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Across the credit landscape, valuations are extended. Investment grade credit spreads ended 2024 below 80 bps, near
the tightest levels in over 20 years. Despite being a poor tool for timing the market, valuation does provide helpful
context for framing the current risk/reward offered by the market. Given the current environment, ensuring your
credit-oriented managers employ a high-quality approach will be a key to outperformance as the market cycle
progresses.

To analyze the fullness of IG credit valuations, we have looked back over 20 years of data to consider both average excess
return and hit rate of excess return, looking 12 months forward for short, intermediate, and long duration credit from
various levels of starting spreads. Our data suggests that investors should be cautious about the outlook for credit from
current valuation levels.

Short duration credit spreads ended the year at 52 bps. While the hit rate for short duration credit is better than both
intermediate and long duration credit, short duration credit spreads are at levels historically consistent with almost zero
excess return.
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The picture for intermediate duration credit looks even bleaker, with just a 15% hit rate from current spread levels and an
average excess return of -1.02%.
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SOURCE: JOHNSON ASSET MANAGEMENT, BLOOMBERG, DATA AS OF 12/31/2024

Finally, long duration credit spreads, currently sub-100 bps, are literally “off the chart”, at their tightest levels in the data
set used for our analysis. Even from levels 10+ bps wider, long duration credit has never outperformed
duration-matched treasuries, with an average excess return of -3.76%.
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While current valuations in credit warrant caution, this does not mean investors should abandon IG credit in portfolios.
There have been periods of time where credit spreads have remained rangebound at historically low levels (most notably
2003-2006). Positioning portfolios in an overly defensive manner may sacrifice yield and dampen long-term portfolio
returns.

Instead, we believe employing a high-quality approach provides an ideal avenue for taking advantage of attractive yields
while also shielding portfolios from the imbalanced risk/reward tradeoff we see with such full valuations. At Johnson
Asset Management, our Quality-Yield investment discipline is designed to do just that. As the table below highlights, we
have provided strong excess returns from all levels of starting spreads but have ranked most highly vs. peers in the
eVestment Core Fixed Income universe following similar periods of spread tightness.
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Median Excess Returns Median Peer Rank

Credit 1Year 3 Year 5Year 10 Year 1 Year 3 Year 5 Year 10 Year
Spreads Forward Forward Forward Forward Forward Forward  Forward Forward
0.07% 0.34% 1.02% 0.76% 37 16 10 16
100-149 bp 0.38% 0.42% 0.40% 0.31% 33 29 B8 37
150-199 bp 0.50% 0.42% 0.47% 0.53% 45 42 33 28
1.24%  0.65%  0.61%  0.58% 56 56 42 36
INIRSSUGEI  0.38%  044%  050%  0.60% 39 34 30 23

NOTE: ALL PERFORMANCE DATA SHOWN NET OF FEES. PERIOD FROM JANUARY 2002 TO DECEMBER 2024. CREDIT SPREADS
REPRESENTED BY THE BLOOMBERG US AGGREGATE CORPORATE AVERAGE OAS INDEX, WHICH TRACKS THE AVERAGE
OPTION-ADJUSTED SPREADS FOR THE BLOOMBERG US AGGREGATE BOND INDEX. THE BLOOMBERG US AGGREGATE BOND INDEX
IS A BROAD-BASED FLAGSHIP BENCHMARK THAT MEASURES THE INVESTMENT-GRADE, US DOLLAR-DENOMINATED, FIXED-RATE
TAXABLE BOND MARKET. PERCENTILE RANK IS THE MEDIAN RANKING OF THE JOHNSON CORE COMPOSITE NET OF FEES WITHIN
THE EVESTMENT CORE FIXED INCOME SEPARATE ACCOUNT NET OF FEE UNIVERSE, WHICH CONSISTS OF 102 PRODUCTS AS OF
12/31/2024 THE EVESTMENT CORE FIXED INCOME UNIVERSE IS DEFINED TO INCLUDE US FIXED INCOME PRODUCTS THAT INVEST IN
A WELL-DIVERSIFIED PORTFOLIO OF INVESTMENT-GRADE BONDS, WITH COMMON BENCHMARKS SUCH AS THE BLOOMBERG US
AGGREGATE INDEX. EXCESS RETURN IS THE AVERAGE ANNUALIZED TOTAL RETURN OF THE JOHNSON CORE COMPOSITE
COMPARED TO THE BLOOMBERG US AGGREGATE BOND INDEX. AN INDEX IS NOT A SECURITY IN WHICH AN INVESTMENT CAN BE
MADE. INDICES ARE UNMANAGED VEHICLES THAT SERVE AS MARKET INDICATORS TRACKING A GROUP OF ASSETS IN A
STANDARDIZED MANNER AND DO NOT ACCOUNT FOR THE DEDUCTION OF MANAGEMENT FEES AND/OR TRANSACTION COSTS
GENERALLY ASSOCIATED WITH INVESTABLE PRODUCTS.

Looking forward, we believe that our unique approach to high-quality fixed income is well positioned to maximize
portfolio yield, while also providing consistent and reliable downside protection. Our high-quality credit selection
process actively seeks to avoid low-quality, cyclical credits that are the most prone to valuation dislocations during

periods of heightened market volatility.

Any expectations presented should not be taken as a guarantee or other assurance as to future results. Our opinions are a reflection of our best judgment at the time this presentation was
created, and we disclaim any obligation to update or alter forward-looking statements as a result of new information, future events or otherwise. The material contained herein is based
upon proprietary information and is provided purely for reference and as such is confidential and intended solely for those to whom it was provided by Johnson Investment Counsel. If you
have any questions about our fixed income strategies and how we might tailor them to fit your investment objectives, please call 513.389.2770 or via email at info@johnsonasset.com.
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