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XAIA Credit Debt Capital

Share class for institutional investors (1)

XAIA Credit Debt Capital uses valuation dis-
crepancies between the different refinancing
instruments of debtors. The fund aims for a
return of 3 Month Euribor plus 4.5% p.a. after
costs, regardless of the general performance of
the equity and bond markets.

The fund is based on a market-neutral invest-
ment strategy. It primarily exploits price dif-
ferences between a reference entity's instru-
ments with varying seniority. To this end, the
fund normally invests in bonds from one issuer
and enters an appropriate hedging position via
equity derivatives. The hedging position has
been created in the expectation that it will
have adequate correlation to the investment
position for the strategy, offsetting potential
extreme events on the part of the debtor, such
as insolvency.

All capital structure instruments are available,
with investments typically made in bonds,
convertible bonds, structured bonds and hy-
brid bonds. Equity derivatives and if appropri-
ate credit derivatives are used for hedging.
Moreover, interest and currency risks are neu-
tralized to a large extent through suitable
hedging instruments.

Effective as of 23 September 2013 we have tem-
porarily suspended the issuance of new fund
shares.

"The offering prospectus is available at: www.xaia.com.

2Review period 01.01.-31.12.2016; including performance fee.

3The sub-fund is in risk category 3, because its price fluctuates relatively
little and thus the chance of gains, but also the risk of losses can be
relatively low.

“ After costs.

5Consolidated performance after costs.

599% confidence level, Tmonth holding period, 1 year historical.
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XAIA Credit Debt Capital (I)
Mutual fund (UCITS IV)

Universal Investment Lux-
embourg S.A.
XAIA Investment GmbH

13 September 2011

Not applicable

From 30.09.2014: 0.00%
EUR 500,000

None

0.5% p.a.

20% over a hurdle rate of
3 Month Euribor

-0.330% p.a.
June 2017

0.01% p.a.
1.69%

Distribution

1234567
Risk tolerance
A1JCNM

LU0644384843

31 May 2017)

EUR 1033.43
69.07%
0.03%

0.63%
9.84%
6.17%
18.66%

13.563%

EUR 207.61 mn
2.23%

See page 3
0.26

See page 3
0.77%

-3.26%
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In May, the outcome of the French election in
combination with hopes for a restrengthened
Europe that is growing closer together, which
were rekindled by this result, provided support to
the credit markets, in particular. The iTraxx Cross-
over continued to tighten to approximately 250 bp
and is thus trading at a two-year low. The stock
markets have been consolidating, in some in-
stances at historical lows, and government-bond
yields, above all in European periphery countries,
have been converging to the levels recorded by
their counterparts from Germany and France.
Moreover, Mario Draghi dispelled any doubts
whether the ECB might leave behind its de-facto
zero-interest-rate policy earlier than anticipated
based on the pro-European election outcomes of
the last few months. At first glance, everything
thus seems to be fine, and this is the very reason
why risky assets are currently the main benefi-
ciaries in the European credit universe.

A comparison of the performance of the European
credit markets with those in the U.S. shows the
first noticeable divergence since the temporary
crisis in the U.S. market amid the oil price plunge
in late 2015. Unlike the iTraxx Crossover, spreads
in the U.S. HY segment have widened since early
March. This is mainly due to two effects: the ab-
stinence of U.S. corporate bond purchase pro-
grams and an U.S. interest-rate cycle that has
already progressed further in the direction of a
more hawkish monetary policy. Furthermore, an-
other aspect may well play a role, too, namely the
fact that the current U.S. Administration can
spring all kinds of surprises that have totally un-
predictable repercussions on the markets,
prompting investors, for their part, to also de-
mand higher risk premiums. Among other things,
this has led to a spread narrowing of American
steel producers (U.S. Steel 5y CDS minus 75 bp
month-on-month) in response to Trump's an-
nouncement that he is unwilling to comply with
the global climate agreement. This situation is
giving rise to interesting constellations within the
markets such as pronounced spread dispersion in
the U.S. IG market (CDX IG) compared to Europe
(iTraxx Main). This means that spread differentials
in the U.S. tend to rise on erratic political deci-
sions, while their European counterparts are more
concentrated given the ECB's undifferentiated
purchase policy. This development has also led to
a situation in which opportunities in the market
for capital-structure positions can be found virtu-
ally exclusively in the U.S. at present, while the
distressed segment is the only one to offer selec-
tive opportunities in Europe.

Despite low volatility and narrow spreads, we
again succeeded in expanding existing positions in
the U.S. HY segment in the steel, energy and au-
tomotive-parts sectors at attractive levels in May.
In addition, we rebuilt a position (also from the
energy sector) that we had last held in the portfo-
lio until October 2016.

On the other hand, we completely closed a posi-
tion from the telecommunications sector, as its
performance potential had largely been exhaust-
ed. In addition, we scaled back a position from the
healthcare sector.

Overall, the investment ratio thus remained stable
at around 69%. The performance came to 3 bp in
May and 0.63% on a year-to-date basis, thus fall-
ing slightly short of our expectations. As spread
volatility increases, we expect to continuously
increase the investment ratio and the current
return and therefore stick to our annual target of
3M-Euribor + 3.5%.

Performance attribution for May

Overall performance 3 bp
Money market -3 bp
Active management 6 bp

Given the upcoming elections in France and Italy
and the possibility of relevant tweets from the US
at any time, political developments will remain the
dominant factor. Along the way, however, "prob-
lem cases" have begun to accumulate in the mar-
ket: apart from the usual suspects from the Euro-
pean banking sector (Banco Popular), a number of
former heavyweights (Agrokor, Noble) are facing
extreme refinancing challenges, leading to a sharp
increase in default probabilities in the near term.
We regard these developments as the beginning of
an emerging spread-widening cycle, with the U.S.
HY market, in particular, likely to take the lead in
this respect. In all likelihood, dispersion in the
U.S. credit market should increase further in the
current phase. However, this also means that
sectoral developments will gain greater signifi-
cance. We continue to construct our positions
with constant expectations regarding potential
returns, which ultimately leads to a portfolio with
very homogenous return expectations, while the
investment ratio shows more volatility over the
cycle.
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Asset class distribution?

11%

28%
Date Amount of Distribution
DS 15 January 2013 EUR 50.00
Bonds 14 January 2014 EUR 42.00
Convertibles 17 January 2017 EUR 53.00

’As of 31 May 2017, source: XAIA Investment. The pie charts relate to portfolio composition based on strategic investment positions.
8The charts are created by XAIA and are based on the data of the respective rating agencies.



This document is published for the reader’s personal information only and without any obligation, whether contrac-
tual or otherwise. All information contained herein is based on carefully selected sources which are considered to
be reliable. However, XAIA Investment GmbH, Munich, cannot guarantee that it is correct, complete or accurate. Any
liability or warranty arising from this document is therefore excluded completely. The information in this document
about fund products, securities and financial services has only been examined to ensure it is in harmony with Lux-
embourg and German law. In some legal systems, the circulation of information of this type may be subject to legal
restrictions. The present information is therefore not intended for natural or legal persons whose place of residence
or business headquarters is subject to a legal system which places restrictions on the circulation of information of
this type. Natural or legal persons whose place of residence or business headquarters is subject to a foreign legal
system should therefore familiarize themselves with said restrictions and comply with them as appropriate. In
particular, the information contained in this document is not intended or designed for citizens of the United King-
dom or the United States of America. This document is neither a public offer nor a request to submit an offer for the
acquisition of securities, fund shares or financial instruments. An investment decision regarding any securities,
fund shares or financial instruments should be made on the basis of the relevant sales documents (e.g. sales bro-
chures), but not on the basis of this document under any circumstances.

All opinions expressed in this document are based on the evaluation of XAIA Investment GmbH at the original time of
their publication, regardless of when this information was received, and may change without prior notice. XAIA
Investment GmbH therefore expressly reserves the right to change opinions expressed in this document at any time
and without prior notice. XAIA Investment GmbH may have published other publications which contradict the infor-
mation presented in this document or lead to other conclusions. Such publications may be based on other assump-
tions, opinions and methods of analysis. The information given in this document may also be unsuitable for, or un-
usable by specific investors. It is therefore provided merely by way of information and cannot replace the services of
aconsultant.

The value of fund products, securities and financial services and the return they generate can go down as well as up.
Investors may not get back the full amount invested. Past performance is not an indicator of future returns. No
representation or warranty, express or implied, is provided in relation to future performance. Calculation of fund
performance follows the so-called BVI method, simulations are based on time-weighted returns. Front-end fees and
individual costs such as fees, commissions and other charges have not been included in this presentation and
would have an adverse impact on returns if they were included.

This document is only intended for the use of those persons at whom it is targeted. It may neither be used by other
persons nor forwarded or made accessible to them in the form of publications.

Nothing in this document is intended to provide or to replace tax advice and its content should not be relied upon to
make investment decisions. This document is neither exhaustive nor tailored to the needs of any individual investor
or specific investor groups. Investors should always consult their own tax adviser in order to understand any appli-
cable tax consequences.

The contents of this document are protected and may not be copied, published, taken over or used for other purpos-
es in any form whatsoever without the prior written approval of XAIA Investment GmbH.

XAIA Investment GmbH
Sonnenstrafie 19
D-80331 Miinchen
Phone +49 89 589275-0
www.xaia.com



