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Equity-like return potential on senior secured debt

FY22 was the first year since its inception that CVC Income & Growth (CVC
IG) saw a negative NAV total return (TR). Its euro and sterling share
classes produced NAV total negative returns of c 8.3% and 6.8%,
respectively, which compares with 3.3% and 1.9% negative TRs by the
Credit Suisse Western European Leveraged Loan Index (CS WELLI) in euro
and sterling terms, respectively. This was primarily the result of downward
mark-to-market valuation adjustments (resulting in unrealised losses for
CVC IG), driven by price declines in the European loan market amid higher
risk aversion. Meanwhile, defaults in the European loan market remained
low at 0.4% in 2022, based on the Morningstar European Leveraged Loan
Index (with no defaults in CVC IG’s portfolio). Subsequently, European
loan markets rebounded strongly in January and February 2023, leading to
6.7% and 6.9% returns for CVC IG’s euro and sterling share classes,
respectively (therefore allowing CVC IG to almost fully recoup the 2022
loss).

CVC IG’s yield to maturity and current yield went up visibly in recent months
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Why invest in CVC IG now?

At the current market price of its debt investments (weighted average at 86.4% of
par), CVC IG provides a favourable combination of portfolio yield and downside
protection. The average yield to maturity across its portfolio stands at 18.1% in the
euro bucket and 19.8% in the sterling bucket, which may be considered attractive,
equity-like returns. In the context of the risk profile of CVC IG’s portfolio, we note
that (1) CVC IG invests in a diversified pool of loans, mostly to large corporates
(weighted average EBITDA of more than €300m), particularly defensive and mature
businesses across different industries, (2) 80% of its portfolio at end January 2023
was in first lien, senior secured debt (with typical recovery rates of 65-70%), (3)
weighted average loan to value across the portfolio was 60% at end January 2023
and (4) CVC IG focuses on investing in Western Europe and the US, with no
exposure to emerging markets.

Valuation: Discount back at pre-2020 levels

CVC IG’s sterling class shares’ discount to NAV narrowed recently to ¢ 4% from the
5-10% seen throughout most of H222. That said, it is broadly in line with pre-
pandemic levels. CVC IG provides conversion facilities, active trading in treasury
shares and a semi-annual tender facility (subject to a specific limit).
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NAV per share* 101.23p**/€0.9239***

€1.13£
Discount to NAV 3.8%*/7.5%*
Yield 6.7%**16.7%***
Ordinary shares in issue 129.5m**/105.1m™***

*NAV as at end-January 2023; NAV per share as at 17 March
2023; **CVCG; **CVCE.

Codes CVCG, CVCE
Primary exchange LSE
AIC sector Debt - Loans and Bonds
Gearing

Gross and net gearing at CVC IG level 0.0%
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CVC Income & Growth (CVC IG), formerly named
CVC Credit Partners European Opportunities, is a
closed-end investment company, domiciled in
Jersey and listed in London. It invests through a
Luxembourg vehicle, CVC European Credit
Opportunities (CEC), aiming to provide investors
with regular income and capital appreciation from a
diversified portfolio of predominantly Western
European sub-investment grade debt instruments.
The portfolio is split into two pools: performing
credit and credit opportunities. CVC IG has two
classes of shares: sterling shares (CVCG, formerly
CCPG) and euro shares (CVCE, formerly CCPE)
traded on the LSE.

Bull points

Investment manager has 15+ years’ experience.
Debt specialist with relatively unconstrained
mandate, so can invest in situations where
technicals diverge from fundamentals.

High yields at current entry prices in the context
of mostly secured debt investments.

Bear points

Higher default rate risk with economic downturn.
Inflation risks could lead to higher interest rates,
which could hurt corporate loan quality.
Macroeconomic shocks can affect risk
perception.
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FY22 loss now nearly fully recouped

CVC IG posted a 7.8% decline in NAV TR terms in 2022 (with a negative gross return of 7% for
both the performing credit and credit opportunities bucket), which represents some
underperformance compared to the broader European loan market (see Exhibit 1).

Exhibit 1: FY22 performance of selected credit assets
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There are a few reasons for this, the first being that CVC IG uses leverage at the holding level,
normally at c 30—40% of the investment vehicle’s NAV (33.3% at end June 2022), which leads to
additional volatility, both on the downside and on the upside.

Secondly, CVC IG does not have a pure-play loan portfolio, but also invests in other debt securities.
These include equity and debt tranches of collateralised loan obligations (CLOs), which
represented ¢ 9% of its portfolio at end-January 2023 (CVC IG may invest up to 20% of its gross
assets in CLOs), see Exhibit 2. CLOs saw a greater de-rating throughout 2022, but rebounded
more strongly in January and February 2023, which CVC IG took advantage of by realising some
positions (including part of the BB CLO tranches it bought at attractive prices during the forced sell-
off induced by the UK’s mini budget announcement last year). Moreover, CVC IG has part of its
portfolio in high-yield bonds (c 12% at end-January 2023), which are normally fixed-rate and were
therefore affected by the increasing base rates last year. We note that, as per CVC IG’s statement
released on 20 March 2023, it does not hold additional tier 1 bonds issued by Credit Suisse or by
any other issuer.

Exhibit 2: CVC IG’s portfolio by asset class Exhibit 3: CVC IG’s portfolio by rating
m Loans (1st Lien) (61%) BB (7%)
u Senior secured bonds (12%)
B (669
Loans (2nd Lien) (6%) =B (66%)
0,
Structured (9%) = CCC (19%)
Cash (0%)
" 0,
Other (11%) Non-rated (9%)

Source: CVC IG

Source: CVC IG

Finally, CVC IG’s credit opportunities bucket (52.1% of portfolio at end-January 2023) has a higher
exposure to CCC-rated loans than the broader loan market (resulting in 19% exposure across the
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entire portfolio, see Exhibit 3). CCC-rated loans visibly underperformed last year, with a 20.9%
negative return for CCC loans within CS WELLI versus -3.2% for B-rated and +0.4% for BB-rated
loans. This discrepancy (which was not observed in Western European high-yield bond markets in
2022) may have come, among other things, from selling pressure from CLOs (possibly in some
cases driven by the need to remain within their CCC limit, which is typically 7.5% or below), but also
from other investor groups.

Meanwhile, the default rate across the European loan market remained low at 0.4% in 2022, based
on the Morningstar European Leveraged Loan Index. CVC IG had no defaults in the portfolio last
year and we note that CVC'’s European performing credit portfolio has had a low default rate since
2006 at ¢ 0.88% (vs 2.64% for the Morningstar European Leveraged Loan Index), with an even
lower loss rate of 0.11% (thanks to a higher recovery rate on defaulted loans).

We note that CVC IG was able to almost fully recoup its 2022 losses in January and February
2023, bringing its 12-month NAV TR for the sterling share class to 17 March 2023 to 0.4%. Over
the three and five years to 17 March 2023, the NAV TRs were 7.1% and 3.1% pa, respectively,
which is broadly in line with the S&P Euro Leveraged Loan Index TR of 7.3% and 2.6% pa,
respectively (see Exhibit 4). Since inception in April 2009, CVC IG has delivered a net return of
7.7% pa (close to its long-term target of 8% pa net of fees), with performing credit and credit
opportunities delivering gross returns of 6% and 14%, respectively. Here, we note that CVC IG was
able to achieve this result mostly in a low interest rate environment, with the current level of base
rates providing an improved return potential going forward.

Exhibit 4: Investment company performance to 17 March 2023
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Exhibit 5: CVCG share price and NAV total return performance, relative to indices (%)

One month  Three months  Six months One year Three years Five years
Price relative to S&P Euro Lev Loan 4.0 8.1 5.3 2.2 20.2 25
NAV relative to S&P Euro Lev Loan 0.2 28 04 (1.2) (0.7) 2.7
Price relative to ICE BofA Euro HY EU & Western Europe 3.7 55 46 14 9.0 1341
NAV relative to ICE BofA Euro HY EU & Western Europe (0.2) 0.3 (0.3) (2.1) 9.9) 13.3

Source: Refinitiv, Edison Investment Research. Note: Data to 17 March 2023. Geometric calculation.
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Exhibit 6: CVCG NAV total return relative to S&P European Leveraged Loan Index over
three years
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CVC IG’s shares now offer a ¢ 7.7-8.2% dividend yield

CVC IG’s investment portfolio is mostly composed of floating rate debt (at least 75-80% in recent
years, 84.4% at end January 2023), with coupons normally reset on a quarterly basis, and has
therefore benefited from the recent base rate hikes, on top of widening credit spreads. Improved
income generation encouraged CVC IG’s board to increase the target annual dividend to 7c per
euro class share (8.2% dividend yield at the current share price) and 7.5p per sterling class share
(7.7% dividend yield), up from the 6c/6p annual target announced on 21 September 2022. The
11.7% and 13.4% running yields at end January 2022 on the euro and sterling share classes
provide good dividend coverage despite not yet capturing the subsequent rate hikes. The board
flagged that it will consider distributing a ‘top-up’ dividend in early 2024, although this depends on
the actual income generated by CVC IG’s portfolio, which in turn is dependent on macroeconomic
developments and the base rate trajectory, for which the outlook remains uncertain at this stage. In
this context, we also note that CVC IG’s investment manager has waived its future right to receive
an investment vehicle performance fee, effective from 1 January 2023.

Exhibit 7: CVC IG’s historical dividend on the sterling share class (p)
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This report has been commissioned by CVC Income & Growth and prepared and issued by Edison, in consideration of a fee payable by CVC Income & Growth. Edison Investment Research standard fees are £60,000 pa
for the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the
provision of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2023 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for ‘wholesale clients’ within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are ‘wholesale clients’ for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a ‘personalised service’ and, to the extent that it contains any financial advice, is
intended only as a ‘class service’ provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the ‘FPO’) (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the ‘publishers' exclusion’ from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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