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Key Statistics

2.69%

Cliffwater Direct Lending
Index (CDLI) Returns in Q1
2023

vs 1.76% returns in Q1 2022

Source: CDLI

$1.5tn

PD AUM as of Q3 2022

Projected to reach $2.3tn
by the end of 2027

Source: Preqin, Financial Times

9.3%

Median Net IRR Return of
Global PD Funds with a
2009 - 2019 Vintage,
as of Q3 2022

Source: McKinsey & Company

$453bn
Dry Powder Value at the
end of Q3 2022

31% PD Dry Powder
Relative to Total AUM

Source: PitchBook
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Key Highlights

" Global private debt (PD) fundraising activity remained relatively resilient in the first quarter of 2023
despite the macroeconomic backdrop, with North America leading the pack in fundraising.

= PD assets under management (AUM) have grown fourfold in the past decade reaching ~$1.5 frillion in
2022, with nearly half a trillion USD of dry powder (amount of committed, but unallocated capital).

= Empirical evidence shows that PD has outperformed various segments of public debt and has
delivered better risk-adjusted returns.

= Given higher interest-rates and slowing economic growth, the credit default rates may rise going
ahead.

Ll PD’s compelling afttributes like its low correlation with public equities, enhanced call protection, and
consistent cash distribution makes it an atftractive all-weather asset class.

As we approach mid 2023, the instfitutional investors are grappling with increased economic uncertainty
stemming from global monetary fightening, persistent inflation, the possibility of futher interest-rate hikes by
major central banks (nofably US Fed and ECB), and fears of a potential recession. In this backdrop, many
investors are increasing their allocations to PD for optimizing the portfolios fo meet their return objectives
and offer downside protection. Historical evidence suggests that PD serves as a good choice given it has
exhibited relative resilience and outperformance versus traditional fixed income in an elevated interest rate
environment.

PD Fundraising Remains Resilient Amid Macro Challenges

Global PD Fundraising Activity
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Source: PitchBook, Q1 2023 Global Private Market Fundraising Report
Note: 2023* As of March 31, 2023.

PD fundraising has largely witnessed a steady rise over the past decade. The Q1 2023 fundraising activity
demonstrated resilience amid challenging macro environment, despite the fact that Q1 tends to be a
seasonally weak quarter. The global PD fundraising amounted to $42.5 billion in Q1 2023, representing a
slight decline compared to Q4 2022, but largely on par with the same quarter of prior year. North America
accounted for 95% of the total fund value in Q1 2023 by region. Mezzanine strategy emerged as the most
favored investment approach, raising $17.1 billion in Q1 2023 (~40% of total funds raised). This was followed
by special situations and direct lending strategies, which contributed to 27% and 26% of the total global
fundraising, respectively. PitchBook expects fundraising momentum to pick further in the remainder of 2023.
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Fourfold Jump in AUM in the Past Decade

PD AUM
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Note: *Available data as of September 2022. To avoid double counting available capital and unrealized value, fund

of funds and secondaries are excluded.
According to Pregin, AUM in PD have risen fourfold over the past decade, increasing from $373 billion in
2012 to nearly $1.5 trillion as of September 2022. Preqin forecasts PD AUM to grow at a CAGR of nearly 9%
over next five years to reach $2.3 trillion by the end of 2027. Institutional investors have been raising their PD
allocations and the industry is currently flush with significant dry powder estimated at $453 billion as of Q3
2022, according to PitchBook estimates. As bank credit has further fightened amid the recent banking
stress, the significant PD dry powder could be swiftly deployed to facilitate deals at attractive terms for the
lender.

PD has Delivered Consistent Returns in Volatile Market Conditions

PD has proven its mettle as an attractive asset class for investors, offering a reliable income stream  even
in volatile market environments.

Calendar Year Return Comparison: 2005-2022

Cliffwater Direct Bloomberg High Morningstar LSTA US Bloomberg
Lending Index Yield Bond Leveraged Loan Aggregate Bond
((eDp]1)} Index Index Index

2005 10.10% 2.74% 5.06% 2.43%
2006 13.70% 11.87% 6.74% 4.33%

2007 10.23% 1.88% 2.08% 6.96%

2008 -6.50% -26.15% -29.10%
2009 51.62% 5.93%

2010 10.13% 6.56%

2011 1.51% 7.86%

2012 9.67% 4.23%

2013 5.29% 2.02%

2014 1.59% 5.94%

2015 -0.70% 0.57%

2016 10.11% 2.66%

2017 4.14% 3.55%

2018 0.46% 0.02%

2019 9.00% 8.65% 8.73%

2020 5.45% 7.11% 3.12% 7.51%

2021 12.78% 5.28% 5.20% -1.54%

2022 -11.19% -0.77% -13.01%
10 Years 8.89% 4.02% 3.65% 1.06%
Inception 9.31% 5.97% 4.37% 2.98%

Source: Cliffwater Direct Lending Index
Note: The asset class with the highest calendar year return is highlighted.
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The Cliffwater Direct Lending Index (CDLI), which measures the unlevered, gross of fee performance of US
middle market corporate loans, has generated a total return of 2.69% in Q1 2023, bringing the frailing four
quarter total return to 7.26%. Over past periods, PD has clearly exhibited greater refurn consistency in
calendar year performance. A historical comparison of CDLI returns to high yield bonds, syndicated loans,
and investment grade bonds, demostrates CDLI's outperformance over the three public debt indicesin 12
out of the past 18 calendar years.

Provides Attractive Absolute Risk-adjusted Returns Over the Long Term

Comparing Risk & Return Across Selected Asset Classes (2015 through May 2023* Annualized)
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Source: Cliffwater Direct Lending Index, JP Morgan
Note: *The value for CDLI is given as of Q1 2023, while the values for other indices are provided as year-to-date (YTD)
values up to May 2023. The annual average returns represent simple arithmetic average returns.

Historically, investors’ allocation to direct lending has helped to maximize return potential while minimizing
volatility. Since 2015, the CDLI has produced average annual returns of 7.7% with a lower volatility of 3%.
On a risk-adjusted basis, PD can be more attractive as compared to public equity and represents nearly
70% of the return of the US S&P 500 index while exhibiting less than one fifth of its volatility. From a perspective
of credit losses too, the PD compares favorably to other public debt segments and leveraged loans. The
average annual realized credit losses for middle market loans since inception of CDLI in 2005 stands at
1.03%, slightly higher compared to leveraged loans (0.92%) but well below credit losses for high yield bonds
(1.49%) and bank commercial and industrial loans (2.30%).

APAC PD Spotlight
Though Fundraising Activity Has Moderated, is Expected to Jump Going Ahead

APAC PD Fundraising Activity
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Source: PitchBook, Q1 2023 Global Private Market Fundraising Report
Note: 2023* As of March 31, 2023. The APAC funds includes funds from the regions of Asia and Oceania.

The Asia Pacific PD fundraising experienced growth, rising from $7.4 billion in 2021 to $9.2 billion in 2022,
according fo PitchBook. However, fundraising dropped fo less than a billion in Q1 2023, mimicking the
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pattern of private equity. The average fund size in the region nearly doubled from $195 million in 2020 to
$386 million in 2022.

In recent years, the Asian PD market has witnessed robust growth, with PD AUM surpassing $90 billion as of
June 2022. Additionally, the dry powder value in the region stood at $25.2 billion in 2022, a rise of nearly 50%
compared to $17 billion in 2020. A recent survey conducted by BlackRock reveals that 68% of APAC
investors plan to increase their allocations to PD in 2023, surpassing the global average of 52%, indicating
bright prospects for growth, as firms in the region increasingly look fto diversify their credit financing away
from bank loans.

Ouvutlook

The market for PD confinues fo expand as fraditional banks’ appetite for certain type of credits has
weakened. As traditional sources of credit financing viz. public (bond) markets and banks continue fo
shrink, the demand for private capital alternatives remains strong. Besides, the private credit managers with
capital fo deploy in the current macro environment can call for more favorable terms (including higher
premiums) on the loans they provide. In additon, the current situation provides avenues for deploying
capital in strategies like distressed debt and special situtations.

Nevertheless, the current economic backdrop raises investors’ concerns around the direction and
magnitude of credit defaults. According to the recent Proskauer Private Credit Survey 2023 (April), 76% of
investors expect a surge in credit defaults within their portfolios over the next 12 months. Yet, it is evident
that institutional investors remain keen on the asset class owing to itfs compelling attributes viz. low
correlation with public equities, enhanced call protection, and consistency of cash distributions. A recent
investor survey by Preqin reveals that more than 80% of investors expect fo commit more or the same
amount of capital fo PD over the next 12 months, which underscores further growth of this asset class. The
ability to deliver attractive risk-adjusted returns throughout the economic cycles has underscored the
importance of PD as an all-weather investment solution.
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This document is strictly private, confidential and personal fo its recipients and should not be copied,
distributed or reproduced in whole or in part, nor passed to any third party.

The information provided in this report is for general guidance and information purposes only. Under no
circumstances the information contained in the report is fo be used or considered as a formal financial,
investment advice or any other advice, or an offer or solicitation of an offer to buy or sell, or as
recommendation or endorsement of any security or other form of financial asset. The report is not to be
considered as investment research or an objective or independent explanation of the matters contained
herein.

The information in the report is obtained from various sources per dating of the report. Sidra Capital have
taken reasonable care to ensure that the material information contained herein is in accordance with the
facts and contains no omission likely fo affect its understanding.

Sidra Capital makes no representations or warranties whatsoever, as to the accuracy or completeness of
this report and Sidra Capital expressly disclaims any liability of whatever nature whether (direct or indirect),
or responisibility for the accuracy of the information contained in the report.

The information contained herein may be subject to changes without prior notice. Sidra Capital does not
accept any form of liability, neither legally nor financially, for loss (direct or indirect) caused by the
understanding and/or use of this report or its content. This report is only infended for the recipients, and
should not be copied or otherwise distributed, in whole or in part, to any other person without the prior
written approval of Sidra Capital
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