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Summary

Dating back over 100 years, the private placement market provides investors with credit and
geographic diversification; compelling economics through enhanced yield, lower losses and the
potential for incremental income due to financial covenants; and good asset-liability matching

via strong call protection. The market continues to grow and evolve and is an important source of
funding for companies, infrastructure projects, and asset-backed issuers, with private placements
in strong demand from issuers and investors alike.

Underwriting, negotiating, documenting and monitoring these investments is labor intensive.
Extensive relationships with issuers, deal sponsors and bank agents are the key to sourcing
transactions and building a diversified and well-structured portfolio with attractive yields. As an
investment grade asset class offering a range of maturities from as short as 3 years to as long
as 30 years or more, private placements are an attractive fixed income investment for insurance
companies, pension funds, and other institutional investors.

Private Placement Debt:
Fixed Income investments that are primarily investment
grade, offer enhanced yield and downside protection.

What is Privately Placed Debt?

Under the Securities Act of 1933, any offer to sell “securities” in the United States must either be
registered with the Securities and Exchange Commission (“SEC”) or the bond offering must meet
certain qualifications to exempt the bonds from such registration. If such exemptions are met,
issuers are permitted to offer and sell their bonds in the private market to accredited investors
without registration.

Private placement debt is akin to a cross between a bank loan and a public bond. Deals allow for
upfront due diligence, engagement with the borrower, and contain financial covenant protections,
while also offering a fixed maturity date and fixed rate coupons. Issuance is typically documented
in either note or loan format.

The private placement debt market allows companies to raise capital without the need to meet the
legal and financial requirements of the public market. This can be seen as attractive for unrated
public companies with limited access to other capital markets, borrowers who do not want to
widely publicize their financial statements, companies whose financing needs are small and
therefore do not justify the costs of a typical SEC registration or companies wishing to have greater
flexibility over the terms of their debt offering.

Both medium-sized and large companies access the private placement debt market. Oftentimes,
they do so to diversify their funding sources away from the more traditional banks or public
market, or to simply supplement other funding options. During times of market dislocation, many
corporations come to appreciate the value of having a wide variety of financing sources, including
the private placement debt market.

Private placement debt securities have characteristics of both the public bond and commercial
bank loan markets as described below:
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_ Private Placement Debt | Public Bonds Municipal Bonds

Tenor (years) Upto7

Mostly fixed; some

floating issuance Fixed Floating Fixed

Fixed / Floating

Typical Deal Size  $100 million — $1billion+ $500 million — $1 billion+ $100 million — $1 billion+ $30 million+
Covenants Maintenance Limited, incurrence Maintenance Maintenance
Prepayment Risk  No (Make-whole) Varies by indenture Yes No

Based on MIM estimate as of 2024.

Characteristics of the Private Placement Market

« Estimated 2023 issuance of over $100 billion in over 275 transactions'

« Average deal size of $324 million, including 12 deals of $1 billion+2

» Buyers are typically insurance companies, pension funds, or other long-term oriented investors
e Primarily, although not exclusively, an investment grade market®

 Intermediate to long-term maturities; mostly fixed rate

» Protective financial covenants that are typically not available in the public market

» Consistent demand for non-USD currencies

» Uses model form of Note Purchase Agreement (“NPA”)

o Physical settlement vs DTC or Euroclear

Market Size = Issuers in the private placement debt market are able to raise a significant amount
of capital with deals ranging from $25 million to well over $1 billion in size. Total issuance in this
market is estimated at around $100 billion annually;* however, many transactions are negotiated

directly between the borrower and the investor and are not always captured in the market
statistics. Therefore, the true size of the market is probably even greater.

2023 reported issuance in the private placement debt market was $90.7 billion based on
preliminary data, with over 275 deals completed®. The final tally is expected to be over $100 billion®.

Annual Private Placement Market Volume

$140
$124.2
$120
$100.7 $100.9 $105.6 $100.9
$100 $o11 $90.7
2 ¢80 32.8
414
S $69.1 204 46.5 e
=
L3
72.9
51.7 54.2 59.5 551
2016 2017 2018 2019 2020 2021 2022 2023

HUS. M Non-US

Source: Private Placement Monitor




MetLife Investment Management

Average Deal Size — The average deal was $324 million for 2023.

Issuance by Transaction Size (% of Total Issuance)
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Sector Diversification — The mix of sectors available in the private placement debt market offers

excellent diversification compared to the US IG Corporate Index.

FY 2023 Issuance by Sector

%

1
| M Real Estate & Gaming

M Sports, Media & Telecom
M Energy Infrastructure

[

M Energy

W Utility

m B Infrastructure

M General Industrial

W Tech / Bus Sves / Gov't
[ Consumer & Retail

[ Financials

B Healthcare

Source: BofA internal database (as of 12/31/23)




MetLife Investment Management 5

Currency = The private placement debt market is still weighted towards USD issuance. However,
foreign currency has become an increasingly important component of issuance as the market
has evolved.

Geographic Diversification — Private placement debt issuance by companies domiciled outside
the USA has increased over time. The ‘cross-border’ volume is primarily from developed markets
such as the UK, Europe, Australia, and Canada.

Issuance by Currency U.S. vs. Non-U.S.
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Source: Wells Fargo, Private Placement Market Update, Source: BofA internal database (as of 12/31/23)

December 2023

Quality = Primarily an investment grade market, overall 2023 private placement debt issuance was
comprised of 48% NAIC-1 (rated A- or higher), 51% NAIC-2 (BBB+ to BBB-) and a limited amount of
below investment grade (BB+ or lower).”

FY 2023 Credit Quality
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Source: BofA internal database (as of 12/31/23)
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Maturity = Average maturities in the private placement market are around 11 years with 2023
seeing less long-dated issuance than prior years, a consequence of higher market rates.

Maturities (Based on Number of Deals - By Tranche)

2021 - Avg Maturity: 11.8yrs 2022 - Avg Maturity: 11.4yrs 2023 - Avg Maturity: 10.3yrs

W <5Yrs m5Yrs m+5t099Yrs m 10Yrs m +10to<20Yrs m +20Yrs

Source: BofA internal database (as of 12/31/23)

Sourcing = The majority of private placement debt transactions are brought to the market by
investment bankers who offer them on an agented (not fully underwritten) basis. However, certain
larger investors like MIM complement agented deals with deals originated directly, leveraging
strong relationships with issuers built over many years. Directly originated deals can provide
numerous benefits to a portfolio, including greater diversification, improved allocations compared
to agented deals which are often oversubscribed, and greater ability to tailor transaction terms to
suit investor preferences. In addition, the close relationship with a borrower’s management and/or
ownership developed during the direct deal process can be very helpful in monitoring the credit’s
performance and can lead to future exclusive investment opportunities. Long-term partnerships
between a borrower and its lenders are often formed in this market and valued by both parties.

Buyers — Historically, the principal buyers of private placement debt were mainly life insurance
companies. Today, however, pension investors are showing growing interest as private placement
debt is seen as a complement to the public fixed income component of pension fund portfolios.
Private placements are valued for the diversification they bring, the upfront spread premium to
comparable public bonds, and the downside protection afforded by financial covenants.

Ratings — Borrowers are not required to obtain ratings from a rating agency in order to issue debt
in the private placement market. Most investors assign their own internal rating to each transaction
and therefore do not require or need an issuer to have an external rating. However, issuers with an
external rating, public or private, still account for a significant portion of total market volume.

Documentation = Most private placement transactions begin with what is known as the “model
form loan agreement” to make the process more efficient. The model form contains boilerplate
language on all important provisions such as representations and warranties of the issuer and the
lender(s), reporting requirements and other affirmative covenants, etc. From this starting point,
each deal is then privately negotiated with assistance from both internal and external counsel.
Financial covenants, for instance, are tailored to each unique transaction.
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Why do Companies Borrow via the Private Placement Debt Market?

« Diversification of funding sources

o Can customize the issue (size, maturity, funding date, currency, amortization)
o Longer maturities available than in bank market

* No need for external ratings

o Lower all-in costs vs. public market

» Standardized loan documentation templates

» Confidentiality / Privacy

» Other considerations (size, structure, story credits, etc.)

Diversified Funding Sources = Lessons learned during times of market dislocation have led
borrowers to appreciate a wider variety of funding vehicles, including the private placement
debt market.

Customization = Borrowers have the flexibility to issue in sub-benchmark size; choose amortizing
or bullet maturity structures; customize the maturity profile to fit into their existing debt maturity
schedule; issue in various major currencies based on their needs; and select either fixed or floating
rate formats. Delayed funding draws are also possible in the private placement market, allowing
issuers to lock in today’s rates for an additional charge, subject to investor demand.

Longer Maturities — While bank loans are typically 5-7 years or shorter, private placement
financing can give issuers the opportunity to borrow up to 30 years or longer.? These longer
maturities may allow the issuer to more appropriately match their liabilities to the useful lives of
their assets.

No Need for External Ratings = In most cases, the private market does not require such ratings
as most buyers maintain an internal team of credit analysts who assess the credit and establish
internal ratings for each issue.

Cost Savings — Borrowers seeking private placement debt capital can save the time and legal fees
associated with filing a registration statement. Cost savings are also available if an issuer chooses
to forego external debt ratings. Further savings are possible if the borrower chooses to negotiate
directly with an investor rather than hiring a bank agent to market the transaction.

Standardized Documentation = The private market utilizes “model” forms to document
transactions. These templates contain standard provisions and provide an efficient starting point,
reducing the need for lengthy and costly negotiation.

Confidentiality = While investors expect to see financial statements of the borrower on a
regular basis, the dissemination of that financial information and other proprietary company
information is required to be submitted only to the lender base, not to the broader market. This
may be particularly appealing to privately held borrowers or companies who are in the midst of
an acquisition and are interested in lining up their financing prior to the market’s knowledge of
the transaction. Confidentiality provisions are typically part of the loan documentation, restricting
noteholders from sharing such financial information with the public.
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Why Invest in Private Placement Debt (vs. Public Bonds)?
« Diversification of issuers and geographies vs. public market
» Senior position, pari passu with other senior lenders such as banks
» Downside protection — affirmative and financial covenants
e Economics
— Spread over public bonds
— Lower historical losses

— Incremental income

Asset liability matching

The ability to conduct in-depth due diligence on borrowers, including on sustainability

Diversification = MIM estimates less than 10% overlap in issuers between our private placement
debt portfolio and the US IG corporate bond index. Therefore, the private placement market
expands the universe of investment grade lending opportunities and can help add valuable
diversification to a fixed income investor’s portfolio. On a geographic basis, in recent years private
placement debt issuance from outside the US has been approximately 40% of total volume.®

Seniority — Typically, private placement debt occupies a senior position within an issuer’s capital
structure and ranks pari passu to other senior creditors such as bank debt. Private placement debt
also has financial covenants that may allow the private debt investors to be in voice ahead of public
bond noteholders. This factor has proven beneficial in stressed market conditions as financial
covenants serve as an early warning signal, potentially increasing recovery rates.

Private Placement Debt offers important
structural protections that can help
limit downside risk.

Downside Protection Features — Financial covenants are a critical feature of the private
placement market and an important difference relative to the public bond market. These covenants
are similar to those on the issuer’s bank facilities and enable the private placement lenders to have
an early discussion with issuer management when a business underperforms or is going through
some type of capital structure change. They are designed to ensure pari passu treatment relative
to other senior lenders such as banks (i.e., protect against subordination), and alongside other
limitations on certain actions of the issuer, help increase the probability that the notes will be paid.

Economics = The potential economic benefits for investors looking at private placement debt as
an asset class are:

» Spread: There is usually a higher yield offered on private placement debt vs public bonds of
similar credit quality to compensate investors for the reduced liquidity. This incremental spread
varies over the full market cycle and is subject to a number of factors such as supply/demand
dynamics and market fundamentals.

» Lower historical losses: Due to the financial covenants and other structural protections on
each individual private placement debt issuance, historical loss rates have been favorable vs.
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comparable investment grade public debt. Private placement debt has a 14% absolute advantage
in ultimate recovery rate for senior unsecured debt versus public bonds, according to a 2019
Society of Actuaries study.®

» Incremental income potential: The structural protections offered on private placement notes
may provide investors with additional income. When a borrower’s business underperforms, or if
leverage rises due to a large dividend payment or ownership change, it may request that lenders
temporarily loosen financial covenants in order to remain in compliance. In return, lenders may
negotiate amendment fees, coupon bumps, or mandatory prepayments, depending on the
severity of the situation. Negotiations may also allow private placement lenders to protect their
position with new temporary or permanent enhancements to terms. Make-Whole amounts due
upon prepayment of debt above the market value of the notes can also offer additional income.
We believe that over time, the combination of lower losses and incremental income can add to
private placement debt’s favorable economic value versus public bonds.

Asset=Liability Matching = Many investors in the private placement debt market require long-
term credit securities with fixed cash flows that they can match against their liabilities. The longer
duration and typically higher yielding issues of the private placement debt market vs the public
bond market make the asset class a natural home for liability matching investment strategies.

Additionally, a standard feature of private placement debt is call protection that allows an issuer
to call the bonds only with Make-Whole (i.e. at a price that protects against reinvestment risk),
thereby protecting the investor’s cash flow.

Active Secondary Market — Investors in the private placement debt market tend to be long-term
buy and hold investors. It is this long term buy and hold nature that gives rise to the perceived
illiquidity of the market. This is more a function of the reluctance of noteholders to sell rather than a
lack of interested buyers. MIM is an active secondary market participant and estimates volumes of
about $2.5 billion to $3.0 billion are traded annually in the private placement debt secondary market."

Due Diligence - Private placement debt transactions, owing to their structure and covenant
protections, are usually negotiated over a longer period than typical public bond transactions.

This enables investors to conduct in depth due diligence on the borrowers, generally over a period
of weeks. In addition to an introductory “road show” conducted in person or via conference call,
investors also benefit from an in person due diligence meeting prior to funding their investment.

This latter meeting typically involves an on-site visit to the company’s headquarters or principal
manufacturing facility as well as access to a wide spectrum of senior management. This provides
the investor with substantial opportunity to build up a detailed understanding of the company

as well as establish a relationship with issuer management. The relationship-based nature of the
private placement debt market creates opportunities for borrower engagement on sustainability
and ESG risk factors, too.

What Skills and Resources are Needed to Invest in USPPs?

e Credit and underwriting

Legal and documentation

 Pricing comparisons

Relationships to source deals

o Support services / infrastructure
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Potential investors in the private placement debt market should be aware that investing in this
asset class is labor intensive. Investors in these deals are skilled in the above areas or tend to
outsource their private placement debt investing to others who have the appropriate relationships
and skill set.

Credit and Underwriting — The ability to undertake the necessary credit analysis to determine
whether or not an opportunity is a money-good investment is a key requirement. In-depth analysis
of the specific issuer and the industry in which it operates are critical determinants of whether

an investment opportunity is suitable and attractive. Assigning an internal credit rating to the
transaction is an important step in evaluating private placements as oftentimes the issuer does not
have ratings from a rating agency.

These skills are not only useful at the onset when the initial “ouy” decision is made, but also

on an ongoing basis in order to effectively monitor the investment, follow up with questions of
management when performance is not as originally contemplated, to negotiate amendments (if
any) over the life of the investment, and to potentially make “sell” recommendations if warranted. A
strong risk management culture embedded in the organization is necessary in order to effectively
manage credit risk and exposure. MIM further believes that a local market presence, with offices in
various countries and regions, offers the advantage of being closer to the borrower and the benefit
of local knowledge.

Supplementing agented transactions
with deals sourced directly can provide
additional diversification.

Legal and Documentation = Evaluation of the terms, covenants and conditions of the bonds

are critical to ensuring that the purported protections are indeed in place. External counsel
representing the entire investor group to make sure that the business agreement is satisfactorily
documented is important. Most asset managers also have in-house counsel who look after their
investors. It is critical to have experienced analysts and legal staff to negotiate key provisions such
as financial covenants and default language.

Pricing Comparisons - The ability to evaluate the suggested pricing on the private placement
debt transaction relative to other opportunities in the public and private markets is important to
ensure that the deal is priced appropriately for the risk involved and offers sufficient relative value.

Deal Sourcing Relationships — Deals are obtained both through investment bankers as well as
through opportunities directly negotiated with the borrowers. Extensive relationships with both
sources are essential to ensuring good access to deal flow. Not all investors supplement their
banker deal flow with transactions that they directly negotiate with borrowers; however, those who
do find it an important source of attractive transactions which add diversification and typically
more meaningful allocations.

Support Services / Infrastructure — Of course, it is essential to have support to handle various
and sundry items such as insuring receipt and review of periodic financial statements and
newsworthy items, tracking wire payments between the borrower and the investor, interacting
with regulators on ratings (if applicable), pricing the portfolio, handling amendment requests, etc.
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Myths about the Private Placement Debt Market

* |t is a below investment grade market
e There is no liquidity in the asset class

 Pricing is opaque

Credit Quality — In recent years much of the attention in private credit markets has focused on

below investment grade segments, particularly as investors reached for higher yields following the
global financial crisis. The private placement debt market, however, is mainly an investment grade
market, offering an upfront yield pickup to comparable investment grade public corporate bonds.

While historically it may have been the case that only small to medium sized companies sought
capital in the private placement debt market, this has not been true for many years. The market has
seen large companies with household names turn to private placement debt for capital and is seen
as a viable funding option for large multinational corporates.

No Liquidity — While private placements are less liquid than public bonds, it is a common
misconception that private placement debt is completely illiquid. The principal reason for lower
trading volume in the private debt market is that many investors are “buy and hold” investors and,
therefore, there are more buyers than sellers. In reality, there is a well-developed secondary market
for private placements, with annual volumes estimated at $2.5 billion to $3.0 billion each year.

Pricing = Some investors, such as MIM, are able to provide daily mark-to-market pricing of their
private placement debt portfolios. A market price can be determined by mapping the private
placement debt instrument against the market yields of comparable public corporate bonds,
similar in rating, tenor, industry, and geography, and adding a spread premium for the reduced
liquidity in the private market. The resulting discount yield is then used to determine a price.

Conclusion

While there is very little press about the private placement debt market, it continues to grow and
evolve and is an important source of funding for both corporations and infrastructure projects alike.
And as an investment grade asset class offering the potential for higher income, lower historical
losses, and credit and geographic diversification vs. comparable public bonds, private placements
can be an attractive fixed income investment for insurance companies, pension funds, and other
institutional investors.

Underwriting, negotiating, documenting and monitoring these investments is labor intensive and
requires market expertise. Extensive relationships with issuers, deal sponsors and bank agents
are the key to sourcing transactions and building a diversified and well-structured portfolio with
attractive yields. We believe it is therefore critical to work with an experienced manager with a
global presence and sufficient scale to take advantage of all this market has to offer.
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Endnotes

' Source: Private Placement Monitor based on preliminary data; MIM estimates.

2 Source: Bank of America USPP Market Snapshot FY23; Bank of America 2024 USPP State of the Industry Briefing.
3 Source: Bank of America 2024 USPP State of the Industry Briefing; MIM internal ratings.

4 Source: Private Placement Monitor; MIM estimates.

5 Source: Private Placement Monitor based on preliminary data; MIM estimates.

& Source: Private Placement Monitor based on preliminary data; MIM estimates.

7 Source: Bank of America USPP Market Snapshot FY23

& MIM estimates combined with information from Private Placement Monitor

° MIM estimates combined with information from Private Placement Monitor

0 Society of Actuaries 2003-2015 Credit Risk loss Experience Study: Private Placement Bonds, April 2019, Section 2.5.4
Loss Severity.

" MIM estimates, based on information compiled from secondary brokers.
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