is a presentation of BHMS.
Russell Investment Group is not responsible for the formatting or configuration of this material or for any inaccuracy in BHMS’
presentation thereof.



