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Loomis on Loans

A quarterly look at data and topics in the syndicated loan market

RATES HAVE BEEN RISING. CAN COMPANIES TAKE THE HEAT?

We are often asked: how will rising rates affect the capital structures of the companies to which we are lending? Are interest rate
hikes likely to cause a strain? We have looked at that answer in the past when rates threatened to rise, and the simple answer for
most of the credits we follow is: no, rising rates are generally not a problem. In this edition of Loomis on Loans, we lay out how

to look at some of the impacts of the rising rate question.

First, we think it is important to note that rates do not rise in a vacuum. In general, rates should be rising when the economy is
relatively strong and growing. If that is the case, then company cash flows should be rising with rates, offsetting some or even all
of the effect of rates on profitability. In addition, most borrowers in our market hedge rates (at the request of their lenders, if for
no other reason), so there should not be a one-to-one relationship between rising rates and greater interest expense on the income
statement. Further, companies facing rising rates can modify their spending in various ways if they are expecting interest rates to
squeeze their cash flows. But we must also recognize that if rates rise TOO much, recession risk can rise and reduce earnings. We

will assume in the examples below that rates tise, there are no offsets, but they do not rise so much that a recession is triggered.

The most important question we think about is whether a capital structure is adequately capitalized. Is the company’s balance
sheet built to withstand what the world is likely to throw at it, including rising rates? In the pandemic, we saw that most balance
sheets could take the pain caused by fluctuating demand. Default rates were very low among the relatively large companies that

issue broadly syndicated loans.

LOAN MARKET QUICK TAKE

S&P/LSTA INDEX Q1 2022 RETURN (%) PRICE 3-MO PRICE CHANGE SP:EZI;N(‘;II-’S)
“All” Leveraged Loan Index -0.10 97.60 -1.04 370.84
BB Index -0.17 98.46 -0.79 289.05
B Index 0.03 98.00 -1.08 399.00

Source: LCD, an offering of S&P Global Market Intelligence; &P/ LS TA Leveraged Loan Index; as of 3/31/22
Past market experience is no guarantee of future results.
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Here is a generic capital structure we would view as adequately capitalized, along with various metrics that prove the point:

SCENARIO 1: PROPERLY CAPITALIZED COMPANY TODAY

(MILLIONS) RATE 'E')IIEEF{;SSE TERMS SOFR

40% Loans $2,000 4.00% $80 S+350 +50 Floor 0.05%
20% Bonds $1,000 5.25% $53 5.25% fixed coupon
40% Equity $2,000

Enterprise Value $ 5,000 $133
SCENARIO FOR CASH FLOW

EBITDA $450 6.67 Leverage

CAPX $100

Interest Expense $133 3.38 Interest Coverage

Other $50

Free Cash Flow $167 5.57% % of debt

Source: Loomis Sayles. This is for illustrative purposes only.

This capital structure looks reasonable: the leverage vs. the enterprise value, the percent of debt in loans, the interest coverage, and
the free cash flow (we might like to see a little more of that but that's not an unusual number these days). Note that the interest rate
on the loan is S(Secured Overnight Financing Rate (SOFR))+350 +50 basis points of floor. So with SOFR at 5 basis points
currently, the company is paying the floor plus 350 basis points of coupon spread. If the Fed raises rates at 25 basis points per
meeting, the floor will be exceeded after two meetings, and the rate will float above SOFR until SOFR falls below 50 basis points
again.

Now let's look at this company's metrics if rates rise by seven 25 basis points rate hikes, but nothing else changes except what the
equity market thinks (in this case, a big overreaction to the downside, maybe fearing a recession).

SCENARIO 2: PROPERLY CAPITALIZED COMPANY AFTER 7 RATE HIKES

(MILLIONS) RATE 'E;f;fgg TERMS SOFR

50% Loans $2,000 5.30% $106 S+350 +50 Floor 1.80%
25% Bonds $1,000 5.25% $53 5.25% fixed coupon
25% Equity $1,000

Enterprise Value $4,000 $159
SCENARIO FOR CASH FLOW

EBITDA $450 6.67 Leverage

CAPX $100

Interest Expense $159 2.84 Interest Coverage

Other $50

Free Cash Flow $142 4.72% % of debt

Source: Loomis Sayles. This is for illustrative purposes only.

Interest coverage drops from 3.38x to 2.84x, but free cash flow remains ample. This balance sheet is built to withstand rising rates.

For Investment Professional Use Only. Not For Further Distribution. MALR027870



E =
Imi LOOMIS ON LOANS 3

Now we will look at an overtlevered company's situation:

SCENARIO 3: OVERLEVERED COMPANY TODAY

(MILLIONS) RATE 'E‘;f;fgg TERMS SOFR

57% Loans $2,000 4.00% $80 S+350 +50 Floor 0.05%
29% Bonds $1,000 5.25% $53 5.25% fixed coupon
14% Equity $500
' Enterprise Value $3,500 $133
SCENARIO FOR CASH FLOW

EBITDA $300 10.00 Leverage

CAPX $100

Interest Expense $133 2.26 Interest Coverage

Other $25

Free Cash Flow $43 1.42% % of debt

Source: Loomis Sayles. This is for illustrative purposes only.

We would view this balance sheet has too much debt for the amount of cash the business generates. $43 million of free cash flow
on $3 billion of debt is running things much too close to the edge, in our view. At 10x leverage the equity market is crossing its
fingers and hoping for upside. 2.20x interest coverage is not a terrible number, but the capital expenditures line for this business
uses a lot of cash and this capital structure will find it difficult to delever.

Now we apply the same seven 25 basis points of interest rate increases to the overlevered capital structure.

SCENARIO 4: OVERLEVERED COMPANY AFTER 7 RATE HIKES
INTEREST

(MILLIONS) RATE e TERMS SOFR

65% Loans $2,000 5.30% $106 S+350 +50 Floor 1.80%
32% Bonds $1,000 5.25% $53 5.25% fixed coupon
3% Equity $100

Enterprise Value $3,100 $159
SCENARIO FOR CASH FLOW

EBITDA $300 10.00 Leverage

CAPX $100

Interest Expense $159 1.89 Interest Coverage

Other $25

Free Cash Flow $17 0.55% % of debt

Source: Loomis Sayles. This is for illustrative purposes only.
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Ouch! This scenario shows a market capitalization that has collapsed to a level that predicts bankruptcy, the interest coverage
would imply credit downgrades, and the free cash flow is so low it might be hatd to raise emergency borrowing. This was a
vulnerable capital structure to start, and rising rates could put it over the edge into default (i.e., they might not be able to pay
their bills when due). While this company would almost certainly cut its capital expenditures as much as possible to avoid

default, that could reduce their ability to compete for business now and in the future.

In conclusion, adequately capitalized balance sheets with reasonable starting interest coverage should be able to withstand the
effects of rising rates with relative ease. Three-to-four times multiples of interest coverage and rates rising on only 40% of a
company's value by under 2% might be an annoyance to equity holders, but for debt holders it should not be of great
concern. On the other hand, overlevered companies, by which we mean companies not able to generate much free cash flow
after debt service costs, might be vulnerable to the five-to-eight rate increases the market is contemplating currently. Loans to
those companies might face downgrades and selling pressure from CLOs that own the loans. As always, it is the job of
managers to separate good credits from bad credits, with "good" defined as those that are robust in the face of the threats

they face and "bad" as those that are vulnerable to what is potentially coming down the line.
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THE TEAM

John Bell, VP Heather Young, VP, CFA Emily Sweet, VP, CFA

Portfolio Manager Portfolio Manager Associate Investment Director

Michael Klawitter, VP, CFA Christos Maniatis, VP Cheryl Stober, VP

Portfolio Manager Portfolio Manager (CLO) Investment Director

LET’S CHAT

QUESTIONS OR CONCERNS ABOUT THE BANK LOAN MARKET?

@ Email Cheryl Stober to learn more.

DISCLOSURE

KEY RISKS

Credit Risk, Issuer Risk, Interest Rate Risk, Liquidity Risk, Derivatives Risk, Leverage Risk, Counterparty Risk, Non- US Securities
Risk, Prepayment Risk, Extension Risk and Management Risk.

Investing involves risk including possible loss of principal.

Diversification does not ensure a profit or gnarantee against a loss.

This guarterly report is provided for informational purposes only and should not be construed as investment adpice. Any opinions or forecasts contained
herein reflect the subjective judgments and assumptions of the anthors only and do not necessarily reflect the views of Loomis, Sayles & Company, L.P.
Tnvestiment recommendations may be inconsistent with these opinions. There can be no assurance that developments will transpire as forecasted and actnal
results will be different. Data and analysis does not represent the actual or expected future performance of any investment product. We believe the
information, inclnding that obtained from outside sonrces, to be correct, but we cannot gnarantee its accuracy. The information is subject to change at any
time without notice.

Indices are unmanaged and do not incur fees. 1t is not possible to invest directly in an index.
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INVESTMENT MANAGERS

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 Italiana, 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 Collége 10, 1204 Geneva, Switzerland or its representative office in Zurich,
Schweizergasse 6, 8001 Zirich.

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) 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 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.O.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 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 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 Colombia: Provided by Natixis Investment Managers International Oficina de Representacién
(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 Chile: Esta oferta privada se inicia el dia de la fecha de la presente comunicacion. La presente
oferta se acoge a la Norma de Caracter General N° 336 de la Superintendencia de Valores y Seguros
de Chile. La presente oferta versa sobre valores no inscritos en el Registro de Valores o en el Registro
de Valores Extranjeros que lleva la Superintendencia de Valores y Seguros, por lo que los valores
sobre los cuales ésta versa, no estan sujetos a su fiscalizacidn. Que por tratarse de valores no
inscritos, no existe la obligacién por parte del emisor de entregar en Chile informacién publica
respecto de estos valores. Estos valores no podran ser objeto de oferta publica mientras no sean
inscritos en el Registro de Valores correspondiente.

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 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 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 Mendes 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
authorised. 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. The analyses and opinions expressed by external
third parties are independent and does not necessarily reflect those of Natixis Investment Managers.
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. May not be redistributed, published, or reproduced, in whole or
in part.

Amounts shown are expressed in USD unless otherwise indicated.

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



