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Weather Risk and Credit Resilience: The El Nino Effect

More extreme weather patterns are
creating operational and financial
challenges for businesses as heat, drought,
flooding and changing rainfall alter the
availability and cost of key inputs. El Nifio
brings this risk into sharper focus. Its
effects will extend across multiple markets,
but the most direct exposure is likely to sit
in food ingredients and food manufacturers
where input production is concentrated in a
relatively small number of regions and
weather disruption can take time to flow
through supply chains. BSP Ltd's view is
that lenders should assess how prepared
borrowers in the space are to manage such
disruption, as weather shocks can quickly
test margins, liquidity and operational
resilience. Climate-related impacts should
therefore form part of the assessment of a
company's creditworthiness.

El Nifio is a global recurring weather event
that can alter rainfall, temperatures and
storm activity across key producing
regions, with effects that vary by
commodity and location. Drier conditions
in Southeast Asia can weigh on palm oil
yields, affecting a widely used ingredient in
cooking oils, baked goods and packaged
foods. Weaker monsoon rainfall in India
can affect sugar production and contribute
to tighter export availability. Changes in
sea temperatures in the eastern Pacific
can reduce anchovy catches off Peru,
constraining global fishmeal supply. This
can raise feed costs for aquaculture and
livestock producers worldwide and,
ultimately, increase the price of farmed
fish. These impacts can affect food
businesses through higher input costs,
supply constraints and changing consumer
demand as food prices rise.

Cocoa illustrates how quickly the impacts
of El Niflo can move through the value
chain. During the 2023-24 El Nifio,
changing rainfall patterns in West Africa
disrupted production in a region
responsible for the majority of global cocoa
supply. Cocoa prices rose above $10,000
per tonne in 2024-25, compared with the
roughly $3,000 per tonne that had prevailed
through much of the preceding decade.
Higher costs could be passed through in
part, but the effect on the sector was
broader: consumer demand weakened,
products were reformulated and higher
inventories increased cash requirements.

In 2026, uncertainty around El Nifio is
already creating challenges for chocolate
and confectionery manufacturers. Heavy
rainfall in West Africa, coupled with the
rising probability of a particularly intense El
Nifio event, has increased concerns about
the current cocoa crop and pushed spot
prices higher over the summer. Further
weather disruption through the winter
could tighten cocoa supply, increasing
raw-material costs, putting pressure on
margins and requiring manufacturers to
manage pricing, inventory and liquidity
carefully.

For BSP Ltd, the extent of this climate-
related risk depends less on sector
classification than on a company's
operating and financial flexibility.
Ingredient suppliers with contractual pass-
through mechanisms, diverse sourcing and
stronger margins may be better placed to
manage volatility than those reliant on
annual price negotiations.

Food manufacturers face a more difficult
balance: they must recover higher
ingredient costs while retailers and
consumers may resist further price
increases. Businesses may also build
inventories as supply uncertainty rises,
increasing working-capital needs.

BSP Ltd believes climate risk should form
part of the credit assessment. In our view,
lenders should consider how weather
disruption could affect a company's cash
flow and financial flexibility, whether
management can secure alternative
supplies or manage price exposure, and
whether the company has sufficient
liquidity to withstand a prolonged shock.
BSP Ltd also believes that adaptation is
equally important: investment in resource
efficiency and operational continuity can
benefit a business through strengthening
its resilience while reducing costs over
time.

The outlook for El Nifio remains uncertain,
and its effect on individual commodities
will depend on its intensity, timing and
regional weather patterns. That uncertainty
is itself relevant. Businesses cannot
control the weather, but they can reduce
the extent to which a weather event
becomes a balance-sheet event. For BSP
Ltd, climate is becoming an important
underwriting consideration: companies
that identify climate-related vulnerabilities
early and maintain the operational and
financial capacity to respond should be
better positioned to protect earnings,
liquidity and credit quality through periods
of disruption.

Percentage Change in Select Commodity Prices During Previous El Niiio Cycles (vs. preceding non-El Nifo years)
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This material is intended to be of general interest only and should not be construed as
individual investment advice or a recommendation or solicitation to buy, sell or hold any
security or to adopt any investment strategy. It does not constitute legal or tax advice.
This material may not be reproduced, distributed or published without prior written
permission from BSP Group. BSP Group shall not be liable to any user of this document
or to any other person or entity for the inaccuracy of information or any errors or
omissions in its contents, regardless of the cause of such inaccuracy, error or omission.
Any opinions expressed are the author's at publication date and they are subject to
change without prior notice. Recipients should be aware that most of the protections
afforded by the United Kingdom regulatory system will not apply to an investment within
BSP Group and that compensation will not be available under the United Kingdom
Financial Services Compensation Scheme in the event of BSP Ltd's insolvency. Unless
otherwise noted, the information contained herein has been compiled as of March 2026,
and there is no obligation to update the information. The delivery of this Presentation will
under no circumstances create any implication that the information herein has been
updated or corrected as of any time subsequent to the date of publication or, as the case
may be, the date as of which such information is stated. The views expressed are those
of the investment manager and the comments, opinions and analyses are rendered as at
publication date and may change without notice. The underlying assumptions and these
views are subject to change based on market and other conditions and may differ from
other portfolio managers or of the firm as a whole. The information provided in this
material is not intended as a complete analysis of every material fact regarding any
country, region or market. There is no assurance that any prediction, projection or forecast
on the economy, stock market, bond market or the economic trends of the markets will be
realized. The value of investments and the income from them can go down as well as up
and you may not get back the full amount that you invested. Past performance is not
necessarily indicative nor a guarantee of future performance. All investments involve
risks, including possible loss of principal. Any research and analysis contained in this
material has been procured by BSP Group for its own purposes and may be acted upon in
that connection and, as such, is provided to you incidentally. Data from third party sources
may have been used in the preparation of this material and BSP Group has not
independently verified, validated or audited such data. Although information has been
obtained from sources that Franklin Templeton believes to be reliable, no guarantee can
be given as to its accuracy and such information may be incomplete or condensed and
may be subject to change at any time without notice. The mention of any individual
securities should neither constitute nor be construed as a recommendation to purchase,
hold or sell any securities, and the information provided regarding such individual
securities (if any) is not a sufficient basis upon which to make an investment decision.
FT accepts no liability whatsoever for any loss arising from use of this information and
reliance upon the comments, opinions and analyses in the material is at the sole
discretion of the user.

Important information — Inducements: For the provision of our services (e.g., financial
intermediation), we may receive payments from our Group (Franklin Templeton Group)
that fully cover all costs of providing the services. For tax purposes, we may also receive
a margin of 5-10% on the costs incurred and claimed. We use these contributions to
guarantee, maintain and further develop the quality of the services we provide to you, or
to make them possible in the first place. In particular, we use the grants received to
establish or maintain efficient and high-quality infrastructures for the provision of our
services. Examples include the maintenance and expansion of a high-quality
infrastructure and staffing - in particular, personnel and training costs for our employees,
costs for the expansion of our information technology, and form costs - and these thus
serve to strengthen our service offering. We assume that the above information gives you
a sufficient picture about the inducements. However, we will be happy to answer any
further questions you may have and, of course, provide you with additional information.

« Information on investor rights including the complaints handling policy and investor
redress mechanisms is available at https://www.bspcredit.com/regulatory-
information/.

* Investors' rights to complain are available at https://www.bspcredit.com/regulatory-
information/.

Franklin Templeton fully owns The BSP Group, which is comprised of the following
affiliated companies: Benefit Street Partners Limited ("BSP Ltd"), BSP NY LLC and Benefit
Street Partners LLC (“BSP LLC") . Assets under management include assets of all
companies. BSP NY LLC & BSP LLC are registered with the U.S. Securities & Exchange
Commission under the Investment Advisers Act of 1940. BSP Ltd. is registered with the
U.S. Securities & Exchange Commission under the Investment Advisers Act of 1940 with
respect to its US clients.

BSP Ltd is authorized and regulated by the Financial Conduct Authority — Registration
number 196845 — and regulated by the Securities Exchange Commission with respect to
its US clients — Registration number 801-74223.

Registered office for BSP Ltd is 78 Cannon Street London, EC4N 6HL, UK. BSP NY LLC &
BSP LLC are regulated by the Securities Exchange Commission — Registration numbers
are 801-62417 & 0001543160 Registered Office- One Madison Avenue, Suite 1600, New
York, NY10010, USA.

In the EEA, issued by Franklin Templeton International Services S.ar.l. — Supervised by
the Commission de Surveillance du Secteur Financier — 8A, rue Albert Borschette, L-1246
Luxembourg — Tel: +352 46 66 67-1 — Fax: +352 46 66 76 or via the following branch
entities: Austria/Germany: Issued by Franklin Templeton International Services S.ar.l,
Niederlassung Deutschland, Frankfurt, Mainzer Landstr. 16, 60325 Frankfurt/Main. Tel:
08 00/0 73 80 01 (Germany), 08 00/29 59 11 (Austria), Fax: +49(0)69/2 72 23-120,
info@franklintempleton.de, info@franklintempleton.at. Netherlands: Franklin Templeton
International Services S.ar.l., Dutch Branch, World Trade Center Amsterdam, H-Toren, 5e
verdieping, Zuidplein 36, 1077 XV Amsterdam, Netherlands. Tel: +31 (0) 20 575 2890.
France: Issued by Franklin Templeton International Services S.ar.l, French branch, 14
boulevard de la Madeleine, 75008 Paris France. ltaly: Issued by Franklin Templeton
International Services S.ar.l. — Italian Branch, Corso lItalia, 1 — Milan, 20122, Italy.
Luxembourg/Benelux: Issued by Franklin Templeton International Services S.ar.l. —
Supervised by the Commission de Surveillance du Secteur Financier — 8A, rue Albert
Borschette, L-1246 Luxembourg. Tel: +352-46 66 67-1 Fax: +352-46 66 76. Spain: Issued
by Franklin Templeton International Services S.ar.l. — Spanish Branch, Professional of the
Financial Sector under the Supervision of CNMV, José Ortega y Gasset 29, Madrid, Spain.
Tel: +34 91 426 3600, Fax: +34 91 577 1857. Switzerland: Issued by Franklin Templeton
Switzerland Ltd, Stockerstrasse 38, CH-8002 Zurich. UK: Issued by Franklin Templeton
Investment Management Limited (FTIML), registered office: Cannon Place, 78 Cannon
Street, London EC4N 6HL. Tel: +44 (0)20 7073 8500 or BSP Limited, Cannon Place, 78
Cannon Street, London EC4N 6HL. Tel: +44 (0)20 7367 5000 who are both authorized

and regulated in the United Kingdom by the Financial Conduct Authority. Nordic regions:
Issued by Franklin Templeton International Services S.a r.l. Swedish Branch, filial,
Nybrokajen 5, SE-111 48, Stockholm, Sweden. Tel: +46 (0)8 545 012 30,
nordicinfo@franklintempleton.com, authorised in Luxembourg by the Commission de
Surveillance du Secteur Financier to conduct certain financial activities in Denmark,
Sweden, Norway, Iceland and Finland. Franklin Templeton International Services S.ar.l,
Swedish Branch, filial conducts activities under supervision of Finansinspektionen in
Sweden.

In Poland: Issued by Templeton Asset Management (Poland) TFI S.A;; Rondo ONZ 1;
00-124 Warsaw.

South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an
authorised Financial Services Provider. Tel: +27 (21) 831 7400 Fax: +27 (21) 831 7422.

United Arab Emirates: Provided by Franklin Templeton Investments (ME) Limited,
authorized and regulated by the Dubai Financial Services Authority. Dubai office: Franklin
Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, PO. Box
506613, Dubai, UAE. Tel: +9714-4284100 Fax: +9714-4284140.

Products, services and information may not be available in all jurisdictions and are offered
outside the U.S. by other FT affiliates and/or their distributors as local laws and regulation
permits. Please consult your own financial professional or Franklin Templeton institutional
contact for further information on availability of products and services in your jurisdiction.

Issued in the U.S. by Franklin Distributors, LLC, One Franklin Parkway, San Mateo,
California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com — Franklin
Distributors, LLC, member FINRA/SIPC, is the principal distributor of Franklin Templeton
U.S. registered products, which are not FDIC insured; may lose value; and are not bank
guaranteed and are available only in jurisdictions where an offer or solicitation of such
products is permitted under applicable laws and regulation.

Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West,
Suite 1500 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830,
www.franklintempleton.ca.

Offshore Americas: In the U.S,, this publication is made available only to financial
intermediaries by Franklin Distributors, LLC, member FINRA/SIPC, 100 Fountain Parkway,
St. Petersburg, Florida 33716. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076
(Canada Toll-Free), and Fax: (727) 299-8736. Investments are not FDIC insured; may lose
value; and are not bank guaranteed. Distribution outside the U.S. may be made by Franklin
Templeton International Services, S.ar.l. (FTIS) or other sub-distributors, intermediaries,
dealers or professional investors that have been engaged by FTIS to distribute shares of
Franklin Templeton funds in certain jurisdictions. This is not an offer to sell or a
solicitation of an offer to purchase securities in any jurisdiction where it would be illegal
to do so.
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