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Figure 1. Monthly Net Returns Box Plot

Overview

The KKR Credit Income Fund ('the Fund', ASX: KKC) is a listed income trust (LIT, ‘the
Trust’) designed to provide investors with access to high income generating,
predominantly senior credit investment ideas globally through KKR Credit’'s product
suite. The Trust will incorporate a blend of KKR’s existing traded credit and private credit
capabilities through the firm’s Global Credit Opportunities (GCO) and European Direct
Lending (EDL) strategies. Through the Trust, investors gain exposure to KKR’s $72
billion credit platform and a strategy highly diversified across geography, sector and
credit ratings. The KKR Credit team consists of 130 dedicated investment professionals
around the world who are supported by KKR’s global network of 480 investment
professionals, utilising a “One Firm Approach” that allows KKR to leverage the best
insights from across the firm to benefit its clients.

The investment objective of the Trust is to provide stable income with a target distribution
of 4-6% p.a. net of fees and expenses, payable quarterly and an average total return of
6-8% p.a. net of fees and expenses. The Trust aims to provide investors with attractive,
risk-adjusted returns and access to a diversified portfolio of income generating
alternative credit investments through existing KKR strategies. As investments are made
outside of Australia, the manager intends to hedge currency risk back to AUD. We also
note that although neither the GCO nor EDL strategies employ leverage for investment,
it is used for cash management purposes.

Figure 2. Monthly Net Returns* (%)
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Source: BondAdviser, KKR. As at 28 February 2021.
* Return is monthly net total return based on NTA plus dividends.

Figure 3. Relative Cumulative Performance
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* Calculated from cumulative net monthly returns of the Underlying Fund.
Source: BondAdviser, KKR, Bloomberg. As at 28 February 2021.
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KKC is supported by one of
the most highly respected
private-markets asset
managers in the world.

KKR possesses a highly
experienced and talented
team with deep industry
relationships to execute
upon the strategy and
generate robust returns.

Product Assessment
Approved

KKR’s Credit Income Trust (KKC) provides investors with largely sub-investment grade
exposure to global credit opportunities. Accordingly, there is a higher amount of return
and risk than traditional investment grade products.

This product is best suited for investors looking to generate an attractive total return
from a diversified portfolio of public debt and private loans. We expect the product
will exhibit a low long-term correlation to traditional asset classes, making it a suitable
diversifier to retail investor income portfolios, which are typically biased towards
domestically sourced, equity-based and/or hybrid income streams. Our basis for
recommendation on KKC is a blend of both subjective and objective analysis of the
underlying portfolio and the manager’s background, experience, analytical capability and
proven track record in managing various credit strategies.

Although KKC’s performance through its early phase was disappointing, both in terms of
capital and income performance, it has since stablised. Given the sub-investment grade
exposure, the strategy was not ideally positioned as the first impacts of COVID hit the
financial world. Although performance was poor during this period, NTA fell in-line with
US high yield and loan indices. Post the March 2020 result, however, the Fund has
recovered well and has stablised returns at a more comfortable level.

As the global economy transitions to a post-COVID environment, KKC is well positioned
to capture market improvements and will be better protected against future market NTA
volatility as the EDL strategy ramps up. Although EDL exposure to KKC has always
been expected and a key element of the offering, the underlying exposure has actually
been minimal as the expected time to deploy is ~2-3 years. As KKC’s committed capital
is called to fund EDL deals over time, a more substantive proportion of the Trust will be
comprised of direct lending assets. Despite credit risk remaining significant, an
increased contribution from the EDL strategy will not only support income of the Fund,
but given private assets are less subject to mark-to-market loss, NTA should exhibit
less volatility.

Figure 4. Estimated Risk-Adjusted Comparison
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! Calculated using annualized monthly returns since February 2016. * Calculated using monthly returns since inception in November 2019.
Source: BondAdviser Estimates, KKR, Bloomberg. As at 28 February 2021.
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Figure 5. Legal Structure

Construction and Investment Process

We expect to see the portion of KKR’s European Direct Lending (EDL) strategy
increasing in line with capital committed by KKC.

Portfolio Risk Management

There have been no material changes to KKC’s portfolio risk management.

Fund Governance

In January 2020 KKR announced that it would reorganise its legal structure, moving its
holding from GCO into a separately managed account wholly owned by KKC
through an in-specie transfer. KKC will retain exposure to the GCO strategy, with the
same investment team managing the KKC SMA alongside GCO, however KKC will no
longer invest directly into GCO. The new legal structure is illustrated below, which can
be compared the structure shown in our most recent Report.

On 15 January 80% of the assets held in GCO were moved into the SMA, with the
remaining 20% expected to be transferred in April, after which time there will be no
exposure to the GCO entity, however underlying exposure will remain unchanged due
to the newly created SMA housing the assets.

This will allow for lower liquidity facility costs and increased cash flexibility. This provides
KKR with a better ability to implement and increase its buyback capacity. Additionally, it
provides scope for KKC to move to monthly distributions, given the greater control of
underlying cashflows.
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Source: BondAdviser, KKR.
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Quantitative Analysis

Figure 6. Risk Assessment
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Scenario 2. Stressed Asset Assessment
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Reporting History
KKC Update Report — 20 November 2020

KKC Initial Report — 18 September 2019

European Direct Lending Primer — 18 September 2019

Important Information

BondAdviser has acted on information provided to it and our research is subject to change based
on legal offering documents. This research is for informational purposes only. This information
discusses general market activity, industry or sector trends, or other broad-based economic, market
or political conditions and should not be construed as research or investment advice.

The content of this report is not intended to provide financial product advice and must not be relied
upon or construed as such. The statements and/or recommendations contained in this report are
our opinions only. We do not express any opinion on the future or expected value of any Security
and do not explicitly or implicitly recommend or suggest an investment strategy of any kind.

This report has been prepared based on available data to which we have access. Neither the
accuracy of that data nor the research methodology used to produce the report can be guaranteed
or warranted. Some of the research used to create the content is based on past performance. Past
performance is not an indicator of future performance. We have taken all reasonable steps to ensure
that any opinion or recommendation contained in the report is based on reasonable grounds. The
data generated by the research is based on methodology that has limitations; and some of the
information in the reports is based on information from third parties.

We do not therefore guarantee the currency of the report. If you would like to assess the currency,
you should compare the report with more recent characteristics and performance of the assets
mentioned within it. You acknowledge that investment can give rise to substantial risk and a product
mentioned in the reports may not be suitable to you.

You should obtain independent advice specific to your particular circumstances, make your own
enguiries and satisfy yourself before you make any investment decisions or use the report for any
purpose. This report provides general information only. There has been no regard whatsoever to
your own personal or business needs, your individual circumstances, your own financial position or
investment objectives in preparing the information.

We do not accept responsibility for any loss or damage, howsoever caused (including through
negligence), which you may directly or indirectly suffer in connection with your use of this report,
nor do we accept any responsibility for any such loss arising out of your use of, or reliance on,
information contained in or accessed through this report.

© 2021 Bond Adviser Pty Limited. All rights reserved.

Report created on 1 April 2021.
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https://app.bondadviser.com.au/uploads/document/file/2045/201120_BA_Report_-_KKC_Report_vF.pdf
https://app.bondadviser.com.au/uploads/attachment/uploaded/638/190918_-_KKR_BA_Research_Report_Final.pdf
https://app.bondadviser.com.au/uploads/attachment/uploaded/639/190918_European_Direct_Lending_Primer_vF.pdf

