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Introduction to the hybrid asset class

Hybrid bonds are a relatively young asset class that
allows investors to invest in solid companies
(corporates, banks and insurances) and, due to their

structure, to receive an attractive additional return.

Due to the different structural characteristics and
the great variability in debtor quality, the selection

of debtors is of crucial importance.

Definition of hybrid bonds

As the name suggests, hybrid bonds are a

combination of debt and equity characteristics.

Issuers can count hybrid bonds towards equity
because of their subordination (according to IFRS).
On the other hand, the securities have debt-like
features: they initially have a fixed interest rate,
have early redemption dates and the interest can be
deducted from taxes. The securities have fixed
(“dated hybrids”) or perpetual (“perpetuals”)

maturities.

In certain countries, such as Germany and Austria,
hybrid bonds are more commonly known as
'subordinated bonds'. However, this term only
refers to their equity characteristics. For this reason,

DCP prefers to use the term 'hybrid bonds'.

Hybrids are bonds with interest rate protection

A large proportion of hybrid bonds have implicit
interest rate protection (inflation protection). This is
because in the majority of cases the bonds switch
to a variable interest rate (fixed-to-floating rate
structure) after the first call date. This means that
the interest rate component is made up of the

following elements:

Reference benchmark + initial spread + potential

step-Up

E.g. the three-month CHF Libor or the 5-year EUR
swap rate serves as the reference interest rate. If
interest rates rise, the reference interest rate and

thus the future coupons increase.

The respective structure of the interest component
differs from hybrid to hybrid instrument. For

example, there is a wide range of variants from

quarterly to ten-year intervals when the interest

rate is re-determined. Short intervals are
advantageous in a rising interest rate environment

and long intervals in a falling environment.




Issuers: who and why?

The hybrid asset class is a growing market, with an
estimated volume of around EUR 970 billion. Issuers
can essentially be divided into three groups: banks,

insurance companies and corporations.

Banks and insurance companies issue hybrid capital
to strengthen their core or solvency capital and
comply with regulatory requirements.

However, companies from other sectors (i.e.
corporates) are not subject to such requirements.
They primarily issue hybrid bonds to strengthen
their equity capital or for debt and rating purposes
in connection with investment or financing plans,
such as inorganic growth and M&A. The tax
deductibility of the coupons and the strengthening
of equity without dilutive effects for shareholders

further enhance the appeal of these instruments.
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Figure 1: 970 billion EUR market in Europe
(Source: DCP Hybrid Database, Nov 2025)

Structural characteristics at a glance

Hybrid
characteristics:

bonds

Subordination

Rank

Maturity

Call Date

Clauses

have different structural

Hybrid bonds are by definition

subordinated. This means that in the
event of bankruptcy, the
bondholders are only serviced after

the senior bondholders.

Tier 1: Coupons can be suspended
and do not need to be repaid.

Tier 2/3:
suspended but must be resumed

Coupons may be
and (in some cases compounded)
repaid if the debtor improves (called

“cumulative”).

Around half of the bonds are
structured as perpetual bonds that
can be redeemed early.

Early possibility to repay the bonds;
usually in 5-10 years after issuance.

Mostly fix-to-float, i.e. with a fixed
coupon until the first call date,

floating thereafter; fix-for-life also

possible.

Events related to regulation, tax,
accounting, ratings, etc. that enable
early redemption are possible (early
termination possible at 100%, 101%

or make-whole).

Table 1: Structural characteristics of hybrid bonds



Subordination and seniority

Hybrid bonds are a type of subordinated instrument.
While bondholders' claims rank ahead of those of
shareholders, they rank behind those of senior
bondholders. In the event of bankruptcy, therefore,
holders are served after senior bondholders, and the
recovery rate is lower. While the average recovery
rate for senior unsecured bonds is 38%, it is between
22% and 32% for subordinated bonds, depending on
their ranking (see Figure 2). This is just one reason
why debtor selection should be prioritised in the
investment process.

Sr. Unsecured 38%

Sr. Subordinated 31%
Subordinated 32%
Jr. Subordinated 22%

Figure 1: Average recovery rates 1983-2024
(Source: Moody's, 2025)

Figure 3 illustrates the classification within the

capital structure using the example of a bank.

The figure also emphasizes the importance of AT1
bonds, also known as 'CoCos'. These are issued by
banks. Under certain conditions, this capital can be
converted into equity or written off. At the same
time, the coupons are discretionary and not paid
retrospectively. Therefore, the AT1 rank represents
the riskiest form of bond investment in a bank,
ranking second only to shareholders.

Tier 2 capital is considered the 'sweet spot' in a
bank's capital structure as investors receive higher
coupons than senior bondholders, while also
benefiting from an attractive structure (the rank and
coupons are cumulative and must be paid
retrospectively).

HoldCo/OpCo Capital Structure

Senior Secured Debt & Insured Deposits

Uni D i d Notes (inc. notes & deposits)

Subordinated Debt

AT1 Instruments (inc. preferred equity & junior subordinated debt)
CET1

UK, US and Swiss banks commonly issue debt/equity through HoldCo/OpCo structures

OpCo-only Capital Structure

Senior Secured Debt & Insured Deposits

Senior Preferred Debt, Uni Deposi Notes (inc. structured notes & deposits)
Subordinated Debt
AT1 Instruments (inc. preferred equity & junior subordinated debt)
CET1

EU banks traditionally haven't used HoldCo/OpCo structures, instead collapsing issuances into the OpCo

Figure 2: Capital structure of a bank (Source: Man GPM, 2023)



Maturity and early termination

Hybrid bonds are usually issued with an unlimited
maturity (perpetual) and can thus be referred to on
paper as "perpetual bonds". In isolated cases,
however, the bonds are also issued with very long

maturities (30-60 years, so-called dated bonds).

The issuer retains the right to withdraw the bond
from the market early. This date is known as the call
date. Investors generally trust that the company will
exercise the option. Over time, this builds a
relationship of trust between the company and the
bondholder. However, early redemption is not
guaranteed. In about 5% of cases, the company did
not call the bond on the first call date (extension
risk). This shows that experience and selection are

central to the investment process.

Calling of the bond on the call date is incentivized by

various aspects:

= Fconomical incentive

Under certain circumstances, it may be more
advantageous for the issuer to place a new
hybrid bond on the market. Step-ups
(additional premium) also play a central role.
Hybrid bonds with a step-up have a
significantly higher probability of being called
on the first call date.

» Equity Credit
Rating agencies do not consider the hybrid to

be worth any more or with a significantly
reduced proportion to equity after the first

call date. This may trigger early redemption.

= |ssuer improves

It may be that the debtor quality has
increased significantly in the meantime and
the issuer no longer sees any point in paying
such a high coupon. The equity content

makes less sense, since equity capital has
been built up organically.

= Reputation
Since most hybrids are repaid on the first call

date, a "non-call" may result in increased
financing costs on the entire curve and
capital structure.

= Regulatory changes
Due to regulatory changes, hybrids may lose

their equity recognition and are therefore no
longer attractive for the issuer.

= Credit covenants

Certain credit covenants, such as those
triggered in the event of a change of control,

may lead to early repayment.

Primarily regulatory changes have ensured regular
calls in the hybrid area in recent years. With Basel lll,
old style bonds in the banking sector no longer
became eligible for core capital (from 2022 100%).
This is why banks have taken up the first or
subsequent calls. The situation is similar for
insurance companies with the Solvency I
framework, which has been in force since the
beginning of 2016. The old bonds can still be counted
in full towards solvency capital until 2026. Then they
lose regulatory capital treatment. The regulatory
tailwind (Basel lll to Basel IV) will continue for a while.



Fix-to-Float characteristic

A large proportion of hybrid bonds (~75%) offer a
fixed-to-float structure and thus implicit interest rate
or inflation protection. As a rule, issuers issue hybrid
bonds with a maturity of 5-10 years up to the first call
date. Until then the coupon is fixed and is normally
paid annually.

Date of Issuance

Fix Coupon

Example: 5%, Coupon paid annually

5-10vears

Issuer can redeem bond
early (Call) (callen)

First Call Date

Floating Coupon

Example: 3-Month-CHF-Libor + 200 bps, Coupon
paid quarterly and issuer can redeem bond
quarterly

Perpetual or 30 -
60 years

Figure 3: Typical term structure of a hybrid bond

On the first call date, the issuer can take the bond off
the market early. If the option is not exercised, the
bond changes to a floater. Usually, a premium above
a short reference interest rate, such as the 3-month
CHF Libor, is then paid.

In some cases, an additional step-up is paid. In these
cases, the probability that the issuer will redeem the
bond early on the first call date is greatly increased.
In principle, the initial spread, any step-up and the
reference interest rate are decisive.

If an interest rate increase is expected, the yield to
maturity increases for the bondholder in line with
expectations:
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Figure 4: 100 Bp Swap Rate increase increases yield towards
maturity (Source: Morgan Stanley Research, 2015)

In addition to fix-to-float instruments, there are also
fix-for-life instruments. The decisive factor here is
the environment in which the issuer has issued the
bond (interest rate, general economic situation and
the situation of the issuer).

8.0



Most important clauses

Hybrid bonds have similar clauses to senior bonds
(gross-up event, etc.). However, there are other
clauses that allow the issuer to call the bond at
100/101% etc. at an early stage. Caution is therefore
advisable here with bonds that are quoted strongly
above par, and once again, extensive knowledge of
the issuer is necessary.

= Accounting event

The hybrid bond loses its equity eligibility
under IFRS. As a result, the bond (and the
high coupon) no longer makes sense for the
issuer, and it is possible to redeem the bond
at 100/ 101% etc.

= Taxevent
The interest payments of the hybrid are no
longer tax deductible. An early call may also

be possible here.

» Rating-agency event

The loss of equity credit with a rating agency

can lead to an early call

= Regulatory event
A change in the regulatory framework can

lead to a regulatory call at 100/101 (Reg Par
Call).

Hybrids are relatively attractive

Hybrids perform well in a variety of ways compared
to ordinary fixed-income solutions.

Unlike government bonds or junk bonds, hybrids
allow you to invest in a solid investment grade
company. Many countries, on the other hand, have
been heavily indebted in the recent past and

increasingly have unsustainable levels of debt.

Junk bonds, on the other hand, carry a higher default
risk and are not much more strongly compensated
for by the risk premium than hybrids.

Senior bondholders are also stakeholders in a sound
company. Due to the behavior of central banks
around the world, the yields of senior paper issued
by solid investment grade borrowers have shifted
into negative territory. Similar to government and
junk bonds, senior bonds are now exposed to a high
interest rate and duration risk. Hybrid instruments,
on the other hand, offer implicit protection against
inflation due to their fixed-to-float structure.

Finally, hybrid bonds in the banking and insurance
sector benefit from regulatory tailwind. The
regulator is increasing the capital requirements,
which strengthens "old" bond holders.



Two examples of hybrid bonds

Herxo

28.10.2009: Issue date 24.09.2016: Issue date
Fixed interest rate: 6.5% Fixed interest rate: 3.75%
%] %]
S ©
g Coupon is paid annually g Coupon is paid annually
M~ LN
Issuer may Issuer may
redeem bond
28.10.2016: First call date redeem bond 24.09.2021: First call date
early (call). Call early (call). Call
was exercised was exercised
s = Floating interest rate
Floating interest rate 3
T g
=) . = 5-year CHF swap + 4.392%, coupon paid
o 3-month CHF-Libor + 441.5bp + 500bp Step-up. e ) ) )
o ) ) annually, is reset each five years and the issuer
) Coupon paid annually and the issuer can call the
o can call the bond annually
bond annually
Hero is an international family-owned group The Swiss Life Group is a leading European
(Dr. Oetker) that was founded in Switzerland provider of comprehensive pension and
over 130 years ago and still has its financial  solutions,  headquartered in
headquarters in Lenzburg[ in the canton Of Switzerland with a Strong presence in other
Aargau. Hero is one of Europe’s leading food core markets such as Germany, France and
manufacturers, with around 4,000 employees Luxembourg. In the 2024 financial year, the
and a presence in over 30 countries - from company generated premium income of
Europe and the USA to Africa and Central Asia. around CHF 20.3 billion and employed around

10,000 people. Swiss Life Holding is listed on

the stock exchange under the ticker symbol.

Figure 6: Hero hybrid bond Figure 7: Swiss Life hybrid bond




Important Information

This is a marketing communication. The fund information provided
in this document is intended for general informational purposes and
serves as an initial orientation regarding the product. It does not
replace independent market research or any other legal, tax, or
financial information or advice. This document does not constitute an
offer to buy or sell or investment advice. Unless otherwise stated, this
document is intended for both retail and professional

investors in accordance with MiFID Il. The document does not contain
all the information necessary for making economically significant
decisions and may differ from information and assessments
provided by other sources or market participants.

Regulatory sales documents: Full details of the fund, including the
opportunities and risks associated with an investment in the fund,
can be found in the latest prospectus, including the management
regulations or articles of association, as well as, if applicable, the Key
Information Document (PRIIP KID), supplemented by the most recent
audited annual report or the latest semi-annual report. These
documents form the sole binding basis for purchasing fund units.
They are available in electronic or printed form, free of charge, in
German from Axxion S.A, 15 rue de Flaxweiler, L-6776
Grevenmacher.

Please note: Investment funds are subject to market-related price
fluctuations, which can lead to losses, including the total loss of the
invested capital. Explicit reference is made to the risk information in
the prospectus. Future performance is subject to taxation, which
depends on the individual situation of each investor and may change
in the future. The tax treatment of fund investments depends on the
investor's individual circumstances and may change over time. Note:
This document does not constitute tax advice.

The fund units issued may only be offered for sale or sold in
jurisdictions where such an offer or sale is permitted. Fund units may
not be offered for sale or sold within the United States or to or for the
account of U.S. citizens or U.S. persons residing in the United States.
This document and the information contained herein may not be
distributed in the United States. The distribution and publication of
this document, as well as the offering or sale of fund units, may also
be subject to restrictions in other jurisdictions.

A summary of investor rights can be accessed in German on the
management company's website at:
https://www.axxion.lu/de/anlegerinformationen/. Axxion S.A. may
decide at any time to revoke arrangements it has made for the
distribution of fund units.

The information contained in this document is protected by copyright
for Axxion S.A. and DCP Client Partner AG, as well as in part for third
parties, and may not be reproduced or distributed. The information
and opinions expressed in this document reflect the assessment at
the time of publication and are subject to change at any time without
prior notice. All information has been compiled with great care.
However, no guarantee can be given for its accuracy, completeness,
or timeliness.

DCP Client Partner may use the Fund Metrics products of MSCI ESG
Research LLC for the preparation of factsheets: The Fund Metrics
products of MSCI ESG Research LLC (“MSCI ESG") (the “Information”)
provide environmental, social, and governance data on the
underlying securities of more than 23,000 multi-asset class mutual
funds and ETFs worldwide. MSCI ESG is a registered investment
adviser under the Investment Advisers Act of 1940. The MSCI ESG
materials have not been filed with, nor approved by, the U.S.
Securities and Exchange Commission (SEC) or any other regulatory
authority.

None of the information constitutes an offer to buy or sell, or a
promotion or recommendation of, any security, financial instrument,
product, or trading strategy, nor should it be construed as an
indication or guarantee of future performance, analysis, projection,
or forecast. None of the information may be used to determine which
securities to buy or sell, or when to buy or sell them.

Bloomberg Index Services Limited. BLOOMBERG® and the indices
referenced herein (the “Indices”, and each such index, an “Index"”) are
service marks of Bloomberg Finance L.P. and its affiliates (collectively
“Bloomberg”) and/or one or more third-party providers (each such
provider, a “Third-Party Provider,”) and have been licensed for use for
certain purposes to DCP CLIENT PARTNER AG (the “Licensee”). To the
extent a Third-Party Provider contributes intellectual property in
connection with the Index, such third-party products, company
names and logos are trademarks or service marks, and remain the
property, of such Third-Party Provider. Bloomberg or Bloomberg's
licensors own all proprietary rights in the Bloomberg Indices. Neither
Bloomberg nor Bloomberg's licensors, including a Third-Party
Provider, approves or endorses this material, or guarantees the
accuracy or completeness of any information herein, or makes any
warranty, express or implied, as to the results to be obtained
therefrom and, to the maximum extent allowed by law, neither
Bloomberg nor Bloomberg's licensors, including a Third-Party
Provider, shall have any liability or responsibility for injury or
damages arising in connection therewith.

© 2021 Morningstar. All rights reserved. The information, data,
analyses and opinions (' statements ') contained herein: (1) includes
information belonging to Morningstar and its content providers, (2)
may not be copied or distributed without express permission, (3)
does not constitute investment advice, (4) is for informational
purposes only, (5) does not purport to be complete, accurate or
current, and (6) may include data on funds published at different
times. Morningstar is not liable for any investment decisions,
damages or losses related to or resulting from the use of the
information. Please check all information before using it and only
make investment decisions after consulting your investment adviser.
Past performance is no guarantee of future results. The value of an
investment and the income from an investment may go down as well
as up.

© 2026 DCP Client Partner AG. All rights reserved.



