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Private debt investing, with a twist

Key Takeaways

+ Many institutions, sovereign
wealth funds and family offices
ploughed in to government
bonds 10-15 years ago when
yields were attractive. Those
bonds are now maturing and

need replacing.

One solution is to invest in
leveraged loans. They have
historically provided the best
risk-return profile across the debt

landscape.

+ Focusing on less-cyclical
businesses and investing in
loans to private equity-owned
companies provides a level of

safety.

+ A senior leveraged loans strategy
is suitable for all investors hungry
for yield and seeking to diversify

their portfolios.

+ Unlike many private equity
and distressed debt strategies,
committed capital can be put
to work quickly, even if the
commitment is sizeable.

The search for yield is relentless. The
days of meaningful yield from sovereign
debt and blue chip bonds are long gone.
The search continues elsewhere.

But achieving higher yields than a long-
only bond strategy while keeping risks

in check is tougher than ever. For many
investors, the range of viable options is
narrowing, as their fears increase of both
a downturn and rising inflation.

One of the solutions is investing in private
debt and, specifically, leveraged loans.

If the loans are senior and issued by
non-cyclical companies with diversified
sales channels, the risks presented by

a downturn are strongly mitigated. If

the companies are, in addition, owned

by reputable and financially-strong
private equity firms, the risks are further
mitigated. And, because leveraged loans
have floating interest rates, the risks
presented by rising inflation can be offset
too.

No investment strategy is recession-
proof or fully resistant to inflation. But
MV Credit believes a strategy which
incorporates the elements above ought
to provide superior yields on debt with
relatively low risk.

Why leveraged loans?

Leveraged loans historically have
provided the best risk-return profile
across the debt investment landscape.
They outperform senior corporate debt,
high yield, REITS and infrastructure debt
in terms of returns balanced against
volatility.

Rafael Calvo,

Managing Partner,
Head of Senior Strategies
and Co-Head Origination

MV Credit

That's to say, they have more consistent,
predictable performance.

Investing in loans to private equity-
owned companies provides a level of
safety because, in times of trouble, the
owner typically has the financial muscle
to step in and provide financing or
know-how to help fix problems. Private
equity houses are also used to dealing
with distressed situations and are
measured in their approach to both their
portfolio companies and to creditors.

Within the leveraged loans spectrum MV
Credit, an affiliate of Natixis Investment
Managers, invests across the entire
capital structure. The spread above
investment grade fixed income is some
300bps to 500bps, meaning higher
potential returns from senior leveraged
loans.

Just as valuable amid the unwinding

of Quantitative Easing (QE) and a rising
interest rate environment, is the inflation
hedge. Leveraged loans are issued with
floating rates, which rise and fall with
inflation and interest rates.

In addition, the average loan to value of
senior leveraged loans is still attractive,
providing a cushion against falling prices
in difficult markets.
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The twin firewalls: credit selection
and monitoring

Downside protection underpins the
strategy from start to finish. "Losses
are an inevitable part of investing, just
as taxes are inevitable for us all," says
Rafael Calvo, managing partner, of MV
Credit. “The key is minimising these
losses, and that's what we prioritise.”

The concept of loss minimisation is
translated into action through two
firewalls: credit selection and intense
monitoring. These twin firewalls enabled
MV Credit's clients to get through both
the financial crisis and the euro crisis

in much better shape than comparable
debt strategies. "We are credit people, we
can smell good credits and bad credits.
We also have grey hair in abundance,”
says Calvo.

However, he is alive to the dangers

of over-confidence in credit selection,
which is why the second firewall,
monitoring, exists. Early-warning
systems aim to identify risky borrowers
six to nine months before they face
serious problems, enabling an orderly
exit from investments. The creation

of a divestment committee for
underperforming credits enables exits at
still-attractive prices.

The monitoring team's duty is to gather
information, to highlight transactions
performing below expectations and
finally to call for divestment committees.
This team independence is critical —

At many firms, investment and
divestment decisions are taken by

the same groups without relying in

an unbiased judgment. The problem
with this is that the passion required
to argue for the inclusion of an asset
in the portfolio can blind the analyst to
problems as they arise.

The monitoring process is not limited

to formal mechanisms. It permeates
the MV Credit investment ranks, who
are all tasked with spotting emerging
trends, particularly ones that could have
a negative impact. "Once we invest in
companies we adopt a healthy paranoia
mentality,” says Calvo.

The managers examine price information,
newsflow, quarterly reports and hold
weekly meetings to discuss performance
metrics. "Any problems, we don't hesitate
to pick up the phone to the business
owner," Calvo adds.

Focus on less-cyclical businesses

The safety-first approach leads MV
Credit to companies that are less
exposed to economic cycles and to
larger companies that have diversified
customer bases.

The length and amplitude of economic
cycles are not predictable, whatever
economists say. To achieve consistent
returns from debt strategies, less cyclical
businesses are preferable. “We don't
want to be constantly thinking about
risk-on, risk-off," says Calvo. "We want
to sleep at night. Every time we make
a decision, we consider whether the
company could withstand a downturn
tomorrow.”

Less cyclical companies include
healthcare businesses that sell non-
discretionary products and software
companies with strong subscription
services, which are relatively immune to
economic cycles.

Meanwhile, investing in companies
with gross annual earnings of more
than €30m reduces the risk of default,
because these companies tend to
book sales right across the world and
across customer segments. Larger
companies tend also to have more
professional management teams with
better reporting. So while most of the
loans in the portfolio are from Western
European companies, their geographic
reach is typically global, offering strong
diversification effects to the portfolio.

Sourcing deals takes skill and
reputation

Leveraged loans is not a bolt-on
strategy and cannot simply be added
to an investment firm's suite of funds.
There are a number of investment firms
attracted to the asset class because

of the excess risk-return available.

But this return is only available to
firms with experience of the segment,
understanding of the complexity of the
transactions, and years of working as
a team to unearth and share relevant
information.

Founded in 2000, MV Credit is dedicated
solely to European credit, financing

over €5.3bn in over 500 transactions
since it launched. It is now one of the
longest-established credit management
teams in the industry. "We have stayed
together through good and bad, seen
many different credit cycles,” says Calvo.
“Focusing on one segment only gives us
depth and perspective.”

This perspective is also helpful in
sourcing deals. While a secondary
market does exist, the best value from
leveraged loans is available by sourcing
deals directly. This means establishing

a reputation within the loans network
and maintaining it through frequent
transactions and professional behaviour.

As well as the technical expertise, the
secret to successful loan origination
includes being predictable and able

to consistently deliver understanding

the intricacies of the industry, not
overpromising and not making mistakes.
And experience is essential when quick
decisions are required.

Who's the strategy for?

A senior leveraged loans strategy is
suitable for all investors hungry for yield
and seeking to diversify their portfolios.

Many pension funds, insurance
companies, sovereign wealth funds

and family offices invested heavily in
government bonds 10-15 years ago
when yields were attractive. Those bonds
have reached or are reaching maturity
now and need replacing. Cash is not an
option.

LLeveraged loans provide good returns
per unit of risk in return for an illiquidity
premium. Unlike private equity strategies,
the J-curve is very shallow and interest
payments start soon after an investment
is made. And unlike many private

equity and distressed debt strategies,
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committed capital can be put to work
quickly, even if the commitment is
sizeable.

In terms of its place in the portfolio, a
leveraged loans strategy typically resides
in the alternative segment or within the
fixed income allocation. MV Credit's
strategy could also belong to an ESG
allocation given that there is a strong ESG
component. ESG investing has been a part
of the firm's DNA since 2000 and adds
sustainability to MV Credit's strategies
while meeting the constraints of investors
with ESG mandates.

Current outlook for the strategy

The strategy provides strong returns when
the economy is weaker and refinancing

is required, but also vibrant performance
when the economy is strong and M&A
activity is buoyant. M&A has been strong
in the last two to three years, but it is
possible this is reversing and refinancing
will become the more dominant theme.

In addition, private equity sponsors have
sweated their assets harder since the
financial crisis, ensuring that portfolio
companies are able to navigate both
rising and falling markets. Rather than
focusing on financial structuring, private
equity firms are refining business
models, building business platforms and
leveraging ideas and resources across
their portfolios. The entire private equity-
owned market is healthier as a result.

Conclusion

It is natural to be concerned about
economic and market cycles. But it is

not necessarily good for our health. A
leveraged loan strategy focused on
diversified companies, which are not
highly exposed to the vagaries of markets,
can help yield-seeking investors sleep at
night.

Partnering with a team which has
managed assets through the most
difficult markets in living memory and
not only survived, but prospered, should
give investors more comfort about the
sustainability of their debt portfolios.

Written on 8 November 2018
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DISCLAIMER
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 Larga, 2 - 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 516405-9601 - 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. 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 Zirich. In the U.K.: Provided by Natixis Investment Managers
UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258). This material is intended to be communicated to and/or directed
at persons (1) in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell securities in any other jurisdiction
than the United Kingdom; and (2) who are authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up
share capital or net assets of at least £5 million or in the case of a trust assets of at least £10 million; or any other person to whom the material may otherwise lawfully be
distributed in accordance with the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001
(the “Intended Recipients"). The fund, services or opinions referred to in this material are only available to the Intended Recipients and this material must not be relied nor
acted upon by any other persons. Registered Office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. 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 as defined by
the DFSA. Registered office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, 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 discretionary
asset management business and investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku,
Tokyo. 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
2018 FSC SICE No. 024, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and
institutional investors for informational purposes only. Natixis Investment Managers Singapore is a division of Ostrum Asset Management Asia Limited (company registration
no. 199801044D). Registered address of Natixis Investment Managers Singapore: 5 Shenton Way, #22-05 UIC Building, Singapore 068808. In Hong Kong: 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, oficina 102B, 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 or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the
Comision 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. 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 to operate within Mexico as an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores). Any use of
the expression or reference contained herein to “Investment Managers" is made to Natixis Investment Managers and/or any of the investment management subsidiaries of
Natixis Investment Managers, which are also not authorized by or registered with the CNBV or any other Mexican authority to operate within Mexico as investment managers.

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 in which 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 regulated 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. 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.
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