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The Odyssey: Key Insights

15 December 2020

As the world reaches the end of 2020, an
extraordinary year with many
unanticipated twists, this update brings
you insights from KKR's Partner & Head
of Leveraged Credit, Chris Sheldon’s
latest thought piece called ‘The Odyssey’,
which is the third in his ‘V for Volatility’

series.

Chris (pictured right) reflects on the

market’s fragile state, the resulting

opportunities, and KKR Credit’s response.
He concludes with his thoughts about the
coming year and what it holds for the

credit market.

As highlighted last quarter in The Twilight Zone, the market now exists in a unique

middle-ground state — a place Chris refers to as No Man’s Land — where there is a

delicate balance of structural fragility overlayed with strong, technical tailwinds. KKR


https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.kkcaustralia.com.au%2Fsite%2FAbout-KKC%2Fkey-benefits&data=04%7C01%7Celewis%40citadelmagnus.com%7C876d2bbf2f704e49f09608d8a1426fba%7C8428b218e63e40cd877b61b7ce1afe25%7C0%7C0%7C637436654011973562%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=51w4UZ9Q%2FOHAiFhQ60O3IjMqn6Ri%2Fyr1IPcP%2F5Yoiu8%3D&reserved=0
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.kkcaustralia.com.au%2Fsite%2Finvestor-centre%2Finvestor-welcome&data=04%7C01%7Celewis%40citadelmagnus.com%7C876d2bbf2f704e49f09608d8a1426fba%7C8428b218e63e40cd877b61b7ce1afe25%7C0%7C0%7C637436654011983552%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=cnDGe0Y77%2BGlJFKTWvFL7uNaxzFlTtaJqJOx9wtRK34%3D&reserved=0
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.kkcaustralia.com.au%2Fsite%2Fcontact%2Fcontact1&data=04%7C01%7Celewis%40citadelmagnus.com%7C876d2bbf2f704e49f09608d8a1426fba%7C8428b218e63e40cd877b61b7ce1afe25%7C0%7C0%7C637436654011983552%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=Y5F0lvrWfH%2FPjatz4dGrtTRVt5BDk4MVrNoFIarODmw%3D&reserved=0
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.kkr.com%2Fglobal-perspectives%2Fpublications%2Fodyssey&data=04%7C01%7Celewis%40citadelmagnus.com%7C876d2bbf2f704e49f09608d8a1426fba%7C8428b218e63e40cd877b61b7ce1afe25%7C0%7C0%7C637436654011993550%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=zQ7kM8sPFfpFF5XACvBAoGSOFzadTiZgxAqifEVvvx4%3D&reserved=0
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.kkr.com%2Fglobal-perspectives%2Fpublications%2Fthe-twilight-zone&data=04%7C01%7Celewis%40citadelmagnus.com%7C876d2bbf2f704e49f09608d8a1426fba%7C8428b218e63e40cd877b61b7ce1afe25%7C0%7C0%7C637436654012003538%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=Fp5Vl8BsooTzhBvJV3RJwhblmXhVeIKCBM%2Be9z6YM1A%3D&reserved=0
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fkkcaustralia.com.au%2Fsite%2Fcontent%2F&data=04%7C01%7Celewis%40citadelmagnus.com%7C876d2bbf2f704e49f09608d8a1426fba%7C8428b218e63e40cd877b61b7ce1afe25%7C0%7C0%7C637436654011993550%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=V6apN9qSnmvHrGk31gWJfhNBOjd3Jr8lf0aLOMMwbZ8%3D&reserved=0

believes there are a number of factors that have persisted in the market contributing to

the insatiable pursuit for yield, income, and corporate credit.

As a result, in the quarter through to September, primary loan issuance rebounded off
four-year lows. However, there continued to be more appetite than the market could
supply, which led to a rally in prices. High-yield issuers placed US$126 billion, which is
the second-highest quarter on record, right behind the second quarter of 2020. With
funding rates still at record lows and the capital markets wide open for business, KKR
continues to see borrowers transition from bridging their COVID-19 liquidity gaps to

extending out their maturities at attractive costs.
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Fragile Market
It is important not to discount the perception of the market’s strength or weakness:

investors have seen how the market can move like the wind, which is abundantly
evident in today’s environment where the shift in headlines can drive the market up or
down. However, in bouts of volatility throughout the year, KKR witnessed that dealer

inventory remains flat, volume remains thin, and when forced selling occurs — dealers

are often not stepping in. The market is still fragile.



Overall, KKR believes there will be a sustained fundamental long-term technical
demand for yield and observes the bifurcation between perceived risk assets and non-

risk assets that has been the subject of past Investor Updates.

KKR Credit platform response

KKR has used the market’s rebound to reassess its portfolio construction and monetise
specific trade themes in order to be in a position to be prudent with cash balances going
into the fourth quarter and beyond. Across its Credit platform, KKR continues to take
advantage of leaning into volatility and seeking out attractive idiosyncratic risk that the

market may not fully understand.

This market Odyssey illustrates the point that the journey is not linear.

GLOBAL MONETARY AND
FISCAL STIMULUS TO FIGHT
COVID-19
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What does 2021 hold?
Looking ahead to 2021, KKR believes that while the breadth of global stimulus in
response to the pandemic has been staggering, the house view is that there is likely

more to come which lends itself well to risk assets. However, KKR does believe there



will be long-term implications to the US Federal Reserve’s backstop and, as a result, a
longer tail for these effects to surface. The tide is shifting and the growing number of

credit issuers will present more opportunities.

Looking forward, KKR believes there will be second and third derivative effects of the
dislocation which may not be overly obvious today but will present opportunities for

investors such as KKR that have deep analysis and underwriting capability.

Overall, KKR views the current environment as an attractive one to translate thematic
macro views into executable micro level investments across the capital structure and

across asset classes that KKC invests into.

KKR has deployed in excess of US$40 billion gross globally year to date across all of
KKR funds and mandates and that is in large part due to KKR'’s truly unique culture
where everyone works together. This is a special characteristic of the KKR platform as it
enables the firm to tap into global connectivity across its many strategies and deliver
fulsome capital solutions to investors, shareholders and portfolio companies. KKR

believes this is what continues to differentiate it from its peers.

KKR looks forward to closing out the 2020 chapter with you and commencing a

prosperous 2021 together.

You can read the full article by Chris Sheldon here.

About KKR

years of billion total assets billion credit assets KKR Investment billion invested
experience under management!  under management Professionals alongside our clients

Figures as of 30 September, 2020. Represents assets managed by KKR or its strategic partners (on a proportionate basis)
as to which KKR is entitled to receive a fee or carried interest (either currently or upon deployment of capital) and
proprietary general partner capital. Includes investments/commitments made by KKR’s balance sheet, KKR employees and
other affiliates. Investments made by current and former KKR employees are retained by those individuals personally.

Includes unfunded commitments made by individuals.
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Important Information

General

This information has been prepared by KKR Australia Investment Management Pty Ltd ABN 42 146 164 454, AFSL 420
085 (the “Manager” or “KKR”) and issued by Seed Partnerships Pty Ltd ABN 32 606 230 639 AFSL 492973 on behalf of the
Manager and The Trust Company (RE Services) Limited ABN 45 003 278 831, AFSL 235150 (the “Responsible Entity”

or “TTCRESL”). TTCRESL is the responsible entity and issuer of units in the KKR Credit Income Fund ARSN 634 082 107
(“KKC” or the “Trust”). TTCRESL has appointed KKR to act as the manager of the Trust. This update is general information
only and is not intended to provide you with financial advice or take into account your objectives, financial situation or
needs. You should consider, with a financial adviser, whether the information is suitable for your circumstances. To the
extent permitted by law, no liability is accepted for any loss or damage as a result of any reliance on this information. Past
performance is not indicative of future performance. This information is believed to be accurate at the time of compilation
and is provided in good faith. This information may contain information contributed by third parties. KKR and TTCRESL do
not warrant the accuracy or completeness of any information contributed by a third party.

Before making any investment decisions you should consider the Product Disclosure Statement (PDS) for the Trust issued
by TTCRESL and the Trust’s other periodic and continuous disclosure announcements lodged with the Australian

Securities Exchange (ASX), which are available at www.kkcaustralia.com.au or can be obtained by calling 1300-131-856

within Australia.

None of KKR, its affiliates or its related bodies corporate, or any company in the Perpetual Group (Perpetual Group means
Perpetual Limited ABN 86 000 431 827 and its subsidiaries) guarantees the performance of the Trust or the return of an
investor’s capital. This information does not constitute an offer, invitation, solicitation or recommendation with respect to the

purchase or sale of the Trust’s units.

Information in this update
This information is only as current as the date indicated, and may be superseded by subsequent market events or for other

reasons.

This information may contain projections or other forward-looking statements and comments regarding future events,

including targets or expectations regarding the Trust’s business, plans and strategies. Forward-looking statements also
include prospective financial information for the Trust. Forward looking statements can generally be identified by the use of

"o "o "o "o« "o

forward looking words such as, “expect”, “anticipate”, “likely”, “intend”, “should”, “could”, “may”, “predict”, “plan”, “propose”,
“will”, “believe”, “forecast”, “estimate”, “target” and other similar words that involve risks and uncertainties. Indications of,
and guidance or outlook on, future earnings or financial position or performance are also forward looking statements.
Forward looking statements involve inherent risks and uncertainties, both general and specific, and there is no assurance
that such events or targets will be achieved. A number of important factors could cause the Trust's actual results to differ
materially from the plans, objectives, expectations, estimates and intentions expressed in such forward looking statements,
and many of these factors are beyond the control of TTCRESL and KKR. This information is not a promise or
representation as to the future and past performance is not a guarantee of future performance. Statements or assumptions
in this information as to future matters may prove to be incorrect and may be superseded by subsequent market events or
for other reasons. You acknowledge that the circumstances may change and that this information may become outdated as

a result.
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You should make your own independent assessment of this information and seek your own independent professional

advice in relation to the information and any action taken on the basis of the information.

Copyright © 2020 Seed Partnerships Pty Ltd, All rights reserved. ABN 32 606 230 639 AFSL 492973

You are receiving this email as you have opted to receive KKC updates. The Manager gathers and analyses non-personal
data regarding the use of the KKC website (www.kkcaustralia.com.au) and advertisements, including domain names, number
of hits, pages visited, length of user session, etc., to evaluate the usefulness of the site/advertisements. This data is
collected for statistical purposes only and may be shared with TTCRESL and KKC'’s unit registry, Boardroom Pty Limited
ABN 14 003 209 836. Your personal information is kept to provide you with this update. We may disclose your personal
information to external parties who provide services to the Manager (for example, mail houses, and database management
services) and, unless you tell us otherwise, your financial adviser. Otherwise, we will not disclose your personal

information to any other external parties unless required by law.

You may be entitled to access information which the Manager holds about you. If you would like access or you do not want

to receive other information, please contact the Manager.

The Manager’s privacy policy is available on the KKC website www.kkcaustralia.com.au or by contacting the Manager as

follows:

KKR Australia Investment Management Pty Ltd
Level 42, Gateway Building

1 Macquarie Place

Sydney NSW 2000

+852 36027376

If you do not want to receive further updates, please unsubscribe here.

Unit Registry - Boardroom Pty Ltd - Grosvenor Place - Level 12, 225 George Street - Sydney, NSW 2000 - Australia
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