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A Supply Shock Hits the Markets

Due to a collapse in Russia and OPEC’s supply limitation alliance, a
development compounded by global Coronavirus ramifications,
already weak global energy markets were driven into a tailspin over
the weekend of March 7-8t and in March 9t trading.

West Texas Crude futures fell 25% to $30.89 to open the week,
down from as high as $51.90 as recently as March 15t. The last time
such a shock occurred was during the Gulf War in early 1991. Unlike
that period, Monday’s price declines were seemingly much more a
function of a supply surge driven by attempts to protect and gain
market share rather than weakening demand. That suggests a
greater likelihood of price stabilization and modest recovery.

Energy and the Bond Markets

As is typically the case in flight to quality environments, high yield
spreads have widened much more than investment grade, the
former by nearly 219 bps since the start of the year vs. 49 bps for
the investment grade sector.

Energy is a major component of the US high yield market,
accounting for 10.82% of the Bloomberg Barclays US High Yield
Index at the end of February. Although Appleton’s strategies do
not invest in high yield bonds, the asset class still demands our
attention given its influence on broader credit markets.

The impact of energy sector turbulence has been somewhat muted
by an extreme downward move in US Treasuries. Although energy
bonds are underperforming on a relative basis, 10Yr UST yields have
fallen by nearly 100 bps since the end of January to only 0.55% as of
March 9th. While there is variation within the sector, IG energy
names have mostly seen positive performance YTD, although
returns have lagged the broader fixed income rally.

Appleton’s Exposure

Our High Grade Intermediate Government/Credit strategy (HGIGC)
has an average credit quality of AA-, and as of March 6", 5.64% of
composite assets were held in the energy sector.

Consistent with our investment process, the energy names we own
are predominately very large firms with strong balance sheets and
diversified revenue sources. This reflects a longstanding belief that
these companies are better positioned to withstand unfavorable
market conditions than “single stream” revenue firms and weaker
credits.

Additionally, a relatively widespread use of commodity hedging in
the exploration and production sub-sector should mute the
immediate impact of the sharp fall in oil prices.

Our View on Corporate Credit

At Appleton, our focus has always been on high quality, liquid,
actively traded corporate bonds, with holdings well diversified by
sector and risk factor. This will not change. While the energy sector
faces considerable challenges, the recent spread widening in
investment grade energy bonds appears to be in sympathy with the
sector’s high yield issues. Investment grade price movement may
not necessarily be reflective of the credit strength of larger, more
diversified companies. These events highlight the importance of
fundamental credit research and prudent diversification within an
active, long-term investment strategy.
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This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational

purposes only, and not to suggest any specific performance or results, nor should it be considered investment, financial, tax or other professional
advice. It is not an offer or solicitation. Views regarding the economy, securities markets or other specialized areas, like all predictors of future events,
cannot be guaranteed to be accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be
credible, it has not independently verified the correctness of any of their inputs or calculations and, therefore, does not warranty the accuracy of any
third-party sources or information. Specific securities identified and described may or may not be held in portfolios managed by the Adviser and do not
represent all of the securities purchased, sold, or recommended for advisory clients. The reader should not assume that investments in the securities
identified and discussed are, were or will be profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for
demonstrating investment analysis and decision making. Investment process, strategies, philosophies, allocations, performance composition, target
characteristics and other parameters are current as of the date indicated and are subject to change without prior notice. Registration with the SEC
should not be construed as an endorsement or an indicator of investment skill acumen or experience. Investments in securities are not insured,

protected or guaranteed and may result in loss of income and/or principal.



