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The Bloomberg Aggregate Index yielded
4.6% as of month-end November, with the
10-year U.S. Treasuries at their highest
levels since before the Global Financial
Crisis. This prompted all types of investors
to look for opportunities in the space.
Insurance investors, long starved for yield
since the Global Financial Crisis, have taken
advantage of the opportunity. Most notably,
the P&C industry has bucked the trend

of declining fixed income, and increased
allocation of fixed income and cash by 3%,
while equities have declined by the same
amount year over year.

The S&P 500 Index keeps pushing higher,
hitting all-time highs to start December.
This has prompted insurers, many of
whom often rely on investment income

to support their operational profitability,
to ask about potential gain harvesting.
This means offsetting losses in the fixed
portfolio to materially increase book yield.
A key area of discussion has been the focus
on net investment income. Many CIlOs are
looking to dampen accounting volatility
given the impact of IFRS 17 and accounting
regulations.

The Federal Open Market Committee held
a median view of the Federal Reserve's
benchmark rate, ending 2025 at 3.4%, or
125 bps of cuts from current levels, as of
the most recent Fed minutes. This has
driven many clients to look at strategic
asset allocation studies, highlighting the
opportunity to take advantage of elevated
yields and bring portfolio allocations closer
to long-term strategic goals.
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2024 was a busy year for regulatory Throughout the year, our first topic of

2024 bodies across the globe. In the U.S. alone, discussion was often around investing in
insurers will face updated capital charges, bonds, with a quick follow up of, “Does
Insu new statutory investment scheduling and this meet the new criteria of a bond for
updated definitions of what constitutes reporting purposes?”. The new principles-
rance —> a bond. What has prompted all these based bond definition has many insurers
new regulations? No one can answer for scrambling to assign current holdings
WRAPPED sure, but the expanded use of private and pausing new purchases to insure no
A\ securities, increased use of collateralized unexpected capital increases.

loan obligations (CLOs) and new entrants
into the insurance space utilizing more

aggressive strategies all likely had an
2 Impact.
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Since the pandemic, much of the real estate
discussion has focused on one subsector’s
troubles: office space. However, 2024

saw a reversal of declining investments in
real estate by insurers. Q2 and Q3 2024
ACLI data show commercial real estate
investment increasing over the quarter,
with $16B invested in Q3, the highest level
since early 2022. Yields remain incredibly
attractive, with fixed rates remaining north
of 6% across all subsectors. Investments
have been across the major subsectors, but

office has comprised less than 5% of new
ACLI investment in 2024.

CML Spreads vs. U.S. Corporate Bonds
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Through the first three quarters of 2024,
this asset class continues to show measured
yet notable improvement. While weak

spots still exist, these largely stem from
overly robust supply rather than collapsing
demand. Non-investment grade (non-1G)
debt and niche equity subsectors have also
proven resilient through the office/retail
driven downturn by leaning into data-driven
analytics, such as single-family rentals, data
centers and cold storage facilities. Insurers
have started to recognize the value, and
allocations have steadily began climbing,.

CML spreads = Public bonds
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Source: Bloomberg, 2024
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No matter what financial publication you
opened, private credit was the top trending
headline of 2024. Between existing market
participants and a bevy of new entrants

In the space, the market has exploded.
Private credit can offer strong investment
opportunities across the liquidity spectrum,
from |G private credit and private ABS to
below-1G direct lending and beyond.

The |G private debt market had a record
year of new investment activity in 2024.
Volumes surpassed the prior record of $108
billion set in 2021. As at the end of October,
year to date 2024 volume was $113 billion

and expected to close the year above the
$120 billion mark.

However, it feels remiss to not mention
that life insurers have been investing in
private credit for well over 30 years, and this
market is not new, strictly speaking. While
the allocation to these private securities

nas slowly crept up, reaching 44% of total
oond holdings as of year end 2023, these
nave been staples of life insurers’ asset
allocations for years. Increased yield, similar
capital charges to public bonds and strong
covenants make this asset class a potential
home run for insurers with a focus on net
Investment income.

With expanded entrants into the market,

combined with increased regulatory
scrutiny, private credit is likely to stay in the
headlines in 2025. Remaining discipline with
underwriting and credit research remains

paramount, but this is certainly not a 2024
fad.
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While insurers received some relief from
elevated interest rates, other problems
showed up in 2024. In the P&C space, the
U.S. saw 24 major climate events that
exceeded a $1B price tag. The annual
average of these events occurring from
1980-2023 is 8.4/year, a staggering
increase. Insurers have been forced to
take multiple rate hikes, pay a significant
premium on reinsurance, or exit certain
markets altogether. The increasing
frequency of severe weather events,
combined with social inflation, has
dampened some of the enthusiasm that
came with higher rates.

Life insurers had a banner year, as
consumers poured into annuities looking to
lock in rates. In the first half of 2024, total
U.S. annuity sales rose 19% to US$215.2
billion, year over year. However, the industry
has become crowded, with increasingly
complex investment portfolios driving
crediting rates higher. In order to keep

up, many insurers have revised their asset
allocations trying to compete with new
entrants backed by private equity investors.
Time will tell, but understanding these
liquidity risks with an aging population may
become something we look back on in a few
years.

Sources: Federal Reserve Bank of Philadelphia, Bloomberg, S&P Global
Intelligence, ACLI Commercial Mortgage Report, Nation Centers for
Environmental Information, 2024.
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© 2024, SLC Management

SLC Management is the brand name for the institutional asset management business of Sun Life Financial Inc. (“Sun Life”) under which Sun Life Capital Management (U.S.) LLC in the United States, and Sun Life Capital Management
(Canada) Inc. in Canada operate. Sun Life Capital Management (Canada) Inc. is a Canadian registered portfolio manager, investment fund manager, exempt market dealer and in Ontario, a commaodity trading manager. Sun Life Capital
Management (U.S.) LLC is registered with the U.S. Securities and Exchange Commission as an investment adviser and is also a Commodity Trading Advisor and Commaodity Pool Operator registered with the Commodity Futures Trading
Commission under the Commodity Exchange Act and Members of the National Futures Association.

Sun Life Capital Management (U.S.) LLC is registered with the U.S. Securities and Exchange Commission as an investment adviser and is also a Commodity Trading Advisor registered with the Commaodity Futures Trading Commission
under the Commodity Exchange Act and Members of the National Futures Association.

The information provided is intended for informational purposes only and represents the views and opinion of the author(s), which may differ from those of other investment teams at SLC Management and its affiliates. The material
does not consider the suitability or needs of any person or entity, and is not a recommendation in any asset class or strategy. Diversification and asset allocation do not protect against loss nor guarantee returns. Any financial indices
referenced as benchmarks are provided for illustrative purposes only. The use of benchmarks has limitations because portfolio holdings and characteristics will differ from those of the benchmark(s), and such differences may be
material. You cannot make a direct investment in an index. All referenced indexes are shown for illustrative purposes only. Factors affecting portfolio performance that do not affect benchmark performance may include portfolio
rebalancing, the timing of cash flows, credit quality, diversification, and differences in volatility. In addition, financial indices do not reflect the impact of fees, applicable taxes or trading costs which reduce returns. No representation is
being made that any investor will or is likely to achieve profits or losses in any asset class described or based on any benchmark. Past performance is not necessarily indicative of future results.

The information provided may present materials or statements which reflect expectations or forecasts of future events. Such forward-looking statements are speculative in nature and may be subject to risks, uncertainties and
assumptions and actual results which could differ significantly from the statements. As such, do not place undue reliance upon such forward-looking statements. Efforts have been made to ensure that the information contained in
this report is obtained from sources believed to be reliable and accurate at the time of publication. However, SLC Management does not guarantee its accuracy or completeness. All, opinions, commentary and information is subject
to change and SLC Management accepts no responsibility for any losses arising from any use of or reliance on the information provided herein. All opinions and commentary are subject to change without notice and are provided in
good faith without legal responsibility.

Unless otherwise stated, all figures and estimates provided have been sourced internally and are as of September 30, 2024. Unless otherwise noted, all references to “$” are in U.S. dollars. Past performance is not indicative of future
results.

Nothing herein constitutes an offer to sell or the solicitation of an offer to buy securities. The information in these materials is provided solely as reference material with respect to the Firm, its people and advisory services business,
as an asset management company.

Market data and information included herein is based on various published and unpublished sources considered to be reliable but has not been independently verified and there is no guarantee of its accuracy or completeness.

This content may present materials or statements which reflect expectations or forecasts of future events. Such forward-looking statements are speculative in nature and may be subject to risks, uncertainties and assumptions and
actual results which could differ significantly from the statements. As such, do not place undue reliance upon such forward-looking statements. All opinions and commentary are subject to change without notice and are provided in
good faith without legal responsibility. Unless otherwise stated, all figures and estimates provided have been sourced internally and are current as at the date of the paper unless separately stated. All data is subject to change.

This information Is not intended to provide specific financial, tax, investment, insurance, legal or accounting advice and should not be relied upon and does not constitute a specific offer to buy and/or sell securities, insurance or
Investment services. Investors should consult with their professional advisors before acting upon any information contained in this paper. An investor may not invest directly in an index.

No part of this material may, without SLC Management's prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an employee, officer, director, or
authorized agent of the recipient.

This material is intended for institutional investors only. It is not for retail use or distribution to individual investors. Nothing in this presentation should (i) be construed to cause any of the operations under SLC Management to be an
investment advice fiduciary under the U.S. Employee Retirement Income Security Act of 1974, as amended, the U.S. Internal Revenue Code of 1986, as amended, or similar law, (i) be considered individualized investment advice to
plan assets based on the particular needs of a plan or (iii) serve as a primary basis for investment decisions with respect to plan assets.



Cash and Non-Cash Compensation
e SLC Management provides no cash compensation or any other direct economic benefit to Consultants.
e SLC Management may provide non-cash compensation to Consultants in the form of entertainment.

e Consultants are acting solely on behalf of their clients and are not acting as placement agents on behalf of SLC Management or otherwise engaged in the offering or promotion of interests in SLC-managed private funds or
accounts to prospective investors.

e SLC Management is not involved in the preparation of any report and/or recommendation provided by Consultants to their clients.
Conflicts of Interest

Non-cash compensation in the form of meals and entertainment by SLC Management to a Consultant may create a conflict of interest for the Consultant who may be induced to recommend that prospective investors invest with SLC
Management.

Sun Life Capital Management (U.S.) LLC. also referred to as “SLC Fixed Income,” offers pooled funds, separately managed accounts and other investment advisory services with the support of the investment operations of SLC
Management.
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