2025 has been a very good period for the U.S
Convertible market. Through the first eleven
months of the year, the ICE BofA U.S.
Convertible Index is up 18.48%, slightly ahead
of the S&P 500’s 17.79% advance but trailing
the NASDAQ’s 21.74% gain

Performance

Despite the presence of many small and mid cap
companies in the U.S. convertible market, the asset class
has not been dragged down by the performance of the
small cap Russell 2000 Index which is up 13.45% year-to-
date. The solid performance of convertible securities
relative to stocks has been helped by the large gains of
several Index securities tied to Al infrastructure spending
and nuclear energy which has seen renewed enthusiasm
tied to the potential of supplying electric power to newly
built data centers.

While this year’s gains are impressive, they have been
relatively concentrated in securities within the Information
Technology and Industrials sectors and more specifically to
companies seen as beneficiaries of the enormous
spending that is expected to go to the buildout of data
centers, data storage, and power demands related to the
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m( INVESTMENTS

CKAY SH

Outlook 1Q 2026

update and 1Q 2026 outlook

From Convertibles

needs of Al infrastructure. In addition, almost all of these
securities are either not rated or rated speculative. While
the ICE BofA U.S. Convertible Index is up 18.48% year-to-
date, the Investment Grade portion of that Index is up just
9.71% for the same time period, highlighting the
outperformance of speculative securities versus their
higher quality peers.t

Issuance

Through the end of the November 2025, new issuance
totaled $107.1 billion, (from Bank of America data) ahead
of last year’s $73.0 billion of new issuance for the same
period. At the current pace, new issuance may exceed
the record $113 billion seen in 2020 when companies,
desperate to raise capital during the pandemic, issued
convertible securities to raise funds with a lower cost of
capital than what was available in the straight high yield
market. This year, companies are issuing convertible
securities at a rapid pace to fund projects tied to Al
spending and often to refinance securities issued in 2020
and 2021 that are nearing maturity. In addition, while
interest rates have declined somewhat since the start of
the year, they remain well above the lows of two years ago
and investment grade companies, particularly in the
Utilities sector continue to issue low coupon convertible
notes to refinance maturing debt that would otherwise be
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refinanced with higher cost straight debt. We purchased
numerous new issue offerings this year in companies that
as we believe have solid underlying businesses, strong
prospects for growth, and reasonable valuations based on
prospective free cash flow estimates. We expect new
issuance to continue at a healthy clip as many companies
are comfortable issuing a low coupon security linked to a
share price that in many cases is at or close to record high
levels. We continue to exercise caution in evaluating new
issues particularly from companies that have no identifiable
use for the capital.

Positioning and Outlook

The convertible market’s tremendous performance, up over
18% year-to-date, has prompted us to take a slightly more
cautious view of the equity-linked asset class. In addition,
the increased equity sensitivity of the average convertible
bond makes the market slightly more vulnerable in the
event of an equity selloff. We have reduced our exposure

to several securities with elevated bond prices, high
degrees of equity sensitivity and lack of downside
protection. More importantly, we have not chased those
segments of the markets such as cryptocurrency, whose
valuation is not supported by a sound underlying business
and free cash flow. While we are cautious around the
direction of equities, we maintain a measured and agnostic
stance on the broad market’s direction, focusing instead on
valuation discipline and issuer fundamentals. We are not
incorporating any macro-economic view into our
investment decisions. Our largest exposure is to the
Information Technology sector which also has the largest
representation in the U.S. convertible universe. We are
relatively in-line with the benchmark’s 29% weighting to
that sector. We remain overweight the Healthcare sector
and underweight Utilities and Financials. We continue to
believe that our process, which emphasizes strong
company fundamentals and reasonable valuation, will
outperform over a complete market or economic cycle.
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IMPORTANT DISCLOSURE

Availability of products and services provided by MacKay Shields may be
limited by applicable laws and regulations in certain jurisdictions and this
document is provided only for persons to whom this document and the
products and services of MacKay Shields may otherwise lawfully be
issued or made available. None of the products and services provided by
MacKay Shields are offered to any person in any jurisdiction where such
offering would be contrary to local law or regulation. This document is
provided for information purposes only. It does not constitute investment
advice and should not be construed as an offer to buy securities. The
contents of this document have not been reviewed by any regulatory
authority in any jurisdiction. All investments contain risks and may lose
value and these materials do not undertake to explain all of the risks
associated with any investment strategy referred to herein. Clients and
investors should not invest in any strategy referred to herein unless
satisfied that they and/or their representatives have requested and
received all information that would enable them to evaluate the merits
and risks thereof. Any forward-looking statements speak only as of the
date they are made, and MacKay Shields assumes no duty and does not
undertake to update forward looking statements. Any opinions expressed
are the views and opinions of certain investment professionals at MacKay
Shields which are subject to change without notice. There may have
been, and may in the future be, changes to the investment personnel
responsible for the management of the strategy(ies) described herein, as
well as changes to the investment process utilized by such investment
personnel. Past performance is not indicative of future results.

At the time of writing, MacKay Shields LLC maintains investments in the
securities, issuers and/or companies cited herein. References to such
securities, issuers and/or companies for educational and informational
purposes only, and are intended to convey factual information and
current market conditions. Such names are not intended, nor should they
be construed as, a recommendation to buy and sell any individual
security.

Information included herein should not be considered predicative of future
transactions or commitments made by MacKay Shields LLC nor as an
indication of current or future profitability. There is no assurance
investment objectives will be met.

Past performance is not indicative of future results.

NOTE TO UK AND EUROPEAN UNION AUDIENCE
This document is intended only for the use of professional investors as
defined in the Alternative Investment Fund Manager’s Directive and/or
the UK Financial Conduct Authority’s Conduct of Business Sourcebook.
To the extent this document has been issued in the United Kingdom, it
has been issued by NYL Investments UK LLP, 200 Aldersgate Street,
London UK EC1A 4HD, which is authorised and regulated by the UK
Financial Conduct Authority. To the extent this document has been
issued in the EEA, it has been issued by NYL Investments Europe
Limited, 77 Sir John Rogerson's Quay, Block C Dublin D02 VK60 Ireland.
NYL Investments Europe Limited is authorized and regulated by the
Central Bank of Ireland (i) to act as an alternative investment fund
manager of alternative investment funds under the Alternative Investment
Fund Managers Directive (Directive 2011/61/EU) and (ii) to provide the
services of individual portfolio management, investment advice and the
receipt and transmission of orders as defined in Regulation 7(4) of the
AIFMD Regulations to persons who meet the definition of “professional
client” as set out in the MiFID Regulations. It has passported its license
in additional countries in the EEA.

This document only describes capabilities of certain affiliates of New York
Life Investments and/or MacKay Shields LLC. No such affiliates will
accept subscriptions in any funds not admitted to marketing in your

country or provide services to potential customers in your country,
including discretionary asset management services, except where it is
licensed to do so or can rely on an applicable exemption.

MacKay Shields LLC is a wholly owned subsidiary of New York Life
Investment Management Holdings LLC, which is wholly owned by New
York Life Insurance Company. "New York Life Investments" is both a
service mark, and the common trade name of certain investment advisers
affiliated with New York Life Insurance Company. Investments are not
guaranteed by New York Life Insurance Company or New York Life
Investments.

NOTE TO CANADIAN RECIPIENTS

The information in these materials is not an offer to sell securities or a
solicitation of an offer to buy securities in any jurisdiction of Canada. In
Canada, any offer or sale of securities or the provision of any advisory or
investment fund manager services will be made only in accordance with
applicable Canadian securities laws. More specifically, any offer or sale
of securities will be made in accordance with applicable exemptions to
dealer and investment fund manager registration requirements, as well as
under an exemption from the requirement to file a prospectus, and any
advice given on securities will be made in reliance on applicable
exemptions to adviser registration requirements.

Information included herein should not be considered predicative of
future transactions or commitments made by MacKay Shields LLC
nor as an indication of current or future profitability. There is no
assurance investment objectives will be met. Past performance is
not indicative of future results.

NOTE TO JAPANESE RECIPIENTS

In Japan, this is issued by New York Life Investment Management Asia
Limited (Financial Instruments Business Operator, Kanto Local Finance
Bureau (FIBO) No. 2964, Member of Japan Investment Advisers
Association and Type 2 Financial Instruments Firms Association) for
institutional investors only. As costs and/or fees to be borne by investors
vary depending on circumstances such as products, services, investment
period and market conditions, the total amount nor the calculation
methods cannot be disclosed in advance. All investments involve risks,
including market fluctuation and investors may lose the principal amount
invested. Investors should obtain and read the prospectus and/or
information set forth in Article 37-3 of the Financial Instruments and
Exchange Act carefully before making investment decisions.

MacKay Shields LLC is a wholly owned subsidiary of New York Life
Investment Management Holdings LLC, which is wholly owned by New
York Life Insurance Company. "New York Life Investments" is both a
service mark, and the common trade name of certain investment advisers
affiliated with New York Life Insurance Company. Investments are not
guaranteed by New York Life Insurance Company or New York Life
Investments.

SOURCE INFORMATION

“Bloomberg®”, “Bloomberg Indices®”, Bloomberg Fixed Income Indices,
Bloomberg Equity Indices and all other Bloomberg indices referenced
herein are service marks of Bloomberg Finance L.P. and its affiliates,
including Bloomberg Index Services Limited (“BISL”), the administrator of
the indices (collectively, “Bloomberg”) and have been licensed for use for
certain purposes by MacKay Shields LLC (“MacKay Shields”). Bloomberg
is not affiliated with MacKay Shields, and Bloomberg does not approve,
endorse, review, or recommend MacKay Shields or any products, funds
or services described herein. Bloomberg does not guarantee the
timeliness, accurateness, or completeness of any data or information
relating to MacKay Shields or any products, funds or services described
herein.
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For more information
800-624-6782
newyorklifeinvestments.com
mackayshields.com

,—-“"—-__—- :';P:

\'@% INVESTMENTS MACKAY SH\;];DS

MacKay Shields LLC is a wholly owned subsidiary of New York Life Investment Management Holdings LLC, which is
wholly owned by New York Life Insurance Company. “New York Life Investments” is both a service mark, and the
common trade name of certain investment advisers affiliated with New York Life Insurance Company. Investments
are not guaranteed by New York Life Insurance Company or New York Life Investments.



