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Market Comment

◼ As anticipated, 2021 was indeed a year for the record books for the US
leveraged loan market, with new-issue volume topping USD 615 billion, far
ahead of the previous annual record of USD 503 billion set in 2017. A desire to
make up for lost time from the COVID pandemic, a sea of investable cash (both
institutional and retail), and growing expectations of rising interest rates were
unstoppable demand catalysts for loans in 2021, a unique combination perhaps
unlikely to reoccur. This constant demand from CLOs, mutual funds, and ETFs
for new-issue loans (as well as high yield bonds) supported record M&A,
sponsor-driven LBOs, dividend recapitalizations, and debt refinancings across
all sectors. Issuers and investors alike bet on a robust and lasting recovery from
the pandemic. Continual noise around rising inflation, supply bottlenecks, the
inevitable Fed taper, the long advertised LIBOR to SOFR basis rate transition,
the prospects of the "Build Back Better" legislation in Washington, and the latest
COVID variant could not derail the market's upward momentum.
◼ Not to be outdone by the US market, the European leveraged loan market broke
records of its own in 2021, feeding into unprecedented investor demand. The
EUR 117.7 billion of new institutional loan issuance posted in 2021 was the
busiest year on record, besting the EUR 117.1 billion from 2007, and doubling
the COVID-impacted EUR 51.7 billion total loan issuance of 2020. Leading the
way in 2021 was buyout activity, which tallied EUR 38.9 billion, followed by
other M&A at EUR 29.1 billion, refinancings at EUR 25.6 billion, and dividend
recapitalizations at EUR 18.0 billion.
◼ In public markets, Central banks were in focus in October as ongoing fears
around inflation led investors to pull forward their rate hike expectations
substantially. This was initially driven by the Bank of England after Governor
Bailey signalled that they would have to act in the coming meetings, which
resulted in investors anticipating a rate hike as soon as the November meeting.
This put pressure on short-end rates across developed markets, with curves
seeing significant flattening moves as a result.
◼ Other G10 central banks added to the hawkish rhetoric as the Bank of Canada
brought forward its rate hike guidance from the second half of 2022 to the
middle of the year, whilst they also surprisingly decided to end asset purchases.
Meanwhile the Reserve Bank of Australia chose not to defend its yield curve
target despite the move higher in rates observed, signalling an effective end to
its Yield Curve Control policy.
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◼ In contrast, President Lagarde stuck to her dovish tone at the ECB meeting,
noting that market pricing for a 2022 rate lift-off, or anytime soon thereafter, is
inconsistent with the ECB’s inflation forecast and forward guidance. This did
not prevent German 2 year yields rising by 10 bps in October however, whilst
the US 2 year yield rose by 22 bps, with the market now pricing a Fed rate hike
as soon as tapering is expected to end in mid-2022.
◼ The substantial curve moves saw the 5s30s US rates curve flattening by 33 bps
in October and the equivalent German curve by 31 bps, in what was a twist
flattening move with short-end rates rising and long-end rates declining. Despite
the volatility observed in rates markets, credit spreads were relatively resilient
with US Investment Grade spreads unchanged at 66 bps in October whilst
European spreads were 3 bps wider at 87 bps. Support for credit likely came
from corporate earnings for Q3 which continued to impress across sectors,
whilst data released out of the US confirmed an improvement following the
Delta induced weakness over the summer, with both ISM manufacturing and
service surveys surprising on the upside.
◼ Risk markets suffered towards the end of November following the emergence
in South Africa of a new Covid variant known as Omicron, which the WHO
described as a variant of concern. Given the initial lack of information on the
severity of the strain, governments chose to act with caution, with many
countries implementing tighter travel restrictions and longer quarantine periods
whilst awaiting further details. Markets also reacted with caution, with the S&P
500 ending November with a loss, whilst credit spreads suffered into monthend. For example, European investment grade spreads finished November 23
bps wider and the US equivalent was 15 bps wider.
◼ Moves herein were likely exacerbated by the fact that the Omicron news was
released during the US Thanksgiving holiday, at a time when liquidity in markets
is reduced and which likely added to market volatility. These developments also
led to a bid for safe haven assets such as US Treasuries with US 10 year yields
declining by 11 bps in November and German 10 year Bund yields 24 bps
lower.
◼ The underperformance of US Treasuries versus German Bunds was most likely
down to the hawkish shift in rhetoric from Fed members during the month, who
opened the door to accelerating the tapering pace of asset purchases as
inflation concerns rose. This was especially the case following another stronger
than expected inflation print, with headline inflation printing at 6.2% YoY which
is the strongest reading since 1990. This hawkish shift from the Fed was
emphasised by Chair Powell at the end of the month, as he said that it was time
to “retire” the word transitory with regards to inflation and that it was appropriate
to consider wrapping up tapering a few months sooner than previous guidance.

All performance figures are given net of fees. Past performance is not a guide to current or future returns. See full disclaimer at the end of the document.

Union Bancaire Privée, UBP SA | UBP PG - Active Income | Quarterly Comment

2|9

Q4 2021

◼ Risk markets ended 2021 on a positive note as initial concerns around the new
Covid variant Omicron were tempered following preliminary data out of South
Africa, which suggested that the symptoms of this strain were not as severe as
first feared. Investors took comfort from the possibility of a lower hospitalisation
and fatality rate from this variant, as it reduced the likelihood of governments
enforcing strict lockdown measures once again.
◼ As a result, the S&P 500 reached another all-time high towards the end of the
year, whilst credit spreads partially recovered the widening in spreads observed
in November following the initial Omicron scare. Amid this backdrop, US
Investment Grade credit spreads ended the month 7 bps tighter whilst
European spreads were 12 bps tighter.
◼ The emergence of Omicron was also not enough to prevent central banks from
moving ahead with their plans to reduce the high levels of monetary
accommodation that have been provided since the onset of the pandemic, as
they instead chose to focus their attention on rising inflation concerns. For
example the Fed doubled its tapering pace and revealed its latest dot plot
projection which showed a median of 3 hikes for 2022, whilst the ECB confirmed
that PEPP will end in March and also guided towards a lower than expected
asset purchase program size for 2022.
◼ As a result, interest rate markets saw higher yields in December, with US 10
year yields rising by 7 bps whilst German 10 year yields moved 17 bps higher.
Data released during the month also supported such central bank action as
labour markets continued to tighten in the US with the unemployment rate
declining by 0.4% to 4.2%, whilst the Fed’s preferred measure of inflation, core
PCE, surprised to the upside once again and printed at 4.7% YoY, which is its
strongest reading since the 1980’s
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Performance Review

Portfolio Activity

◼ UBP PG Active - Income increased +5.8% net of fees, (I Share class) since the
beginning of the year and +0.5% in 4Q21.
◼ Before fees, the Private Debt allocation delivered +9.2% and the Public Debt
allocation delivered +4.6% since the beginning of the year and respectively
+1.0% and +1.1% in 3Q21.

◼ At the end of the quarter, the yield of the portfolio in USD was 5.9%.
◼ The interest rate exposure 0.4 years
◼ The overall credit allocation was:


Private debt: 54%



Public debt: 46%

◼ As of 31st December 2021, Partners Group Active Income S.C.A., SICAV-SIF
held an active portfolio of investments in 35 companies broadly diversified across
countries and industry sectors. Notable transactions that took place in the
Partners Group Active Income S.C.A., SICAV-SIF portfolio over the period
including Fotona and Parts Town.
◼ In November, Partners Group provided unitranche debt financing to support
Fotona's acquisition by private equity firm Vitruvian Partners. Founded in 1964 in
Ljubljana, Slovenia, Fotona develops, manufactures and distributes medical laser
systems with product lines covering aesthetics, dentistry, gynecology and surgery
applications. The company's global distribution network spans over 70 countries,
providing customers with comprehensive support and service, including clinical
training, workshops, and hands-on demonstrations.
◼ Furthermore, the Fund realized its first lien debt financing in Parts Town, following
the company's recapitalization by Berkshire Partners and Leonard Green &
Partners. Founded in 1987 and based in the US, Parts Town is a distributor of
original equipment manufacturer (OEM) foodservice parts and provides
complementary repair services to the commercial kitchen industry. The
company's services include Smart Manuals, hyperlinked manuals that lead to
product pages; PartSPIN, a 360-degree imaging technology; and a mobile
application for searching manuals and parts. Parts Town's customers include
restaurants, hotels, and hospitals across the US and internationally
◼ On the public debt side, as of 31 December 2021, the high yield exposure ended
the quarter at 110% of the public debt component, split 72% US and 38% Europe.
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Outlook

◼

In private markets, the level of distressed debt has fallen and the ratio of
upgrades to downgrades is now positive for the first time in the last five
years. The outlook from here is mixed. We expect buyout and M&A activity
to remain strong. However, we also expect rising headwinds to corporate
profits and a period of higher inflation and rates. As opposed to fixed-income
credit, private debt, with its floating-rate nature, shields investors from
duration risk and falling prices in a rising rate environment. Profit margins
however may come under pressure as input prices and financing costs
increase. With spreads at or close to all time tights, there is a good chance
they could widen from here. We have always discussed how inflation could
impact our investments, in contrast to the market, which is not adequately
reflecting the prospect of higher inflation. In our underwriting process, we
are extremely focused on how a rise in inflation will impact a borrower’s
business model, profit margin and debt sustainability.

◼

At the end of 2021, central banks took further steps towards removing the
extreme levels of policy support that had been in place since the onset of
the pandemic with the Fed doubling its tapering pace and the BoE
surprisingly hiking interest rates. Despite Covid cases re-accelerating amid
the Omicron wave, central banks chose to instead focus their attention on
rising inflation concerns. This suggests that monetary policy is at an
inflection point as we head into 2022, with the trajectory of inflation from
here set to be a key determinant on whether the market is adequately
pricing the tightening to come. Following the impressive vaccine and
booster programs that have been implemented globally over the past year,
a key question will also be whether the pandemic is at a turning point in
2022, where governments choose not to enforce strict lockdown measures
with each new wave of cases. If this were to be the case as we are already
seeing with the Omicron wave, then it should allow for supply side
constraints, which have added to inflation fears and weighed on production
in 2021, to fade. This would also allow for the growth recovery to continue
and the service sector to finally normalise.

◼

The Fed at its December meeting continued with its hawkish shift on both
the balance sheet and rate guidance, which Chair Powell had already
warned of in November when he said that they would “retire” the word
transitory when describing inflation. At the meeting itself, the Fed doubled
the pace of its asset purchase tapering plans, whilst also guiding towards
three rate hikes in 2022 based on their updated dot plot projections. The
minutes from this meeting went a step further, where participants noted that
it could be appropriate to begin to reduce the size of the balance sheet
relatively soon after beginning to raise rates. More persistent inflationary
pressures than the Fed had initially expected, as well as the strong recovery
of the labour market likely drove this adjustment in forward guidance.
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◼

For example Powell highlighted several labour market indicators such as
the employment cost index and the quits rate which are at historical highs,
where they now forecast the unemployment rate to hit 3.5% this year, which
is 0.3% lower than their September prediction. On inflation, core PCE is now
expected to end 2022 at 2.7% compared to 2.3% previously, whilst the 0.7%
upward revision to 2021 core PCE highlights how the Fed was caught off
guard by inflation strength into year-end. On the growth front, although we
anticipate moderating growth in 2022 given less supportive fiscal policy
following the emergency funding that was provided during the height of the
pandemic, growth in the US should still remain above trend. This will likely
be driven by the service sector recovery broadening as lockdown fears
dissipate, whilst reduced supply side constraints through the year should
allow inventories to be rebuilt.

◼

The ECB also reduced its policy support via the balance sheet in December
as they not only confirmed the end of PEPP in March, but also provided
details of the temporary increase in purchases through the APP during Q2
and Q3, although these figured underwhelmed expectations. This may be
reflecting the ECB’s belief that progress is finally being made towards its
inflation goal, as highlighted by the updated staff inflation forecast which
sees core inflation averaging 1.9% for 2022 from 1.4% previously and
headline inflation at 3.2% compared to 1.7% in the previous forecast.
Comments from President Lagarde also signalled a heightened vigilance
around inflation, although she did rule out the possibility of hiking rates this
year.

◼

Such developments described have confirmed our prior view that we have
passed the peak in central bank stimulus and as such, we still see room for
rates to rise. This is especially the case at a time when hawkish central bank
actions are coming from several key DM economies away from just the Fed
and ECB. Although we have seen yields move higher, the market continues
to price the Fed less aggressively than its own dot plot projections.
Specifically, market pricing for the Fed shows a total of 6.5 hikes out to 2024
at the time of writing, which compares to the Fed’s median dot which shows
8 hikes, providing room for this gap to be narrowed. We anticipate for this
move higher in rates to be an orderly one given that our base case remains
for global inflation pressures to ease as 2022 progresses. We are already
seeing signs of supply side constraints beginning to improve, as observed
with shipping costs starting to normalise and chip production return, whilst
commodity price stabilisation should also allow headline inflation to
moderate.
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◼

We continue to see this macro environment as positive for credit, as we do
not anticipate an aggressive tightening in financial conditions from the
hawkish central bank actions described. Although we do expect real rates
to rise, they are rising from historically depressed levels and so should not
be disruptive for risk assets. In addition, with central banks attempting to lift
rates for the first time in many years, they are incentivised to do so in a
smooth manner to allow them to lift rates high enough to provide room to
cut rates again in a future downturn. We also see this hawkish shift as being
one driven not only by inflation fears, but also as a consequence of the more
robust global growth backdrop which has been accompanied by tightening
labour markets. We anticipate for this growth picture to remain intact despite
the pandemic continuing to cloud the outlook. Whilst new variants cannot
be ruled out as we have observed with Omicron, this latest wave has also
shown us that vaccines and boosters have done their job in decoupling case
growth and fatalities. This reduces the likelihood of governments
reintroducing strict lockdown measures and should allow economies to
continue to normalize and for the service sector to drive the next leg of the
recovery.

◼

We also see this backdrop as positive for credit from the micro perspective,
given impressive and improving credit fundamentals following strong
earnings growth in 2021 with prudent balance sheet management. For
example net leverage for US Investment Grade names has fully reversed
the increase observed during the pandemic, whilst a US HY default rate of
under 1% for 2021 highlights how this segment of the market benefitted
from the reopening of economies on the back of the vaccine rollout.
Although there are plenty of concerns around inflation, our own analysis
indicates that some inflation, if not too high, is actually good for corporates,
where the inflation losers account for only 17% of the European IG credit
market. We have a preference for high beta credit with low duration,
favouring subordinated financial debt, in particular AT1s which should
benefit from the rising rates environment and high yield given attractive
valuations and improved fundamentals.
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Disclaimer

This is a marketing document and is intended for informational and/or marketing purposes only. It is confidential and is intended to be used
only by the person(s) to whom it was delivered. It may not be reproduced (in whole or in part) or delivered, given, sent or in any other way
made accessible, to any other person without the prior written approval of Union Bancaire Privée, UBP SA or any entity of the UBP Group
(UBP). This document reflects the opinion of UBP as of the date of issue. This document is for distribution only to persons who are Professional
clients in Switzerland or Professional Clients or an equivalent category of investor as defined by the relevant laws (all such persons together
being referred to as “Relevant Persons”). This document is directed only at Relevant Persons and must not be acted on or relied on by persons
who are not Relevant Persons. It is not intended for distribution, publication, or use, in whole or in part, in any jurisdiction where such
distribution, publication, or use would be unlawful, nor is it directed at any person or entity at which it would be unlawful to direct such a
document. In particular, this document may not be distributed in the United States of America and/or to US persons (including US citizens
residing outside the United States of America). This document has not been produced by UBP’s financial analysts and is not to be considered
financial research. It is not subject to any guidelines on financial research and independence of financial analysis. Reasonable efforts have
been made to ensure that the content of this document is based on information and data obtained from reliable sources. However, UBP has
not verified the information from third sources in this document and does not guarantee its accuracy or completeness. UBP makes no
representations, provides no warranty and gives no undertaking, express or implied, regarding any of the information, projections or opinions
contained herein, nor does it accept any liability whatsoever for any errors, omissions or misstatements. The information contained herein is
subject to change without prior notice. UBP gives no undertaking to update this document or to correct any inaccuracies in it which may
become apparent. This document may refer to the past performance of investment interests. Past performance is not a guide to current or
future results. The value of investment interests can fall as well as rise. Any capital invested may be at risk and investors may not get back
some or all of their original capital. Any performance data included in this document does not take into account fees, commissions, and
expenses charged on issuance and redemption of securities, nor any taxes that may be levied. Changes in exchange rates may cause
increases or decreases in investors’ returns. All statements other than statements of historical fact in this document are “forward-looking
statements”. Forward-looking statements do not guarantee future performances. The financial projections included in this document do not
constitute forecasts or budgets; they are purely illustrative examples based on a series of current expectations and assumptions which may
not eventuate. The actual performance, results, financial condition and prospects of an investment interest may differ materially from those
expressed or implied by the forward-looking statements in this document as the projected or targeted returns are inherently subject to
significant economic, market and other uncertainties that may adversely affect performance. UBP also disclaims any obligation to update
forward-looking statements, as a result of new information, future events or otherwise. The contents of this document should not be construed
as any form of advice or recommendation to purchase or sell any security or funds. It does not replace a prospectus or any other legal
documents, which can be obtained free of charge from the registered office of a fund or from UBP. The opinions herein do not take into
account individual investors’ circumstances, objectives, or needs. Each investor must make their own independent decision regarding any
securities or financial instruments mentioned herein and should independently determine the merits or suitability of any investment. In addition,
the tax treatment of any investment in the fund(s) mentioned herein depends on each individual investor’s circumstances. Investors are invited
to carefully read the risk warnings and the regulations set out in the prospectus or other legal documents and are advised to seek professional
counsel from their financial, legal and tax advisors. The tax treatment of any investment in the Fund depends on the investor’s individual
circumstances and may be subject to change in the future. This document should not be deemed an offer nor a solicitation to buy, subscribe
to, or sell any currency, funds, products, or financial instruments, to make any investment, or to participate in any particular trading strategy
in any jurisdiction where such an offer or solicitation would not be authorised, or to any person to whom it would be unlawful to make such an
offer or solicitation. Telephone calls to the telephone number stated in this presentation may be recorded. UBP will assume that, by calling
this number, you consent to this recording.
Private Debt Funds: There is no assurance that investments in private debt funds will always be sufficiently liquid to meet redemption requests
as and when made. Any lack of liquidity may affect the shares of the fund and the value of its investments. Private market investments are
long-term investments that typically display more uncertainty and less liquidity and transparency than many other investments (e.g. listed
securities). Certain investments are valued on the basis of estimated prices and therefore subject to potentially greater pricing uncertainties
than listed securities. In addition, investors may not be able to sell assets held in private debt funds when they choose to, or realise what they
perceive to be the fair value upon a sale. Investors should be aware that the portfolio of the sub-fund will be subject to high market risks and
no assurance can be given that the investment objectives of this sub-fund will be achieved. Investors should carefully read the fund’s and subfund’s risk warnings, in particular the specific risks concerning private debt markets stated in the prospectus, before investing in the sub-fund.
Any subscriptions not based on the fund’s latest prospectus, annual or semi-annual reports or other relevant legal documents (the “Fund’s
Legal Documents”) shall not be acceptable.
The Fund’s Legal Documents may be obtained free of charge from Union Bancaire Privée, UBP SA, 96-98 rue du Rhône, P.O. Box 1320,
1211 Geneva 1, Switzerland (UBP) and from UBP Asset Management (Europe) S.A., 287-289 route d'Arlon, 1150 Luxembourg, Grand Duchy
of Luxembourg. The Fund’s Swiss representative is UBP and the Swiss paying agent is Banque Cantonale de Genève, 17 quai de l'Île, 1204
Geneva, Switzerland. The Fund’s Legal Documents may be obtained free of charge from UBP as mentioned above. In respect of the shares
offered in Switzerland, the place of performance and jurisdiction is the registered office of the Swiss representative. UBP PG and its sub-funds
are not registered for public distribution in any jurisdiction and no public marketing may be carried out for them. In Switzerland, this fund may
only be offered to professional investors.
This content is being made available in the following countries:
Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority (FINMA). The head office
is Union Bancaire Privée, UBP SA, 96-98 rue du Rhône, P.O. Box 1320, 1211 Geneva 1, Switzerland. ubp@ubp.com | www.ubp.com
United Kingdom: UBP is authorised in the United Kingdom by the Prudential Regulation Authority (PRA) and is subject to regulation by the
Financial Conduct Authority (FCA) and limited regulation by the PRA.
France: Sales and distribution are carried out by Union Bancaire Gestion Institutionnelle (France) SAS, a management company licensed with
the French Autorité des Marchés Financiers, - licence n° AMF GP98041 ; 116, av. des Champs Elysées l 75008 Paris, France T +33 1 75 77
80 80 Fax +33 1 44 50 16 19 www.ubpamfrance.com.
Hong Kong: UBP Asset Management Asia Limited (CE No.: AOB278) is licensed with the Securities and Futures Commission to carry on
Type 1 – Dealing in Securities, Type 4 – Advising on Securities and Type 9 – Asset Management regulated activities. The document is
intended only for Institutional or Corporate Professional Investor and not for public distribution. The contents of this document have not been
reviewed by the Securities and Futures Commission in Hong Kong. Investment involves risks. Past performance is not indicative of future
performance. Investors should refer to the fund prospectus for further details, including the product features and risk factors. The document
is intended only for Institutional Professional Investor and not for public distribution. The contents of this document and any attachments/links
contained in this document are for general information only and are not advice. The information does not take into account your specific
investment objectives, financial situation and investment needs and is not designed as a substitute for professional advice. You should seek
independent professional advice regarding the suitability of an investment product, taking into account your specific investment objectives,
financial situation and investment needs before making an investment. The contents of this document and any attachments/links contained in
this document have been prepared in good faith. UBP Asset Management Asia Limited (UBP AM Asia) and all of its affiliates accept no liability
for any errors or omissions. Please note that the information may also have become outdated since its publication. UBP AM Asia makes no
representation that such information is accurate, reliable or complete. In particular, any information sourced from third parties is not necessarily
endorsed by UBP AM Asia, and UBP AM Asia has not checked the accuracy or completeness of such third party information.
Singapore: This document is intended only for accredited investors and institutional investors as defined under the Securities and Futures Act
(Cap. 289 of Singapore) (“SFA”). Persons other than accredited investors or institutional investors (as defined in the SFA) are not the intended
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recipients of this document and must not act upon or rely upon any of the information in this document. The financial products or services to
which this material relates will only be made available to clients who are accredited investors or institutional investors under the SFA. This
document has not been registered as a prospectus with the MAS. Accordingly, this document and any other document or material in connection
with the offer or sale, or invitation for subscription or purchase, of this product may not be circulated or distributed, nor may the product be
offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore
other than (i) to institutional investors under Section 274 or 304 of the Securities and Futures Act (Cap. 289) of Singapore ("SFA"), (ii) to
relevant persons pursuant to Section 275(1) or 305(1), or any person pursuant to Section 275(1A) or 305(2) of the SFA, and in accordance
with the conditions specified in Section 275 or 305 of the SFA, or (iii) otherwise pursuant to, and in accordance with the conditions of, any
other applicable provision of the SFA. This advertisement has not been reviewed by the Monetary Authority of Singapore.
MSCI : Although Union Bancaire Privée, UBP SA information providers, including without limitation, MSCI ESG Research LLC and its affiliates
(the “ESG Parties”), obtain information from sources they consider reliable, none of the ESG Parties warrants or guarantees the originality,
accuracy and/or completeness of any data herein. None of the ESG Parties makes any express or implied warranties of any kind, and the
ESG Parties hereby expressly disclaim all warranties of merchantability and fitness for a particular purpose, with respect to any data herein.
None of the ESG Parties shall have any liability for any errors or omissions in connection with any data herein. Further, without limiting any of
the foregoing, in no event shall any of the ESG Parties have any liability for any direct, indirect, special, punitive, consequential or any other
damages (including lost profits) even if notified of the possibility of such damages.
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