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We believe private credit appears poised to outperform in 2023 as public markets struggle
to find direction and the macro picture points to economic contraction.

The current environment particularly favours private credit lenders for several key reasons:

1. Higher yields™: All else being equal, higher base rates are
advantageous for lenders as both fixed and floating rate
loans price with higher coupons. This is the case of a rising
tide lifting all boats. Of course, there are two sides to every
loan; higher expected income accruing to the lender is only
as good as the borrower’s ability to pay. There becomes a
tipping point where default losses will overcome yield. In this
environment, a strategy focused on conservative underwriting,
to strong counterparties, at appropriate terms, is more likely
to deliver strong performance.

2. Robust demand: Business owners plan strategically: 5-year
plans, 10-year plans and even longer time horizons. We see a
strong pipeline forming with proceeds used both to finance
M&A and consolidate competitive positions, and to fund
CapEx as owners position for long-term growth. Further,
the generational transfer of wealth has created significant
opportunities to support management buy-outs.

In addition, the IPO market remains largely shuttered,
increasing the holding period for private equity sponsors. This
creates significant demand for refinancing and the opportunity
for lenders to term-out higher coupon debt.

3. Lack of competing supply: Bank balance sheets are
increasingly constrained as they operate under ever-more-
stringent regulatory controls and remain risk-shy after
experiencing balance sheet losses. Debt syndication is at a
near halt for any but the most stalwart borrowers, and the
leveraged loan markets remain shuttered.

4. Value of certainty: Public market bond yields and spreads
continue to get whip-sawed amid inconsistent liquidity,
sentiment swings, and lack of market directionality. Borrowers’
confidence in public market execution has eroded. Even
those borrowers that could potentially access public market
financing are increasingly tapping the private markets to
ensure smooth execution.

1. Statements source: Fiera Capital

Fiera Capital - Navigating Manager Selection as Private Credit Looks Poised to Perform - MARCH 2023 1

These positive tailwinds for private credit have brought many
investors, new and experienced, into the market in search of
incremental return per unit of risk. However, the influx of capital,
and democratization of access, has also led to a proliferation

of strategies.

“ The very real challenge now

presented to private credit
investors and their consultants
is “who do we choose”? , ,

The very real challenge now presented to private credit investors
and their consultants is “who do we choose”? In the often opaque
and complex land of private credit, distinguishing between
managers is no easy task. However, as global interest rates
continue to rise, and recent data lends credence to the “higher for
longer” narrative, there is building evidence that default rates are
poised to increase as the interest burden on some, now-stretched,
borrowers becomes untenable. For many private credit lenders,
this may be their first real test. As such, manager selection is
now more critical than ever.



When an Apple Tastes
a lot like an Orange

In public markets, managers are judged based on demonstrated
performance relative to an easily observed benchmark. We
understand fees and agree on the allowable use, if any, of
financial leverage. Comparison across managers, and attribution
of “skill” becomes substantially mathematical.

In a world without standardization or benchmarks, and often lack
of transparency on key points like fees and leverage, comparing
one manager to the next is far from simple. As such, in the

spirit of caveat emptor, here are a few things to look for when
assessing different investment strategies in private credit. In a
market where there is truly a flavour for every palate, we believe
the goal should be to get what you ordered!
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1.

All private credit funds are not created equal and the differences can be especially difficult to spot
in this asset class loosely held together on the premise of “downside protected financing”.

“Senior secured”: As we head into a period of weakening
economic activity, private credit managers, especially in
the direct lending space, are touting their focus on “Senior
Secured” lending at increasing decibels. Senior secured
simply means that the loan occupies the top of the capital
stack and is secured by... something. If underlying deal
leverage is at 8x EBITDA with a small and deteriorating
equity cushion, that senior loan has a very different risk
profile than a senior loan attached at 3x to a borrower with
robust earnings visibility. Security can also differ wildly from
a claim on hard assets with durable resale value to a claim on
expected future cash flow. The value of this security differs
significantly between these two loans and may materially
impact recoveries in the event of a default.

Loan structure: Regardless of seniority, loans that are Pay-
In-Kind (PIK) or carry deferred coupons are not delivering
regular cash distributions to investors and effectively add
borrower risk exposure over time. These structures are
more aligned in terms of risk/return with an equity owner
rather than a passive lender. These structures can help
generate attractive returns when used judiciously in the
right context. However, as a core strategy, these types of
loans are associated with higher risk venture or growth
businesses that are reinvesting cash to fund growth rather
than paying lenders.

Leverage: Borrowing, by definition, provides leverage to
equity owners. However, the amount and type of equity
supporting the loan is critical to determining the risk. Further,
the business fundamentals, and the stress testing thereof,
should be matched to the amount of leverage placed on a
business. Investment managers that have legacy portfolios
built during headier market conditions, may well see credit
impairments overshadowing some of the yield benefits of
higher rates.



Private credit managers have also increasingly been using
leverage at the fund level to increase returns. This has
become more rampant as (1) competition at the larger end
of the market has proven to compress yields; and (2) newer
entrants, potentially less familiar with offering memorandum
small print, may fail to scrutinize and fully understand the
use, and implications, of levered strategies. While levered
strategies can play a role within a private credit portfolio,
the variable use of leverage significantly increases the
comparison challenge.

. Portfolio concentration: As private credit fund sizes have
grown rapidly, so too has the need to deploy capital. As a
result, we have seen some “style drift” where funds stated to
be targeting mid-market will hold larger and larger positions
in order to deploy capital quickly. Portfolio construction, and
the free lunch of diversification, should never be overlooked,
especially as we head into an environment where there are
bound to be some bumps on the road, even for the most
diligent underwriter.
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“ If you head to the store for

an apple, be careful to leave

with an apple, not an orange
or... a chocolate bar! ,,

As we continue through 2023, we believe private credit is
well-positioned to provide attractive absolute and risk-adjusted
returns and should be considered an important component of
a diversified investment program. Allocations to private credit
should be made through a strategic lens, looking beyond near-
term public market noise and volatility, with the recognition
that, depending on the strategy, private credit may provide
ample structural liquidity through regular cash distributions.

As we head into this next phase of the asset class’s lifecycle,
it is wise to be prudent. Understand what you are looking
for, be clear on the role your private credit allocation is
designed to play in your portfolio, stick to your objective, and
ask the necessary questions. If you head to the store for an
apple, be careful to leave with an apple, not an orange or...

a chocolate bar!

Sarah Butcher

Senior Capability Specialist,
Private Credit
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Important Disclosure

Fiera Capital Corporation (“Fiera Capital”) is a global independent asset
management firm that delivers customized multi-asset solutions across traditional
and alternative asset classes to institutional, retail and private wealth clients across
North America, Europe and key markets in Asia. Fiera Capital trades under the ticker
FSZ on the Toronto Stock Exchange. Each affiliated entity (each an “"Affiliate”) of
Fiera Capital only provides investment advisory or investment management services
or offers investment funds in the jurisdictions where the Affiliate and/or the relevant
product is registered or authorized to provide services pursuant to an exemption
from registration.

This document is strictly confidential and for discussion purposes only. Its contents
must not be disclosed or redistributed directly or indirectly, to any party other than
the person to whom it has been delivered and that person’s professional advisers.

The information presented in this document, in whole or in part, is not investment,
tax, legal or other advice, nor does it consider the investment objectives or financial
circumstances of any investor.

Fiera Capital and its Affiliates reasonably believe that this document contains
accurate information as at the date of publication; however, no representation is
made that the information is accurate or complete and it may not be relied upon.
Fiera Capital and its Affiliates will accept no liability arising from the use of this
document.

Fiera Capital and its Affiliates do not make recommendations to buy or sell
securities or investments in marketing materials. Dealing and/or advising services
are only offered to qualified investors pursuant to applicable securities laws in each
jurisdiction.

Past performance of any fund, strategy or investment is not an indication
or guarantee of future results. Performance information assumes the
reinvestment of all investment income and distributions and does not
account for any fees or income taxes paid by the investor. All investments
have the potential for loss.

This document may contain “forward-looking statements” which reflect the current
expectations of Fiera Capital and/or its Affiliates. These statements reflect current
beliefs, expectations and assumptions with respect to future events and are based
on information currently available. Although based upon what Fiera Capital and its
affiliates believe to be reasonable assumptions, there is no guarantee that actual
results, performance, or achievements will be consistent with these forward-looking
statements. There is no obligation for Fiera Capital and/or it Affiliates to update or
alter any forward-looking statements, whether as a result of new information, future
events or otherwise.

Strategy data such as ratios and other measures which may be presented herein
are for reference only and may be used by prospective investors to evaluate and
compare the strategy. Other metrics are available and should be considered prior
to investment as those provided herein are the subjective choice of the manager.
The weighting of such subjective factors in a different manner would likely lead to
different conclusions.

Strategy details, including holdings and exposure data, as well as other
characteristics, are as of the date noted and subject to change. Specific holdings
identified are not representative of all holdings and it should not be assumed that
the holdings identified were or will be profitable.

Certain fund or strategy performance and characteristics may be compared with
those of well-known and widely recognized indices. Holdings may differ significantly

from the securities that comprise the representative index. It is not possible to invest
directly in an index. Investors pursuing a strategy like an index may experience
higher or lower returns and will bear the cost of fees and expenses that will reduce
returns, whereas an index does not. Generally, an index that is used to compare
performance of a fund or strategy, as applicable, is the closest aligned regarding
composition, volatility, or other factors.

Every investment is subject to various risks and such risks should be carefully
considered by prospective investors before they make any investment decision.

No investment strategy or risk management technique can guarantee returns or
eliminate risk in every market environment. Each investor should read all related
constating documents and/or consult their own advisors as to legal, tax, accounting,
regulatory, and related matters prior to making an investment.

United Kingdom: This document is issued by Fiera Capital (UK) Limited, an affiliate
of Fiera Capital Corporation, which is authorized and regulated by the Financial
Conduct Authority. Fiera Capital (UK) Limited is registered with the US Securities
and Exchange Commission (“SEC”) as investment advisers. Registration with the
SEC does not imply a certain level of skill or training.

United Kingdom - Fiera Real Estate UK: This document is issued by Fiera Real
Estate Investors UK Limited, an affiliate of Fiera Capital Corporation, which is
authorized and regulated by the Financial Conduct Authority.

European Economic Area (EEA): This document is issued by Fiera
Capital (Germany) GmbH (“Fiera Germany”), an affiliate of Fiera Capital
Corporation, which is authorized and regulated by the Bundesanstalt fiir
Finanzdienstleistungsaufsicht (BaFin).

United States: This document is issued by Fiera Capital Inc. (“Fiera U.S.A.”), an
affiliate of Fiera Capital Corporation. Fiera U.S.A. is an investment adviser based in
New York City registered with the Securities and Exchange Commission (“SEC”).
Registration with the SEC does not imply a certain level of skill or training.

United States - Fiera Infrastructure: This document is issued by Fiera
Infrastructure Inc. (“Fiera Infrastructure”), an affiliate of Fiera Capital Corporation.
Fiera Infrastructure is registered as an exempt reporting adviser with the Securities
and Exchange Commission (“SEC”). Registration with the SEC does not imply a
certain level of skill or training.

Canada

Fiera Real Estate Investments Limited (“Fiera Real Estate”), a wholly owned
subsidiary of Fiera Capital Corporation is an investment manager of real estate
through a range of investments funds.

Fiera Infrastructure Inc. (“Fiera Infra”), a subsidiary of Fiera Capital Corporation
is a leading global mid-market direct infrastructure investor operating across all
subsectors of the infrastructure asset class.

Fiera Comox Partners Inc. (“Fiera Comox"), a subsidiary of Fiera Capital
Corporation is a global investment manager that manages private alternative
strategies in Private Credit, Agriculture and Private Equity.

Fiera Private Debt Inc. (“Fiera Private Debt”), a subsidiary of Fiera Capital
Corporation provides innovative investment solutions to a wide range of investors
through two distinct private debt strategies: corporate debt and infrastructure debt.

Please find an overview of registrations of Fiera Capital Corporation and certain of
it subsidiaries by following this link: www.fieracapital.com/en/registrations-and-
exemptions
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