Investment Grade Private Credit:
The Basics

A large and stable market

Investment grade private credit (PCIG) is a $1 trillion market used by nearly all life insurers and about half of pension
funds as a substitute for IG corporate bonds to enhance diversification and yield. PCIG lending generally falls into
three categories: corporate, infrastructure and asset-based finance.

How corporations borrow

Type Market (bn) Covenants Secured Flexible Liquid Avg issue (mn)
IG corporate bonds Public $5,700 No Varies No Yes $1,250
Below |G bonds Public $1,700 No Varies No Yes $750
E;ﬁgf’c';’te S loan Private $1,400 Light Yes No Yes $550
IG private credit Private $1,000 Heavy Yes Yes Yes $370
Middle market Private $500 Varies Yes Yes Varies Varies*

direct lending

As of 09/25/24. Source: Debtwire, Fitch, Morningstar, CDLI, BoA, Voya IM estimates. *The middle market is extremely heterogeneous but can be broken out into lower
(tranche sizes < $100mn), core middle market ($100-500mn) and upper middle market (> $500mn).

Higher yields, lower credit risk

Of all the ways to loan long-term money to corporate borrowers, PCIG has historically been one of the least risky—
loss ratings for BBB+ private placements are equivalent to higher-rated (A) public bonds. Investors have taken on less
risk by adding PCIG to fixed income portfolios, while getting a roughly 100 basis point yield premium to equivalent
public corporate bonds (including the spread and any back-end prepayment or amendment income).

PCIG offers higher yield and a better historical loss rating than equivalent corporate bonds

Average spread to Treasuries
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As of 09/25/24. Source: Standard & Poor’s, Morningstar, BoA, CDLI, Society of Actuaries, Voya IM estimates. Average annual credit loss and average spread over risk free are
measured over the 18-year period 01/01/05-12/31/22; spreads are tighter across the board at present.
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Covenants help mitigate potential risks

A big reason why PCIG has historically been good at protecting against loss is its heavy emphasis on covenants.
Covenants are safeguards above and beyond securing debt on an asset! They’'re meant to alert investors quickly
in the event of an adverse turn in the company, but they also provide opportunities for non-coupon income, such
as amendment fees, waiver fees, rate bumps and make-whole premiums.

Covenants help protect PCIG lenders and provide opportunities for non-coupon income

Covenant type Private credit covenant Likelihood of inclusion
Capital structure protection Liens
Priority debt

Sale of assets
Most favored lender
Financial Leverage or DSCR test
Interest/fixed coverage
Net worth
Event risk Merger
Restrictions on distributions
Change of control

Non-payment cross default or
acceleration

Frequent Semi-frequent Less frequent

Private placements offer valuable benefits to borrowers

Borrowers choose PCIG—which is more restrictive and expensive than either the public markets or the
syndicated bank loan market—for three main reasons. 1) Confidentiality: Private companies want to keep their
financials private, whether it’s a 100-year-old candy company or a new corporation created to hold the assets a
public company is shedding in a sale and leaseback. 2) Creativity: The PCIG market will do non-standard tenors,
delayed draws, custom amortization schedules, and highly complex legal and analytical work on asset-based
finance that the public market and most banks won’t do. 3) Resilience: The private market stays open when
public markets are in turmoil. Growth in PCIG issuance broadly tracks U.S. M&A growth, and generally rises in
response to bank regulation—when banks have less capital to lend, the PCIG market steps up.

High demand can limit buying into PCIG deals...

85% of PCIG deals are agented, and unlike the middle market, there is no yield differential between agented and
direct deals. The typical PCIG deal is about $370 million across 12 participants.? These investors almost never get
the full allocation they want, so they follow the credit actively and look to buy more if it becomes available. Thus
there is plenty of sell-side liquidity, because demand for PCIG outstrips supply.

...But creates liquidity to sell out of them

There is a steady $4 billion of secondary PCIG trading volume a year, dominated by a handful of specialist firms,
versus $70-80 billion of annual new issuance.® Secondary market volumes aren’t larger because the pension

funds and insurance companies who are the main investors in PCIG are happy to sit on their holdings for as long as
possible and quietly outperform the benchmark. The driver of secondary PCIG volume tends to be M&A activity—firms
selling or transferring entire portfolios post acquisition—or accounting and tax trades.

"Read more: our Guide to Investment Grade Private Credit. This piece was distilled from our Private Credit Insights 3Q newsletter.
2As of 09/25/24. Source: Voya IM estimates.
3Secondary market annual trading volume: estimates from StoneCastle Securities and Voya IM.


https://institutional.voya.com/insights/education/guide-investment-grade-private-credit
https://institutional.voya.com/insights/investment-insights/private-credit-insights-3q24-what-people-get-wrong-about-private
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PCIG’s attractive spread over public puts it in high demand from insurance and pension investors
Public vs. private |G spread to Treasuries (basis points)
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As of 09/30/24. Source: BofA. A typical investment grade private credit portfolio is 30-40% NAIC 1 placements and 60-70% NAIC 2.

Voya is a leader in private credit

Voya has been an active investment grade private credit lender for over two decades and is the largest private credit
manager of third-party insurance assets.* Our selectivity, size and reputation also mean that we have consistently
achieved above-average spreads on deals.

For clients, this means we can provide better allocations across more deals from more sources than most of our
peers. We have extensive experience working with clients new to the PCIG space as well as with seasoned PCIG
investors seeking a more personalized experience along with better deal flow and allocations.

“Clearwater Analytics, Insurance Investment Outsourcing Report, 2023 and 2024.

A note about risk

The principal risks are generally those attributable to bond investing. Holdings are subject to market, issuer,
credit, prepayment, extension and other risks, and their values may fluctuate. Market risk is the risk that
securities may decline in value due to factors affecting the securities markets or particular industries. Issuer
risk is the risk that the value of a security may decline for reasons specific to the issuer, such as changes in its
financial condition.

Past performance does not guarantee future results. This market insight has been prepared by Voya Investment Management for informational purposes.
Nothing contained herein should be construed as (i) an offer to sell or solicitation of an offer to buy any security or (ii) a recommendation as to the advisability

of investing in, purchasing or selling any security. Any opinions expressed herein reflect our judgment and are subject to change. Certain statements contained
herein may represent future expectations or other forward-looking statements that are based on management’s current views and assumptions and involve
known and unknown risks and uncertainties that could cause actual results, performance or events to differ materially from those expressed or implied in such
statements. Actual results, performance or events may differ materially from those in such statements due to, without limitation, (1) general economic conditions,
(2) performance of financial markets, (3) interest rate levels, (4) increasing levels of loan defaults, (5) changes in laws and regulations and (6) changes in the
policies of governments and/or regulatory authorities. The opinions, views and information expressed in this commentary regarding holdings are subject to
change without notice. The information provided regarding holdings is not a recommendation to buy or sell any security. Fund holdings are fluid and are subject to
daily change based on market conditions and other factors.

Notice to qualified Canadian recipients: Voya Investment Management Co. LLC (“Voya IM”) is relying on an exemption from the adviser registration requirement
contained in section 8.26 of NI 31-103 in the provinces of Ontario, Québec and Nova Scotia. Please note that: (i) Voya IM is not registered in Ontario, Québec or Nova
Scotia to act as an adviser, (i) Voya IM’s principal place of business is located in the City of New York, N.Y., U.S.A., (iii) all or substantially all of Voya IM’s assets may
be situated outside of Canada, (iv) there may be difficulty enforcing legal rights against Voya IM because of the above, and (v) Voya IM has appointed McMillan LLP
as agent for service of process in Ontario (c/o Leila Rafi, Brookfield Place, 181 Bay Street, Suite 4400, Toronto, Ontario M5J 2T3) and Québec (c/o Enda Wong, 1000
Sherbrooke Street West, Suite 2700, Montreal, Québec H3A 3G4), and Stewart McKelvey as agent for service of process in Nova Scotia (c/o Marc Reardon, Queen’s
Marque, 600-1741 Lower Water Street, Halifax, Nova Scotia B3J 0J2).
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