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Senior loans investors can rise
to the challenge of competition

How meaningful ESG targets, robust credit selection in mid-caps,
and inflation mitigation can add value.

Senior loans have historically provided
one of the best risk-return profiles across
the debt landscape, given their low
standard deviation of returns and high
sharpe ratios.’

Investors have poured capital into the
private debt space, as the traditional
bank lending continues to lose market
share. Pricing in this market tends to
move in waves, with the recent wave
creating a more heated market.

Senior loan managers who can select the
best-performing loans, enhance the ESG
profile of their portfolios and manage
emerging inflation risks will outperform
despite seasonal pricing pressures.

A defensive approach to senior
loans

During the euro crisis in 2012-2014, many
institutions invested in government bonds
when yields were far higher than they

are today. Those bonds have matured or
are now maturing and need replacing in
portfolios. Most European five- and 10-year
government bonds yield significantly
negative real rates, given the current
inflationary environment.

A solution for asset allocators is to invest in
private debt or direct lending funds buying
private debt issued by private equity-owned
companies. Senior secured debt is suitable
for most investors requiring yields higher
than on comparable bonds, and who are
seeking to diversify their portfolios.

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. The default rate is
historically very low and recovery rates on
defaults are high.

Loss minimisation at MV Credit is further
enhanced by a monitoring process led by
an independent monitoring team which
acts as an early-warning system for
transactions that are performing below
expectations.

The spread above investment grade

fixed income is some 300bps to 500bps,
meaning higher potential returns from
senior secured debt. “To date we

have invested in a diversified pool of
predominantly senior loans, issued by
companies with typically between €30m
and €100m of EBITDA," says Rafael Calvo,
Managing Partner at MV Credit.

“These companies are all based in
western Europe, and operate in defensive
industries, like healthcare and information
technologies, meaning our overall
portfolio has good defensive properties.”

Support from secular trends

MV Credit's core focus is on healthcare
and information technology/software
companies with a strong growth profile,
business-to-business models and a
subscription-based client base with
recurring revenues.

Rafael Calvo

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

MV Credit

Key takeaways

+ MV Credit has pioneered tying ESG
performance directly to manager
compensation in the private debt
markets. The team has aligned
interests with investors by linking
carried interest to ESG, as well as
performance.

- Amid market challenges, additional
value can be found in trusted
bilateral relationships with PE
SpoNsOors.

+ Rising inflation concerns are
mitigated by floating rates coupons
and by investing only in companies
with strong cashflow cover.

The return objective is 6-7% and there is
no reason to lower expectations going
forward, Calvo says, despite increased
competition for assets and a challenging
macro environment.

“Since 2000, we have managed private
debt portfolios through a number of
different — and challenging — credit
cycles,” says Calvo. His credit team plans
to remain focused on western Europe
and invest in companies in industries
with secular growth — namely healthcare
and software. “We strongly believe in the

1. Past performance is not an indicator nor a guarantee for future results. Views and opinions expressed are those of MV Credit at the date of publication and are subject to change without notice.
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trend of an ageing global population, and
we believe in the continuing automation
of processes and cybersecurity,” says
Calvo.

“Despite the strong rally in tech stocks
over recent years, we think there will
be still more demand for IT and more
growth.”

The Nordic countries also offer attractive
prospects going forward. Companies
based in Nordic nations have always
featured strongly in MV Credit's portfolios,
given those countries’ success in
producing valuable healthcare and
technology businesses.

An innovative approach to ESG

ESG, done well, is another way to ensure
high credit quality in a private debt
portfolio.

MV Credit ties its ESG efforts to the
principles of the European Union's
Sustainable Finance Disclosure
Regulation (SFDR), which demands

that investors “follow good governance
practices”. Investing with these principles
in mind is challenging and requires
capabilities that are not available to all
investment houses.

MV Credit has incorporated ESG in its
portfolios since its inception in 2000.
Today ESG analysis is performed for all
its investments, examining the policies
of sponsors, assessing governance and
diversity and screening for regulatory and
legal breaches.

Where MV Credit differs most from
other debt investors is that it ties its ESG
performance directly to compensation.
The MV Credit team is only entitled to
the full carried interest when all ESG key
performance indicators (KPIs) are met.
If none are met, only half of the carried
interest is due.

In the latest approach, MV Credit
carried interest has three levels of key
performance indicators (KPIs). The

first KPl is at GP level and stipulates
high levels of diversity, including that at
least 35% of MV Credit's senior staff are
women. This compares with an industry
average of around 12%. The second

KPl is to achieve a predefined response
rate to the ESG questionnaire MV Credit
sends to its portfolio companies. The
questionnaire is detailed and wide-
ranging, consisting of about 50 topics
across the ESG spectrum. The third KPI
relates to ESG performance across the
portfolio, based on the questionnaire
responses.
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“We think we are the first in the market
to implement something like this,” says
Calvo. “I think it shows our commitment
to ESG principles and it is a clear way to
show alignment with the ESG policies of
our investors.”

The value of relationship-driven,
bilateral deals

Market issues are always on the minds
of investors. In the private debt market,
deal-making was hugely elevated in
late 2021-early 2022, leading to upward
pressure on pricing for loans.

In addition, inflation is always carefully
watched by debt investors. Inflation has
run way ahead of expectations in most
markets, with the potential to erode the
value of investors' returns.

Value can still be unearthed, despite the
market challenges. “We have found better
value, margins and fees in investments
involving non-rated upper-mid market
companies, those with €30m-€60m
EBITDA, says Calvo.

Why? Well, larger transactions are
typically rated and, once this happens,
loans can be traded in the secondary
market, a buoyant secondary market with
plenty of liquidity and many potential
buyers. This market boosts bidding and
pricing.

Another way to bypass buoyant
secondary markets is through bilateral
investments. “On the sponsor side, speed
of delivery, certainty of financing and
convenience will provide a premium,’
says Calvo. “Given our experience in
this market, we are able to assess and
execute transactions rapidly, so the
sponsor does not need to spend their
time syndicating the debt and can just
move on to the next investment. That is
enticing for many sponsors.”

Inflation protection through
credit selection

Inflation is a perennial danger to fixed
income portfolios. To some extent,
private debt has built-in protection since
they have floating rates coupons which
rise in line with rising rates.

But this will not lessen the likelihood of
defaults. That risk can only be mitigated
through credit selection. For that reason,
MV Credit has, in recent years, increased
expected input, labour and interest costs
in its models for prospective portfolio
companies. Calvo says: ‘It was clear all
the money in the system would lead to
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inflation, it was just a question of when”

“Inflation risks are always in our models,’
Calvo adds. “For many years we have
factored in the possibility that inflation
could happen very fast, in addition to
factoring in a significant raise in the
cost of debt for companies through the
increase in base rates”

MV Credit's base case is that the elevated
inflation levels at the beginning of 2022
will subside to more normal levels in the
medium term. However, it is positioned
for a possible acceleration of inflation in
the short and medium term, reducing the
profitability of many companies.

“Our models are built so we invest in
companies that can afford a reduction in
profitability margins amid cost inflation”
says Calvo. “They tend to have very
strong cashflow cover”

Unapologetically focused on risk

Factoring in risks, however small they
seem to be, is a critical aspect of senior
loan investing. Capital protection is
paramount and Calvo is unapologetic for
MV Credit's defensively-minded approach.

“We don't play the cycles, so we will not
get all the upside in strong markets,” he
says. “But in the mid-cycle and lower
parts of the cycle, we tend to do very well
— the standard deviation of our returns is
pretty low.”

“Put another way, we set ourselves up to
be a safe pair of hands’”

Published in May 2022
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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.

To obtain a summary of investor rights in the official language of your jurisdiction, please consult the legal documentation section of the website (im.natixis.com/intl/
intl-fund-documents).

In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment Managers International is 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._Italy:
Natixis Investment Managers International Succursale ltaliana, Registered office: Via San Clemente 1, 20122 Milan, Italy. Netherlands: Natixis Investment Managers
International, Nederlands (Registration number 000050438298). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers
International, Nordics Filial (Registration number 516412-8372- Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden.
Or, 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. Germany: Natixis Investment Managers S.A., Zweigniederlassung
Deutschland (Registration number: HRB 88541). Registered office: Senckenberganlage 21, 60325 Frankfurt am Main. Belgium: Natixis Investment Managers S.A., Belgian
Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium. Spain: Natixis Investment Managers, Sucursal en Espafia, Serrano n°90, 6th Floor, 28006 Madrid,
Spain.In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux College 10, 1204 Geneva, Switzerland orits r
epresentative office in Zurich, Schweizergasse 6, 8001 Ziirich. In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated
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)
whichisregulated 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
28789 2788. In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D) to distributors and qualified investors for
information purpose only. In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information purpose 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 requlated 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 Colombia: Provided by Natixis Investment Managers International 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 Latin America: Provided by Natixis Investment Managers
International. 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 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 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. 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. In Brazil: Provided to a specific identified
investment professional for information purposes only by Natixis Investment Managers International. This communication cannot be distributed other than to the identified
addressee. Further, this communication should not be construed as a public offer of any securities or any related financial instruments. Natixis Investment Managers
International is 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.

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 arecommendation or
an offerto 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.

Natixis Investment Managers may decide to terminate its marketing arrangements for this product in accordance with the relevant legislation
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