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The Case for
Perpetual BDCs
in 2024

THE GROWTH AND POPULARITY OF THE PERPETUAL BDC
STRUCTURE, AS WELL AS IMPROVED MARKET CONDITIONS,
SHOULD DRIVE INVESTOR DEMAND IN 2024.

A Growing Private Credit Alternative

Just three years old, the perpetual business development company (BDC) structure, which unlike a traditional
closed end fund accepts monthly subscriptions and offers quarterly liquidity, has become increasingly popular.
Perpetual, or evergreen, BDCs have expanded access to the private credit asset class by allowing investors to step
into fully ramped and diversified portfolios monthly with very low minimums, enabling them to earn dividends
immediately. The structure also allows for quarterly liquidity at net asset value (NAV) and eliminates what many
investors considered a flaw of traditional closed end funds: the J-curve nature of the ramp-up period, which
also exposes less diversified closed-end fund portfolios to issuer-specific risk during ramp-up and which drives
suboptimal returns in the early and later years of an investment. Given these structural advantages, we expect to

see greater demand for perpetual BDCs from both institutional and wealth channel investors in 2024.



Looking Back & Looking Ahead

Whereas 2023 was the year of the “add-on,” in which private equity firms made small acquisitions, or tuck-ins, to help
their portfolio companies grow amid high interest rates that discouraged ‘'new’ deals, 2024 should see an increase in
new deal flow. Interest rates have leveled off and appear headed for a possible decline, and private equity firms are
likely to feel pressure to harvest existing portfolios and return capital to limited partners. While add-ons accounted for
roughly 70% of private credit deal flow in 2023, perpetual BDCs without seasoned portfolios were able to participate
in only 30% of market volume due to SEC rules governing 1940-Act funds. This lack of new deal flow pushed many
perpetual BDCs into more competitive segments of the large corporate market where unadjusted debt and EBTIDA

leverage can be extremely high and financial covenants and structural protections are few and far between.

Looking into 2024, market forces should relieve some of this pressure for perpetual BDC managers with less
seasoned portfolios, although some portfolios may be stuffed with transactions originated in the more competitive

large corporate market segment requiring time for the full story to play out.

On the technical front, new issue pricing as seen in spreads and original-issue discounts (OIDs) tightened over the
course of 2023 as inflows accelerated while new deal flow remained muted. This again highlighted the benefits of
participating in a fully seasoned portfolio that is diversified by vintage and not overly exposed to any one market
environment. In addition, fully seasoned portfolios also were able to participate in add-ons. As new transaction
volume likely returns in 2024, we expect a more balanced supply/demand dynamic and pricing may become more

lender friendly as a result.

Where the Opportunities Lie

For their equity portfolios, investors generally may hope for annual returns of 8% to 10% over the long run. Those
returns, however, are highly dependent on price/earnings valuation multiples that ebb and flow with market
sentiment while returns of perpetual BDCs are based on contractual cash flow from the underlying portfolio
companies. Today, perpetual BDC/private credit investors have an opportunity to earn equity like returns on
portfolios backed primarily by first lien senior secured loans. Typically sitting below a first lien loan in the capital
structure are significant levels of equity or junior capital that would absorb losses first if the underlying business
valuation declined. Even if the value of an underlying business declined by more than 50%, in a generic ‘middle” of a
middle-market transaction, the first lien loan would still be fully covered. The key point is that private credit returns
are not based on a hypothetical earnings growth rate or valuation multiple expansion; they are based on contractual

cash flows, which results in low volatility.

1. Source: Barings. As of December 21, 2023.
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How to Limit Downside Risk...

Given the compelling returns offered by private credit over more than a decade and a half,
investors at times ask what could go wrong. All asset classes have general and specific risks,
but perpetual BDCs offer several potential downside protections relative to other asset classes.

The following are some of the “lines of defense” available to perpetual BDC investors:

FIRST-LIEN, SENIOR-SECURED STATUS

As first-lien lenders, perpetual BDC investors could see the value of the underlying business

decline meaningfully without any impairment to their position at the top of the capital structure.

DIVERSIFICATION

In a highly diversified portfolio, even if something were not to go as planned with a particular

investment, the negative result may not materially affect the overall profile of a perpetual BDC's return.

FINANCIAL COVENANTS

Structural protections are critical when considering protection against downside risk. Financial
covenants allow lenders to step into a troubled situation early and influence the outcome while
collecting amendment fees and/or navigating the best path toward maximizing value for the
lender. Many competitive large corporate transactions do not carry covenant packages, but

lenders still hold the line and demand covenants in the core 'middle’ of the middle market.

INDUSTRY SELECTION

Private credit managers who avoid industries in cyclical sectors of the economy may limit
downside risk within the portfolio. Several times over the past 10 years we have seen instances
where managers who waded into cyclical sectors such as retail and oil & gas experienced

meaningful losses.

HIGH CURRENT INCOME RETURN

The low double-digit dividend yields currently offered by perpetual BDCs serves as insulation from

economic volatility since even modest losses would likely still result in a positive return profile.

FEES

Low and aligned fees are critical to portfolio success as perpetual BDC managers should not earn
outperformance fees if the portfolio underperforms. ROE-based hurdle rates well above base
rates ensure alignment and support investor returns. Institutional fee structures for best-in-class

perpetual BDCs ensure alignment.
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The Importance of Manager Selection

While perpetual BDCs are an all-weather asset class, manager selection is crucial. Due to credit performance,
the extent of liquid loan exposure, and fees, manager performance of perpetual BDCs has already varied.

We expect performance variability to continue and potentially accelerate as the asset class becomes more
popular. While few pay attention to financial covenants or conservative underwriting when the environment
is broadly favorable and investor interest is high, structural protections and a sharp credit eye really do matter
when the tide goes out. Whether or nor the economy escapes recession, private credit portfolios built to

weather good times and bad have the potential to outperform.
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Barings is a $347+ billion* global investment manager sourcing differentiated opportunities and building

long-term portfolios across public and private fixed income, real estate and specialist equity markets. With investment

professionals based in North America, Europe and Asia Pacific, the firm, a subsidiary of MassMutual, aims to serve

its clients, communities and employees, and is committed to sustainable practices and responsible investment.

Investing in common stock involves a number of significant risks. Before
you invest in common stock, you should be aware of various risks, including
those described below. You should carefully consider these risk factors,
together with all of the other information included or incorporated by
reference in the Private Placement Memorandum, before you decide
whether to make an investment in common stock. The risks set out below
are not the only risks we face. Additional risks and uncertainties not presently
known to us or not presently deemed material by us may also impair
operations and performance. If any of the following events occur, business,
financial condition, results of operations and cash flows could be materially
and adversely affected. In such case, the net asset value of common stock
could decline, and you may lose all or part of your investment.

Please read the prospectus carefully for a description of the risks associated
with investing in perpetual BDCs. These risks include, but are not limited to,
the following:

Investments in portfolio companies may be risky, and we could lose all

or part of investment. The lack of liquidity in investments may adversely
affect business. Price declines and illiquidity in the corporate debt markets
may adversely affect the fair value of portfolio investments, reducing net
asset value through increased net unrealized depreciation. Failure to make
follow-on investments in the portfolio companies could impair the value

of portfolio. Portfolio companies may incur debt that ranks equally with, or
senior to, investments in such companies and such portfolio companies may
not generate sufficient cash flow to service their debt obligations. There may
be circumstances where debt investments could be subordinated to claims
of other creditors or we could be subject to lender liability claims. Second
priority liens on collateral securing loans that made to portfolio companies
may be subject to control by senior creditors with first priority liens. If there
is a default, the value of the collateral may not be sufficient to repay in full
both the first priority creditors . investments in foreign companies may
involve significant risks in addition to the risks inherent in U.S. investments.

Any unrealized losses we experience on loan portfolio may be an indication
of future realized losses, which could reduce income available for
distribution. Defaults by portfolio companies may harm operating results.
Changes in interest rates may affect cost of capital, the value of investments
and results of operations. Portfolio may be concentrated in a limited number
of portfolio companies and industries, which will subject us to a risk of
significant loss if any of these companies defaults on its obligations under
any of its debt instruments or if there is a downturn in a particular industry.
We may not realize gains from equity investments. Investments in asset-
backed securities are subject to additional risks.

There is no public market for shares of common stock, and we do not
expect there to be a market for shares. There are restrictions on the ability

of holders of common stock to transfer shares in excess of the restrictions
typically associated with a private placement of securities under Regulation
D and other exemptions from registration under the Securities Act, and these
additional restrictions could further limit the liquidity of an investment in
shares of common stock and the price at which holders may be able to sell
the shares. Provisions of the Maryland General Corporation Law and charter
and bylaws could deter takeover attempts and have an adverse impact on
the price of common stock.

We expect to borrow funds in order to make additional investments,
including under the Revolving Credit Facility and other financing

arrangements. We expect to use this practice, which is known as “leverage”,
when the terms and conditions are favorable to long-term investing and well
aligned with investment strategy and portfolio composition in an effort to
increase returns to stockholders, but this strategy involves significant risks.
With certain limited exceptions, we are only allowed to borrow amounts
such that asset coverage, as defined in the 1940 Act, is at least 150%
immediately after each such borrowing. The amount of leverage that we
employ will depend on the Investment Adviser’'s and Board's assessment of
market and other factors at the time of any proposed borrowing.

An investment in a perpetual BDC involves significant risks, and an investor
may lose all or part of his or her investment. Additionally, there is the
potential that distributions may not be paid, may not grow over time, and
may include a return of capital.

IRR calculations have an inherent assumption that investors will be able to
reinvest any distributions from the investment at the IRR rate. In practice, it is
unlikely that this would occur. Another drawback is that in order to calculate
IRR for a portfolio that includes holdings that have not yet been sold (or
otherwise liquidated or matured), a valuation of those remaining assets must
be estimated. Depending on the nature of the asset, these estimated values
may be based on subjective factors and assumptions.

Copyright and Trademark

Copyright © 2024 Barings. Information in this document may be used for
your own personal use, but may not be altered, reproduced or distributed
without Barings' consent.

The BARINGS name and logo design are trademarks of Barings and are
registered in U.S. Patent and Trademark Office and in other countries around
the world. All rights are reserved.

FOR PERSONS DOMICILED IN THE US: This document is not an offer to

sell, nor a solicitation of an offer to buy, limited partnership interests, shares
or any other security, nor does it purport to be a description of the terms

of or the risks inherent in an investment in any private investment fund
("Fund”) described therein. The offer and sale of interests in any such Fund is
restricted by law, and is not intended to be conducted except in accordance
with those restrictions. In particular, no interest in or security of any of the
Fund has been or will be registered under the Securities Act of 1933 (the
"Act”). All offers and sales thereof are intended to be nonpublic, such that
interests in and securities of any such Fund will be and remain exempt from
having to be so registered. By accepting delivery of this document, the
person to whom it is delivered (a) agrees to keep the information contained
in the attached document confidential and (b) represents that they are

an "accredited investor” as defined in Regulation D promulgated by the
Securities and Exchange Commission under the Securities Act of 1933.

FOR PERSONS DOMICILED IN CANADA: This confidential marketing
brochure pertains to the offering of a product only in those jurisdictions
and to those persons in Canada where and to whom they may be lawfully
offered for sale, and only by persons permitted to sell such interests. This
material is not, and under no circumstances is to be construed as, an
advertisement or a public offering of a product. No securities commission
or similar authority in Canada has reviewed or in any way passed upon this
document or the merits of the product or its marketing materials, and any
representation to the contrary is an offence.



FOR PERSONS DOMICILED IN PERU: The Fund is not registered before
the Superintendencia del Mercado de Valores (SMV) and it is placed by
means of a private offer. SMV has not reviewed the information provided
to the investor. This document is only for the exclusive use of institutional
investors in Peru and is not for public distribution.

FOR PERSONS DOMICILED IN CHILE: Esta oferta privada se acoge

a las disposiciones de la norma de caracter general n? 336 de la
superintendencia de valores y seguros, hoy comision para el mercado
financiero. Esta oferta versa sobre valores no inscritos en el registro

de valores o en el registro de valores extranjeros que lleva la comision
para el mercado financiero, por lo que tales valores no estan sujetos

a la fiscalizacion de ésta; Por tratar de valores no inscritos no existe la
obligacion por parte del emisor de entregar en chile informacion publica
respecto de los valores sobre los que versa esta oferta; Estos valores
no podran ser objeto de oferta publica mientras no sean inscritos en el
registro de valores correspondiente.

FOR PERSONS DOMICILED IN ARGENTINA: This document includes a
private invitation to invest in securities. It is addressed only to you on an
individual, exclusive, and confidential basis, and its unauthorized copying,
disclosure, or transfer by any means whatsoever is absolutely and strictly
forbidden. Barings will not provide copies of this document or provide
any kind of advice or clarification, or accept any offer or commitment to
purchase the securities herein referred to from persons other than the
intended recipient. The offer herein contained is not a public offering,
and as such it is not and will not be registered with, or authorized by, the
applicable enforcement authority. The information contained herein has
been compiled by Barings, who assumes the sole responsibility for the
accuracy of the data herein disclosed.

FOR PERSONS DOMICILED IN BRAZIL: The fund may not be offered or
sold to the public in Brazil. Accordingly, the fund has not been nor will

be registered with the Brazilian Securities Commission—CVM nor have
they been submitted to the foregoing agency for approval. Documents
relating to the fund, as well as the information contained therein, may not
be supplied to the public in Brazil, as the offering of fund is not a public
offering of securities in Brazil, nor used in connection with any offer for
subscription or sale of securities to the public in Brazil.

FOR PERSONS DOMICILED IN COLOMBIA: The material herein does not
constitute a public offer in the Republic of Colombia. This document
does not constitute a public offer in the Republic of Colombia. The offer
of the fund is addressed to less than one hundred specifically identified
investors. The fund may not be promoted or marketed in Colombia or

to Colombian residents, unless such promotion and marketing is made
in compliance with Decree 2555 of 2010 and other applicable rules and
regulations related to the promotion of foreign funds in Colombia. The
distribution of this document and the offering of shares may be restricted

in certain jurisdictions. The information contained in this document is

for general guidance only, and it is the responsibility of any person or
persons in possession of this document and wishing to make application
for shares to inform themselves of, and to observe, all applicable laws and
regulations of any relevant jurisdiction. Prospective applicants for shares
should inform themselves of any applicable legal requirements, exchange
control regulations and applicable taxes in the countries of their respective
citizenship, residence or domicile.

FOR PERSONS DOMICILED IN MEXICO: The securities offered hereby are
not and will not be registered in the national securities registry (Registro
Nacional De Valores) maintained by the Mexican Banking and Securities
Commission (Comision Nacional Bancaria y De Valores "CNBV"). These
securities may not be publicly offered or sold in Mexico without the
applicability of an exemption for the private placement of securities
pursuant to the Mexican Securities law. In making an investment decision,
you should rely on your own review and examination of the fund/security.
These securities are not being offered and may not be offered nor
acquired within the territory of the United Mexican States. The information
contained herein has not been reviewed or authorized by the CNBV. Any
Mexican investor who acquires the securities does so at his or her own risk.

FOR PERSONS DOMICILED IN PANAMA: This is not a public offering
This document is only for the exclusive use of institutional investors. The
securities mentioned in this document have not been registered with
nor fall under the supervision of the Superintendence of the Securities
Market of Panama. The distribution of this document and the offering of
shares may be restricted in certain jurisdictions. The above information
is for general guidance only, and it is the responsibility of any person or
persons in possession of this document and wishing to make application
for shares to inform themselves of, and to observe, all applicable laws
and regulations of any relevant jurisdiction. Prospective applicants for
shares should inform themselves as to legal requirements also applying
and any applicable exchange control regulations and applicable taxes in
the countries of their respective citizenship, residence or domicile. This
document does not constitute an offer or solicitation to any person in any
jurisdiction in which such offer, or solicitation is not authorized or to any
person to whom it would be unlawful to make such offer or solicitation.

FOR PERSONS DOMICILED IN URUGUAY: The sale of the product qualifies
as a private placement pursuant to section 2 of Uruguayan law 18,627.

The product must not be offered or sold to the public in Uruguay, except
in circumstances which do not constitute a public offering or distribution
under Uruguayan laws and regulations. The product is not and will not be
registered with the Financial Services Superintendency of the Central Bank
of Uruguay. The product corresponds to investment funds that are not
investment funds regulated by Uruguayan law 16,774 dated September 27,
1996, as amended.
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