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Investment Process

We seek to invest in issuers with high-quality business models that have compelling risk-adjusted return characteristics. Our research
process has four primary pillars:

Business Quality

We use a variety of sources to understand an issuer’s business model resiliency. We analyze the general health of the industry in which
an issuer operates, the issuer’s competitive position, the dynamics of industry participants and the decision-making history of the
issuer’s management.

Financial Strength and Flexibility

We believe that analyzing the history and trend of free cash flow generation is critical to understanding an issuer’s financial health. Our
financial analysis also considers an issuer’s capital structure, refinancing options, financial covenants, amortization schedules and overall
financial transparency.

Downside Analysis

We believe that credit instruments by their nature have an asymmetric risk profile. The risk of loss is often greater than the potential for
gain, particularly when looking at below investment grade issuers. We seek to manage this risk with what we believe to be conservative
financial projections that account for industry position, competitive dynamics and positioning within the capital structure.

Value Identification

We use multiple metrics to determine the value of an investment opportunity. We look for credit improvement potential, relative value
within an issuer’s capital structure, catalysts for business improvement and potential value stemming frommarket or
industry dislocations.

Team Overview

Our team brings together a group of experienced credit analysts who are dedicated to a single investment philosophy and process. All
teammembers conduct deep fundamental credit research as generalists with sector tendencies to identify issuers with high quality
business models that have compelling risk-adjusted return characteristics.

Portfolio Management

Bryan C. Krug, CFA

Portfolio Manager

Investment Results (% USD) Average Annual Total Returns

4.774.954.543.0815.668.035.28ICE BofA US High Yield Index

6.486.606.424.3415.117.704.93Composite—Net

7.217.347.145.0415.878.245.10Composite—Gross

Inception110 Yr5 Yr3 Yr1 YrYTDQTDAs of 30 September 2024

Annual Returns (% USD) Trailing 12 months ended 30 September

15.1110.85-10.9614.045.41Composite—Net

20242023202220212020

Source: Artisan Partners/ICE BofA. Returns for periods less than one year are not annualized. 1Composite inception: 1 April 2014.

Past performance does not guarantee and is not a reliable indicator of future results. Current performance may be lower or higher than the performance shown. Unlike the Index, the High
Income Composite may hold loans and other security types. At times, this causes material differences in relative performance. Composite performance has been presented in both gross and
net of investment management fees.

Investment Risks: Investments will rise and fall with market fluctuations and investor capital is at risk. Investors investing in strategies denominated in non-local currency should be aware of the risk of
currency exchange fluctuations that may cause a loss of principal. These risks, among others, are further described on the last page, which should be read in conjunction with this material.
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Performance Discussion

Our portfolio modestly underperformed the ICE BofA US High Yield

Index during the quarter. From an asset class perspective, the

portfolio’s allocation to bank loans was the largest detractor in a

period where Treasury yields fell across the curve, partially offset by

positive security selection in corporate bonds. By rating, the largest

contributor was the portfolio’s underweight and selection in BB-rated

bonds. The portfolio benefited from an overweight to CCC-rated debt

although negative selection effects in this segment offset this benefit.

Across sectors, the largest positive contributors included our

underweight in energy as well as security selection in transportation.

The largest sector detractor was security selection

in telecommunications.

Investing Environment

Equity market volatility increased in Q3 as investors weathered several

brief but sharp selloffs. Weaker-than-expected employment reports in

August and September resulted in several days of sharp declines in

the S&P 500® Index that were quickly met with gains in subsequent

days. The increasing weakness in the labor market reinforced investor

beliefs that the Federal Reserve would reduce interest rates at its

September 18 meeting, resulting in a material decline in Treasury

yields; from the end of June through September 17, the yield for the

2-Year Treasury and 10-Year Treasury fell nearly 115bps and 75bps,

respectively. The next day, the Fed announced a “jumbo” sized rate

cut of 50bps, catching some investors by surprise as futures markets

were relatively split between 25bps and 50bps. The Fed

acknowledged a clear shift from inflation reduction as the number

one priority to an approach recognizing “the balance of risks,” with

concerns over potential further weakening in the labor market

contributing to its decision to reduce rates by 50bps rather

than 25bps.

Against this backdrop, credit markets continued to perform and post

attractive returns for investors. The ICE BofA US High Yield Index

gained 5.3% for the quarter, its best since Q4 2023. Returns were

driven by coupon income, spread tightening and price gains, aided by

a drop in Treasury yields and continued economic strength. At the

headline level, spreads tightened 18bps led by the CCC-rated

segment, which tightened over 150bps during the quarter. It’s worth

noting that despite the significant outperformance of CCCs in the

quarter, spreads for the segment remain almost 225bps wider than

their 2021 low while the BB segment of the index remains historically

tight. As CCCs have historically defaulted at a higher rate than BBs, we

continue to believe that retaining selectivity and discipline in this

segment is critical to investor success.

Meanwhile, leveraged loans continued their attractive performance

consistency, notching their ninth consecutive quarter of positive

returns. The Credit Suisse Leveraged Loan Index gained 2.1% for the

quarter with discount margins tightening approximately 10bps.

Similar to the high yield bond market, lower rated loans led

performance for the quarter as split B loans returned 2.7% and

CCC/split CCC loans returned 2.6%. Generally speaking, the loan

market is lower rated than the high yield bond market with issuers

that have higher leverage points. In addition, issuers of leveraged

loans generally experienced more significant erosions of interest

coverage over the past two years given the floating rate nature of

loans relative to fixed rate bonds. We believe leveraged loan issuers

may benefit disproportionately from Fed rate cuts as their interest

burdens decline in lockstep with declining secured overnight funding

rates (SOFR).

Although the equity market drawdowns were quick to recover in the

quarter, we believe it is worth highlighting the resiliency of credit

markets during these bouts of volatility as a reminder of the attractive

role that credit can play in a portfolio. The S&P 500® Index fell 6.1%

from July 31 through August 5, while high yield bonds (as measured

by the ICE BofA US High Yield Index) and leveraged loans (as

measured by the Credit Suisse Leveraged Loan Index) fell only 0.9%

and 0.6%, respectively, in the same period. For what looked like a

short bout of investor panic in the equity market turned out to be

simply a “yawn” for credit investors. We have seen this dynamic time

and time again as—over the long term—credit markets tend to

outperform equity markets in times of stress.

The flipside of strong credit market performance year-to-date has

been a further tightening of spreads and a decline in yields. As the

Federal Reserve embarks on a new easing cycle with expectations of

further declines in base rates to come, it is worth noting that current

yield levels still offer attractive return potential for credit markets on

the whole. In an analysis done by JP Morgan, an allocation to high

yield bonds when the index yields above 7% has historically offered

compelling returns in the medium term. Over the past 37 years, high

yield bonds have posted annualized forward 12-month and 24-month

returns of 7.5% and 5.9%, respectively. In addition, leveraged loans

continue to offer yield above and beyond that of high yield bonds,

with the loan index outyielding the bond index by 120bps at month-

end, even when accounting for market expectations of declining base

rates in the coming years.

The primary market remains “wide open,” with a flood of borrowers

looking to refinance and reprice their loans. During the quarter, gross

issuance for the high yield and leveraged loan markets was $74 billion

and $206 billion, respectively, with high yield issuance in September

reaching a three-year monthly high. Notably, while net new credit

creation remains low relative to history, net supply has begun to rise

recently aided by a pickup in leveraged buyouts and the market’s

confidence that the Fed will continue to lower rates. Net issuance

(non-refinancing related) in September reached a 12-month and

30-month high in bonds and loans, respectively. We continue to

believe that disciplined credit investing is key to long-term

performance and margins of safety should not be compromised in

search of yield; we retain a high rejection rate of new issuance across

our platform.



Default volumes remain low, dominated by distressed

exchanges/liability management exercises rather than “hard defaults”

such as missed payments or bankruptcies. Given the significant

amount of refinancing and repricing that has occurred year-to-date,

borrowers have extended their maturity ladder and reduced interest

burdens, which we believe helps to alleviate some default risk in

liquid credit markets at a broad level. In addition, the dramatic growth

in private credit markets over the past decade has enabled a risk

transfer of higher credit risk borrowers from public to private credit.

Historically, the only real financing source for smaller, higher leverage

and ultimately riskier issuers was the syndicated debt markets. As the

private credit market has become a viable alternative source of

financing for these companies over the past 10 years, those smaller

issuers with a higher propensity to default have eschewed the

syndicated market and opted to finance through direct lenders,

potentially reducing default risk in public credit.

Portfolio Positioning

Our allocation to loans increased incrementally over the quarter to

17.4%, driven by a unique opportunity that became available in the

primary market. In September, we participated in the new issuance for

a sporting goods manufacturer with a portfolio of well-known brands

across outdoor sporting activities such as hunting and fishing. As the

loan deal began to take shape, the company and its sponsor ramped

up concessions by providing tremendously creditor-friendly

documentation, hard call protection above par, an above-market

spread and an issue price seven points below par—a rarity in the loan

market, particularly in a benign economic environment. The potential

for an early takeout or refinancing creates a unique convexity

opportunity for this loan to outperform the broader market.

The average price of our portfolio was approximately $93.6 at the end

of September, which remains at a discount relative to the high yield

index. In addition, the portfolio retains its yield advantage over the

benchmark as we continue to identify attractive opportunities to earn

above-market coupons. We retain our yield advantage despite our

allocation to cash, which was pared down in the quarter and invested

in select opportunities such as the previously noted outdoor sporting

goods manufacturer.

In light of the strong market performance of CCCs this year, it’s worth

highlighting our differentiated exposure to this segment. As our

longtime investors are keenly aware, a considerable portion of our

CCC exposure historically has been invested in insurance brokers—

asset-light business with a tremendous ability to generate cash flow.

Fundamentally, we believe these businesses are misrated by rating

agencies and offer us the potential ability to earn attractive risk-

adjusted returns over the long term with the potential for superior

downside protection versus other industries rated CCC. However, in

environments where CCC-rated debt rallies significantly, these issuers

tend to lag the broader CCC market, as evidenced in 2024

performance. Over the long term, our discipline in this segment has

rewarded our investors with superior performance for our CCC

holdings versus the broader CCC market.

Perspective

Credit markets shook off equity market volatility during the quarter

and posted attractive returns, buoyed by income returns and price

gains. With three quarters of the year complete, both the high yield

bond and leveraged loan market are trending toward full-year returns

that are in line with or above their yield levels at the beginning of the

year, providing compelling value to a diversified portfolio. Though

spreads have tightened considerably year-to-date, the current entry

point for credit market yields remains attractive relative to history.

Nevertheless, in a time of “wide open” capital markets, tighter credit

spreads and a rise in distressed exchanges, the value of active

management has never been more important. Discipline and

vigilance remain core tenets of our philosophy as we continue to

guide the portfolio through the current cycle. Our focus remains on

avoidance of capital impairment while identifying unique,

idiosyncratic opportunities to deploy capital at above-market

coupons and attractive discounts to par, endeavoring to achieve

compelling risk-adjusted returns for our investors.

ARTISAN CANVAS

Timely insights and updates from our investment teams and             

firm leadership

Visit www.artisancanvas.com 
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Investment Risks: Fixed income securities carry interest rate risk and credit risk for both the issuer and counterparty and investors may lose principal value. In general, when interest rates rise, fixed income values fall. High
income securities (junk bonds) are speculative, experience greater price volatility and have a higher degree of credit and liquidity risk than bonds with a higher credit rating. The portfolio typically invests a significant portion of
its  assets  in  lower-rated  high  income  securities  (e.g.,  CCC).  Loans  carry  risks  including  insolvency  of  the  borrower,  lending  bank  or  other  intermediary.  Loans  may  be  secured,  unsecured,  or  not  fully  collateralized,  trade
infrequently, experience delayed settlement, and be subject to resale restrictions. Private placement and restricted securities may not be easily sold due to resale restrictions and are more difficult to value. Use of derivatives may
create  investment  leverage  and  increase  the  likelihood  of  volatility  and  risk  of  loss  in  excess  of  the  amount  invested.  International  investments  involve  special  risks,  including  currency  fluctuation,  lower  liquidity,  different
accounting methods and economic and political systems, and higher transaction costs. These risks typically are greater in emerging and less developed markets, including frontier markets. These risks, among others, are further
described in Artisan Partners Form ADV, which is available upon request.

Unless otherwise indicated, the Artisan Strategy characteristics relate to that of an investment composite or a representative account managed within a composite. It is intended to provide a general illustration of the investment strategy and
considerations used by Artisan Partners in managing that strategy. Individual accounts may differ, at times significantly, from the reference data shown due to varying account restrictions, fees and expenses, and since-inception time periods,
among others. Where applicable, this information is supplemental to, and not to be construed with, a current or prospective client’s investment account information. References to individual security performance relate to a representative account
in the composite. Individual holding periods may differ.

For the purpose of determining the portfolio’s holdings, securities of the same issuer are aggregated to determine the weight in the Strategy. Securities named in the Commentary, but not listed here are not held in the portfolio as of the date of
this report. Totals may not sum due to rounding.

Attribution  is  used  to  evaluate  the  investment  management  decisions  which  affected  the  portfolio’s  performance  when  compared  to  a  benchmark  index.  Attribution  is  not  exact,  but  should  be  considered  an  approximation  of  the  relative
contribution of each of the factors considered.

Net-of-fees  composite  returns  were  calculated  using  the  highest  model  investment  advisory  fees  applicable  to  portfolios  within  the  composite.  Fees  may  be  higher  for  certain  pooled  vehicles  and  the  composite  may  include  accounts  with
performance-based fees. All performance results are net of commissions and transaction costs, and have been presented gross and net of investment advisory fees. Dividend income is recorded net of foreign withholding taxes on ex-dividend date
or as soon after the ex-dividend date as the information becomes available to Artisan Partners. Interest income is recorded on the accrual basis. Performance results for the Index include reinvested dividends and are presented net of foreign
withholding taxes but, unlike the portfolio's returns, do not reflect the payment of sales commissions or other expenses incurred in the purchase or sale of the securities included in the indices.

ICE BofA US High Yield Index measures the performance of below investment grade US dollar-denominated corporate bonds publicly issued in the US market. Credit Suisse (CS) Leveraged Loan Index is an unmanaged market value-weighted
index designed to mirror the investable universe of the US dollar-denominated leveraged loan market. New issues are added to the index on their effective date if they qualify according to the following criteria: loan facilities must be rated “BB”
or lower; only fully funded term loan facilities are included; and issuers must be domiciled in developed countries. ICE BofA US Broad Market Index tracks the performance of US dollar-denominated investment grade debt publicly issued in the
US domestic market, including US Treasury, quasi-government, corporate, securitized and collateralized securities. With the exception of local currency sovereign debt, qualifying securities must have an investment grade rating (based on an
average of Moody’s, S&P and Fitch). S&P 500® Index measures the performance of 500 US companies focused on the large-cap sector of the market. The index(es) are unmanaged; include net reinvested dividends; do not reflect fees or
expenses; and are not available for direct investment.

Source ICE Data Indices, LLC is used with permission. ICE® is a registered trademark of ICE Data Indices, LLC or its affiliates and BofA® is a registered trademark of Bank of America Corporation licensed by Bank of America Corporation and its
affiliates ("BofA"), and may not be used without BofA's prior written approval. The index data referenced herein is the property of ICE Data Indices, LLC, its affiliates (“ICE Data”) and/or its third party suppliers and, along with the ICE BofA
trademarks, has been licensed for use by Artisan Partners Limited Partnership. ICE Data and its Third Party Suppliers accept no liability in connection with the use of such index data or marks. See www.artisanpartners.com/ice-data.html for a full
copy of the Disclaimer.

The  S&P 500®  (“Index”)  is  a  product  of  S&P Dow Jones  Indices  LLC  (“S&P DJI”)  and/or  its  affiliates  and  has  been  licensed  for  use.  Copyright  © 2024 S&P Dow Jones  Indices  LLC,  a  division  of  S&P Global,  Inc.  All  rights  reserved.
Redistribution or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC. S&P® is a registered trademark of S&P Global and Dow Jones® is a registered trademark of Dow Jones Trademark
Holdings LLC (“Dow Jones”). None of S&P DJI, Dow Jones, their affiliates or third party licensors makes any representation or warranty, express or implied, as to the ability of any index to accurately represent the asset class or market sector
that it purports to represent and none shall have any liability for any errors, omissions, or interruptions of any index or the data included therein.

This summary represents the views of the portfolio manager as of 30 Sep 2024. Those views and portfolio holdings are subject to change and Artisan Partners disclaims any obligation to advise investors of such changes. The discussion of
portfolio holdings does not constitute a recommendation of any individual security.

Credit Quality ratings are determined by Artisan Partners based on ratings from S&P and/or Moody's, which typically range from AAA (highest) to D (lowest). For securities rated by both S&P and Moody's, the higher of the two ratings was
used, and those not rated by either agency have been categorized as Unrated/Not Rated. Ratings are applicable to the underlying portfolio securities, but not the portfolio itself, and are subject to change. Non-Investment Grade refers to fixed
income securities with lower credit quality. Spread is the difference in yield between two bonds of similar maturity but different credit quality. Par represents the level a security trades at when its yield equals its coupon. Par-weighted Default
Rate represents the total dollar volume of defaulted securities compared to the total face amount of securities outstanding that could have defaulted. Discount margin (DM) is the average expected return of a floating-rate security that's earned
in addition to the index underlying, or reference rate of, the security. Margin of Safety, a concept developed by Benjamin Graham, is the difference between the market price and the estimated intrinsic value of a business. A large margin of
safety may help guard against permanent capital loss and improve the probability of capital appreciation. Margin of safety does not prevent market loss—all investments contain risk and may lose value.

This material is provided for informational purposes without regard to your particular investment needs and shall not be construed as investment or tax advice on which you may rely for your investment decisions. Investors should consult their
financial and tax adviser before making investments in order to determine the appropriateness of any investment product discussed herein.

Artisan Partners Limited Partnership (APLP) is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Artisan Partners UK LLP (APUK) is authorized and regulated by the Financial Conduct Authority and is a
registered investment adviser with the SEC. APEL Financial Distribution Services Limited (AP Europe) is regulated by the Central Bank of Ireland. APLP, APUK and AP Europe are collectively, with their parent company and affiliates, referred to as
Artisan Partners  herein.  Artisan Partners  is  not  registered,  authorised or  eligible  for  an exemption from registration  in  all  jurisdictions.  Therefore,  services  described herein  may not  be available  in  certain  jurisdictions.  This  material  does  not
constitute an offer or solicitation where such actions are not authorised or lawful, and in some cases may only be provided at the initiative of the prospect. Further limitations on the availability of products or services described herein may
be imposed.

This material is only intended for investors which meet qualifications as institutional investors as defined in the applicable jurisdiction where this material is received, which includes only Professional Clients or Eligible Counterparties as defined by
the Markets in Financial Instruments Directive (MiFID) where this material is issued by APUK or AP Europe. This material is not for use by retail investors and may not be reproduced or distributed without Artisan Partners’ permission.

In the United Kingdom, issued by Artisan Partners UK LLP, 25 St. James’s St., Floor 10, London SW1A 1HA, registered in England and Wales (LLP No. OC351201). Registered office: Phoenix House, Floor 4, Station Hill, Reading Berkshire RG1
1NB. In Ireland, issued by Artisan Partners Europe, Fitzwilliam Hall, Fitzwilliam Pl, Ste. 202, Dublin 2, D02 T292. Registered office: 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296 (Company No. 637966).

Australia: This material is directed at wholesale clients only and is not intended for, or to be relied upon by, private individuals or retail investors. Artisan Partners Australia Pty Ltd is a representative of APLP (ARBN 153 777 292) and APUK
(ARBN 603 522 649). APLP and APUK are respectively regulated under US and UK laws which differ from Australian laws and are exempt from the requirement to hold an Australian financial services license under the Australian Corporations
Act 2001 in respect to financial services provided in Australia.

Canada: This material is distributed in Canada by APLP and/or Artisan Partners Distributors LLC, which conduct activities in Canada under exemptions from the dealer, portfolio manager and investment fund manager registration requirements of
applicable Canadian securities laws. This material does not constitute an offer of services in circumstances where such exemptions are not available. APLP advisory services are available only to investors that qualify as “permitted clients” under
applicable Canadian securities laws.

© 2024 Artisan Partners. All rights reserved.

For Institutional Investors – Not for Onward Distribution


