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What are SRT transactions and why do they matter?

SRT transactions are an area within alternative credit that’s been garnering investor
interest in the past few years. We highlight why we believe it warrants investor
attention.

SRT transactions—a slow-burn market springs to life

Numbers rarely lie. The global market for SRT transactions has grown significantly
in recent years. What started as a niche strategy by the European top-tier or
champion banks is now going global. In the past year alone, our analysis suggests
that the market has expanded by roughly 25%,! a relatively conservative figure
considering that others have put it closer to the 30% mark.? But what are SRT
transactions, and why are they gaining investor interest?

What are SRT transactions?

The roots of SRT transactions can be traced back to the 2007/2008 global
financial crisis (GFC). Financial regulators worldwide trained their sights firmly
on bank capital in the aftermath, and regulations on capital requirements were
tightened to help ensure that history didn’t repeat itself.

In practice, this meant that banks needed to set aside a bigger portion of their
capital to cover unexpected losses. The flip side to that, however, is that banks now
have less capital to deploy to finance their profit-generating activities that also play
an important role in supporting economic growth (e.g., financing business loans).

These conditions led to the creation of SRT transactions. They're essentially a tool
that banks use to help manage their capital more efficiently in a manner that’s
consistent with regulatory requirements while simultaneously enabling them to
make more loans.
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The market for SRT transactions has traditionally been dominated by European banks,? but interest
in the United States has risen rapidly since the U.S. Federal Reserve clarified its views on these
transactions and identified banks® that could take part in these transactions.

“An important characteristic of these transactions is the diversified
nature of the loans that are typically included in these deals.”

Why should credit investors pay attention to SRT transactions?

In our view, SRT transactions represent an opportunity for investors to access high-quality loans on
a bank’s balance sheet that have the ability to generate high, stable income. Data also shows that
the asset class experienced low default rates! and has consistently demonstrated low correlation to
the broader credit market.! Crucially, it could also be viewed as a potential portfolio diversifier.

An important characteristic of these transactions is the diversified nature of the loans that are
typically included in these deals. The typical transaction tends to feature a wide number of
borrowers spread across different sectors and geographic regions. This helps to ensure that any
potential losses in individual loans referenced in these transactions may be mitigated.

These transactions are also likely to include business loans made to unlisted companies; it's an
efficient way for investors to get exposure to a part of the real economy that they wouldn’t normally
have access to.

How do SRT transactions work?

At its simplest, these transactions enable banks to transfer the risks on a portfolio of loans to
investors in a manner that enables the banks to obtain SRT. Generally speaking, here’s how it works:

1 When a group of investors—financial firms, including investment managers specializing in these
deals—enters a SRT transaction with a bank, they agree to provide credit protection to a portion of
the bank’s loan portfolio.

2 The bank keeps the loans referenced in the transaction on its balance sheet and compensates
these investors on a regular basis, typically quarterly, depending on the terms of the agreement.

3 The bank obtains capital relief (i.e., a lower amount of capital it has to set aside to cover
unexpected losses) and is able to make more loans, potentially boosting profitability and return on
equity.

The loans referenced in these transactions tend to be predominantly investment grade; however,
yields offered on these transactions (currently 10%-13%)* tend to be higher relative to equivalently
rated assets listed in the market. This is because the yields on offer in these transactions tend to

be based on the savings the bank is able to make (from a cost-of-capital perspective) as a result of
these transactions rather than the interest on the loans referenced in the portfolio.
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Bank SRT transactions can be structured three ways:
1 On a bilateral basis between a bank and a single investor

2 As a small club transaction, which involves a small group of investors
(typically between 3 and 5)

3 On a syndicated basis

In our view, a bilateral or club transaction may be more advantageous for investors in these deals
because they’re better able to help shape the structure of the transaction, which influences its risk
profile and, of course, pricing.

What are the challenges and risks associated with these transactions?

We think the bank regulatory capital market is poised for ongoing growth. In particular, it’s been
interesting to see U.S. banks include a broader range of sectors in their deals, a development that
could enhance these transactions’ reputation as a potential portfolio diversification tool.

“Every transaction is different, and details will need to be
examined at a very granular level.”

Growth, however, can be a double-edged sword. As new entrants join the market, both in terms
of banks trying to free up capital and investors who are keen to tap into the yields on offer, the
quality of these transactions becomes even more critical.

In practice, this means spending more time on due diligence, studying the structure of the
transaction, looking into the fundamentals of the loans referenced, and having a thorough
understanding of the level of risk mitigation investors may expect should events not pan out
as hoped.

Every transaction is different, and details will need to be examined at a very granular level. In our
view, this is a development that investors should keep an eye on. A growing market may bring
about more opportunities, but not all of them will be suitable.

Beyond that, investors should also bear in mind that these transactions may be seen as a form of
credit investment. As such, the usual risks associated with credit investing—from interest rate
risk to credit risk to mark-to-market risks—uwill also apply.
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Risks commonly associated with credit investing

Credit risk The possibility that a borrower may fail to repay a loan

Inflation could erode the anticipated returns from a

Inflation risk credit investment

Changes in interest rates may affect the value of a

Interest rate risk credit instrument

A credit instrument may be difficult to sell within a short
Liquidity risk period of time without a significant price discount, leading to
financial losses

The recorded value of assets held in a portfolio (e.g., real

Mark-to-market risk estate, debt instruments) doesn’t reflect market value

1 Source: MCQS, as of June 2026.

That said, SRT transactions are a form of structured credit, meaning there
are opportunities for banks to incorporate features into these deals to
create a buffer and help protect investors against tail risks, or the chance
that an investment performs much worse than anticipated, leading to
significant losses. As such, having the ability to conduct due diligence
properly is critical.

An opportunity for experienced investors

The act of investing is often informed by two concepts: economic arbitrage,
which relates to taking advantage of price differences in different markets, and
risk arbitrage, which has to do with profiting from the spread between an asset’s
current market value and its anticipated future value. SRT transactions don't fall
into either of those categories.

Rather, these transactions create investment opportunities by providing banks
with a means to improve their capital ratios and aid shareholder value creation,
thereby giving experienced investors the chance to embed what we view as an
attractive income component into their portfolio. They also provide access to

a diversified pool of predominantly investment-grade-rated loans that some
investors aren’t normally able to tap into.

Having been on a slow burn since its inception, there are good reasons why
this market’s beginning to gain traction. In our view, it's certainly a market that
experienced credit investors should watch closely.
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1 Structured Credit Investor, Manulife | CQS Investment Management, as of 3/31/25. SRT sector growth
measured over the last three years.

2 “One of the Hottest Trades On Wall Street, an Etymological Study,” bloomberg.com, 6/27/24.
3 “Credit FAQ: How Are North American Banks Using Significant Risk Transfers?” S&P Global, 11/12/24.

Important Information

Manulife | CQS Investment Management is a trading name of CQS (UK) LLP which is authorised and regulated by
the Financial Conduct Authority. This document has been issued by CQS (UK) LLP and/or CQS (US), LLC which is a
registered investment adviser with the US Securities and Exchange Commission, The term “CQS” or “Manulife | CQS
Investment Management” as used herein may include one or more of CQS (UK) LLP, CQS (US), LLC or any other
affiliated entity. The information is intended solely for sophisticated investors who are (a) professional investors as
defined in Article 4 of the European Directive 2011/61/EU or (b) accredited investors (within the meaning given

to such term in Regulation D under the U.S. Securities Act of 1933, as amended) and qualified purchasers (within
the meaning given to such term in Section 2(a)(51) of the U.S Investment Company Act 1940, as amended). This
document is not intended for distribution to, or use by, the public or any person or entity in any jurisdiction where
such use is prohibited by law or regulation.

Manulife | CQS Investment Management is a wholly owned subsidiary of Manulife Investment Management (Europe)
Limited.

This document is a marketing communication prepared for general information purposes only and has not been
delivered for registration in any jurisdiction nor has its content been reviewed by any regulatory authority in

any jurisdiction. The information contained herein does not constitute: (i) a binding legal agreement; (ii) legal,
regulatory, tax, accounting or other advice; (iii) an offer, recommendation or solicitation to buy or sell shares

or interests in any fund or investment vehicle managed or advised by CQS (a “CQS Fund”) or any other security,
commodity, financial instrument, or derivative; or (iv) an offer to enter into any other transaction whatsoever (each
a “Transaction”). Any decision to enter into a Transaction should be based on your own independent investigation
of the Transaction and appraisal of the risks, benefits and appropriateness of such Transaction in light of your
circumstances. Any decision to enter into any Transaction should be based on the terms described in the relevant
offering memorandum, prospectus or similar offering document, subscription document, key investor information
document (where applicable), and constitutional documents and/or any other relevant document as appropriate
(together, the “Offering Documents”). Any Transaction will be subject to the terms set out in the Offering Documents
and all applicable laws and regulations. The Offering Documents supersede this document and any information
contained herein. The Offering Documents for CQS UCITS range of funds is available here (https://www.cgs.com/
ucits-funds#global-convertibles) in English (US persons will not be eligible to invest in CQS managed UCITS funds
save to the extent set out in the relevant Offering Document). A copy of CQS’ Complaints Policy, which sets out

a summary of investors’ rights, is available here (https://www.cgs.com/site-services/regulatory-disclosures) in
English. CQS may terminate the arrangements for marketing or distribution of any CQS Fund at any time.

Nothing contained herein shall give rise to a partnership, joint venture or any fiduciary or equitable duties. The
information contained herein is provided on a non-reliance basis, not warranted as to completeness or accuracy,
and is subject to change without notice. Any information contained herein relating to any non-affiliated third party
is the sole responsibility of such third party and has not been independently verified by CQS. The accuracy of data
from third party vendors is not guaranteed. If such information is not accurate, some of the conclusions reached
or statements made may be adversely affected. CQS is not liable for any decisions made or action taken by you
or others based on the contents of this document and neither CQS nor any of its directors, officers, employees or
representatives accept any liability whatsoever for any errors or omissions or any loss howsoever arising from the
use of this document.

Information contained in this document should not be viewed as indicative of future results as past
performance of any Transaction is not indicative of future results. Any investment in a CQS Fund or any of its
affiliates involves a high degree of risk, including the risk of loss of the entire amount invested. The value of
investments can go down as well as up. Don’t invest unless you're prepared to lose all the money you invest.
This is a high-risk investment and you are unlikely to be protected if something goes wrong.
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Future performance is subject to taxation which depends on the personal situation of each
investor and which may change in the future. Investments may lead to a financial loss if no
guarantee on the capital is in place. An investment in any CQS Fund will involve a number

of material risks which include, without limitation, risks associated with adverse market
developments, currency and exchange rate risks, risk of counterparty or issuer default,

and risk of illiquidity. Any assumptions, assessments, targets (including target returns

and volatility targets), statements or other such views expressed herein (collectively
“Statements”) regarding future events and circumstances or that are forward looking in
nature constitute CQS’ subjective views or beliefs and involve inherent risk and uncertainties
beyond CQS’ control. Any indices included in this document are for illustrative purposes only
and are not representative of CQS Funds in terms of either composition or risk (including
volatility and other risk related factors). Unless stated to the contrary CQS Funds are not
managed to a specific index.

The information contained herein is confidential and may be legally privileged and is intended
for the exclusive use of the intended recipient(s) to which the document has been provided.
In accepting receipt of the information transmitted you agree that you and/or your affiliates,
partners, directors, officers and employees, as applicable, will keep all information strictly
confidential. Any review, retransmission, dissemination or other use of, or taking of any
action in reliance upon, this information is prohibited. Any distribution or reproduction of this
document is not authorized and prohibited without the express written consent of CQS, or
any of its affiliates. Unless otherwise stated to the contrary herein, CQS owns all intellectual
property rights in this document.

CQS is a signatory of the UN Principles for Responsible Investment and a supporter and
participant of certain other responsible investment related industry associations.

PRI Note: PRI is an investor initiative in partnership with UNEP Finance and the UN Global
Compact.
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