Asset & Wealth //
Management
Benchmarking

Insights | Alternatives

New Fund Trends in Credit

November 2021




Table of contents

O O = 1= 3
[I.  Participant DemographiCs. ... ... ... 6
. Structure & DOMICIIE. .. ... . e e e 10
V. Management/INCeNtiVe FEES. .. ..o e aaeene s 15
R O o | = | I 11 1 41 22
VI. Operational ConSIAerations. . ........couuiiii i e e e e aen 27
VII. Tax & ECI CoNSIAErations. ........ouuiiiiii e e e 34

Asset & Wealth Management Benchmarking Insights | Alternatives
PwC



Overview

PwC

Wi
lir

|

oy




Overview

PwC’s Asset & Wealth Management practice is pleased to publish the results from our Asset & Wealth
Management Benchmarking Insights Series for Alternatives.

Our benchmarking series is designed to gather, analyze and share information about key industry
trends and metrics. This report summarizes insights on trends related to new credit fund launches. We
have seen many asset managers take advantage of the economic conditions by launching new credit
funds; this report is focused on opportunities created in the credit space during 2020 through mid-2021.

The information reflected in this report leverages the knowledge and experience garnered from providing
audit and tax services to leading alternative asset management firms. Our report captures information
from 30 US-based alternative asset management firms representing over $375 billion of assets
under management (AUM). Participants primarily have calendar year ends and are advisors
established in the credit space.

Because of the diverse nature of alternative asset managers, these results should not be considered
representative of all alternative asset management firms. Furthermore, many of the concepts in this
report are influenced by the specific facts and circumstances of each participant. Accordingly, these
results should be viewed as directional, rather than authoritative, and do not necessarily represent
practices that are applicable in all situations.

We hope that you find this report interesting and useful as you evaluate your organization on the topics
highlighted herein.
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Executive summary

Across the organizations that participated in this study, there were 102 new credit fund structures®
launched in 2020/mid-2021 by the participants surveyed. The new credit fund structures comprise 192
new individual credit fund entities* during the years 2020/mid-2021.

For these new credit fund entities, we examined the structure & domicile including fund type and
structure. Based on these results, the majority of new funds launched by US advisors are still either US
or Cayman domiciled.

We looked at the Management/Incentive Fees including the fee structure, tiering and rates. More than
50% of funds have an annual management fee rate of 1% or less. Further, 82% of participants indicate
an incentive arrangement is in place, either in the form of a fee or capital allocation.

We also explored Capital Terms such as capital structure, use of side pockets, and the structure of
investor interests into the fund. Recycling of capital is allowed in 31% of funds, while only 4% of funds
have side pockets.

Additional use of leverage and other Operational Considerations were also covered within this report.

*Throughout this report, the term “credit fund entity” refers to each individual investment company within a “credit fund structure”. For example, a master-feeder
setup with a single master and two feeders would be considered a single credit fund structure comprising three credit fund entities. Blockers and SPVs are not
referred to in the “credit fund entity” count, but rather are delineated by using the term blocker or SPV.
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Participant demographics

Assets Under Management
(All funds advised by manager)

Greater than $1-5 billion
ﬁgg billion 25%,
0
$5-10 billion
1%
'$10-20 billion
18%
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Number of Funds Managed
(All funds advised by manager)

Fewer than 10

More than 100

Funds Funds
36% 7%
10-30 Funds

21%

31-100 Funds
36%



Participant demographics

Assets Under Management
(Credit only)

Greater than Less the?n_$1
$20 billion billion
21% 14%
$1-5 billion
11%
$10.20 billon $5-10 biion
40%

Asset
management
segment of
large financial
services
institution
14%

Large private
advisor
39%

Advisor type

Small private
advisor
4%

Mid-size private
advisor
43%

A Large private advisor indicates respondents with an AUM generally greater than $20 billion. A Mid-
size private advisor indicates respondents with an AUM generally between $1 billion - $20 billion. A
Small private advisor indicates respondents with an AUM of less than $1 billion.
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Participant demographics

The term credit fund entity
refers to each individual
investment company within

| . For
new credit fund structures were launched in 2020/mid- example., a master-feeder
2021 by the participants surveyed setup with a single master

and two feeders would be
considered a single credit
fund structure comprising
three credit fund entities
(this term excludes blockers
and SPVs).

New credit fund entities resulted from the
launch of the new credit fund structures during
the years 2020/mid-2021

Asset & Wealth Management Benchmarking Insights | Alternatives
PwC )



Structure &

Domicile




Fund structure & domicile

Domicile/Form of New Fund Entities

41%

Delaware Company

Cayman Partnership

Cayman Company

Luxembourg SCSp

Irish Company

Cayman SPC I 2%

Other* . 3%

*Other represents Amsterdam, Abu Dhabi Partnership, and Ontario, Canada Partnership.
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The Cayman Islands continue to be the
primary foreign fund domicile for US credit
managers despite the increase in
regulations. In addition to the Cayman
Islands, several alternative  foreign
domiciles have arisen including Singapore,
Luxembourg, and lIreland. The Cayman
Islands is known to be a secure and stable
domicile choice with a mature funds
industry and has historically been a major
domicile for funds. The Cayman Islands
has recently added the Private Funds Act in
2020 and continues to focus on
strengthening investor confidence through
their regulatory regime.

From a tax perspective, the Cayman
Islands were part of the first set of
jurisdictions that committed to improving
transparency, eliminating harmful tax
practices, and establishing effective
exchange of information. Since their
commitment in 2000, the Cayman lIslands
have enacted local laws and regulations
and entered into various exchange
agreements to improve cross-border
transparency.
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Fund structure & domicile

Fund Type

Closed End
74%

A closed end fund structure generally aligns
better with a private credit fund strategy
which typically has illiquid underlying
investments with multi-year maturities that
do not accommodate redemptions before
the investments monetize.
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Open End
26%

Master/Feeder

Fund Structure

Standalone
40%

Parallel
7%

A standalone or parallel structure generally provides
for optimal flexibility and allows the fund to be
tailored to the investor’'s tax-sensitivity. These
structures, however, often come with an added cost.
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Fund strategy

Investment Strategy

Distressed corporate credit |GGG 37%
Credit Derivatives |GGG 27
Private bank debt |GG 049
Mezzanine and Subordinated Debt | NG 222
Loan origination/direct lending |G 19%
Performing Credit | I 179
Commercial Real Estate Loans | I 10%
Equity Tranches of CLOs |G 10%
Debt-like preferred investments | NN 10%
Litigation Claims | I 6%
Energy Investments [N 4%
Special situations [N 4%
Trade Claims [ 3%
Residential Credit [l 3%
Venture W 1%
Other* NG 13

The calculation represented above are the strategies selected by each new fund structure/fund launch. Each team was given the opportunity to
select more than one response, therefore, percentages may not sum to 100%.

Credit derivatives include various instruments and techniques designed to separate and then transfer credit risk (i.e. credit default swaps, total return
swaps and collateralized debt obligations).

*Other represents ESG investments or emerging markets, special purpose acquisition companies (SPACs), government issued, and equity.
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Close ended funds lifecycle

Term of the fund before any extensions

38% 20% 9%

| | | |
5 years or less 6 years 7 years 8 years 10 years Over 10 years
How many times can the term be extended? How many years can the term be extended for, in
total?

3 or more 1 extension Over 3 addiitonal Upto1
extensions 32% years additional year
15% 12% 26%
Upto3
additional
years @ g
15% Up to 2
addiitonal
years
47%

2 extensions
53%

Respondents reported that all new funds allow for extensions. 91% of the new funds have terms that can be
extended at the discretion of the GP/Manager. The remaining 9% of participants note that terms can only be
extended with investors consent. Most closed-end funds exist for much longer than the term defined in the
governing documents due to the use of these extensions.
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Management fees

Management fee rate for new funds

32%
24%
18%
109
N 9%
6%
1%
I
0.50% 0.75% 1.00% 1.25% 1.50% 1.75% 2.00%

Management fee rates for new funds continue to be lower than the previously standard 2% rate.

In addition to traditional management fees, some new funds collect a unitary fee (or otherwise
retain a portion of the admin fee).
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Management fees

Based on terms of the governing documents, are fees charged uniformly,
or discounted for certain investors?

Step-down for higher
commitments
21%

Uniform for all
investors
79%

Although step-downs for early-
close investors has existed in
the past, there are no new
funds in the current year
where early-close investors
received a discount.

According to survey

participants, 74 % of fund
structures do not have a policy
around impairment whereby
impaired investments are
removed from the
management fee base.

For fees that are discounted in the previous question, what is the “discount” compared to

the base rate?

4%

I -0.125% Discount
I -0.25% Discount
[ -0.50% Discount

I -1.00% Discount
I Over-1.00% Discount
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Management fees

Are there management fee offsets for advisory fees paid, transaction fees, or other portfolio
company expenses?

Yes
46%

No
54%

99% of survey participants responded that the management fee for new credit funds is
structured as a fee. The remaining 1% responded that the management fee is structured as a
capital allocation (e.g. GP Share).

Terms of management fee offsets can vary significantly from entity to entity and are typically
detailed in the governing documents. For some funds certain defined costs in excess of a cap will
reduce management fees dollar for dollar. In others, all of those costs could reduce the fee.
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Incentive fees/Allocations

Is the incentive structured as a fee or capital allocation?

Capital
Allocation
71%

No incentive
18%

An allocation generally provides a favorable tax result for the general partner by way of allocated long-term capital
gains. Under current tax rules, an allocation may also benefit limited partners because it allocates income to the
general partner in lieu of an incentive fee which may be an expense that is non-deductible. Certain types of credit
funds, such as those engaged in a lending business, may utilize a fee instead of an allocation as income and
expenses are derived from a trade or business and are therefore generally treated as ordinary business income
and expenses.
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Incentive fees

What is the incentive/carry rate?

39%

34%

18%

5%
3%
1%

Less than 10% 10% 15% 17.50% 20% Over 20%

Investors have put significant downward pressure on traditional industry pricing in
recent years. As a result, more than half of the population now charges an incentive
fee less than the historically traditional 20%.
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Incentive fees/Allocations

What is the preferred return hurdle for the incentive fee/allocation?

46%

13% 13%
10% 9%
6%
- -
No Hurdle Less than 5% 5% 6% 7% 8% Over 8%

38% of survey respondents with a hurdle rate in place had an incentive fee of 15%. An
additional 37% of participants with a hurdle rate had an incentive fee of 20%.
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Capital terms

For Open-End Funds, with what frequency is liquidity offered?

64%

28%

4%
N o%
Monthly Quarterly Semi-Annually Annually

*Other represents open liquidity, where investors are free to invest/divest at their discretion.
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4%

*Other
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Capital terms

Is recycling of capital allowed?

Asset & Wealth Management Benchmarking Insights | Alternatives
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Do the governing documents require PCAPs?

Are there side-pockets?
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Other new fund terms

Are there required periodic distributions of income?

Semi-Annually
1%

Quarterly
19%

20% of survey respondents have required periodic distributions of income. After the initial
investment period has expired and the GP is not reinvesting proceeds, the funds make periodic
distributions of income/principal received.
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Capital terms

Are investor interests into the fund structured as debt or equity?

Equity and Debt
4%

Although investments are by and large structured as equity, 4% of respondents have structured the
investor’s interest into the fund as both debt and equity, with debt taking the form of promissory
notes.
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New fund leverage

How is leverage employed?

No Leverage Credit facility

36% 36%
Derivatives Margin
16% 12%

64% of new funds have leverage that is employed through derivatives, credit facility, and
margin. Private, closed-end funds tend to use credit facilities while more liquid funds use more
margin.
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New fund leverage

Is leverage allowed by the governing documents?

Leverage, no limit specified

Leverage, specified 26%

No leverage allowed 9%

65% of those that allow leverage have no limit, and 26% limit it, generally to 1.5x-2x total
assets or capital commitments.
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65%
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New fund leverage

For credit facilities arrangements, what is the term of the facility?
57%

16%
9% 9%
R
I ] I
No expiration 0-1 year 1-2years 2-3years 3-4years 4-5years Over 5 years

For credit facilities arrangements, is there a separate agreement by fund or a multi-fund agreement?

For certain multi-fund

Single agreement by Multi-fund
1éu8r;/d arrangement arrangements, the fund may enter
6 12% into an assignment and security

agreement to join the borrowers
under the line of credit. There is
generally no cross
liability/recourse across the fund.
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New fund leverage

Is leverage at the fund level or SPV/HoldCo?

Fund Level
88%

HoldCo
8%

Financing at the fund level provides for optimal flexibility in directing funding where needed. When financing
investments which are engaged in a trade or business, borrowing at the fund level may be beneficial from a tax
perspective and the business interest expense limitation. Certain investors may experience adverse tax
consequences from financing of investments, so structuring may be required.
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New fund investor information

Which of the following types of investors make up the overall investor base for new funds?

21%
15%
13% ’
11%
7%
’ 5%
=~ 1 -
I
Fund of Internal Sovereign  Financial Insurance Endowments Pensions
Funds Wealth Institutions companies
Funds
Are investors Domestic or Foreign?
Foreign Domestic
38% 62%

Asset & Wealth Management Benchmarking Insights | Alternatives
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26%

High Net
Worth
Individuals
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Use of service providers

4%
8%

Use of Service
Providers by
functional area:

I 0 service providers used

I 1 service provider used

- 2 service providers used
- 3 service providers used
- 4 service providers used
[ 5 service providers used

B 7 service providers used

10+ service providers
used

*Data is based at the advisor level
Prime Administrator Legal Transfer Agent

Broker/Custody
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New fund tax & ECI considerations

What type of fund structure or lending alternative is used to manage effectively connected income
(ECI)?

Limited/de minimis lending

activities (no USTB) 37%

Leveraged C-corp blockers or

separate SPVs 23%

Horizontal season & sell /

0,
third party seasoning 20%

Vertical season & sell via

FinCo 13%

Treaty/independent agent

0,
structures %

The fund structure or lending alternative employed will depend on factors such as investor base, tax cost, and level
of complexity. The leveraged C-corp structure has the highest tax drag but lower relative complexity, while the
other strategies are more complex but have a lower tax cost.
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New fund tax & ECI considerations
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4.,

Expect to be in a trade or
business of trading, or a
business of lending.
Generally, trading funds do
not exclusively invest in
credit.

0%

Have not made a determination
yet on how they expect to be
treated for US Federal Income
Tax Purposes.
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PwC contacts

Joe Wiggins

Partner - Assurance

Global Alternative Funds Leader
joe.wiggins@pwc.com

Allen Minzer
Partner - Assurance
allen.h.minzer@pwc.com

Adam Cunningham
Director - Assurance
adam.b.cunningham@pwc.com

Jackie Burnett
Senior Manager - Assurance
jacqueline.burnett@pwc.com

Ellie Burns
Senior Manager - Assurance
elizabeth.c.burns@pwc.com

Jason Baker
Partner - Tax
jason.m.baker@pwc.com

Mike Katz
Director - Tax
michael.katz@pwc.com

Aaron Lebovics

Director - Tax
aaron.lebovics@pwc.com

US_AWM-Benchmarking-Insights@pwc.com
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