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PRIVATE CAPITAL

Private Placement
Debt is an All-Weather
Investment Strategy

Introduction

The unique characteristics of private placement debt help
position the asset class to perform well despite the potential

for an economic slowdown or recession. Private placement
debt is predominantly investment grade, comes with structural
protections, and offers the potential for incremental income.
Therefore, in addition to providing diversification and an upfront
spread premium to public bonds, we believe private placement
debt offers downside protection which can be especially
valuable in more challenging economic climates.

Strong Structural Protections Help Limit
Downside Risk

Private placement debt is predominantly an investment grade
market. It offers an upfront spread premium to public corporate
bonds to compensate for lower liquidity. Regardless of the

rate environment, business cycle or pace of economic growth,
private placement debt also offers important structural
protections which are designed to limit downside risks. These
structural protections are not available in public bond markets.
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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. Financial covenants (maintenance tests,
not incurrence) are negotiated in virtually all deals and typically set maximum leverage and minimum
interest coverage levels, amongst other terms. Covenants serve the critical function of acting as

an early warning signal; thus, allowing lenders to engage in discussions with an issuer if a business
begins to struggle or underperform, and to ensure equitable treatment versus other senior lenders.

Potential for Lower Losses and Incremental Income

Historically, loss rates have been favorable vs. comparable investment grade public debt due
to the financial covenants and various other structural protections. 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.' Given this ability to likely protect against loss,
private placement debt has been an excellent place to be invested through past cycles. And, while
less liquid than public bonds, a well-developed secondary market has evolved for privates. We
believe it is also worth remembering that in a volatile or down market, liquidity can become scarce
even in liquid sectors.

Private placement debt also offers the potential for incremental income. When a borrower’s
business underperforms, 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.

Attractive New Investment Opportunities

Most private placement debt issuers do not issue public bonds. 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.

We see during periods when the public bond market is volatile the private placement market tends to
remain open. Privates are a relationship market where deals are negotiated either bilaterally or amongst a
relatively small group of lenders. This allows transactions to proceed, at a price reflecting current market
conditions, even in times of broader dislocation. The structural protections included in private placement
debt help provide comfort and can likely be enhanced in return for certainty of execution. As a result, we
believe attractive new deal opportunities can often be found during periods of market disruption.

Navigating the Private Placement Debt Market

Private placement debt is a labor-intensive asset class. Successful investment requires a
disciplined credit culture and in-depth analysis of the sector, credit, relative value and structural
aspects of every deal opportunity. Oftentimes issuers in this market do not have ratings from a
rating agency, so assigning an internal rating is key to evaluating risk and relative value.

At MetLife investment Management (MIM), we also believe having access to the broadest

set of potential investment opportunities is key to constructing an appropriate client portfolio
and ultimate long-term success. Our team has built strong relationships over many years with
companies, equity sponsors, bank agents and debt advisors. Given MIM’s size and scale, along
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with our experience and expertise, these relationships allow us to see and create many deals not
shown to the broader market. Our clients can therefore benefit from timely deployment of capital
in high quality transactions to create well-diversified portfolios.

Conclusion

Regardless of the economic outlook, we believe private placement debt remains an attractive
asset class for institutional investors looking to add diversification and increased yields to their
fixed income portfolios. We see covenants and other structural protections have led to favorable
historical loss rates for the asset class vs. comparable investment grade public debt over time. The
current volatile market environment does not change the thesis for investing in private placement
debt, and is likely to create attractive opportunities, which is why we believe private placement
debt remains a compelling all-weather strategy.

Endnote

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

Authors

)

AN

JENNIFER POTENTA JASON ROTHENBERG
Global Head of Private Fixed Income and Alternatives Head Of Private Credit Product Development

About MetLife Investment Management | Private Credit Group

MetLife Investment Management’s’ Private Credit Group manages over $123.3 billion? in assets

as of December 31, 2022 and brings over 100 years of investing in the asset class. We offer
exceptional access to investment grade deals due to our significant scale, long-standing market
relationships, and sector expertise. Given our standing in the infrastructure and corporate private
placement markets we often fund an entire deal or become the cornerstone of the deal, which can
lead to larger allocations for our clients. Our investment decisions are informed by a team-based
risk culture with a time-tested approach to managing risk, combined with proprietary research,
and layered independent oversight. We have more than 70 seasoned industry specialists working
together to develop customized portfolio solutions to help meet client needs.

For more information, visit: investments.metlife.com
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Disclaimer

This material is intended solely for Institutional Investors, Qualified Investors and Professional Investors. This analysis is not intended for
distribution with Retail Investors.

This document has been prepared by MetLife Investment Management (“MIM”)' solely for informational purposes and does not constitute
a recommendation regarding any investments or the provision of any investment advice, or constitute or form part of any advertisement
of, offer for sale or subscription of, solicitation or invitation of any offer or recommendation to purchase or subscribe for any securities or
investment advisory services. The views expressed herein are solely those of MIM and do not necessarily reflect, nor are they necessarily
consistent with, the views held by, or the forecasts utilized by, the entities within the MetLife enterprise that provide insurance products,
annuities and employee benefit programs. The information and opinions presented or contained in this document are provided as of

the date it was written. It should be understood that subsequent developments may materially affect the information contained in this
document, which none of MIM, its affiliates, advisors or representatives are under an obligation to update, revise or affirm. It is not MIM’s
intention to provide, and you may not rely on this document as providing, a recommendation with respect to any particular investment
strategy or investment. Affiliates of MIM may perform services for, solicit business from, hold long or short positions in, or otherwise

be interested in the investments (including derivatives) of any company mentioned herein. This document may contain forward-looking
statements, as well as predictions, projections and forecasts of the economy or economic trends of the markets, which are not necessarily
indicative of the future. Any or all forward-looking statements, as well as those included in any other material discussed at the presentation,
may turn out to be wrong.

All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future results.

In the U.S. this document is communicated by MetLife Investment Management, LLC (MIM, LLC), a U.S. Securities Exchange
Commission registered investment adviser. MIM, LLC is a subsidiary of MetLife, Inc. and part of MetLife Investment Management.
Registration with the SEC does not imply a certain level of skill or that the SEC has endorsed the investment advisor.

This document is being distributed by MetLife Investment Management Limited (“MIML?), authorised and regulated by the UK Financial
Conduct Authority (FCA reference number 623761), registered address 1 Angel Lane, 8th Floor, London, EC4R 3AB, United Kingdom. This
document is approved by MIML as a financial promotion for distribution in the UK. This document is only intended for, and may only be
distributed to, investors in the UK and EEA who qualify as a “professional client” as defined under the Markets in Financial Instruments
Directive (2014/65/EU), as implemented in the relevant EEA jurisdiction, and the retained EU law version of the same in the UK.

For investors in the Middle East: This document is directed at and intended for institutional investors (as such term is defined in the
various jurisdictions) only. The recipient of this document acknowledges that (1) no regulator or governmental authority in the Gulf
Cooperation Council (‘GCC”) or the Middle East has reviewed or approved this document or the substance contained within it, (2) this
document is not for general circulation in the GCC or the Middle East and is provided on a confidential basis to the addressee only, (3)
MetLife Investment Management is not licensed or regulated by any regulatory or governmental authority in the Middle East or the GCC,
and (4) this document does not constitute or form part of any investment advice or solicitation of investment products in the GCC or
Middle East or in any jurisdiction in which the provision of investment advice or any solicitation would be unlawful under the securities
laws of such jurisdiction (and this document is therefore not construed as such).

For investors in Japan: This document is being distributed by MetLife Asset Management Corp. (Japan) (‘MAM?”), 1-3 Kioicho, Chiyodaku,
Tokyo 102-0094, Tokyo Garden Terrace KioiCho Kioi Tower 25F, a registered Financial Instruments Business Operator (“FIBO”) under the
registration entry Director General of the Kanto Local Finance Bureau (FIBO) No. 2414.

For Investors in Hong Kong S.A.R.: This document is being issued by MetLife Investments Asia Limited (“MIAL”), a part of MIM, and it
has not been reviewed by the Securities and Futures Commission of Hong Kong (“SFC”). MIAL is licensed by the Securities and Futures
Commission for Type 1(dealing in securities), Type 4 (advising on securities) and Type 9 (asset management) regulated activities.

For investors in Australia: This information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of
the Corporations Act 2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the
Act in respect of the financial services it provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different
from Australian law.

MIMEL: For investors in the EEA, this document is being distributed by MetLife Investment Management Europe Limited (“MIMEL”),
authorised and regulated by the Central Bank of Ireland (registered number: C451684), registered address 20 on Hatch, Lower Hatch
Street, Dublin 2, Ireland. This document is approved by MIMEL as marketing communications for the purposes of the EU Directive
2014/65/EU on markets in financial instruments (“MiFID 1I”). Where MIMEL does not have an applicable cross-border licence, this
document is only intended for, and may only be distributed on request to, investors in the EEA who qualify as a “professional client”

as defined under MiFID Il, as implemented in the relevant EEA jurisdiction. The investment strategies described herein are directly
managed by delegate investment manager affiliates of MIMEL. Unless otherwise stated, none of the authors of this article, interviewees
or referenced individuals are directly contracted with MIMEL or are regulated in Ireland. Unless otherwise stated, any industry awards
referenced herein relate to the awards of affiliates of MIMEL and not to awards of MIMEL.

' MetLife Investment Management (“MIM”) is MetLife, Inc’s institutional management business and the marketing name for subsidiaries of
MetLife that provide investment management services to MetLife’s general account, separate accounts and/ or unaffiliated/third party
investors, including: Metropolitan Life Insurance Company, MetLife Investment Management, LLC, MetLife Investment Management
Limited, MetLife Investments Limited, MetLife Investments Asia Limited, MetLife Latin America Asesorias e Inversiones Limitada,
MetLife Asset Management Corp. (Japan), MIM | LLC, MetLife Investment Management Europe Limited and Affirmative Investment
Management Partners Limited.

2 At estimated fair value as of 12/31/2022. Includes MetLife general account and separate account assets and unaffiliated/third party assets.
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