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Private debt and liquidity finally meet

DC members and smaller DB schemes get long-awaited access to illiquid assets

Key Takeaways:

- The challenges of investing
in private debt for smaller
DB schemes and DC
schemes can be overcome.
Two affiliates of Natixis
Investment Managers have
joined forces to build a
strategy which provides cost
effective exposure to private
debt for investors with a long
term investment horizon.

- Half of the assets are
allocated to European
private debt, while the other
half are invested in a liquid
multi-asset credit portfolio,
creating considerably more
liquidity than a pure private
debt fund.

- For members of DC schemes
who choose low-risk default
strategies, and for smaller DB
schemes, the strategy can
enhance returns from fixed
income allocations while
keeping volatility low.
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Many investors are cut off from illiquid
debt, depriving them of access to a
growing and attractive asset class and
benefitting from an illiquidity premium
which could boost their fixed income
returns.

llliquid debt is well represented in the
portfolios of many defined benefit
pension funds and larger institutions,
but DC pension scheme members and
members of smaller DB schemes are
frustrated by their inability to access
illiquid assets.

Despite the desire of DC scheme
managers and smaller DB schemes to
offer illiquid investments to their members
and clients, few workable solutions has
been forthcoming until now.

Why private debt is off the menu
for many investors

The private debt market has expanded
rapidly over the last decade and now
represents a sizeable and growing part of
the fixed income universe.

However, it is difficult for many investors
to access for 5 key reasons.

First, illiquid and often closed-end fund
structures do not meet regulatory
requirements for many investor types,
including the DC market.

Second, the large minimum commitments
demanded by managers of illiquid assets
reduce portfolio diversification for smaller
investors.

Third, fees for private assets are relatively
high and usually contain a sizeable
performance fee.

Fourth, it is a complex asset class to
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analyse, and often beyond the due
diligence budget of the mass market and
smaller institutions alike. This imposes
governance costs.

Last, and definitely not least, many
investors worry about locking up their
money for long periods, even when they
have a long-term investment horizon.

“Some investors tell us they want private
debt in their portfolios, but they also want
some liquidity,” says Murtaza Merchant,
Head of Fund Optimisation at MV Credit.
“Their desire for liquidity may be more
driven by comfort than by need”

Innovative strategy combines
private debt and liquid multi
asset credit

The challenges of investing in private debt
for smaller investors and DC schemes
can, however, be overcome. Two affiliates
of Natixis Investment Managers have
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combined forces to create a strategy
which provides exposure to private debt
through an open-ended strategy with daily
subscriptions and redemptions.

The innovative strategy brings together
MV Credit, an expert in European private
credit and Loomis Sayles, a global
investment firm with active fixed income,
equity, multi-asset and alternatives
capabilities. Ultimately, half of the assets
in the strategy are allocated to European
private debt and managed by MV Credit,
while the other half are invested in a liquid
multi-asset credit portfolio managed by
the Loomis Sayles Alpha Strategies team

The yield-enhancing, private debt half of
the portfolio invests primarily in senior
loans which typically finance upper
mid-market private equity backed deals.
Senior loans in the private debt space
typically yield more than investment grade
bonds. The private debt portfolio allocates
a small proportion of its assets to
subordinated debt, where yields are higher
than for senior loans.

For its private loans, MV Credit focuses on
non-cyclical, stable sectors offering strong
visibility on revenues and ideally with low
capex and flexible cost structures. This
corresponds most often with investments
in healthcare, software, B2B services and
IT services. The diversified loan portfolio
operates across different geographies
and is designed to be robust through
economic cycles.

The Loomis Sayles portfolio focuses on
corporate credit (both investment grade
and high yield), bank loans, securitized
assets and emerging market debt.

Both investment teams retain their
respective investment philosophies and
investment processes.

Efficient deployment of investors’
capital

Unlike allocations to pure play private debt
strategies, the MV Credit/Loomis Sayles
strategy puts investors’ capital to work
immediately.

Initially, investor money is allocated to
the liquid Loomis Sayles portfolio, where
it can be deployed rapidly. “The Loomis
Sayles multi-asset credit portfolio has a
global opportunity set and cash can be
put to work relatively quickly such that
investors can start earning yield almost
immediately,” says Alex Thompson,
Investment Director at Loomis Sayles.
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In the meantime, MV Credit identifies
private market investment opportunities
to enhance strategy returns. As these
opportunities materialize, Loomis Sayles
tactically liquidates some holdings and
the proceeds are used to buy private debt
managed by MV Credit.

The process is repeated over the next
12-18 months until all of an investor's
assets reach the target 50:50 allocation.

Provision of liquidity

The result is a strategy which has
considerably more liquidity than pureplay
private debt funds. “We have a 20-year
plus track record of investing in private
credit markets and capturing illiquidity
and complexity premiums in the market,”
says Murtaza Merchant. “We can now
offer that to new types of investors, who
have not had that access into private debt
in a meaningful and cost effective way”.

These first steps will be supported by what
Merchant describes as “responsible and
limited liquidity”. That is, the strategy has
a daily NAV and daily trading, but cannot
in all circumstances provide total liquidity.

While the strategy offers daily liquidity,

it is intended to form a constituent part
of a much larger pool of liquid assets,
such as equities. Investors will only truly
benefit from the private debt exposure if
they adopt a long term investment time
horizon. That being said, subscription and
redemption requests are met by Loomis
Sayles in the first instance.

“The Loomis Sayles portfolio management
team aims to provide not only attractive
risk adjusted returns but also act as the
principal source of liquidity for the fund.
Close communication with the team at
MV Credit is imperative to successful
management of the strategy,” says
Thompson.

Resilience to market volatility

Since private credit has a low correlation
to traditional asset classes, the strategy
has proven resilient to market volatility.
So it does not suffer the same level of
drawdown as publicly-traded bonds
during times of market panic.

At the same time, the strategy has a better
redemption profile than private debt funds
that are entirely invested in illiquid assets.
Initial redemption requests are met by
selling assets in the liquid Loomis Sayles

portfolio, while maintaining the private
debt portfolio.

The liquidity provisions have been
designed to minimise pressure to
liquidate the private debt assets.

In addition, the strategy includes
mechanisms (e.g. gating) to ensure that
all investors are treated fairly, especially
under adverse market conditions.

“This is very important”, says Merchant,
“We want to meet liquidity requirements
whilst avoiding having to force sell illiquid
private debt assets and also ensure fair
treatment for all investors”.

Focus on DC default funds and
smaller DB schemes

The strategy is a good fit for DC scheme
default funds, where investors seek
market-beating risk-adjusted returns, but
do not necessarily want or need to know
the technical aspects of strategies.

For similar reasons, it is suitable for
smaller DB schemes that don't have the
budget for selection and management of
relationships with private debt managers.
It is easily accessible to smaller
institutions via recognised pension
platforms.

The strategy has an attractive
management fee and no performance
fee, making it affordable to most pension
schemes. It also has a conservative risk
profile aimed at newer investors to private
debt assets.

The low-risk 50:50 strategy aims to return
5%-6% gross over a full market cycle.

Demand for access to private
debt is finally met

For investors who want some liquidity,

but don't need total liquidity, who want

to increase fixed-income returns without
taking a significant extra risk, this strategy
represents something of a breakthrough.

For inexperienced members of DC
schemes who choose low-risk default
strategies, and for smaller DB schemes,
the strategy can enhance returns in

fixed income allocations while keeping
volatility low.

Demand from consultants and pension
scheme managers for universal and
low-cost access to private debt has finally
been met.

Published in April 2021
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Additional Notes

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required
by local regulation, only at their written request. This material must not be used with Retail Investors.

In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under
n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers
S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1,20122 Milan, Italy. Germany: Natixis
Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt
am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the
Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9607 - Swedish Companies Registration Office). Registered office: Kungsgatan
48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en Espafia. Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment
Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium. In France: Provided by Natixis Investment Managers International - a portfolio
management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company
(société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendés France, 75013 Paris. In Switzerland:
Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux College 10, 1204 Geneva, Switzerland or its representative office in
Zurich, Schweizergasse 6, 8001 Ziirich. In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and requlated by the UK Financial Conduct
Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material
is intended to be made to persons as described as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment professionals
and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended
to be communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material
is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only
financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008. In the DIFC:
Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services
are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients
or Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box
506752, Dubai, United Arab Emirates. In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local Financial Bureau
(kinsho) No.425. Content of Business: The Company conducts investment management business, investment advisory and agency business and Type Il Financial Instruments
Business as a Financial Instruments Business Operator. In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities
Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.0.C. Registered address: 34F,, No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist.,
Taipei City 11065, Taiwan (R.0.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore Limited
(company registration no. 199801044D) to distributors and institutional investors for informational purposes only. In Hong Keng: Provided by Natixis Investment Managers Hong
Kong Limited to institutional/ corporate professional investors only. In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL
No. 246830) and is intended for the general information of financial advisers and wholesale clients only. In New Zealand: This document is intended for the general information
of New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013
(FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers
Australia Pty Limited is not a registered financial service provider in New Zealand. In Latin America: Provided by Natixis Investment Managers S.A. In Uruguay: Provided by
Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo,
Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. In Colombia: Provided by Natixis
Investment Managers S.A. Oficina de Representacion (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products,
services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to
less than 100 specifically identified investors. In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V,, which is not a regulated financial entity, securities intermediary, or an
investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comisién Nacional Bancaria y de Valores (CNBV)
or any other Mexican authority. Any products, services or investments referred to herein that require authorization or license are rendered exclusively outside of Mexico. While
shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore
the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or
registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its
investment management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management
and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions
inwhich they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment
service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or
an offer to buy or to sell any security, or an offer of any requlated financial activity. Investors should consider the investment objectives, risks and expenses of any investment
carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as
of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as
may be forecasted in this material. The analyses and opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment
Managers. Past performance information presented is not indicative of future performance.

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy,
adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.

MV Credit Partners LLP Loomis, Sayles & Company, L.P. Natixis Investment Managers
An affiliate of Natixis Investment Managers An affiliate of Natixis Investment Managers RCS Paris 453 952 681
Registered Number : 0397214 Investment adviser registered with the U.S. Securities and Share Capital: €178 251 690
Authorised and Regulated by the Financial Conduct Authority Exchange Commission(IARD No. 105377) 43 avenue Pierre Mendes France
(FCA) with the FCA register number 67717. One Financial Center, 75013 Paris
45 0ld Bond Street Boston, MA 02111, USA www.im.natixis.com
London W1S 4QT www.loomissayles.com
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