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Introduction

Institutional investors on the European market are finding it increasingly difficult to unearth investments with
positive yield. European sovereign bonds are in resolutely negative yield territory, while investment grade
corporate bonds are also struggling. If we look to the more risky asset classes — such as high yield credit and
European equities — valuations do not look very attractive either after a sharp rebound over the first part of the
year and against a particularly tough market backdrop characterized by geopolitical risk and trade tension.

So the same question remains across the board: how can we enhance yield without increasing exposure
to interest rate risk and exchange rate risk or suffering lower credit ratings?

In today’s environment, it may be worth looking to the European securitization market, which involves asset-
backed-securities, or ABS. European politicians are keen to revive sustainable growth in Europe through
increasing lending to households and businesses, so have publicly acknowledged the crucial role the asset
class plays in financing the real economy. This move has gone a long way to providing new impetus for the
European ABS market over recent years with the implementation of the new Simple, Transparent and
Standardized (STS) regulatory framework on January 1, 2019, providing a certification for high-quality
securitization products. In the fall of 2014, the European Central Bank also decided to include senior asset-
backed securities in its asset purchase program, on a par with sovereign bonds, covered bonds and corporate
bonds. This move put a squeeze on spreads for this type of bond and was widely seen as a vote of confidence
in the ABS asset class as a whole, which has so far proven to be highly resilient, even during the 2007-2008
financial crisis. However, senior ABS bonds are now facing negative yield on a large majority of sub-segments
of the European securitization market.

Against this backdrop, a feasible alternative can be found in the shape of mezzanine ABS bonds. This
market segment remains small in size compared to the broader securitization market for various reasons.
These investments are not currently eligible for the ECB’s asset purchase programs or the liquidity coverage
ratio (LCR), so they have not seen the hefty price distortion experienced by senior ABS bonds resulting from
the ECB’s programs over recent years. If we take a closer look, despite the fact that mezzanine ABS bonds
have gained considerably, driven up by a frantic quest for yield from investors already familiar with the ABS
asset class via senior ABS, this market still offers real investment opportunities for sophisticated investors.
Yield is deemed to be relatively attractive compared to traditional bonds, while carrying relatively limited risks
in our view.

In light of the macroeconomic context and the accommodative stance from all central banks in Europe and
elsewhere, this quest for yield looks set to continue.
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INTEREST RATES POISED TO STAY LOW

Over recent weeks, we have seen an increasingly accommodative stance from the central banks in light of
declining economic growth stats, an inflation outlook that is moving away from central banks’ targets on both
sides of the Atlantic, and escalating geopolitical risk from Brexit, the US/China trade war, or even tension
between the US and Iran.

The European Central Bank has been particularly accommodative, with recent statements triggering a massive
downward shift in bond yields, bringing the total amount of debt carrying negative yield to an unprecedented
amount of slightly under €13 trillion.

Sovereign bond yields have hit record lows, with the 10-year Bund sliding into negative territory since the start
of the year, and the OAT hitting the symbolic 0% threshold for the first time.

Yield to maturity for 10-year sovereign bonds
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Source: Ostrum AM, Bloomberg. Data as at 07/31/2019. Figures mentioned refer to
previous years. Past performance does not guarantee future results. The analyses
and opinions referenced herein represent the subjective views of the author(s) as
referenced, are as of the date shown and are subject to change. No information
contained in this document may be interpreted as being contractual in any way.

Against this backdrop and with sovereign debt offering meager yields, the European credit market has provided
an attractive alternative. Inflows into investment grade credit funds have recovered, and this factor has
combined with the market’s expectations of a resumption in the ECB’s corporate bond asset purchase program
before the end of 2019 to narrow spreads on this market, despite solid issuance volumes. By the end of June
2019, almost 25% of the euro-denominated investment grade corporate debt market carried negative yields.

Yield to Worst on the euro credit market
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Source: Ostrum AM, Bloomberg Barclays Euro Corporate index. Data as at
07/31/2019. Figures mentioned refer to previous years. Past performance does not
guarantee future results. The analyses and opinions referenced herein represent
the subjective views of the author(s) as referenced, are as of the date shown and
are subject to change. No information contained in this document may be
interpreted as being contractual in any way.
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JUST WHAT BOND SEGMENT SHOULD INVESTORS
TARGET TO SEEK OUT POSITIVE YIELD?

Interest rates are set to remain low in Europe for a long time, but investors still need to track down yield.
Investment grade credit has become much less attractive as spreads have narrowed massively over recent
weeks.

So a trend that kicked off among institutional investors a few years now seems to be on the cards again i.e.
cutting back the share of traditional bond asset classes in their asset allocation and focusing more on so-called
alternative solutions that can generate more sizeable yield.

Mezzanine asset-backed securities are something of a niche market within the broader European ABS market
and these investments could help meet increasing needs for so-called alternative solutions as they offer
relatively attractive yield in today’s environment, while also remaining in the investment grade universe.

Introduction to the mezzanine ABS market

The European ABS market is in itself relatively extensive with almost €1,200 billion in bonds, largely dominated
by the issue of senior ABS bonds. The financing structure for securitization transactions generally follows the
set-up outlined below, based on the so-called tranching technique, which spreads out the risk of loss in a
waterfall system:

e Senior bonds or tranches carry a high rating (AAA/AA) and account for between 80% and 90% of
financing for the portfolio of securitized loans,

e Mezzanine notes or tranches have a rating ranging from A/BBB to B and provide between 10% and
20% of total financing,

e The first-loss or equity tranche, which is usually unrated and partly retained by the institution that sells
the notes, provides the remaining 1-10%.

Example of an ABS

Originator (Bank) o Cash-flow allocation
Homogenous Senior ABS ¥
& pool of loans bonds :
@ Residential Mortgages Transfers Pool of Mainly rated :
receivables INVY N
a‘ Auto loans — (ex: residential
mortgages) . .
= Credit card loans — Mezzanine
ABS bonds 4m—— Mainly A/BBB
E Consumer loans Buys “Equity’ bonds
& -
gq S SUE ) Cash reserve

Excess spread

\_7 Loss allocation

Three reasons can explain the small size of the mezzanine ABS market:

e Firstly, risk modelling and deal structuring. ABS bonds are structured using a detailed model of the
loss of risk on the securitized loan portfolio and by applying the risk tranching technique, which
distributes the risk of expected losses on the pool of loans between the various tranches i.e. senior,
mezzanine and equity. These bonds therefore have very different risk/return profiles depending on the
various types of credit enhancement techniques used when the transaction is being structured, as well
as the degree of seniority, redemption priority and loss absorption. First losses are taken on the basis
of a waterfall set-up, starting with the equity tranche, until it is depleted, then the mezzanine tranches,
which absorb the next losses, followed by the most senior tranches. This risk tranching technique on
securitization deals and the use of various forms of credit enhancement mean that the institutions
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selling the loans or the issuers can refinance mostly high-quality loan portfolios by issuing primarily
very well-rated senior notes, which account for 80-90% of total financing. These notes are followed by
the issue of relatively small mezzanine and equity tranches as shown above, which can make up 10-
15% of overall financing.

Secondly, the high financing cost of ABS for an issuer as compared to other traditional asset
classes. Mezzanine ABS bonds carry a particularly high cost, and broadly speaking, ABS are not really
the most advantageous source of financing for an issuer, given the range of other available funding
sources, such as senior unsecured bonds, covered bonds or even long-term refinancing loans from
the ECB’s reasonably priced TLTRO program. So in this respect, when an issuer decides to use this
kind of securitization financing solution, senior bonds are often offered to ABS investors on the open
market, while mezzanine and equity tranches have traditionally been retained on the seller’s balance
sheet until maturity, due to the particularly high spread/yield that investors demand on this type of
product. This has restricted the range of available opportunities for mezzanine ABS investors.

A third point can help explain part of the second explanation outlined above i.e. demanding
regulation and prudential treatment for the ABS asset class that regulators implemented after the
2007 crisis. Accounting on capital required for mezzanine ABS tranches under Solvency Il still remains
particularly demanding and is off-putting for some investors, such as insurance companies. Even after
the recent easing in regulation for securitization operations eligible for the new STS program (Simple,
Transparent and Standardized), this still remains true. Only senior ABS bonds with this STS
classification are eligible for considerably reduced capital charge requirements, on a par with those for
other highly liquid asset classes, such as covered bonds and well-rated corporate bonds. As shown
below, capital charges for insurers’ investments in the safest STS-classified securitization deals have
been reduced from 2.1% to 1.0% vs. 0.7% for covered bonds and 0.9% for AAA-rated corporate bonds.
For a BBB-rated mezzanine ABS with an STS classification, the capital charge was cut from 15.80%
to 7.90% vs. 2.50% for a corporate bond with an equivalent rating.

Capital charges under Solvency Il and changes under new STS regulation

Source: European Commission; BofA Merrill Lynch Global Research. Figures mentioned refer to previous years. Past performance
does not guarantee future results. The analyses and opinions referenced herein represent the subjective views of the author(s) as
referenced, are as of the date shown and are subject to change. No information contained in this document may be interpreted as

being contractual in any way.

Overview of the mezzanine ABS market

Credit quality step 0 1 2 3 4 5and 6

Credit rating AAA AA A BBB BB B and below|
' |Corporate Bonds 0.90% 1.10% 1.40% 2.50% 4.50% 7.50% .
| Covered Bonds 0.70% | 0.90% |

Old — Senior ABS Type 1 2.10% 3.00% 3.00% 3.00%
: Old — Mezzanine ABS Type 1 12.5% 13.4% 16.6% 19.7% 82% 100% B
: Current Senior ABS STS 1.00% 1.20% 1.60% 2.80% 5.60% 9.40% .
I |Current Mezzanine ABS STS 2.80% 3.40% 4.60% 7.90% 15.80% 26.70% '

Old - Type 2 (non-STS) Senior 12.5% 13.4% 16.6% 19.7% 82% 100%

and Mezzanine ABS

Differential Senior ABS STS 0.10% 0.10% 0.20% 0.30% 1.10% 1.90%

— Corporate Bonds

Differential Mezzanine ABS 1.90% 2.30% 3.20% 5.40% 11.30% 19.20%

STS — Corporate Bonds

The European ABS market is worth close to €1,200bn, but less than half is taken up by investors, with the
remainder held by issuing banks that have used them as guarantees in the ECB’s refinancing operations since
the financial crisis. In 2011-2012, 80% of ABS issues were kept on banks’ balance sheets, while the figure for
2013 came to 70% and later stabilized at 55-61% until 2018. At end-June 2019, the proportion of issues

available to investors finally hit the 50% mark.
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Distributed ABS vs retained ABS (€mn)
Total issued per year between 2010 and June 2019
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Source: Ostrum AM, JPM Morgan. Data as at 06/21/2019. The analyses and opinions referenced herein represent the
subjective views of the author(s) as referenced, are as of the date shown and are subject to change. No information
contained in this document may be interpreted as being contractual in any way.

The situation is somewhat different on the mezzanine ABS market, which accounts for only a small portion of
the European ABS market.

Of the total nominal amount of European ABS issues between 2010 and 2019, only 16% were mezzanine ABS
bonds vs. 84% senior ABS bonds. If we exclude amortization, this equates to a total of around €386bn in
mezzanine ABS bond issues over the period.

Mezzanine ABS vs senior ABS (€mn)
Total issued per year between 2010 and June 2019
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Source: Ostrum AM, JPM Morgan. Completed on 06/21/2019. The analyses and opinions referenced herein represent
the subjective views of the author(s) as referenced, are as of the date shown and are subject to change. No information
contained in this document may be interpreted as being contractual in any way.

However, the nominal amount actually issued on the open market is much lower. As already mentioned,
issuers opted to retain most mezzanine ABS bonds on their balance sheets due to the relatively high financing
cost, so the available nominal amount on the market only came to €48bn over 2010-2019, i.e. a mere 8% of
the total amount of ABS issued on the market over the period. Some banks do not have access to all traditional
segments on the bond market, but were able to achieve the financing required via the securitization market
and thereby deconsolidate all or part of the risk on the securitized loan portfolio, despite the cost of issuing the
subordinated mezzanine and equity tranches on the public market.

European mezzanine ABS bonds - 7



Retained mezzanine ABS bonds vs distributed mezzanine ABS bonds (€mn)
Total issued per year between 2010 and June 2019
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Source: Ostrum AM, JPM Morgan. Completed on 06/21/2019. The analyses and opinions referenced herein represent
the subjective views of the author(s) as referenced, are as of the date shown and are subject to change. No information
contained in this document may be interpreted as being contractual in any way.

What about liquidity?

Senior ABS bonds have been eligible for the European Central Bank’s refinancing programs and ABS
purchase program (ABSPP) since 2014. Only redemptions and coupons are now reinvested, which helps
ensure strong liquidity on this market.

Liquidity on mezzanine ABS bonds remains robust, although admittedly lower than for senior ABS bonds for
various reasons i.e. the market is smaller and not as extensive in terms of investor type as these notes are not
eligible for repo transactions, or for the ECB purchase programs or the LCR under Basel Ill.

Liquidity on the mezzanine ABS bond market comes primarily from a more limited number of very specialized
and sophisticated stakeholders, consisting mostly of certain banks as well as hedge funds and asset managers
that know the market well and are able to assess the asset class’ fundamentals and specific features. This
group includes Ostrum AM. These same stakeholders generally invest with the aim of holding these positions
over the long term to take advantage of attractive carry on this type of investment. Trading volumes on the
secondary market therefore remain relatively low, making this type of investment scarce. This also
means that mezzanine ABS bonds are less affected by market stress, as we saw at the end of 2018.

Another key factor that helps promote relatively strong liquidity on the ABS market — including mezzanine ABS
—is the bid wanted in competition system (BWIC). This set-up has gradually become a tangible market practice
and provides liquidity from end investors for ABS investors looking to sell their ABS bonds, in addition to
liquidity from banks. This is a vital aspect when banks temporarily take a back seat and provide little or no
liquidity, as we saw at the end of 2018. Meanwhile, this market practice also enables investors looking for
investment opportunities to take advantage of these openings and simultaneously save a few bps on the
bid/ask spread.

European mezzanine ABS bonds - 8



Attractive yield but why?
The ABS asset class offers a relatively attractive risk/return ratio, particularly as compared to traditional bonds,

but mezzanine ABS bonds provide even greater returns, and while yield has gradually fallen, it is still resolutely
positive.

Risk/return ratio for various asset classes
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Source: Ostrum AM, Barclays, Bloomberg. Data at 06/30/2019. The analyses and opinions referenced herein represent the subjective views of the author(s) as
referenced, are as of the date shown and are subject to change. No information contained in this document may be interpreted as being contractual in any way. Figures
mentioned refer to previous years. Past performance does not guarantee future results.

A number of reasons can potentially explain this additional yield provided by mezzanine ABS bonds:
e A greater liquidity premium as compared to senior ABS bonds or even IG corporate bonds;
e A premium resulting from the complexity of the ABS asset class: the structuring process for
securitization deals is complex and many investors lack insight into the asset class and are still

reluctant to take positions on this market;

s A premium resulting from regulatory conditions: capital charges remain high for some investors,
such as insurers and pension funds.

In our view, premiums resulting from the asset class’ complexity and its discouraging prudential
treatment are not a true reflection of the underlying risks of mezzanine ABS bonds. Rather we believe

that this situation actually provides opportunities for all investors who are not hampered by stringent regulation
and who have extensive knowledge of the asset class, such as our specialist ABS teams at Ostrum AM.

Solid credit fundamentals and a high degree of transparency

The ABS asset class is attractive as a result of a number of features, and in our view it boasts solid
fundamentals, while also offering highly transparent investor information:

1. Firstly, the asset class’ long-term resilience has been statistically proven, as shown by the
following rating transition matrix published by Moody’s:

European mezzanine ABS bonds - 9



Rating transition matrix for ABS, CMBS and RMBS in the EMEA region over five years
Calculation over the 1993-2018 period

Principal .
From \to Aaa Aa A Baa Ba B Caa-C . Impairment
paid back
_______ Aaa  19.95% _780% _ 529% _ 239% __ 076% _ 025% __ 015% __ 6336% _____ 006%
i Aa 2.75% 28.77% 6.29% 3.43% 1.81% 1.26% 0.84% 54.41% i
i A 0.50% 10.52% 23.26% 4.65% 3.81% 2.18% 1.39% 52.79% 0.91% i
i Baa 0.21% 3.54% 6.68% 20.55% 5.09% 3.83% 4.75% 52.95% 2.40% i
Ba 0.03% 2.21% 4.13% 5.07% 15.40% 7.02% 10.69% 49.70% 5.
B 0.20% 2.88% 5.90% 7.39% 7.82% 10.21% 11.12% 41.61% 12.88%
Caa-C 1.35% 1.43% 2.04% 7.11% 10.64% 21.92% 27.29% 28.23%

Source: Ostrum AM, Moody'’s. The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the date
shown and are subject to change. No information contained in this document may be interpreted as being contractual in any way. Figures mentioned refer to
previous years. Past performance does not guarantee future results.

This transition matrix reflects how resilient ratings on investment grade ABS bonds have been over the long
term, even during the 2007-2008 crisis.

It is worth remembering that the term impairment does not necessarily mean default, but rather it can reflect
payment delays on coupons for example. In the event of impairment, the company managing the SPV — or
Special Purpose Vehicle, which is the vehicle that issues the ABS bonds — ensures that payment continues so
that ABS investors continue to receive both the principal and interest, which automatically implies extending
the securitization deal’s duration.

It is also important to highlight that these figures do not give a breakdown between the different types of ABS,
and a significant proportion of these impairments actually involve commercial mortgage-backed securities
(CMBS), which are an ABS market sub-segment where we only invest to a small extent. In our view, the
securitized collateral is not sufficiently diversified — usually consisting of just a few loans — and performance
primarily hinges on redemption or refinancing of these loans via the resale of the underlying assets, such as
office buildings, shopping malls, etc.

This observation is reflected in the latest publication from Fitch Ratings, which looks into losses on the main
asset classes on the ABS market in the EMEA region from 2000 to 2018. We can see that most of the losses
on the ABS market in Europe are due to CMBS (3.2%), while on other highly granular segments such as ABS
(auto ABS, consumer ABS, etc.) and RMBS (residential mortgage-backed securities), losses are close to zero
at just 0.1% for these two segments.

Losses per ABS asset class for issues between 2000 and 2018

= Loss realised (LHS) = Loss expected (LHS) Balance (RHS)

(% loss of asset class balance) (EURbR)
3.5 2,500
30 2,000
25

20 1,500
15 1,000
1.0

0.0 —— 0

ABS CMBS RMBS sC

Source: Ostrum AM, Fitch Ratings. The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced,
are as of the date shown and are subject to change. No information contained in this document may be interpreted as being contractual in
any way. SC stands for Structured Credit, i.e. CDOs. Fitch Ratings makes a clear distinction between RMBS and ABS, which here involve
vehicle loans and consumer loans. Figures mentioned refer to previous years. Past performance does not guarantee future results.

Another chart in this report also highlights the importance of taking positions on investment grade senior and
mezzanine bonds, which held up very well over the 2000-2018 period.
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Losses per rating type for issues between 2000 and 2018

Fitch-Rated EMEA Structured Finance Tranches
Issuance 2000 - 2018

mLoss realised (LHS) m Loss expected (LHS) Balance (RHS)

(% loss of category balance) (EURDBnN)
10 3,500
3,000
2,500
2,000
1,500
1,000
500

0

8
6

o N

AAA Investment grade Speculative Grade Total

Source: Ostrum AM, Fitch Ratings. The analyses and opinions referenced herein represent the subjective views of the author(s) as
referenced, are as of the date shown and are subject to change. No information contained in this document may be interpreted as
being contractual in any way. Figures mentioned refer to previous years. Past performance does not guarantee future results.

These figures reflect the positive aspects of the IG ABS asset class, and here at Ostrum AM, we focus on
mezzanine ABS bonds with the highest ratings ranging from Aa/AA to Baa/BBB.

3.

ABS bonds carry higher ratings than corporate bonds due to their credit enhancement system,
which helps safeguard investors. This system includes four types of enhancement mechanisms:

Excess spread, or the difference between amounts received from the portfolio of securitized loans —
or collateral — and interest costs on the ABS bonds. This spread is used to absorb the first losses.

A reserve fund financed by the seller bank is set up when the securitization deal is structured and is
the second line of defense in absorbing losses.

Over-collateralization, resulting from the value of the underlying loan portfolio being higher than the
value of the ABS issued, so even if there is a payment delay or default, interest payment and capital
repayment on the ABS bonds are not affected.

Lastly, the tranching or subordination principle, which we outlined above. The most junior bonds —
the equity tranche — absorb any losses not already covered.

Specific features of the European ABS market: prime and recourse loan

The European mezzanine ABS bond market is dominated by residential mortgage-backed securities, which
are prime securities i.e. they enjoy solid borrower solvency. These loans often include a guarantee — or
recourse loan — which enables the lending bank to recover the mortgaged asset in the event of borrower
payment default, and also recover any other asset if the value of the real estate asset is insufficient to cover
the loan.

Mezzanine ABS distributed by type of ABS
Total issued between 2010 and June 2019 (€48.3bn)
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Source: Ostrum AM, JPM Morgan. Data at 06/21/2019. The analyses and opinions referenced herein represent the
subjective views of the author(s) as referenced, are as of the date shown and are subject to change. No information
contained in this document may be interpreted as being contractual in any way.
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This is one of the key differences with the US RMBS market, which has a considerably higher volume
of subprime loans and non-recourse loans, as the prime market in the US is dominated by federal agencies,
such as the Fannie Mae and Freddie Mac.

4. Transparent transactions and underlying portfolios:

Unlike certain alternative or traditional asset classes, ABS are very specific in that they boast a high degree of
transparency, with information available on the quality and performance of securitized loan portfolios. Detailed
and transparent periodic reports — quarterly and/or even monthly — on performances from the securitized
collateral and the ABS bonds are provided for each ABS issuance, thereby helping issuers assess credit quality
and analyze the cashflow profile for the investment over time. The quality and detail of data make it easier for
investors to develop stress scenarios and conduct a detailed analysis of the potential impact on their
investments.

Analysis example: estimated impairment for a mezzanine bond with a BBB rating on a UK RMBS
under different scenarios (% house price decline in the UK and total % mortgage defaults)

UK RMBS
Assets Liabilities House price decline in the UK (from current levels)
0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50% 55% 65% 70%

£535 min
of £450mIn
UK mortgages

37%

100%

100%

100%

100%

40% 100%

98% 100%

20%| 100% 100%

85% 100% 100%
Source: Ostrum AM, Analysis developed based on Intex. The analyses and opinions referenced herein represent the subjective views of the author(s) as
referenced, are as of the date shown and are subject to change. No information contained in this document may be interpreted as being contractual in any

way. Data as of Q1 2019.

Cumulative mortgage defaults

BBB ABS bho

BB ABS bond
ABS Equity

Asset class’ attractive features for Ostrum AM as a specialized ABS fund manager

As a specialized ABS fund manager, here at Ostrum AM we particularly welcome:

e The asset class’ potential flexibility to select mezzanine bonds from the same securitization
transaction: there is usually only one senior note (class A), which accounts for on average around
80-90% of a transaction, but there can be several mezzanine ABS tranches or bonds (B, C, D, E, etc.),
each with different features in terms of rating, maturity, currency, degree of subordination and yield.
These different mezzanine notes give ABS portfolio managers the opportunity to carefully select the
risk/return ratio that best suits their investment requirements.

e Highly granular portfolios of securitized loans that can include several tens — or even hundreds —
of thousands of loans in one single transaction. This means virtually zero specific risk on any one
single issuer, unlike sovereign and corporate bonds. ABS in the broadest sense of the word are one
of the only liquid asset classes that provide direct exposure to the real economy.

Low correlation to traditional bond assets

One of the most vital lessons to remember when studying portfolio management theory is the importance of
developing a portfolio of assets that are not highly correlated i.e. lower than 1. This very basic idea sits at the
very heart of portfolio construction for all asset managers and has been particularly relevant over recent years
with the quest for alternative investment solutions with a lower correlation to traditional asset classes.

Mezzanine ABS display low correlation with all the main asset classes — equities and bonds — over the long
term, and are even negatively correlated to sovereign bonds (-0.06).

Similarly, if we want to look at how the different asset classes are correlated, without taking into account
mezzanine ABS, we can again see that the asset class stands out. By way of example, investment grade euro
credit is fairly heavily correlated to most other asset classes (between 0.42 and 0.82) while the range for
mezzanine ABS bonds is much lower at between -0.06 and 0.31.
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Correlation between the various
traditional asset classes over 10 years
(from 12/31/2008 to 12/31/2018)

. Euro HY EuroStoxx 50 | Euro Fin Sub.| Euro Govies Euro ABS
Euro Credit IG .
BB-B TR Debt 3-5Y Mezzanine*
Euro Credit IG _ - - - - -

074 100 - : : :
0.42 062 | 100 | - : .
0.82 0.80 064 | 100 | - .
0.57 0.18 0.27 -
015 0.05 0.07 031 | -006 100

Source: Ostrum AM. Data at 12/31/2018. Correlation calculated month by month. The mezzanine ABS market is represented by Ostrum
AM'’s Euro ABS Mezzanine strategy set up on 09/01/2019. The analyses and opinions referenced herein represent the subjective views
of the author(s) as referenced, are as of the date shown and are subject to change. No information contained in this document may be
interpreted as being contractual in any way. Figures mentioned refer to previous years. Past performance does not guarantee future

results.

Projections for the asset class

New ABS STS regulation (Simple, Transparent and Standardized) was approved by the European Parliament
in the fall of 2017 and implemented on January 1, 2019. This legislation is set to provide a fresh range of
opportunities on the ABS market in the broadest sense of the word. ABS must comply with a wide range of
underlying criteria in order to achieve this high-quality certified status, and notes with the STS certification will
enjoy more favorable regulatory conditions with a reduction in capital charges.

Capital charges are now aligned for senior ABS bonds, covered bonds and corporate bonds. However,
prudential rules on mezzanine ABS bonds still remain discouraging for some investors, such as insurers under
Solvency Il. In light of the quality of a large number of mezzanine ABS tranches recently issued with the STS
certification, we hope that discussions will continue in the future to promote more favorable prudential
treatment for these investments and provide most investors with access to the full range of opportunities
provided by this asset class, which is still a clear source of value.

If this happens, it could provide a fresh influx of some of the investment heavyweights on the euro bond range,
narrowing spreads for mezzanine ABS and enhancing liquidity for the asset class.

Ostrum AM’s longstanding expertise is a source of value

Ostrum AM has served its clients on the European ABS market since 2005 with two areas of expertise: one
global range, investing in senior and mezzanine ABS bonds, and another more specialized area on mezzanine
ABS bonds, thereby covering the full spectrum of ratings with in-depth insight into the market.

We have a highly experienced management team, made up of three specialist portfolio managers, with close
to 19 years’ ABS experience. They have all withessed various market cycles, including the 2008 financial

crisis.

ABS portfolio managers have access to various resources and systems to help them build, develop and
optimize their ABS portfolios, providing support across the various stages of their investment process:

e A team of credit analysts: 26 analysts including six analysts who cover international banking sector
issuers, the main issuers on the ABS market.

e Three fixed income strategists who develop and apply macroeconomic scenarios and sector trends to
support fund managers as they develop their views and opinions and take their decisions.

e The trading desk at Natixis AM Finances, an Ostrum AM subsidiary. The desk has an ABS trader who
provides ABS portfolio managers with market access via contacts with almost 30 banking
counterparties that operate on the ABS market, as well as the assurance of best execution for their
orders.
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e Two product specialists on credit and ABS strategies, who provide a contact point for portfolio
managers so they can focus on their key role, managing our portfolios.

e Major external and proprietary analysis systems tailored to the ABS market i.e. Intex, Bloomberg,
Moody’s, etc.

We have developed close business relationships with the main issuers as a result of our longstanding presence
on the ABS market, and are able to take part in some fairly rare club deals, which often provide the opportunity
of investing in mezzanine ABS bonds with high value added.

For over 15 years, Ostrum AM’s ABS management team - rated AAA by Citywire (rating* awarded on August
1, 2019 - has developed its extensive expertise across various market cycles based on in-depth fundamental
analysis of each investment in our portfolios, while focusing on the most granular, transparent and diversified
deals.

Conclusion — Suitable investment in asset allocation

Mezzanine ABS bonds provide relatively strong yield as compared to all other bond asset classes, and also
boast interest rate sensitivity of close to zero. The asset class has sound fundamentals and is highly
transparent, and these aspects make for robust credit quality and primarily investment grade ratings (A/BBB).

Mezzanine ABS bonds can provide investors with greater diversification in their overall portfolios: these notes
display an attractive risk premium in our view and can therefore round out a yield investment within a broader
asset allocation set-up consisting of high yield corporate bonds or even emerging debt for example, or in an
investment portion focused on alternative investments.

--- WRITING ---

Sébastien André
ABS PORTFOLIO MANAGER

Alexandre Boulinguez
ABS PORTFOLIO MANAGER

Arthur Chevalier
CREDIT PRODUCT SPECIALIST
arthur.chevalier@ostrum.com

*Reference to a ranking does not indicate the future performance of the fund manager
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LEGAL INFORMATION

Ostrum Asset Management

43, avenue Pierre Mendes-France - CS 41432 - 75648 Paris cedex 13 France — Phone: +33 1 78 40 80 00

Limited company with a share capital of 27 772 359 euros — Trade register n°525 192 753 Paris — VAT: FR 93 525 192
753

Register office: 43, avenue Pierre Mendés France - 75013 Paris - www.ostrum.com

This material is for information purposes only, is strictly confidential, and is destined for professional client in accordance
with MIFID. This document may not be used for a purpose other than the one for which it was conceived and may not be
reproduced, distributed or published, in whole or in part, without the prior approval of Ostrum Asset Management.

The description of the investment management processes therein, valid on the day of the response to the consultation,
does not constitute a commitment on the part of Ostrum Asset Management. Ostrum Asset Management retains the right
to modify the above mentioned processes notably to adapt to market evolutions and to the applicable law without notice,
and in particular anything relating to the description of the investment process and guidelines, which under no
circumstances constitutes a commitment from Ostrum Asset Management. Ostrum Asset Management will not be held
liable for any decision taken or not taken on the basis of the information in this document, nor for any use that a third party
might make of the information. Figures mentioned refer to previous years. Past performance does not guarantee future
results. Reference to a ranking and/or a price does not indicate the future performance of the portfolio or the portfolio
manager. The fund(s) mentioned in this document has(ve) received the approval of the Autorité des Marchés Financiers
(AMF) ) and /or the approval of the Luxembourg Commission de Surveillance du Secteur Financier (CSSF) and has(ve)
received autorisation to be marketed in France and possibly in other countries where its sale is not contrary to local
legislation. Information related to these funds are provided for illustration purpose only as requested by the tender.
Information related to UCITS quoted in this document does not replace those indicated in the legal documentation such as
the prospectus or the KIID. The characteristics, the risk and reward profile and charges related to investment in a fund are
described in the fund’s KIID. The KIID, the annual and interim reports are available on request from Ostrum AM.

Any and all information contained in this material has no contractual nature. The relations between the parties would be
regulated by the contract that might be signed by both of them. This material contains only indicative information and is
subject to change at any time without notice.

Any investment can be a source of financial risk and before investing, investors should consider the investment objectives,
risks and expenses of any strategy or product carefully, and according to their financial requirements and objectives.
Investors must also be very specific and express to Ostrum Asset Management, their financial requirement and objectives
and mention their fore planned evolution in the future.

The contents of this document are issued from sources which Ostrum Asset Management believes to be reliable. However,
Ostrum Asset Management does not guarantee the accuracy, adequacy or completeness of information obtained from
external sources included in this material.

Ostrum Asset Management, its affiliates, employees or officers shall not be held responsible for any action taken or not
taken as a result of any information contained in this material or for the use of any information contained in this material by
its beneficiary or any third party.

Under Ostrum Asset Management's social responsibility policy, and in accordance with the treaties signed by the French
government, the funds directly managed by Ostrum Asset Management do not invest in any company that manufactures,
sells or stocks anti-personnel mines and cluster bombs.

In the case of funds that qualify for special tax status, we remind potential investors that the special tax conditions depend
on the individual situation of each customer and that such conditions may be subject to future modification. Non contractual
document.

Non contractual document, written by Ostrum Asset Management on 19 February 2018.
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ADDITIONAL NOTES

This material has been provided for information purposes only to investment service providers or other Professional Clients,
Qualified or Institutional Investors and, when required by local regulation, only at their written request. This material must
not be used with Retail Investors.

In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices
listed below. Natixis Investment Managers S.A. is a Luxembourg management company that is authorized by the
Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B
115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy
of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset
Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany: Natixis Investment
Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt
55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands
(Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis
Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office).
Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en
Espafa. Serrano n°90, 6th Floor, 28006, Madrid, Spain.

In France: Provided by Natixis Investment Managers International — a portfolio management company authorized by the
Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited
company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered
office: 43 avenue Pierre Mendes France, 75013 Paris.

In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux
College 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zurich.

In the U.K.: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial
Conduct Authority (register no. 190258). This material is intended to be communicated to and/or directed at persons (1)
in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell
securities in any other jurisdiction than the United Kingdom; and (2) who are authorised under the Financial Services and
Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up share capital or net assets of at least £5
million or in the case of a trust assets of at least £10 million; or any other person to whom the material may otherwise
lawfully be distributed in accordance with the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 2000 (Promotion
of Collective Investment Schemes) (Exemptions) Order 2001 (the "Intended Recipients"). The fund, services or opinions
referred to in this material are only available to the Intended Recipients and this material must not be relied nor acted upon
by any other persons. Registered Office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER.
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch)
which is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient
financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional
Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered
office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates.

In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local
Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset management
business and investment advisory and agency business as a Financial Instruments Business Operator. Registered
address: 1-4-5, Roppongi, Minato-ku, Tokyo.

In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities
Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address:
34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2018 FSC
SICE No. 024, Tel. +886 2 8789 2788.

In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and
institutional investors for informational purposes only. Natixis Investment Managers Singapore is a division of Ostrum
Asset Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment
Managers Singapore: 5 Shenton Way, #22-05 UIC Building, Singapore 068808.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional
investors only.

In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830)
and is intended for the general information of financial advisers and wholesale clients only .

In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does
not constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013
(FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA
for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in
New Zealand.

In Latin America: Provided by Natixis Investment Managers S.A.
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In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and
supervised by the Central Bank of Uruguay. Office: San Lucar 1491, oficina 102B, Montevideo, Uruguay, CP 11500. The
sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.

In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representacion (Colombia) to professional clients
for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred
to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and
is addressed to less than 100 specifically identified investors.

In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity or an investment
manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the
Comision Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments
referred to herein that require authorization or license are rendered exclusively outside of Mexico. Natixis Investment
Managers is an entity organized under the laws of France and is not authorized by or registered with the CNBV or any
other Mexican authority to operate within Mexico as an investment manager in terms of the Mexican Securities Market Law
(Ley del Mercado de Valores). Any use of the expression or reference contained herein to “Investment Managers” is made
to Natixis Investment Managers and/or any of the investment management subsidiaries of Natixis Investment Managers,
which are also not authorized by or registered with the CNBV or any other Mexican authority to operate within Mexico as
investment managers.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a
diverse line-up of specialised investment management and distribution entities worldwide. The investment management
subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which
they are licensed or authorized. Their services and the products they manage are not available to all investors in all
jurisdictions. It is the responsibility of each investment service provider to ensure that the offering or sale of fund shares or
third party investment services to its clients complies with the relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not
constitute investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated
financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully
before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent
the views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics
shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this
material. Past performance information presented is not indicative of future performance.

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from
third party sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may
not be distributed, published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.
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