First Eagle Investments >

November Views from First Eagle Alternative Credit Team
Video Transcript

Introduction and Question 1

39

00:06:12.150 --> 00:06:16.699

Ethan Seid: Thanks for joining this month's first legal alternative credit update call. First question for
you, how does the team factor in the current economic environment into our evaluation process and
portfolio management decisions?

Answer 1

41

00:06:26.850 --> 00:07:26.050

Bob Hickey: Thanks Ethan. And I think this Credit [question] is really about process, and how we
approach underwriting credits. One of the key things we do, and most credit managers do this also, we
look at multiple scenarios: How a company or a credit will survive or thrive in differing economic
environments. It could be an expanding economy. It could be a contracting economy. It could be a
higher interest rate environment like we're seeing right now, or a lower interest rate environment like
we've seen for the prior few years. When we look at credits and we model them, and we get them ready
to present to the committee for decisions. we're showing multiple scenarios and multiple outcomes to
that committee, so we have factored in a lot of these risks as we make our decision.

Our objective from a portfolio management perspective is to purchase those credits and buy those
credits into the portfolio that are likely to thrive in a specific economic environment, while also
limiting some of the downside risk in different scenarios, so portfolio management is key to it but
process is at the core of how we manage that type of risk.

Question 2

16

00:02:32.090 --> 00:02:45.150

Ethan Seid: Thanks, Bob, and second question for you. I know the team has begun to notice a shift in
the upgrade downgrade ratio specific to the bank loan market. What potential risks and opportunities
are we finding today?

Answer 2

22

00:03:31.240 --> 00:05:00.080

Bob Hickey: The rating agencies are a key part of the market. They will influence how credits trade,
how people perceive them who are potential buyers, insurance companies, CEOs, money managers.
They all have mandates that are often determined and limited by what's going on from a rating agency
standpoint. So when the rating agency is an upgrade cycle, or when they're in a downgrade cycle, it will
affect how the market trades, the liquidity, and the performance of different credits.

I think one of the more interesting things that we see in the market is when we have a fundamental
belief or perspective on a credit that differs from the rating agencies, we may see a downgrade from
the rating agencies because of some specific focus point by them. We may not view it as being as big of
arisk as they are, and that creates an opportunity for us as a buyer to maybe take advantage of a
market mispricing or Miss Miss prospecting or mis considering



[t gives us the opportunity as a buyer take advantage of a misperception in the market that may allow
something to trade at a price that's cheaper than its fundamental underlying credit would suggest.

This is what makes portfolio management, particularly active portfolio management, an important
thing to consider.

We have the ability to go take advantage of these market differentiations when there’s a downgrade,
where we don't think it's appropriate or an upgrade where we don't think it's appropriate, but it allows
us opportunities to turn the portfolio over to create potential total return opportunities or just change
the risk profile of the portfolio overall to what we think is more appropriate for that given point in
time.

Closing

29
00:05:02.050 --> 00:05:06.070
Ethan Seid: Thank you for your insight, Bob, and we look forward to hearing from the team next month.



Unless otherwise stated, all information contained in this material is as of November 9, 2022.

The opinions expressed are not necessarily those of the firm and are subject to change based on market and
other conditions. These opinions are not intended to be a forecast of future events, a guarantee of future
results, or investment advice. Any statistics contained herein have been obtained from sources believed to
be reliable, but the accuracy of this information cannot be guaranteed. The views expressed herein may
change at any time subsequent to the date of issue hereof. The information provided is not to be construed
as a recommendation or an offer to buy or sell or the solicitation of an offer to buy or sell any security.

This material and the information contained herein is provided for informational purposes only, does not
constitute and is not intended to constitute an offer of securities, and accordingly should not be construed as
such. The information in this piece is not intended to provide and should not be relied on for accounting,
legal, and tax advice.

A credit rating as represented here is an assessment provided by a nationally recognized statistical rating
organization (NRSRO) of credit worthiness of an issuer with respect to debt obligations, including specific
securities, money market instruments, or other bonds. Ratings are measured on a scale that generally
ranges from AAA (highest) to D (lowest); ratings are subject to change without notice. Not Rated (NR)
indicates that the debtor was not rated and should not be interpreted as indicating low quality. For more
information on the Standard & Poor’s rating methodology, please visit standardandpoors.com and select
“Understanding Ratings” under Ratings Resources.

Past performance does not guarantee future results.
All investing involves risk including the possible loss of principal.
Important Risk Information

Alternative investments can be speculative and are not suitable for all investors. Investing in alternative
investments is only intended for experienced and sophisticated investors who are willing and able to bear
the high economic risks associated with such an investment. Investors should carefully review and consider
potential risks before investing. Certain of these risks include:

e Loss of all or a substantial portion of the investment;

e Lackofliquidity in that there may be no secondary market or interest in the strategy and none is
expected to develop;

e Volatility of returns;

e Interest rate risk;

e Restrictions on transferring interests in a private investment strategy;

e Potential lack of diversification and resulting higher risk due to concentration within one of more
sectors, industries, countries or regions;

e Absence of information regarding valuations and pricing;

e Complex tax structures and delays in tax reporting;

e Lessregulation and higher fees than mutual funds;

e Use of leverage which magnifies the potential for gain or loss on amounts invested and is generally
considered a speculative investment technique and increases the risks associated with investing in
the strategy;

e C(Carried interest which may cause the strategy to make more speculative, higher risk investments
that would be the case in absence of such arrangements; and

e Below investment-grade loans which may default and adversely affect returns.

e Diversification does not guarantee investment returns and does not eliminate the risk of loss.

e Credit Suisse (CS) Leveraged Loan Index is an unmanaged market value-weighted index designed to
mirror the investable universe of the U.S. dollar-denominated leveraged loan market.

e The Credit Suisse High Yield Index is designed to mirror the investable universe of the USD
denominated high yield debt traded in the US credit market.

FEF Distributors, LLC (Member SIPC) distributes certain First Eagle products; it does not provide services to
investors. As such, when FEF Distributors, LLC presents a strategy or product to an investor, FEF
Distributors, LLC does not determine whether the investment is in the best interests of, or is suitable for,



the investor. Investors should exercise their own judgment and/or consult with a financial professional
prior to investing in any First Eagle strategy or product.

First Eagle Investments is the brand name for First Eagle Investment Management, LLC and its subsidiary
investment advisers. First Eagle Alternative Credit is the brand name for those subsidiary investment
advisers engaged in the alternative credit business.

© 2022 First Eagle Investment Management, LLC. All rights reserved.



