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|. INTRODUCTION
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|. INTRODUCTION
Private Debt Study

Objective:
= Overview of the Corporate Private Debt Market in Germany:
— Definition of Corporate Private Debt and Regulatory System
— Market Overview and Identification of Key Market Drivers
— Corporate Private Debt from the Perspective of the Individual Market Players
— German Market Findings and Outlook
Structure of the Study:
= Definitions and Legal Basis
= Current market Overview
= Survey in summer/autumn 2018 among the three market players: borrowers, lenders, lenders
= Verification of survey results based on external sources
= Summary of the results of the three surveys

The Study was published in April of 2019 and can be downloaded on the BAI website.
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IIl. MARKET OVERVIEW
The Developement of Corporate Private Debt in Europe

Development of Corporate Private Debt in Europe in billions of USS

Source: Pregin, Global Private Debt Report 2018, annual capital ralsed by category
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Il. MARKET OVERVIEW
Developement of Debt Funds in Germany

Number & Total Volume of Corporate Private Debt Funds in

Germany
Source: Preqgin 2018, individual evaluation
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Il. MARKET OVERVIEW
Overview of Loan Financing Opportunities for Companies

Kreditvolumen
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lIl. SURVEY RESULTS — GERMAN COMPANIES
Previous Financing Dominated by Shareholder and Bank Loans

Previous sources of financing

Other sources | 0.0%
About nﬂn-b?ﬁsl.cjr:?;h;; credit funds, _ 28.6%
Via second banks that only provide credit - 14.3%
Through the bank _ 97.1%
Via shareholder credits/ owner loans _ 71.4%
From own company assets _ 28.6%
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lIl. SURVEY RESULTS — GERMAN COMPANIES
Quick Granting of Credit is Important, but not the only Reason....

Reasons for choosing Debt Funds
* Multiple answers possible, Source: BAI Survey Corporate Private Debt, 2019

Other reasons 50.0%

Final maturity via debt funds was decisive 33.3%

Term of the debt fund loan was longer = 0.0%

Debt fund was cheaper than bank = 0.0%

Better, more individual credit conditions 16.7%

Faster granting of credit through debt funds 66.7%

House bank refused financing 50.0%
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1. SURVEY RESULTS — GERMAN COMPANIES
Debt Funds Finance Growth and Takeovers

Category of Credits in the Debt Funds

Other 03%

Venture Debt 03%

Special Situations 37%

Distressed Debt - non-sponsored 13%

Distressed Debt - sponsored 17%

73%

Acquisition Financing

Growth Financing 7%
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[Il. SURVEY RESULTS - DEBT FUNDS / ALTERNATIVE LENDERS
Comparatively High Returns

Targeted Annual Cash Return of the Debt Fund
Source: BAI Survey Corporate Private Debt, 2019
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[Il. SURVEY RESULTS - DEBT FUNDS / ALTERNATIVE LENDERS
Maturities mostly between Five and Seven Years

Credit maturities in debt funds
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1. SURVEY RESULTS - DEBT FUNDS / ALTERNATIVE LENDERS
Broad Distribution of Credit Sizes

Loan volumes in debt funds (in € million)
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[Il. SURVEY RESULTS - DEBT FUNDS / ALTERNATIVE LENDERS
Borrowers are the typical Middle Class

EBITDA of Borrowers in the Debt Fund (in millions of €)
Source: BAIl Survey Corporate Private Debt, 2019
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I1l. SURVEY RESULTS - DEBT FUNDS / ALTERNATIVE LENDERS
Senior and Unitranche Loans dominate

Strategies and tranches of debt funds

Fund of funds - investments in various credit funds 10%

10%

Opportunistic purchases on primary and secondary markets

Subordinated debt (Junior Tranche/ Second Lien) 7%

Unitranche 37%

Senior loans 37%
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[Il. SURVEY RESULTS - DEBT FUNDS / ALTERNATIVE LENDERS
Majority of Loans with multiple Creditor Protection Clauses

Creditor Protection Clauses
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[ll. SURVEY RESULTS — GERMAN INVESTORS
Pension Replacement with attractive Yield and Diversification Potential

Main Reasons for Involvement in Corporate Loans
Source: BAIl Survey Corporate Private Debt, 2019

Otherreasons  0.0%

Lack of returns in other areas - 9.5%

Replacement/ Supplement for bonds/ annuities _ 47.6%
Regular income || GG 31.0%
diversification _ 47.6%
Good risk-return ratio _ 61.9%
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[ll. SURVEY RESULTS — GERMAN INVESTORS
Distribution across a Number of Debt Funds is generally sought after

Number of debt fund exposures
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[1l. SURVEY RESULTS — GERMAN INVESTORS
Majority still without Fixed Quota => Potential for Further Allocations

Investors' quota requirements for credit funds
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[ll. SURVEY RESULTS — GERMAN INVESTORS
Relatively Conservative Return Expectations of Investors

Expected Return on the Debt Fund (Cash Yield)

Source: BAI Survey Corporate Private Debt, 2019
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V. CONCLUSION AND OUTLOOK
Core Statements of the German Debt Fund Market
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h Investors

Continuously distributing
pension replacement with
attractive yield and
diversification potential as main
reasons for investment in debt
funds

Diversification potential of
credit risk across several debt
funds and number of borrowers

Expected cash yield mostly
between 3 and 7% (p.a.) and
thus more on the conservative
side

Investors® points of criticism
mainly concern regulation
(look-through principle under
Solll and attribution to quotas
subject to AnlV)

Debt Fund

Still relatively few debt funds
(around 35) dedicated among
others to the German market
(volume around EUR 17 billion)

Credit characteristics
comparable with other
European markets in terms of
credit size, yields (mostly 5-
7%), collateralisation (mostly 2
covenants), debtor leverage,
maturities (mostly 5-7 years)
and capital structure (senior
and unitranche) despite above-
average funding of the banking
sector

Fund domicile predominantly in
Luxembourg; only smaller debt
funds with German domicile

Company/Borrower

Typical German medium sized
businesses with established
companies from all sectors,
mostly inthe sub-investment
grade sector

In an European comparison, an
above-average number of
smaller companies as
borrowers (EBITDA between
EUR 5 and 25 million) in line
with the German SME structure

Financing via debt funds is
mainly used in growth,
acquisition and particularly
complex situations

There is great potential for
growth, as the majority of loans
are still granted by the house
banks and by the owners.
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V. CONCLUSION AND OQUTLOOK
Outlook for the German Debt Fund Market

= The corporate private debt market in Germany will gain in breadth and depth in the future.

=  Growth will not be continuous, but will continue to be volatile and will extend beyond the existing focus
areas of acquisition and growth finance.

= Loans from debt funds not only replace bank loans, but in some cases also shareholder loans.

= Debt funds can play out their advantages particularly in the case of longer maturities, challenging business
developments, and in the sub-investment grade area of German SMEs.

= On the other hand, a cooperation bank/debt fund can be very useful, especially in complex financing
structures.

= In conclusion: debt funds are an important enrichment for the financial centre and expand the financing
opportunities of German SMEs to complement banks and other market-based forms of financing that are
currently developing.

= Efficient and varied financing is therefore not only in the interest of SMEs themselves, but also in the
interest of the entire German economy.



