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Convertibles outlook: 2H24

We see three key reasons to be optimistic on convertibles in 2H24.

First, the potential inflecting interest rate cycle across developed markets is likely to benefit both convert valuations and their underlying
equities. Second, political crosscurrents in both Europe and the US are likely to present ongoing dispersion and outperformance
opportunities. Third, convert primary market issuance year-to-date has been strong and diverse and we foresee this continuing for the
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Central bank tailwinds, finally?

The Federal Reserve began hiking interest rates in early 2022 to counter rising
inflation, leading to the Federal Funds target rate moving from 0.125% in
2022 to 5.375%, as at the time of writing. This rapid tightening has been a
material headwind to more interest-rate sensitive assets such as bonds and small/
mid-cap equities.

Despite this, broad equity indices have generally performed well over this period,
driven by mega-cap stocks which have been less impacted from rising rates
given their large interest-bearing net cash balances, as well as accruing the most
benefit from Al-related investments. This has resulted in a significant performance
divergence over this period with the Russell 2000 (RTY) Index generating a return
of -5.4% between January 2022 and June 2024 compared to a 55% return for the
‘Magnificent Seven’ (BM7T). Even year-to-date, these dynamics have resulted in one
of the narrowest bull runs in market history, with the Magnificent Seven having
outperformed the small-cap Russell 2000 by 35%.

With a lack of exposure to these mega-cap technology stocks and an interest rate
sensitivity within the underlying stocks, the convertible asset class has similarly been
challenged over this period.

However, looking ahead we believe a policy inflection across developed market central
banks from one of hiking rates to cutting will boost bonds and the relative performance
of smaller and mid-cap stocks. Consequently, convertibles will be a key beneficiary.

Past performance is not indicative or a guarantee of future results. All opinions and estimates constitute
the best judgment of Polar Capital as of the date hereof, but are subject to change without notice, and do not
necessarily represent the views of Polar Capital. It should not be assumed that recommendations made in future
will be profitable or will equal performance of the securities in this document. A list of all recommendations made
within the immediately preceding 12 months is available upon request. Some information contained herein has
been obtained from third party sources and has not been independently verified by Polar Capital. Neither Polar
Capital nor any other party involved makes any express or implied warranties or representations.
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Indeed, history suggests the outperformance of small and
mid-caps could be meaningful over the duration of the rate
cutting cycle, as shown below:

S&P 500 and Russell 2000 performance versus rate cycles
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Source: BofA Global Research, Bloomberg. Data as of 24 June 2024.

Given the convertible universe is well represented by small and
mid-cap companies and is interest-rate sensitive by virtue of the
bond component, we believe convertibles are particularly well
positioned to perform in the forthcoming interest rate cutting
cycle. We also note in this cycle the Fed Funds starting rate is
5.375%, thereby increasing the likelihood of strong performance,
as shown in the chart above.

Political uncertainty and increased dispersion

The US election has taken centre stage, with significant
implications for investors. While Biden was largely expected
to step down, the landscape has shifted unpredictably with
Kamala Harris as the presumptive Democratic nominee. Despite
a general belief that she may struggle against Trump, the $50m
raised the weekend Biden opted out is notable. Harris's appeal
to key demographics as a black woman and her “youthful”
contrast to Trump add unique dynamics to the election. Her
positions on key issues remain unclear, and it is uncertain
whether she will continue Biden'’s policies. While a Trump victory
is widely expected, there could be unforeseen developments.
This uncertainty might accelerate the de-risking process typically
seen in the run-up to elections, impacting market volatility and
investor strategies.

Probability of Trump winning US election on November 5th

18 July 22 July
US election 24 June 12 July (post-drop  (post-drop
probability (%) (pre-debate) (post-debate) out calls) out calls)
Trump win 56% 67% 75% 64%
Biden win 36% 16% 13% =
Harris win - 21% 18% 32%
Republican Senate 77% 80% 80% 82%
Democratic Senate 29% 20% 20% 25%
Republican House 48% 55% 54% 48%
Democratic House 60% 46% 46% 53%

Source: Bank of America, 2024.

Political uncertainty earlier this year, most notably in France, also
drove notable single-stock volatility in a number of companies which
the team has been able to take advantage of through converts.
As we approach the US presidential election we believe additional
investment opportunities will emerge across a range of contentious
policy areas including clean energy, electric vehicles, ‘junk fee’
related consumer services, cryptocurrency, biopharmaceuticals
and onshoring of manufacturing. The convertible universe has
numerous constituents within these areas which we can similarly
use to gain asymmetric exposure to.

An active primary market

As highlighted in our Four reasons to be cheerful article earlier
this year, we believed the convertible bond primary market was
set for an acceleration in issuance, driven by higher rates and
companies looking to get ahead of a substantial upcoming debt
maturity schedule both in the high yield and convertible markets.

Through the first half of the year this prediction has proved to
be accurate as convertible primary market activity is up 51% y/y
to $120bn annualised, on pace for the sixth highest issuance
level since 1998. As noted in our previous article, we believe this
trend is set to continue for several years yet as companies seek
to refinance Covid-era debt.

Annual convertible issuance ($bn)
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Source: Polar Capital, Bloomberg, 2024.

In addition to increased issuance, we note the types of company
using convertible debt are arguably becoming more interesting.
Indeed, if history serves as a guide, convertible debt issuance
will likely be at the centre of financing Al companies, which has
been the case in previous technological cycles. In fact, dating
back to the mid-19th century, convertible bonds were used to
finance one of the first major technological advancements in
post-industrial America — building the railroads. In the years
since, convertible debt issuance has been involved in every major
technological cycle, from the telecoms boom of the 1980s to
the internet companies of the late 1990s/early 2000s, and more
recently the transition to mobile, Saas, loT and the cloud.

All opinions and estimates constitute the best judgment of Polar Capital as of the date hereof, but are subject to change without notice, and do not necessarily represent the views of
Polar Capital. It should not be assumed that recommendations made in future will be profitable or will equal performance of the securities in this document. A list of all recommendations
made within the immediately preceding 12 months is available upon request. Some information contained herein has been obtained from third party sources and has not been
independently verified by Polar Capital. Neither Polar Capital nor any other party involved makes any express or implied warranties or representations.
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Experts believe Al is poised to produce a myriad of winners and
losers, just as there was in the technological changes of the
past 170 years. It is through these advances that the convertible
market has a long history of offering attractive risk/reward
propositions. In particular, by offering a strong credit backstop
to ensure the principal is repaid, one mitigates the downside
risk that often comes with these types of new-era investment
in their early stages. On the upside, the asymmetric nature of
convertible bonds allows the investor to participate in what
could be meaningful price appreciation for those companies
able to benefit from this paradigm shift.

Conclusion

In summary, we believe there are three key reasons to be
optimistic for convertibles in 2H24: (1) an inflecting interest rate
cycle should be positive for both convert valuations and the
stocks underlying; (2) political crosscurrents in both Europe and
the US have should continue to present opportunities, in our
view; and (3) convertible new issuance is highly likely to remain
strong and bring further attractive investment opportunities
in the short term and as the Al theme develops further in the
period ahead.

Polar Capital Global Convertible Team

24 July 2024
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Risks

e Capital is at risk and there is no guarantee the Strategy will achieve its objective. Investors should make sure their attitude towards risk is
aligned with the risk profile of the Strategy before investing.

¢ Past performance is not a reliable guide to future performance. The value of investments may go down as well as up and you might get back
less than you originally invested as there is no guarantee in place.

e The value of a Strategy’s assets may be affected by uncertainties such as international political developments, market sentiment, economic conditions, changes
in government policies, restrictions on foreign investment and currency repatriation, currency fluctuations and other developments in the laws and regulations
of countries in which investment may be made. Please see the Strategy’s Prospectus for details of all risks.

e The Strategy invests in fixed income, convertible, and equity securities, and share prices can rise or fall due to several factors affecting global stock markets.

e The Strategy uses derivatives which carry the risk of reduced liquidity, substantial loss and increased volatility in adverse market conditions, such as failure
amongst market participants. The use of derivatives will result in the Strategy being leveraged (where market exposure and the potential for loss exceeds the
amount the Strategy has invested) and in these market conditions the effect of leverage will magnify losses. The Strategy makes extensive use of derivatives.

e The Strategy invests in assets denominated in currencies other than the Strategy’s base currency. Changes in exchange rates may have a negative impact on
the Strategy’s investments. If the share class currency is different from the currency of the country in which you reside, exchange rate fluctuations may affect
your returns when converted into your local currency. Hedged share classes may have associated costs which may impact the performance of your investment.

e There may be times where the issuer or guarantor of a fixed income [or convertible] security cannot meet its payment obligations or has their credit rating
downgraded, resulting in potential losses for the Strategy.

e The Strategy invests in emerging markets where there is a greater risk of volatility due to political and economic uncertainties, restrictions on foreign investment,
currency repatriation and currency fluctuations. Developing markets are typically less liquid which may result in large price movements to the Strategy.

Important Information

This is a marketing communication and does not constitute a solicitation or offer to any person to buy or sell and related securities or financial instruments. Any opinions
expressed may change. This document does not contain information material to the investment objectives or financial needs of the recipient. This document is not advice
on legal, taxation or investment matters. Tax treatment depends on personal circumstances. Investors must rely on their own examination of the Strategy or seek advice.
Investment may be restricted in other countries and as such, any individual who receives this document must make themselves aware of their respective jurisdiction and
observe any restrictions.

Further information about the Strategy’s characteristics and any associated risks can be found in the prospectus, incorporation documents and financial statements.
Please refer to these documents before making any final investment decisions. These documents are available free of charge via email by contacting Investor-relations@
polarcapital.com or at www.polarcapital.co.uk.

Polar Capital LLP is a registered investment adviser with the United States’ Securities and Exchange Commission (“SEC"). Polar Capital LLP is the investment manager
and promoter of Polar Capital Funds plc —an open-ended investment company with variable capital and with segregated liability between its sub-funds — incorporated in
Ireland, authorised by the Central Bank of Ireland, and recognised by the FCA. Bridge Fund Management Limited acts as management company and is regulated by the
Central Bank of Ireland. Registered Address: Percy Exchange, 8/34 Percy Place, Dublin 4, Ireland.

Benchmark

The Strategy is actively managed and uses the Refinitiv Global Focus Convertible Bond Index as a performance target and to calculate the performance fee. The
benchmark has been chosen as it is generally considered to be representative of the investment universe in which the Strategy invests. The performance of the Strategy
is likely to differ from the performance of the benchmark as the holdings, weightings and asset allocation will be different. Investors should carefully consider these
differences when making comparisons. Further information about the benchmark can be found here.

Third-party Data

Some information contained herein has been obtained from third party sources and has not been independently verified by Polar Capital. Neither Polar Capital nor any
other party involved in or related to compiling, computing or creating the data makes any express or implied warranties or representations with respect to such data (or
the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness
for a particular purpose with respect to any data contained herein.

Country Specific Disclaimers

When considering an investment into the Strategy, you should make yourself aware of the relevant financial, legal and tax implications. Neither Polar Capital LLP nor Polar
Capital Funds plc shall be liable for, and accept no liability for, the use or misuse of this document.
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