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Alternative Credit Review: 2025

The “sell America” stock trade that emerged in mid-February reached a
crescendo with Trump’s April 2 announcement of (not actually) “reciprocal”
tariffs on trading partners the world over.

While public market assets of all types sold off sharply in
response to the tariff news, easing tensions were enough to
draw investors back and markets generally retraced losses
and then some. The S&P 500 Index, for example, lost more

First Eagle’s quarterly Alternative Credit
Review provides an update on the investment
environment for alternatives and a closer look
at key asset classes managed by the First Eagle
Alternative Credit and Napier Park teams.

than 15% in the days after the announcement, only to deliver
a 10.9% second quarter return and establish a new record
high.? Similarly, credit spreads generally finished the quarter
tighter after an initial spike as the yield curve steepened.

The Bloomberg US Aggregate Bond Index returned 1.2%, the
Bloomberg US Corporate High Yield Index delivered 3.5% and the S&P UBS Leveraged Loan Index gained 2.3%
during the second quarter.?

Faced with what we perceive as still volatile economic conditions ahead, we are reminded of (seemingly) calm
surfaces that can sometimes mask storms below.

1. Source: FactSet; data as of June 30, 2025
2.Source: Bloomberg; data as of June 30, 2025.
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Long Interest Rates—Both Nominal and Real—Move Higher

With valuations and spreads back to levels that

preceded tariff fears, risk perception in the equity

and bond markets appears to reflect an economy in Markets appear to
equilibrium—or what John Williams, president of the
New York Fed, has described as “equipoise” to suggest
a balanced labor market with target-level inflation.3 disregar‘d risk from renewed

But even with evidence of equipoise in the current inflationar‘y pressures.
environment, investing by this barometer disregards

the high levels of risk that we believe persist, especially

risks stemming from renewed inflationary pressures.

reflect equilibrium but may

The labor market is the epicenter of inflation risk, in our view. While the labor market may be in balance today,
this equilibrium was achieved at levels tighter than typical of past cycles, with labor utilization near historical
highs, wage growth above long-term averages, and the unemployment rate well below average.* Accommodative
financial conditions and ongoing deficit spending as outlined in Trump’s July 4 omnibus bill should support
corporate profits and profit margins, the growth of which historically has led to an increase in job openings. And
while labor demand seems likely to be biased higher, labor supply may be biased lower as the Trump adminis-
tration’s aggressive approach to immigration cuts off what had helped offset the slowing natural growth of the
US population.

Introducing more jobs into a stagnant labor pool is a potential spark for wage inflation.® In recognition of this
increased inflation risk and high levels of government borrowing, among other considerations, long interest
rates have broken out to the upside, with the 30-year Treasury around 5%—a level not seen consistently since
before the global financial crisis. With expectations of rate cuts weighing on shorter government paper, the
Treasury yield curve steepened.®

Real interest rates have also been on the rise; the real yield on the 10-year US Treasury, for example, ended
the second quarter around 2% and has spent most of the past 18 months trading at levels heretofore not seen
in 15 years. As they represent the true cost of capital after adjustment for inflation, real rates may be the

key transmission mechanism for market stress in a world of tight credit spreads. Real rates directly affect
corporate decision making, from hiring to capital expenditures to financing. As real yields rise, so too does
the hurdle rate for investments, compressing equity valuations and increasing debt stress, particularly for
leveraged borrowers.”

Dispersion continues to widen across credit markets in general as idiosyncratic risk reasserts itself, and we

see the mispricing of complexity and liquidity risk growing ever more acute. With selective stress more likely
than systemic crisis, in our view, inefficiencies that may suggest potential asymmetric returns come into greater
focus, particularly where capital is in retreat and/or complexity provides a natural barrier to entry.

3.Source: Federal Reserve Bank of New York; data as of February 11, 2025.
4. Source: Federal Reserve Bank of St. Louis; data as of June 30, 2025.

5. Source: Bloomberg; data as of June 30, 2025.

6. Source: Federal Reserve Bank of St. Louis; data as of June 30, 2025.
7.Source: Bloomberg; data as of July 3, 2025.
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Broadly Syndicated Loans: Supply Overwhelmed Shifting Demand

Demand for credit was extremely scarce coming

into the second quarter. During early April’'s most

extreme volatility, the creation of collateralized loan Although defaults and
obligations (CLOs) became constrained, as is typical
in such environments, while syndicated loan mutual . _ _
funds and exchange-traded funds (ETFs) saw their historical averages, issuer
largest weekly outflows ever. As sentiment stabi- fundamentals overall

lized and turned bullish throughout the month of
April, however, that dynamic began to reverse. CLO
demand was particularly resilient, with $50 billion of
net creation during the quarter. Retail demand was
more tepid, but flows into loan mutual funds and ETFs totaled $1.9 billion in May and $1.1 billion in June.®

restructurings are above

remain stable.

Capital markets activity has recovered, but supply remains constrained, with volumes skewed toward refi-
nancing and, increasingly, repricing. The net supply of loans in April totaled just under $2.3 billion, much of which
came in one large transaction; net supply of $18 billion and $20 billion in May and June, respectively, brought

the quarterly total to roughly $40 billion. The rally in loan prices after the disruptions of April has helped support
repricing activity; 44% of loans were trading above par as of quarter end and repricing activity was responsible
for 36% of dealmaking activity during the period.®

Default and restructuring activity remains above its historical average of 3%; at 3.79% for the trailing 12 months
through the end of June, increasing to 4.75% if restructurings are included. Technology issuers were most
exposed. Fundamentals for loan issuers overall remain largely stable. Cash flow coverage improved during the
quarter while leverage levels remain near the post-Covid low, thus girding against potential erosion in operating
results in upcoming quarters.:?

Middle Market Direct Lending: Tariff Sensitivity Varies in Diverse Market

While it’'s difficult to obtain precise statistics on the more fragmented and less transparent direct lending market,
past experience suggests that the challenges that emerged in the public credit markets will take time to trickle
into the direct lending space, as the lack of a secondary market has tended to insulate valuations from short-
term fluctuations. And while investment grade credit spreads quickly returned to pre-Liberation Day tights,
spreads in direct lending remain above cyclical lows, suggesting better compensation for risk.1*

That said, a slowing economy would pose risks for all leveraged borrowers in the US. The direct financial impact
of tariffs could be muted among lower middle market companies, however, as many tend to be smaller in scope
and have limited direct exposure to global trade dynamics. High-quality businesses with low capital expenditures,
strong revenues and limited cyclicality—often found in areas like healthcare services, professional services and
software—may be particularly well positioned to withstand the macroeconomic impacts of tariffs and be attrac-
tive targets for deal activity.

8,9,10. Source: JPMorgan; data as of June 30, 2025.
11. Source: Lincoln International; data as of May 5, 2025.
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Structured Credit: Dispersion Highlights Importance of Selectivity

In contrast to the post-global financial crisis era of synchronized beta, dispersion—across ratings, sectors,
geographies and structures—again dominates struc-
tured credit markets, highlighting the importance of

underwriting skill. Dispersion again dominates
Within consumer credit, the bottom third of income structured credit markets,
distribution looks especially fragile, with subprime highlighting the impor‘tance

auto loans, student loans and credit card delinquen-
cies all on the rise. And while corporate credit spreads
appear stable at the index level, single-name risk has
exploded; defaults among large cap and middle market
borrowers are at multi-year highs. Geographically, European credit markets have meaningfully outperformed the
US year to date, reflecting lower default rates, fewer idiosyncratic risks and easing monetary policy coupled with
unprecedented fiscal stimulus.*?

of underwriting skKill.

Structured credit, in general, typically becomes more sensitive to underlying collateral performance when real
rates are rising, especially in environments with rising defaults. A focus on floating-rate, short-duration assets—
with minimal exposure to long-duration interest rate risk—may be advised.

Real Estate Debt: Supply Imbalance Persists While Affordability Pressures Demand

The long-term secular drivers fueling US residential real estate—particularly the supply/demand imbalance and
the need for renovation capital—remained intact during the second quarter and continue to provide a construc-
tive backdrop for capital deployment in residential transitional loans (RTLs) and land banking.

Nationally, we see a supply shortage of housing in the US, driven initially by the lack of building following the
global financial crisis. In the 15 years since, chronic underbuilding widened this housing gap to create a
shortage of an estimated 3.8 million housing units nationwide, when accounting for pent-up demand from the 1.6
million younger adults who would form households if they could afford to do so.1®

Meanwhile, dynamics in the existing-home market—which accounts for the vast majority of US housing market
activity—have further exacerbated the overall supply/demand imbalance. While up from pandemic-era lows,
the inventory of existing homes for sale continues to run below long-term averages and the six months of supply
widely considered to be the equilibrium level. This is largely due to the “lock-in effect” in which a homeowner’s
existing mortgage rate is significantly lower than the rate currently available and serves as a disincentive to
sell. With the median age of owner-occupied homes nationally at 41 years, the existing housing stock supports
ongoing demand for RTLs by experienced developers that can renovate homes within existing communities,
which are frequently selling at attractive price points relative to new homes.**

While affordability continues to be an impediment to increased home sales, recent economic data shows that
existing-home sales stayed flat over the past several months.'® Additionally we expect that home-price appreci-
ation will continue to moderate from the extremes of the Covid-19 era due to the recent increases in inventory;
that said, inventory remains below pre-pandemic levels while the population has grown 2.6%.18 We anticipate that
a rate rally may alleviate some affordability pressure, with broad consensus that mortgage rates retracing to
5.5% will unleash significant housing demand.

12.Source: Bloomberg; data as of June 30, 2025.

13. Source: Realtor.com; data as of March 10, 2025.

14. Source: National Association of Homebuilders; data as of May 1, 2025.
15. Source: National Association of Realtors; data as of July 23, 2025.

16. Source: US Census Bureau; data as of December 31, 2024.
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The opinions expressed are not necessarily those of the firm. These materials are provided for informational purposes only. 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 to buy, hold or sell or the solicitation or an offer to buy or sell any fund or security.

Past performance is not indicative of future results.

Risk Disclosures

All investments involve the risk of loss of principal.

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

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:

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

¢ Lack of liquidity in that there may be no secondary market or interest in the strategy and none is expected to develop;

« Volatility of returns;

« Interest rate risk;

¢ Restrictions on transferring interests in a private investment strategy;

« Potential lack of diversification and resulting higher risk due to concentration within one or more sectors, industries, countries or regions;
* Absence of information regarding valuations and pricing;

¢ Complex tax structures and delays in tax reporting;

¢ Lessregulation and higher fees than mutual funds;

* 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;

« Carried interest, which may cause the strategy to make more speculative, higher risk investments than would be the case in absence of such arrangements; and
¢ Below-investment-grade loans, which may default and adversely affect returns.

Definitions

Asset-based lending (ABL) facilities are corporate loans secured by specific assets of the borrower.

Broadly syndicated loans (BSLs) are loans extended by a group of financial institutions (a loan syndicate) to a single borrower. Syndicates often include both banks and
nonbank financial institutions, such as collateralized loan obligation structures, insurance companies, pension funds or mutual funds.

Collateralized loan obligations (CLOs) are financial instruments collateralized by a pool of corporate loans.

Credit default swaps (CDS), most commonly, are derivative contracts that transfer the default risk of a particular fixed income security from the swap buyer to the seller
in exchange for a fee.

Direct lending refers to a loan agreement negotiated between a borrower and single or small group of nonbank lenders. Direct lending can also be referred to as “private
credit” or "private lending”

Purchasing managers’ index (PMI) measures the growth or expansion of certain segments of the economy.
Structured credit is a financial instrument that pools together groups of similar, income-generating assets.

Bloomberg US Aggregate Bond Index (Gross/Total) measures the performance of the investment grade, US dollar-denominated, fixed-rate taxable bond market in the US,
including Treasuries, government-related and corporate securities, fixed-rate agency MBS (agency fixed-rate and hybrid ARM passthroughs), ABS, and CMBS. A total-re-
turn index tracks price changes and reinvestment of distribution income.

Bloomberg US Corporate High Yield Bond Index (Gross/Total) measures the US-dollar-denominated, high yield, fixed-rate corporate bond market. Securities are clas-
sified as high yield if the middle rating of Moody’s, Fitch and S&P is Bal/BB+/BB+ or below and is composed of fixed-rate, publicly issued, non-investment grade debt,
is unmanaged, with dividends reinvested, and is not available for purchase. The index includes both corporate and non-corporate sectors. The corporate sectors are
Industrial, Utility and Finance, which includes both US and non-US corporations. A total-return index tracks price changes and reinvestment of distribution income.

S&P 500 Index (Gross/Total) measures the performance of 500 of the top companies in the leading industries of the US economy and is widely recognized as a proxy for
the US market as a whole. A total-return index tracks price changes and reinvestment of distribution income.

S&P UBS Leveraged Loan index (Gross/Total) formerly named the Credit Suisse Leveraged Loan Index, measures the performance of the investable universe of the US
dollar institutional leveraged loans. A total-return index tracks price changes and reinvestment of distribution income.

Indices are unmanaged and do not incur management fees or other operating expenses. One cannot invest directly in an index.

Non-US Residents: This material and the information contained herein is provided for informational purposes only, do not constitute and is not intended to constitute an
offer of securities, and accordingly should not be construed as such. Any funds or other products or services referenced in this material may not be licensed in all juris-
dictions and unless otherwise indicated, no regulator or government authority has reviewed this material or the merits of the products and services referenced herein.
This material and the information contained herein has been made available in accordance with the restrictions and/or limitations implemented by any applicable laws
and regulations. This material is directed at and intended for institutional investors (as such term is defined in any applicable jurisdiction). This material is provided on a
confidential basis for informational purposes only and may not be reproduced in any form. This material is for general information only and is not intended as investment
advice or any other specific recommendation as to any particular course of action or inaction. The information in this material does not take into account the specific
investment objectives, financial situation, tax situation or particular needs of the recipient. Before acting on any information in this material, prospective investors should
inform themselves of and observe all applicable laws, rules and regulations of any relevant jurisdictions and obtain independent advice if required. This material is for the
use of the named addressee only and should not be given, forwarded or shown to any other person (other than employees, agents or consultants in connection with the
addressee’s consideration thereof).

Residents of Australia: This communication is exclusively directed and intended for wholesale clients (as such term is defined in Australian Corporations Act 2001 (Cth)
only and, by receiving it, each prospective investor is deemed to represent and warrant that it is a wholesale client. The information contained herein is provided for
informational purposes only and should not be considered a solicitation or offering of investment services, nor a solicitation to sell or buy any shares of any securities
(nor shall any such securities be offered or sold to any person) in any jurisdiction where such solicitation or offering would be unlawful under the applicable laws of such
jurisdiction. Unless otherwise indicated, no regulator or government authority has reviewed this material or the merits of the products and services referenced herein.
This material and the information contained herein has been made available in accordance with the restrictions and/or limitations implemented by any applicable laws
and regulations. This material is provided on a confidential basis for informational purposes only and may not be reproduced in any form. Before acting on any informa-
tion in this material, prospective investors should inform themselves of and observe all applicable laws, rules and regulations of any relevant jurisdictions and obtain
independent advice if required. This material should not be relied upon as investment advice and is not a recommendation to adopt any investment strategy. This material
is for the use of the named addressee only and should not be given, forwarded or shown to any other person (other than employees, agents or consultants in connection
with the addressee’s consideration thereof). First Eagle Investment Management, LLC is exempt from the requirement to hold an Australian financial services licence
under the Corporations Act 2001 (Cth) in respect of the financial services it provides to wholesale clients in Australia and is regulated by the US Securities and Exchange
Commission under US laws, which differ from Australian laws.
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Residents of Brazil: First Eagle Investment Management, LLC is not accredited with the Brazilian Securities Commission - CVM to perform investment management
services. The investment management services may not be publicly offered or sold to the public in Brazil. Documents relating to the investment management services as
well as the information contained therein may not be supplied to the public in Brazil.

Residents of Canada: This material does not constitute investment advice or an offer or solicitation to sell or a solicitation of an offer to buy any product or service or any
securities (nor shall any product or service or any securities be offered or sold to any person until such time as such offer and sale is permitted under applicable secu-
rities laws.) Any products or services or any securities referenced in this material may not be licensed in all jurisdictions, and unless otherwise indicated, no securities
commission or similar authority in Canada has reviewed this material or the merits of the products and services referenced herein. If you receive a copy of this material,
you should note that there may be restrictions or limitations to whom these materials may be made available. This material is private and confidential and is directed at
and intended for institutional investors and is only being provided to “permitted clients” as defined under the Canadian Securities Administrators’ National Instrument
31-103 — Registration Requirements, Exemptions and Ongoing Registrant Obligations. This material is for informational purposes only. This material does not constitute
investment advice and should not be relied upon as such. Before acting on any information in this material, prospective clients should inform themselves of and observe all
applicable laws and regulations of Canada. Prospective clients should inform themselves as to the legal requirements and tax consequences within the countries of their
citizenship, residence, domicile and place of business with respect to the acquisition, holding or disposal of shares or the ongoing provision of services, and any foreign
exchange restrictions that may be relevant thereto. First Eagle Investment Management, LLC is not authorized to provide investment advice and/or management money in
Canada.

Residents of Dubai: This material is intended for distribution only to Professional Clients. It must not be delivered to, or relied on by, any other person. The Dubai Financial
Services Authority has no responsibility for reviewing or verifying any documents in connection with any funds, products or services that may be mentioned herein. The
Dubai Financial Services Authority has not approved this material nor taken steps to verify the information set out in it and has no responsibility for it. If you do not under-
stand the contents of this material, you should consult an authorized financial adviser.

Residents of the State of Qatar: Any funds, products or services referenced in this material may not be licensed in all jurisdictions, including the State of Qatar (“Qatar”),
and unless otherwise indicated, no regulator or government authority, including the Qatar Financial Markets Authority (QFMA), has reviewed this material or the merits

of the products and services referenced herein. If you receive a copy of this material, you may not treat this as constituting an offer, and you should note that there may
be restrictions or limitations as to whom these materials may be made available. This material is directed at and intended for a limited number of “qualified” investors

(as such term is defined under the laws of Qatar). This material is provided on a confidential basis for informational purposes only and may not be reproduced in any

form. Before acting on any information in this material, prospective clients should inform themselves of and observe all applicable laws and regulations of any relevant
jurisdictions, including any laws of Qatar. This material is for the use of the named addressee only and should not be given, forwarded or shown to any other person (other
than employees, agents or consultants in connection with the addressee’s consideration thereof). Any entity responsible for forwarding this material to other parties takes
responsibility for ensuring compliance with applicable securities laws.

Residents of Taiwan: First Eagle Investment Management, LLC is not licensed to engage in an investment management or investment advisory business in Taiwan and the
services described herein are not permitted to be provided in Taiwan. However, such services may be provided outside Taiwan to Taiwan resident clients.

Residents of United Arab Emirates (Abu Dhabi): The offering of the products and/or services described herein have not been approved or licensed by the UAE Central
Bank, the UAE Securities and Commodities Authority (SCA), the Dubai Financial Services Authority (DFSA) or any other relevant licensing authorities in the UAE, and
accordingly does not constitute a public offer in the UAE in accordance with the commercial companies law, Federal Law No. 2 of 2015 (as amended), SCA Board of
Directors’ Decision No. (13/Chairman) of 2021 on the Regulations Manual of the Financial Activities and Status Regularization Mechanisms or otherwise. Accordingly,

this material is not offered to the public in the UAE (including the Dubai International Financial Centre (DIFC)). This material is strictly private and confidential and is being
issued to a limited number of institutional and individual clients: a) who meet the criteria of a Professional Investor as defined in SCA Board of Directors’ Decision No. (13/
Chairman) of 2021 on the Regulations Manual of the Financial Activities and Status Regularization Mechanisms or who otherwise qualify as sophisticated clients; b) upon
their request and confirmation that they understand that the products and/or services described in this material have not been approved or licensed by or registered
with the UAE Central Bank, the SCA, DFSA or any other relevant licensing authorities or governmental agencies in the UAE; and ¢) must not be provided to any person other
than the original recipient and may not be reproduced or used for any other purpose.

Residents of United Kingdom: This material is issued by First Eagle Investment Management, LLC and is lawfully distributed in the United Kingdom by First Eagle
Investment Management, Ltd. First Eagle Investment Management, Ltd is authorised and regulated by the Financial Conduct Authority (FRN: 798029) in the United
Kingdom. This material is directed only at persons in the United Kingdom who qualify as “professional investors” This material is not directed at any persons in the
United Kingdom who would qualify as “retail investors” within the meaning of the UK Alternative Investment Fund Managers Regulations 2013 (S.I. 2013/1773) or the EU
Packaged Retail and Insurance-based Investment Products Regulation (No 1286,/2014), the UK PRIIPs Regulation, and such persons may not act or rely on the informa-
tion in this material.

FEF Distributors, LLC (“FEFD") (SIPC), a limited purpose broker-dealer, distributes certain First Eagle products. FEFD does not provide services to any investor but rather
provides services to its First Eagle affiliates. As such, when FEFD presents a fund, strategy or other product to a prospective investor, FEFD and its representatives do not
determine whether an investment in the fund, strategy or other product is in the best interests of, or is otherwise beneficial or suitable for, the investor. No statement by
FEFD should be construed as a recommendation. Investors should exercise their own judgment and/or consult with a financial professional to determine whether it is
advisable for the investor to invest in any First Eagle fund, 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 and Napier
Park are brand names for the two subsidiary investment advisers engaged in the alternative credit business.

©2025 First Eagle Investment Management, LLC. All rights reserved.
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