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What are Leveraged Loans?

Senior Secured Loans

Corporate Capital Structure

Senior
Revolving Credit Institutional Term Senior Senior-most debt obligations in capital structure of
Facility Loan Secured non-investment grade companies
Repaid before other debt obligations and equity
holders
: Junior Second
Second Lien Loan Lien Secured
Secured by collateral, generally a company’s assets or
stock

Senior Unsecured/

High Yield Bonds Subordinated Higher Recovery Value

Floating Rate
Pays a base rate (typically LIBOR) plus an additional
spread
Coupons adjust in conjunction with changes in short-
term interest rates
Attractive yields

Covenants/Other
Always benefit from Incurrence covenants

Source: Credit Suisse Normally rated by Rating Agency's




Who are Borrowers of U.S. Leveraged Loans?
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What are “Institutional” Term Loans and Who

Invests in Them?

Part of a “leveraged loan” = Who are Institutional
A term loan that: Investors?

Is drawn at inception Pension funds

Has minimal amortization Insurance companies

Is repaid at maturity (or pre-paid
before maturity)

Typically has 6-7 year maturity

Is usually callable at par at any
time

Sovereign wealth funds
Private wealth funds
Trust companies
Family offices

O 0 0O 0O O 0O O

Asset managers

Also called “Term Loan B” or TLB




Trade Tensions & Rising Rates Dominated Headlines
as The S&P 500 Index Returned Negative 7% in October
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Loans Provided Calm During October While Continuing to
Outperform Fixed Income in the Current Rising Rate Environment

Total Return Return Volatility
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The Size of the US Institutional Loan Market Has Grown
to a Record $1.1 Trillion — at the Expense of the HY Bond Market

® Inst Loans & HY Bonds Cumulative Flows Since YE 2011:
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Income Levels Increased to 571 Basis Points as Credit Spread
Compression Decelerated and LIBOR Continued to Move Higher
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Current Primary Loan Market Credit Spreads Suggest Fair Value

== Credit Spread =1 3-Month LIBOR = LIBOR Floor Benefit ===-Avg Credit Spread (3.21%)

12%
Credit Spread | All-In Rate
Max (1215} 4.04% 5.01%
[0)
10% Current 3.32% 5.68%
Min (06417} 2.42% 7.78%

Source: S&P/LSTA Leveraged Loan Index



Leverage (Debt/EBITDA) Multiples Have Trended Lower
For Public Filers in the S&P/LSTA Lev. Loan Index
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Interest Coverage Multiples Have Hit Historical Highs During the
Last Three Years of the Credit Cycle
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The Default Rate is Projected at 2.5% by Year-End 2019, But
Historical Recovery Levels Could be Tested During Next Cycle

I Projected —— Defaults Rate (S) i Average Discounted Recovery Rates (last 30 yrs)
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Today’s Lender Base is Far More Stable Than 2008

Primary Market for Institutional Primary Market for Institutional
Loans - Pre Crisis Loans - Today
Fueled by
M Loan Mutual Funds aggressive Total M Loan Mutual Funds
M Hedge, Distressed & High-Yield Funds Return Swap W Hedge, Distressed & High-Yield Funds
. (“TRS”) lines ’
i Insurance / Finance Co i Insurance / Finance Co

TRS lines far
less prominent




Systemic Risk: Today’s Current Pipeline of Leveraged Loans
is Roughly One-Fifth the Size of 2007

U.S. Leveraged Loan Pipeline * In 2007, the leveraged loan pipeline
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Primary & Secondary Market Institutional Volumes
(Total Liquidity) is Projected at a Record $1.1T in 2018

Institutional Loan Issuance (Sbil.) ® Secondary Trade Volume (Sbil.)
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Opportunities & Challenges in the Current Credit Environment
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Trading Volumes Were Robust Across the Credit Crisis
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Following the Credit Crisis, The Market Didn’t Trade North of
S500 Billion Annually Again Until 2013

® Secondary Trade Volume (5bil.) M Total Outstanding (Sbil.)
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The Market’s Turn-Over Ratio Averaged
80% Across the Credit Crisis

% --Annual Loan Turnover Ratio (%)
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As Bid-Ask Spreads Widened During the Height
of the Financial Crisis, Market Breadth Declined
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An Average of 500 Individual Loan Facilities Traded Daily in
2018, Totaling $2.8B Per Day
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