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Greatest Corporate Balance Sheet Repair in History

The coronavirus pandemic of 2020 created tremendous revenue and profit uncertainty. And with such
uncertain times, Investment Grade companies did exactly what they were supposed to do: stop dividends
and equity purchases, halt mergers, acquisitions and capital expenditures, and issue long-term bonds at
rock bottom interest rates to refinance higher cost debt and increase liquidity. With little to no earnings, a
consequence of these actions was to pad an already sizeable war-chest of cash (Chart 1) and to increase
leverage to levels never seen before (Chart 2).

In 2021 most of the dynamics that played out in 2020 will reverse. We expect earnings to accelerate and as
we've seen so far in 2021, net issuance to remain low (Chart 3). Furthermore, when factoring in the increase
in Treasury yields since September last year, companies are now facing higher funding costs. When
combined with the inefficiency of holding cash on corporate balance sheets, corporate Treasurers and CFOs
will likely pull from the coffers, rather than issue debt, to increase capex and equity friendly activity. A
consequence of less issuance and higher earnings will be a decrease in leverage and an acceleration in
interest coverage (the ratio of earnings to interest payments).

With these dynamics firmly in place, we believe the investment grade corporate bond market is on the path
to one of the greatest de-leveraging stories in history, likely resulting in spread compression that exceeds
most investor’s expectations.

Chart 1: Non-Financial US IG created a war- Chart 2: Gross and Net leverage* has Chart 3: Net Issuance (corporate supply-
chest of new cash in ‘20 begun to fall from all-time peaks redemptions) has been low since Oct ‘20
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*Gross leverage: (Debt / LTM GAAP EBITDA). Net leverage: (Debt - Cash / LTM GAAP EBITDA)
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Please feel free to contact your regional portfolio specialist with any questions:
Phone: 212 692 4088
Email: sales@rbadvisors.com

For more information About Michael Contopoulos, please click here.

Nothing contained herein constitutes tax, legal, insurance or investment advice, or the recommendation of or an offer to sell, or the solicitation of an offer
to buy or invest in any investment product, vehicle, service or instrument. Such an offer or solicitation may only be made by delivery to a prospective
investor of formal offering materials, including subscription or account documents or forms, which include detailed discussions of the terms of the
respective product, vehicle, service or instrument, including the principal risk factors that might impact such a purchase or investment, and which should be
reviewed carefully by any such investor before making the decision to invest. RBA information may include statements concerning financial market trends
and/or individual stocks, and are based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other
reasons. Historic market trends are not reliable indicators of actual future market behavior or future performance of any particular investment which may
differ materially, and should not be relied upon as such. The investment strategy and broad themes discussed herein may be inappropriate for investors
depending on their specific investment objectives and financial situation. Information contained in the material has been obtained from sources believed to
be reliable, but not guaranteed. You should note that the materials are provided "as is" without any express or implied warranties. Past performance is not
a guarantee of future results. All investments involve a degree of risk, including the risk of loss. No part of RBA’s materials may be reproduced in any form,
or referred to in any other publication, without express written permission from RBA. Links to appearances and articles by Richard Bernstein, whether in
the press, on television or otherwise, are provided for informational purposes only and in no way should be considered a recommendation of any particular
investment product, vehicle, service or instrument or the rendering of investment advice, which must always be evaluated by a prospective investor in
consultation with his or her own financial adviser and in light of his or her own circumstances, including the investor's investment horizon, appetite for risk,
and ability to withstand a potential loss of some or all of an investment's value. Investing is subject to market risks. Investors acknowledge and accept the
potential loss of some or all of an investment's value. Views represented are subject to change at the sole discretion of Richard Bernstein Advisors LLC.
Richard Bernstein Advisors LLC does not undertake to advise you of any changes in the views expressed herein.
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