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Record Alternative Yield Solutions - Receivables Finance

Market Commentary - April 2024

Introduction

Due to increased regulatory pressure, banks continue to pull back from several markets. The financing gaps being left
behind provide opportunities for private credit managers to offer alternative solutions for borrowers, including
Receivables Finance and Digital Lending solutions. According to Preqin, total private credit assets have nearly doubled
since 2020 to $1.6 trillion and are expected to grow further to $2.3 trillion by 2027. With the asset class set to expand
greatly in the coming years, the question for many investors has shifted from whether to increase private credit
exposure, and rather how to.

Whilst more traditional and well-trafficked private lending opportunities, such as middle market direct lending, satisfy
a portion of this demand, investors in these products can be subject to limited liquidity (e.g. lock-up periods) and higher
levels of portfolio concentration. Comparatively, asset-backed specialty finance solutions can offer highly diversified
and granular portfolios in liquid, evergreen structures.

With global interest rates set to fall throughout 2024, this update examines the implications of current interest rate
expectations on Receivables Financing (“RF"), a portfolio building-block within the asset-backed specialty finance
universe.

Rate Cuts Commence with Swiss National Bank as First Mover

Overall, G10 central banks have largely reduced their tightening bias with cuts widely anticipated this year (see Figure
2). Indeed, the Central Bank of Switzerland (SNB) is leading the cycle following a 25bps rate cut in March, surprising
market expectations where only 8bps of cuts were priced going into the meeting.

Figure 2: Short Term Interest Rates and OIS Based Expectations
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Source: Record. Bloomberg. Data as at April 15, 2024.

Whilst the Federal Reserve kept rates unchanged in March, they maintained their dot plot forecasts for three 25bps
cuts this year. The market had been anticipating a potential scaling back to two rate cuts expected, however, the Fed
kept their bias in place. However, the speed and depth of the rate cutting cycle remains data dependent, with market
expectations beginning to diverge from the FOMC dot plot following elevated US inflation figures. Despite this, rate
cuts remain likely towards the end of the year as the majority of central banks look to avoid second-round inflation
shocks.
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Figure 3: Target federal fund rate projections vs. FOMC dot plot
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Source: Record. Bloomberg. Data as at April 15, 2024.

The Implications for Receivables Financing

Receivables Finance strategies invest in accounts receivables that are claims against companies that purchase a good
or service from a supplier. In effect, the investor is taking ownership of an invoice. Subsequently, the investors’ return
is made up of the invoice principal amount plus any interest earned from paying the supplier early.

There is a diverse universe of RF strategies in the market today, varying significantly by credit quality, insurance
policies, portfolio diversification, transaction size and leverage employed. Subsequently, returns also vary somewhat,
but tend to be in the region of 8-13% p.a.. This target yield tends to either be a fixed, pre-negotiated rate with an
origination platform or be based on a spread over floating rate. We look at the implications for both in the following
analysis, in both Figure 4 and 5.

In scenario 1, we present a RF strategy that earns a fixed, pre-negotiated rate of 10% p.a.. Assuming the expected rate
cuts in 2024 and beyond materialise, the spread of RF returns over the risk-free rate (SOFR) would gradually widen
from 467 basis points (bps) currently to 652bps in 2027. In relative terms, the RF strategy return as a multiple of SOFR
would increase from 1.88x to 2.87x.

In scenario 2, we present a RF strategy that earns a fixed spread above the risk-free rate. For comparative purposes,
we have set the fixed spread as 467bps, so the total current return is also 10% p.a.. If US interest rates fall in line with
current expectations, and hence the RF yield falls, the RF return as a multiple of SOFR would increase by a lesser extent,
but increase nonetheless to 2.34x.

Figure 4: Receivables Finance Yield vs FOMC Policy Rate Expectations
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Figure 5: Receivables Finance Yield as a multiple of US O/N Rate
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The above analysis of the Receivables Financing asset class demonstrates that it is positioned to perform well in a
falling rate environment whether the yield is fixed or floating.

Summary

Overall, G10 central banks continue to remain in a highly data dependent approach and will exercise caution before
implementing rate cuts. However, with further rate hikes becoming seemingly less likely, Receivable Finance strategies
are well positioned to continue performing strongly on both a relative and absolute basis.

With this backdrop in mind, combined with other benefits including liquidity and low correlations to traditional asset
classes, 2024 may turn out to be the year asset-backed lending strategies, such as Receivables Finance, become a
more meaningful proportion of investors strategic asset allocation.
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Additional Information

Issued by RAM Strategies GmbH and Record Currency Management Limited. All opinions expressed are based on our
views as of 15 April 2024 and may have changed since then. The views expressed do not represent financial or legal
advice. We accept no liability should future events not match these views and strongly recommends you seek your
own advice to take account of your specific circumstances. This material is provided for informational purposes only
and is not intended to reflect a current or past recommendation, investment advice of any kind, or a solicitation of an
offer to buy or sell any securities, or any of our products or investment services. The views about the methodology,
investment strategy and its benefits are those held by us.

All beliefs based on statistical observation must be viewed in the context that past performance is no guide to the
future. Changes in rates of exchange between currencies will cause the value of investments to decrease or increase.
Before making a decision to invest, you should satisfy yourself that the product is suitable for you by your own
assessment or by seeking professional advice. Your individual facts and circumstances have not been taken into
consideration in the production of this document.

Regulated status

The RAM Strategies GmbH provides its services in the investment solicitation of and investment advice in financial
instruments within the meaning of Section 1 (1a) sentence 2 numbers 1 and 1a of the German Banking Act
(Kreditwesengesetz, KWG) exclusively for the account and under the liability of AHP Capital Management GmbH. In this
regard, RAM Strategies GmbH acts as a tied agent for AHP Capital Management GmbH in accordance with Section 2 (10)
KWG. AHP Capital Management GmbH, as a financial services institution, has the permission of the Federal Financial
Supervisory Authority (Bundesanstalt fiir Finanzdienstleistungsaufsicht, BaFin) for the provision of investment
solicitation and investment advice within the meaning of Section 1 (1a) sentence 2 no.1 and 1a KWG as a financial
services institution, without procure ownership or possession of customers' funds or securities in the provision of
these financial services, or to acquire or sell financial instruments for their own account.

RAM Strategies GmbH is entered in the register of tied agents publicly maintained by BaFin under number [No.
80174068] at its liability institute, AHP Capital Management GmbH. The register can be viewed at www.bafin.de.

In accordance with the legal requirements, AHP Is obliged to inform its clients of the following information about “AHP
Capital Management GmbH" and its investment services: MiFID Information.

Both AHP and RAM Strategies receive commissions and commission rebates (with RAM Strategies receiving at least
90% of the commission).

Record Currency Management Limited is authorised and regulated by the Financial Conduct Authority in the UK,
registered as an Investment Adviser with the Securities and Exchange Commission in the US, registered as a
Commodity Trading Adviser with the US Commodity Futures Trading Commission, an Exempt International Adviser with
the Ontario, Alberta and Quebec Securities Commissions in Canada, and registered as exempt with the Australian
Securities and Investments Commission. Record Currency Management (Switzerland) GmbH is a Representative Office
of Record Currency Management Limited. Record Currency Management (Switzerland) GmbH acts as distributer to
professional investors under FinSA conduct rules, with BX Swiss AG registered Client Advisers and is affiliated to
Finanzombudsstelle Schweiz (FINOS) ombudsman service.



http://www.bafin.de/
https://www.ahp-cm.com/wp-content/uploads/MiFID/MiFID%20Info%20Professional%20Clients%20en.pdf
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