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Golden Era

Fear and uncertainty moved aside this summer, and optimism is now abound. Central Bankers are cutting rates, equity
markets are touching new highs, and the Toronto Blue Jays are headed to the World Series! In credit markets, we also
continue to experience historically strong market conditions. A recent Bloomberg article has aptly described a golden
age for credit markets:

“It is, by almost any measure, a golden era for US credit markets. Companies are selling debt at a
near record clip; relative borrowing costs are hovering around historic lows; and investors are

pocketing the best returns in years.”*

While bonds and stocks danced through the third quarter, gold waltzed ahead, gaining nearly 12% in the period for a
gain of 60% so far this year. The price of the yellow metal rose above US$4,000 an ounce for the first time ever this

month, while its close cousin silver surpassed USS50 an ounce, eclipsing its 1980’s high.

Precious Metals
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The oldest hedges are proving to be the shiniest. Bullion is being seen by some (or many) as safer than the U.S. dollar.
And despite central bank easing, longer term government bond yields remain out of favour due to trepidation over

tariff inflation and ever higher deficits.

Vibe Check

We don’t endeavour to predict the future and will happily leave the dubious task of forecasting to someone else. Our
focus is, as always, on finding undervalued securities. And as we have been saying for some time, it is getting harder
and harder to find value. The ICE BofA U.S. High Yield Index closed the third quarter at a spread of 299 basis points
(bps). The Index has only priced inside 300 bps on 3% of trading days this century. Below we have placed emphasis on
those days in red to highlight the left tail we are living in. Could the market tighten further from here? Of course. But

absent special situations, we’ll leave that bet for others.

Good Vibes Only?
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The Bottom Line

The third quarter of 2025 was kinder to financial markets compared to the very turbulent second quarter. After the
initial rebound from April’s Liberation Day lows, the rally persisted throughout the third quarter. Resilient corporate
earnings, continued enthusiasm for Artificial Intelligence-related investments, and the onset of a new round of interest

rate cuts fueled markets upward. All indices below finished in the black.
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Canada and U.S. Market Returns
As of September 30, 2025
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The cited data has not been reviewed by PitchBook analysts and may be inconsistent with PitchBook methodology.

The three major North American equities indices posted strong gains, with the S&P 500 up 8.1% and the tech heavy
Nasdaq up 11.4%. The Canadian S&P/TSX Composite is outperforming both, up 12.3% in the quarter and 23.3% year-
to-date, as it is benefiting from a resource-heavy sector representation. Falling government yields lifted bond indices
higher while the additional boost from shrinking risk premiums drove corporate bond market outperformance. U.S.
investment grade and high yield markets are up 7% through the first 9 months of the year, while Canadian bond

markets are a bit behind because of a steepening yield curve.

Corporate Action

Credit spreads in the higher quality investment grade side of the corporate bond market have also continued to
perform well. We have plotted the spreads of the Canadian and U.S. investment grade indices below. Spreads in both
Canada and the U.S. were 12 and 13 bps tighter in the quarter. With the continued rally, the wake of the Liberation
Day widening has dissipated, and spreads are now comfortably tighter this year. Canadian spreads now sit inside 100
bps for the first time since 2021 while U.S. investment grade continues to look increasingly expensive, finishing the

third quarter at 76 bps.
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Canada and U.S. Investment Grade Credit Spreads
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The BBB component of the Canadian investment grade index has continued to be a stand-out performer. We have
been calling attention to this trend for a few quarters now and do so again. Our attention has largely been in the long
end of the curve where bonds have repriced tighter and tighter. Movements this past quarter have turned our focus
back to the BBB component wholistically. Spreads in BBB issuers outperformed in the quarter tightening 20 bps and
now sit 46 bps inside the long-term average. We once again draw emphasis on the richness of valuations with the red
line below. The last time spreads were this tight, the first place you’d look to fix that leaky sink was the Yellow Pages.

Yellow Pages, coincidently, was one of the largest BBB rated issuers at the time.

Canada Investment Grade BBB on the Lows
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Then and Now

Looking back to June 2007, the last time the BBB index traded inside of where it sits today, we can see that much has
changed over the past 18 years. To begin, the overall size of the BBB index has grown almost 8 times, from $35 billion
then to $270 billion today. The BBB component now makes up 45% of the Investment Grade Index versus only 16% in
June 2007. Only three names have stayed in the Top 10: Bell Canada, Telus and Westcoast Energy. Bell Canada and
Telus have each grown their Canadian dollar borrowings significantly while Westcoast Energy now sits under the
Enbridge umbrella. Three other names: Daimler Canada Finance, Yellow Pages and Encana, have left the index through
restructurings, downgrades and relocations south of the border. And the final four companies remain BBB issuers but
have been supplanted by new entrants. What was a diversified list across multiple sectors is now dominated by

pipeline and telecom companies.

BBB Issuers Then and Now

As of June 30th, 2007 As of September 30th, 2025
Market Value % of ICE BofA Market Value % of ICE BofA
Qutstanding in MM Canada Corporate Qutstanding in MM Canada Corporate
(CAD) Index (CAD) Index
Loblaw & George Weston 4,450 1.99%  Enbridge Inc & Westcoast Energy 23,738 3.91%
Bell Canada & Bell Aliant 2959 1.32%  Bell Canada 17,828 2.04%
Daimler Canada Finance 2,205 0.99% TransCanada Pipelines 14,844 2.45%
Yellow Pages 1,950 0.87% Telus Corp 14,219 2.34%
Telus Corp 1,968 0.70% Rogers Communications 12,917 213%
Westcoast Energy 1517 0.68% Pembina Pipeline Corp 9,659 1.59%
Fortis 1,107 050% BC 8,043 1.33%
Encana Caorp 988 0.44% |nter Pipeline 6,274 1.03%
Molson Coors Capital Finance 874 0.39%  QOntario Power Generation 5,963 0.98%
Canadian Tire Corp 866 0.39% Choice Properties REIT 5872 0.97%
Top 10 BBB Issuers 18,484 8.2T% Top 10 BBB Issuers 119,356 19.67%

ICE BofA BBB Canada Corporate ICE BofA BBB Canada Corporate

Index 52% § Index 260,793

Source: ICE BofA Indices
Signs of Life?

In the past, we have written about the seeming closure of the new issue preferred share market in Canada. The
shrinking market for preferred shares in Canada has been driven by aggressive redemptions by banks as their regulator,
the Office of the Superintendent of Financial Institutions (OSFI), looks to reduce the reliance on retail investors for
Additional Tier One (AT1) Capital. The market has also been affected by other large historical issuers, like utilities,
telcos, and midstream companies, choosing to issue hybrid bonds as opposed to preferred shares. These structures
are attractive to issuers as they target institutional investors, and the financing cost is pre-tax deductible interest as

opposed to after-tax dividend payments.

Well, there were signs of life in September. The new issue preferred share market, which hadn’t seen a traditional

structure preferred issue since 2022, finally re-opened. Both Power Corp and its related company, Great West Lifeco,
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came to the market with $200 million fixed-rate straight perpetual preferred share offerings. The deals have both
performed well since issuance amidst a product starved and flow driven market. We are encouraged to see the
reopening of the market, but we are not convinced this is a sign of a changing tide. So far in 2025, 13 issues have been
redeemed representing approximately $3.7 billion par value. The Big Six banks account for 7 of the 13 calls, totalling
$2.4 billion par. On the other side, the allure of attractive financing terms through AT1 and hybrid structures continues

to be the focus of issuers.

No Issues with New Issues

As we stated at the beginning of our newsletter, times are good if you are a borrower. Yields are dropping, terms are
favourable, and capital is abundant. This sentiment extends all the way down to the most speculative ends of the
credit markets. Pitchbook reports that US$S400 billion of levered loans priced in Q3, the highest quarterly total on
record, with many borrowers taking advantage of lower coupons or extended maturities. Furthermore, US$118 billion
of high yield bonds were placed in the quarter. This represents the strongest quarter for high yield bond issuance since
2021 and one of the highest totals of all time. The third prong of the sub-investment grade markets is private credit.
We point to an interesting survey conducted by Pitchbook|LCD below (notably, taken during the period of September
6™ through 16%, before First Brands filed for bankruptcy). Interestingly, the number one concern of private credit
survey respondents was not poor deal terms or potential credit stresses, but the ability to “source assets”. Too many
dollars chasing too few opportunities. In the infamous words in 2007 of former Citigroup CEO Chuck Prince “... as long

as the music is playing, you’ve got to get up and dance.”?

Biggest Headwinds of Private Credit

Sourcing assets

Stress / default risk

Loosening credit conditions
Tariffs/tariff uncertainty

Geopolitical turmoil/exogenous events
Challenging fundraising conditions

Inflation
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Source: PitchBook Data, Inc.|LCD

The cited data has not been reviewed by PitchBook analysts and may be inconsistent with PitchBook methodology.
As of September 16, 2025
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Under the Hood

On September 28, First Brands Group, a Michigan-based auto parts company known for brands like FRAM®, Raybestos,
and TRICO®, filed for Chapter 11 bankruptcy, carrying over USS$6 billion in balance sheet debt and more than US$4
billion in off-balance-sheet obligations. The collapse stemmed from a combination of aggressive acquisitions, opaque
financing practices, and “accounting irregularities” (legal speak for: we’re looking into a potential fraud). Efforts to
refinance USS$6 billion in debt this summer failed, prompting lenders to demand a quality-of-earnings review and sent
the price of the term loans into free-fall. While the company navigates the courtroom and lenders scramble to recover
claims, authorities are investigating whether the same receivables were used as collateral multiple times, with USS$2.3

billion in factoring liabilities currently under review.

First Brands Collapse
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The bankruptcy has rippled through the private credit market with hundreds of collateralized loan obligations (CLOs)
exposed, and some of the biggest names on Wall Street facing losses. Among them is UBS, which has more than
USS$500 million tied to First Brands’ debt and invoice-linked financing. The First Brands Group bankruptcy is an example
of debt deals gone wrong in a hot credit market. It serves also as a reminder of the risks that come with the opaqueness

of the private credit market.

As we have said before, many investors have been chasing yield in private credit without fully appreciating downside

risk. Credit investors, public and private alike, risk being blindsided in the absence of deep fundamental due diligence.
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Digging into covenants, understanding collateral quality, and scrutinizing off-balance-sheet exposures, is more critical

than ever in the current market environment.

Bond Buyers Beware

As we move into the last quarter of the year, one thing remains clear, markets will continue to move in cycles. So long
as humans are involved, there will be ebbs and flows driven by sentiment, policy, and economic fundamentals. Spreads
remain tight, and valuations are elevated, suggesting we are approaching the later stages of the credit cycle. The
collapse of First Brands raises an important question, is this a canary in the coal mine signaling broader vulnerabilities,
or simply a one-off bust? Commenting on the First Brands collapse, CEO of JPMorgan Chase, Jamie Dimon stated that
“when you see one cockroach, there are probably more... Everyone should be forewarned on this.” In response, Marc
Lipschultz of Blue Owl Capital, was quick to respond that this is a failure of the traditional syndicated loan market not
of direct lending. While only time will tell, we believe this is a time for vigilance and continue to favour quality and
liquidity. Investors should remain mindful of the risks that accompany complacency, even as pockets of opportunity

persist.
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Contact Us

Canso Client Service
clientservice@cansofunds.com
(905) 881-8853

As always, we appreciate your interest in and support of Canso.

Sign up to LinkedIn to stay on top of Canso’s latest market comments.
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DISCLAIMER

This publication has been prepared by Canso Investment Counsel Ltd. and has been prepared solely for information purposes.
Information in this publication is not intended to constitute legal, tax, securities or investment advice and is made available on an
“as is” basis. Information in this presentation is subject to change without notice. Canso Investment Counsel Ltd. does not assume

any duty to update any information herein.

Certain information in this publication has been derived or obtained from sources believed to be trustworthy and/or reliable. Canso
Investment Counsel Ltd. does not assume responsibility for the accuracy, currency, reliability or correctness of any such

information.

This document may contain forward-looking statements. Statements concerning a fund’s or entity’s objectives, goals, strategies,
intentions, plans, beliefs, expectations and estimates, and the business, operations, financial performance and condition are

”n ou ”nou

forward-looking statements. The words “believe”, “expect”,

” o n u ”ou

anticipate”, “estimate”, “intend”, “aims”, “may”, “will”, “would” and
similar expressions and the negative of such expressions are intended to identify forward-looking statements, although not all
forward-looking statements contain these identifying words. These forward- looking statements are subject to various risks and
uncertainties that could cause actual results to differ materially from current expectations. Viewers are cautioned not to place
undue reliance on these forward-looking statements. While Canso Investment Counsel Ltd. consider these risks and uncertainties

to be reasonable based on information currently available, they may prove to be incorrect.

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its
affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates,
“Barclays”), used under license. Bloomberg or Bloomberg's licensors, including Barclays, own all proprietary rights in the Bloomberg
Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees the accuracy or completeness
of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the
maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection

therewith.

Source: PitchBook Data, Inc. The cited data has not been reviewed by PitchBook analysts and may be inconsistent with PitchBook

methodology.

Source: London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group 2025. FTSE Russell
is a trading name of certain of the LSE Group companies. “FTSE ®” is a trade mark of the relevant LSE Group companies and is used
by any other LSE Group company under license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group company
which owns the index or the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes
or data and no party may rely on any indexes or data contained in this communication. No further distribution of data from the LSE
Group is permitted without the relevant LSE Group company’s express written consent. The LSE Group does not promote, sponsor

or endorse the content of this communication.”

Any unauthorized use or disclosure is prohibited. Nothing herein should in any way be deemed to alter the legal rights and
obligations contained in agreements between any ICE Data Services entity ("ICE") and their clients relating to any of the Indices or
products or services described herein. The information provided by ICE and contained herein is subject to change without notice
and does not constitute any form of representation or undertaking. ICE and its affiliates make no warranties whatsoever either
express or implied as to merchantability fitness for a particular purpose or any other matter in connection with the information
provided. Without limiting the foregoing ICE and its affiliates makes no representation or warranty that any information provided
hereunder are complete or free from errors omissions or defects. All information provided by ICE is owned by or licensed to ICE.

ICE retains exclusive ownership of the ICE Indices including the ICE BofAML Indexes and the analytics used to create this analysis

CANSO CORPORATE BOND NEWSLETTER 10

Canso*


http://www.pitchbook.com/

ICE may in its absolute discretion and without prior notice revise or terminate the ICE information Indices and analytics at any time.

The information in this analysis is for internal use only and redistribution of this information to third parties is expressly prohibited.

Neither the analysis nor the information contained therein constitutes investment advice or an offer or an invitation to make an
offer to buy or sell any securities or any options futures or other derivatives related to such securities. The information and
calculations contained in this analysis have been obtained from a variety of sources including those other than ICE and ICE does not
guarantee their accuracy. Prior to relying on any ICE information and/or the execution of a security trade based upon such ICE
information you are advised to consult with your broker or other financial representative to verify pricing information. There is no
assurance that hypothetical results will be equal to actual performance under any market conditions. THE ICE INFORMATION IS
PROVIDED TO THE USERS "AS IS." NEITHER ICE NOR ITS AFFILIATES NOR ANY THIRD PARTY DATA PROVIDER WILL BE LIABLE TO ANY
USER OR ANYONE ELSE FOR ANY INTERRUPTION INACCURACY ERROR OR OMISSION REGARDLESS OF CAUSE IN THE ICE
INFORMATION OR FOR ANY DAMAGES RESULTING THEREFROM. In no event shall ICE or any of its affiliates employees officers
directors or agents of any such persons have any liability to any person or entity relating to or arising out of this information analysis

or the indices contained herein.
Footnotes:

1. Ronalds-Hannon, Eliza and Weinman, Aaron. (2025, October 12). From Tricolor to Saks, Bonds are Now Crashing at Breakneck

Speed.

2. Nakamoto, Michiyo and Wighton, David. (2007, July 9). Citigroup chief stays bullish on buy-outs.
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