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Regulatory Capital transactions can provide
diversification and attractive returns

Bill Murray and Jason Walker: Co-Heads CQS ABS

Since the Financial Crisis banks have been under intense
scrutiny from many angles, in particular from their Regulators.
Regulators have sought to ensure that banks are not only
underwriting loans appropriately — to ensure good credit quality
risk is being originated and a repeat of the US subprime crisis
avoided — but also that they hold appropriate amounts of capital
against the loans which are made. This has led to changes and
enhancements to frameworks such as Basel lll and IV.

The tightening of the regulatory environment continues.The
next evolution of Basel IV will be enacted between 2022 and
2027. Furthermore, there are additional implications from
changing accounting rules such as IFRS9 and CECL. Banks need
to keep adapting to an evolving regulatory landscape.

Banks’ Regulatory Capital requirements continue to rise'
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As bank regulation evolves, Regulatory Capital transactions,
officially termed as Significant Risk Transfer (SRT) by Regulators,
will be an important part of a bank’s tool kit to manage their
capital positions in addition to instruments such as AT |s, CoCos
and Contingent Capital. SRT transactions are another potential
tool that can help them manage their regulatory capital risk via
risk sharing of the loans on their balance sheets with a range of
institutional investors. SRTs can offer stable and low correlated
returns. These transactions use well established securitisation
technology. Unlike traditional securitisations, they are not
driven by arbitrage motivations, but rather they are risk sharing
transactions where the bank and investors are closely aligned
and both benefit in different ways.

What is the Investment Opportunity?

SRT provides an opportunity to work alongside banks,
developing close relationships to understand and invest in their
core lending businesses such as SME lending, Mortgage lending
and Trade Finance.This is a key differentiation of the SRT sector,

whereby banks use SRT to allow them to retain attractive core
lending exposures on their balance sheets to manage the capital
of their ongoing core business operations where they have

a significant market presence and wish to continue to do so.
From an investor perspective this is interesting for a number

of reasons, i) the opportunity to gain access to otherwise
difficult to source assets; ii) the ability to underwrite and
understand the bank’s core business; and iii) the close alignment
of interest of bank and investor is an attractive component of
the investment. Importantly, they allow an investor to share

risk with a bank in its core loan portfolio, while isolating that
investment from general bank risk.

The risk sharing and alignment components have contributed
to strong credit performance of these transactions.This in
turn means that the risk-adjusted returns offered by SRT
investments are attractive and compare favourably to competing
opportunities in adjacent sectors. For example, income yields
on an SRT transaction are typically in the region of 8 to 12%
versus AT |'s which typically offer income yields of 4 to 6%?.
However, the sector is nuanced and the structures can be
complex. Banks hold a wide variety of different asset types

in a range of different jurisdictions.Add this to the nuances
of the deal structuring and it becomes important to have

the experience and knowledge to analyse and, importantly,
differentiate between different deals in order to select the
very best investments and to seek to achieve the best risk-
adjusted returns.

The SRT market is evolving & growing — an attractive
entry point

As discussed, the regulatory scrutiny of banks continues.This is
driving more changes with respect to how banks will manage
their regulatory capital. SRT is an important element of how
they manage this challenge and is firmly embedded in their
business process.This means in the coming months and years
we will see more banks issuing SRT deals and, as the regulatory
rules change, banks will use a wider range of asset types. SRT
deals are evolving to meet these demands and regulatory

rule changes, resulting in yet more types of deals to consider,
thereby increasing investment opportunities

Investors equipped with the expertise and knowledge to
consider the SRT sector have the opportunity to access
attractive stable risk adjusted returns which exhibit low
correlation to wider markets and could provide an attractive
income producing profile to their portfolio.

Source: 'The New Basel lll Framework: Navigating Changes in Bank Capital Management. PwC’s FSI. October 2010. ARP Research.

2CQS Research as of 30 June 2019.
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IMPORTANT INFORMATION:

This document has been issued by CQS (UK) LLP (FRN 400496) which is authorised and regulated by the UK Financial Conduct Authority and/or (as the
case may be) CQS (US), LLC which is a registered investment adviser with the SEC. The information is intended solely for sophisticated investors who
are (a) professional investors as defined in Article 4 of the European Directive 201 1/61/EU or (b) accredited investors (within the meaning given to such
term in Regulation D under the U.S. Securities Act of 1933, as amended) and qualified purchasers (within the meaning given to such term in Section 2(a)
(51) of the U.S Investment Company Act 1940, as amended).

CQS is a founder of the Standards Board for Alternative Investments (“SBAI”) (formerly, the Hedge Fund Standards Board) which was formed to act

as custodian of the alternative investment managers’ industry best practice standards (the “Standards”) published by the Hedge Fund Working Group
(“HFWG?”) in 2008 and to promote conformity to the Standards. SBAI is also responsible for ensuring that they are updated and refined as appropriate.
The Standards were drawn up by HFWG which comprised the leading hedge funds (based mainly in London) in 2007 in response to concerns about the
industry, including financial stability and systematic risk. The HFWG completed its work in January 2008 and published its report outlining the Standards.
By applying the Standards, managers commit to adopt the “comply or explain” approach described in the Standards.

The term “CQS” as used herein may include one or more of any CQS branded entities including CQS (UK) LLP, CQS Cayman Limited Partnership
which is registered with the Cayman Islands Monetary Authority, CQS (Hong Kong) Limited which is regulated by the Hong Kong Securities and Futures
Commission, CQS (US), LLC which is registered with the US Securities and Exchange Commission, and CQS Investment Management (Australia) Pty
Limited which is registered with the Australian Securities & Investments Commission, Australian Financial Services Licence No. 386047.

This document has been prepared for general information purposes only and has not been delivered for registration in any jurisdiction nor has its content
been reviewed by any regulatory authority in any jurisdiction. The information contained herein does not constitute: (i) a binding legal agreement; (ii)

legal, regulatory, tax, accounting or other advice; (iii) an offer, recommendation or solicitation to buy or sell shares or interests in any fund or any security,
commaodity, financial instrument or derivative linked to, or otherwise included in, a portfolio managed or advised by CQS; or (iv) an offer to enter into any
other transaction whatsoever (each a “Transaction”).

Any decision to enter into a Transaction should be based on your own independent investigation of the Transaction and appraisal of the risks, benefits and
suitability of such Transaction in light of your individual circumstances.Any decision to enter into any Transaction should be based on the terms described
in the relevant prospectus, supplement, offering memorandum, private placement memorandum, subscription documents, trading strategy, constitutional
document and/or any other relevant document as appropriate (each an “Offering Document”). Any Transaction will be subject to the terms set out in its
Offering Document and all applicable laws and regulations. The Offering Document supersedes this document and any information contained herein.

Nothing contained herein shall constitute or give rise to the relationship of partnership nor shall it constitute a joint venture or give rise to any fiduciary
or equitable duties. Any information contained herein relating to any third party not affiliated with CQS is the sole responsibility of such third party and
has not been independently verified by CQS or any other independent third party. The information contained herein is not warranted as to completeness
or accuracy and no representations are made in such respect, nor should it be deemed exhaustive information or advice on the subjects covered; as such,
the information contained herein is not intended to be used or relied upon by any counterparty, investor or any other party. The information contained
herein, as well as the views expressed herein by CQS professionals made as of the date of this document, is subject to change at any time without notice.

CQS uses information sourced from third-party vendors, such as statistical and other data, that are believed to be reliable. However, the accuracy of this
data, which may also be used to calculate results or otherwise compile data that finds its way over time into CQS research data stored on its systems,

is not guaranteed. If such information is not accurate, some of the conclusions reached or statements made may be adversely affected. CQS bears no
responsibility for your investment research and/or investment decisions and you should consult your own lawyer, accountant, tax adviser or other
professional adviser before entering into any Transaction. CQS is not liable for any decisions made or action taken by you or others based on the contents
of this document and neither CQS nor any of its directors, officers, employees or representatives (including affiliates) accept any liability whatsoever for
any errors and/or omissions or for any direct, indirect, special, incidental or consequential loss, damages or expenses of any kind howsoever arising from
the use of, or reliance on, any information contained herein.

Information contained in this document should not be viewed as indicative of future results as past performance of any Transaction is
not indicative of future results. Any investment in any fund or other vehicle managed by CQS (a “CQS Fund’’) or any of its affiliates
involves a high degree of risk, including the risk of loss of the entire amount invested. The value of investments can go down as

well as up. An investment in any CQS Fund will involve a number of material risks which include, without limitation, risks associated with adverse
market developments, volatility of markets invested in, currency and exchange rate risks, risk of counterparty or issuer default and risk of illiquidity.

Any assumptions, assessments, intended targets, statements or other such views expressed herein (collectively “Statements”) regarding future events

and circumstances or that are forward looking in nature constitute only subjective views, outlooks or estimates and are based on CQS’s expectations,
intentions or beliefs. The Statements should not in any way be relied upon, and involve inherent risk and uncertainties beyond CQS’s control. The
Statements should not be assumed to be accurate or complete, now or in the future (including with respect to the composition and investment
characteristics of any CQS Fund), and may be subject to change. CQS undertakes no responsibility or obligation to revise or update such Statements.
Target returns and volatility targets discussed in this document are high-level, may change with market conditions and are generally used only as guidelines.
Target returns reflect subjective determinations by CQS. Performance may fluctuate, particularly over short periods of time.Targeted returns should

be evaluated over the time periods indicated and not over shorter periods.Target returns are not intended to be actual performance and should not

be relied upon as any indication of actual or future performance. Some of the information contained in this document may be aggregated data of
transactions executed by CQS that has been compiled so as not to identify the underlying transactions of any particular CQS Fund.

Any indices included in this document are included to simply show the general market trends relative to the types of investments CQS tends to select for
certain CQS Funds for the periods indicated within this document.The indices are not representative of CQS Funds in terms of either composition or
risk (including volatility and other risk related factors). CQS Funds are not managed to a specific index.

This document is not intended for distribution to, or use by, the public or any person or entity in any jurisdiction where such use is prohibited by law
or regulation. In accepting receipt of this information, you represent and warrant that you have not been solicited, directly or indirectly, by CQS and are
receiving this information at your own request. It is your responsibility to inform yourself of and to observe all applicable laws and regulations of any
relevant jurisdiction.

(Continued on next page)
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CQS (US), LLC is a member of the National Futures Association (the “NFA”) and is subject to the
NFA’s regulatory oversight and examinations. However, you should be aware that the NFA does not
A . : . . . About CQS

ave regulatory oversight authority over underlying or spot virtual currency products or transactions
or virtual currency exchanges, custodians or markets. CQS is a credit-focused multi-
The information contained herein is confidential and may be legally privileged and is intended for the
exclusive use of the intended recipient(s) to which the document has been provided. In accepting
receipt of the information transmitted you agree that you and/or your affiliates, partners, directors, by Sir Michael Hintze in 1999.
officers and employees, as applicable, will keep all information strictly confidential. Any review,
retransmission, dissemination or other use of, or taking of any action in reliance upon, this information
is prohibited. Any distribution or reproduction of this document is not authorized and prohibited to offer solutions for investors
without the express written consent of CQS, or any of its affiliates.

strategy asset manager founded

Our deep experience allows us

across a range of return

AIFMD and Distribution in the European Economic Area: CQS (UK) LLP is an Alternative objectives and risk appetites.
Investment Fund Manager (an ‘AIFM’) to certain CQS Funds (each an ‘AlF’) (as defined in the X

Alternative Investment Fund Managers Directive (Directive (2011/61/EU) (‘AIFMD’)).The AIFM is WVe are an active asset manager
required to make available to investors certain prescribed information prior to investing in an AlR The with expertise across the credit
majority of the prescribed information is contained in the latest Offering Document of the AIE. The

remainder of the prescribed information is contained in the relevant AlF’s pre-investment disclosure spectrum, including corporate

document, the monthly investor report, and the fund limits document. All of this information is made
available in accordance with the AIFMD. In relation to each member state of the EEA (each a “Member
State”), this document may only be distributed and shares or interests in a CQS Fund (“Shares”) may backed securities, convertibles
only be offered or placed in a Member State to the extent that: () the CQS Fund is permitted to be
marketed to professional investors in the relevant Member State in accordance with the AIFMD (as
implemented into the local law/regulation of the relevant Member State); or (2) this document may to delivering performance and
otherwise be lawfully distributed and the Shares may otherwise be lawfully offered or placed in that
Member State (including at the initiative of the investor).

credit, structured credit, asset
and loans.We are committed

high levels of service to our

investors. CQS has offices in
Information required, to the extent applicable, for Distribution of Foreign Collective

Investment Schemes to Qualified Investors in Switzerland: The representative in Switzerland London, New York, Hong Kong
is ARM Swiss Representatives SA, Route de Cité-Ouest 2, | 196 Gland, Switzerland.The distribution of and Sydney.

Shares of the relevant CQS Fund in Switzerland will be exclusively made to, and directed at, qualified
investors (the “Qualified Investors”), as defined in the Swiss Collective Investment Schemes Act of
23 June 2006, as amended (“CISA”) and its implementing ordinance (the “Swiss Distribution Rules”).
Accordingly, the relevant CQS Fund has not been and will not be registered with the Swiss Financial
Market Supervisory Authority (“FINMA”).The paying agent in Switzerland is Banque Cantonale de
Geneéve, |7, quai de I'lle, 1204 Geneva, Switzerland. The relevant Offering Document and all other
documents used for marketing purposes, including the annual and semi-annual report, if any, can

be obtained free of charge from the representative in Switzerland. The place of performance and
jurisdiction is the registered office of the representative in Switzerland with regards to the Shares
distributed in and from Switzerland. CQS (UK) LLP (as the distributor in Switzerland) and its agents
do not pay any retrocessions to third parties in relation to the distribution of the Shares of the
relevant CQS Fund in or from Switzerland. CQS (UK) LLP (as the distributor in Switzerland) and its
agents do not pay any rebates aiming at reducing fees and expenses paid by the relevant CQS Fund
and incurred by the investors. GMvl.

CQS (UK) LLP CQS (US),LLC CQS (Hong Kong) Limited CQS Investment Management
4th Floor, One Strand 152 West 57th Street Unit 1207, 12th Floor (Australia) Pty Limited
London WC2N 5HR 40th Floor No.9 Queen’s Road Central Level I3

United Kingdom New York Hong Kong | Margaret Street

Tel: +44 (0) 20 7201 6900 NY 10019 China Sydney

Fax: +44 (0) 20 7201 1200 United States Tel: +852 3920 8600 NSW, 2000

Tel: +1 212 259 2900 Fax: +852 2521 3189 Australia
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