Private Credit
In Asia Pacific

Opportunities for Diversification
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Private markets has experienced tremendous
growth in the last five years globally.
Despite the pandemic, investors continued
to confidently allocate their assets in

this sector. However, due to the changing
geopolitical environment and recent rate
hikes, private equity and venture capital
valuations are showing early signs of stress.

As investors seek returns and diversification,
they are increasingly investing private

credit — a common trend also seen in Asia.
We hosted a roundtable to analyze the
current macroenvironment and discuss the
opportunities for investing in the private
credit market in Asia.
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Eric: Following COVID-19, geopolitical tensions
worldwide, and rate hikes triggered by the

FED, there's a lot of uncertainty in the markets.

What is your view on the macroenvironment
and how has it helped shape private credit as
a strategy?

Wee Yap: The availability of capital in private
credit in Asia has generally been much lower
compared to the United States and Europe,

so Asia remains a good place for private credit
as there's much less competition. Pricing in
Asia, in general, is also much higher. As Asia is
much more complex environment because it's
not a homogeneous market, the investment team
needs to have deep, local knowledge and the
right connections to be able to select the right
borrower. Plus, the ability to perform effective
due diligence, whether commercial, financial and
legal, and craft a deal structure that works in
that specific context. Today, lenders have much
stronger negotiation power as the capital market
is essentially shut down.
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Secondly, banks are more cautious and tightening
up their credit, and willing to sell with a discount
to offload risk to other lenders. We are likely to
see more distressed deals in the market, given the

increasing interest rates and currency volatilities.

Nitish: Taking a bigger overview in terms of
how we are seeing the trend among investors -
institutional investors — and how they are looking
at Asia compared to North America and Europe,
they are seeing more relative value in Asia.
Competition has gone up both in the US and
Europe over the last few years. On top of this,
many of the large institutional investors have
very little exposure to Asia, so it also becomes
a diversification play for them, taking some risk
away from North America and Europe. We are
seeing large, sophisticated investors enter the
Asia private debt market. The time has come for
Asian private debt to really grow and take its
rightful place.



It's a growing practice that credit
strategies are able to generate alpha.
Focusing on the investor side, how are
you differentiating yourselves, and from a
fundraising perspective, how easy was this,

considering the current environment?

Nitish: One of the key issues is that the Asian
private debt market is not well researched,
compared to the US and Europe; the consultants/
analysts can get a lot more capital to work with
in these regions, as Asia has been relatively
small. Second, we don't have any proper market
benchmarks to really benchmark performance.
As more research comes in, this would make
things easier for the investors. On the performing
credit side, there is also a short track record
unlike some other markets. Investors typically
want to see 15-20 years through the cycles.

To differentiate ourselves, we are totally focused
on performing credit, and we are one of the few
regional players to provide these services, that
helps us to position ourselves better.

This also helps us on the sourcing side, as we
are not seen as a distressed player. We think it's
a much better place to be in and are optimistic
about future prospects of performing credit.

Wee Yap: We have the ability to tap into
Temasek's vast network to source a much
more robust proprietary deal flow, so that

we tend to be the sole lenders or the anchor
lenders. Additionally, when we conduct our
due diligence on a company, we can get access
to our Group's broader operating companies
that are operating in that country and get
on-the-ground information in real time.

Through this network, we have been able to
find suitable opportunities even during Covid-19,
keep a steady pace of investment, and generate
a good superior risk-adjusted return. This helps
us to continuously be in the market to source
deals and execute, positioning us as a first port of
call with borrowers or intermediaries due to the
availability and continuity of capital availability.

Asian credit markets behave quite
differently to credit markets in the US and
EMEA. Deals tend to be sourced using bank
syndication desks and are on balance sheet.
Generally, Asian Credit is harder to measure
because issuers don't like to sell down on
the secondary. So, when you think about deal
sourcing and deal origination, what are some
of the challenges that you face? And how do
you factor these considerations into your
portfolio construction?

Nitish: We're a big believer in a regional
platform and investing regionally, rather than
being a country-specific platform, whether
it's Australia, China, India, or Southeast Asia —
we have about 60 percent invested in India and
Southeast Asia. As we focus on medium-term
loans, we don't go beyond a five-year strategy
as the risk becomes too high. As Asia is not

a homogeneous market, there are different
legal systems, regulatory approvals and
security packages, so the focus is on what
works, country-by-country. Execution times
are longer due to cross-border jurisdictions
involved, which adds to the deal complexity.

In Asia, it's bespoke and customized, so that
obviously needs more resources, longer time

to execute, and is more complex.



Wee Yap: On constructing our portfolios,

we focus on each specific transaction, look into
the credit fundamentals of borrowers, as well as
ESG factors to make sure that they pass certain
ESG metrics. We develop a core underwriting
thesis for these transactions, and figure a way
to verify or test the thesis. Due diligence
processes are putin place to cover the
commercial, financial and legal sides as well

as looking for downside protections against

the identifiable and potential risks. Plus, we
craft a deal structure to make sure that all the
elements needed are put into a tight framework
and include a post-deal monitoring process
with borrowers. For portfolio construction,

we aim to diversify, ensuring that no single
country/industry becomes too large in the
portfolio. In general, a transaction in Asia in
terms of investment, from maturity to exit,
typically has a two-year timeframe.

From an investor point-of-view, looking
into private credit, what are the kind of
misconceptions you've had to deal with during
the course of fundraising?

Wee Yap: One common perception is that private
credit return should be lower than private
equity fund return. We found that we actually
outperformed quite a lot of global private
equity fund during benchmarking exercise.

In general, the return generated in Asia has
been much higher than the US and European
market. Many people think that Asia is a
developing market, so the risk is higher.

However, Asia is a fragmented market. If you
understand the market, find the right partners,
put in a deal structure that makes sense,
understand the regulatory, a relevant enforcement
mechanism - and put all these elements upfront
into the deal to protect yourself and the principal —
the risk is manageable.

Nitish: Investors have a big misconception

that Asia is very risky. Yes, there are more
distressed special situations, where risks

are higher, but there also lower-risk pockets
where you can do direct lending, where risk

is more manageable. Asia has also changed

a great deal. Since the Asian financial crisis,
economies are now bigger, robust, and
diversified. Many countries have taken significant
steps to improve their legal frameworks,

making it easier for creditors to enforce, in terms
of certainty of judgments, and the timetable in
which the judgments can be delivered. This has
helped improve our position as creditors.

Due diligence processes are put

in place to cover the commercial,
financial and legal sides as well as
looking for downside protections
against the identifiable and
potential risks.



In private equity, direct access remains
a challenge. What should investors, or those
who haven't invested in private equity before,
look out for?

Wee Yap: First, it's the track record of the
fund and consistencies over a business cycle -
not just good times, but bad times as well.
Second, it's trying to identify team members
that contribute to the historical track record
and the stability of the team’s composition

to make sure that the underwriting thesis
can continue. Finally, look at the team’s
ability to manage weak or non-performing
investment — have they followed it up closely,
been timely and taken effective actions to
manage debt situations?

Nitish: One of the key factors for our success

is sourcing. A team that has sourcing networks
will have stronger deal flows, and will do better.
Local knowledge is also very important, as what
may work on paper may not work in practice.

A lack of investment discipline — the pressure to
deploy capital, do things that are on the edge -
can lead to a slippery slope. Finally, it's all
about numbers, as they speak for themselves.

Thank you Nitish and Wee Yap for
your time and valuable input. It was a very
interesting discussion which | am confident
will resonate with investors.
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The material presented herein is for informational purposes
only. The views expressed herein are subject to change based
on market and other conditions and factors. The opinions
expressed herein reflect general perspectives and information
and are not tailored to specific requirements, circumstances
and / or investment philosophies. The information presented
herein does not take into account any particular investment
objectives, strategies, tax status or investment horizon. It does
not constitute investment research or investment, legal, or tax
advice and it should not be relied on as such. It should not be
considered an offer or solicitation to buy or sell any product,
service, investment, security or financial instrument or to
pursue any trading or investment strategy. It does not constitute
any binding contractual arrangement or commitment of any
kind. State Street is not, by virtue of providing the material
presented herein or otherwise, undertaking to manage money
or act as your fiduciary.

You acknowledge and agree that the material presented
herein is not intended to and does not, and shall not, serve as
the primary basis for any investment decisions. You should
evaluate and assess this material independently in light of
those circumstances. We encourage you to consult your tax or
financial advisor.

All material, including information from or attributed to
State Street, has been obtained from sources believed to be
reliable, but its accuracy is not guaranteed and State Street does
not assume any responsibility for its accuracy, efficacy or use.
Any information provided herein and obtained by State Street
from third parties has not been reviewed for accuracy. In addition,
forecasts, projections, or other forward-looking statements
or information, whether by State Street or third parties, are
not guarantees of future results or future performance, are
inherently uncertain, are based on assumptions that, at the
time, are difficult to predict, and involve a number of risks and
uncertainties. Actual outcomes and results may differ materially
from what is expressed herein.

The information presented herein may or may not produce
results beneficial to you. State Street does not undertake and is
under no obligation to update or keep current the information or
opinions contained in this communication.

To the fullest extent permitted by law, this information is
provided “as-is” at your sole risk and neither State Street nor
any of its affiliates or third party providers makes any guarantee,
representation, or warranty of any kind regarding such
information, including, without limitation, any representation
that any investment, security or other property is suitable for
you or for others or that any materials presented herein will
achieve the results intended. State Street and its affiliates and
third party providers disclaim any warranty and all liability,
whether arising in contract, tort or otherwise, for any losses,
liabilities, damages, expenses or costs, either direct, indirect,
consequential, special or punitive, arising from or in connection
with your accesstoand/oruse of theinformation herein. Neither
State Street nor any of its affiliates or third party providers shall
have any liability, monetary or otherwise, to you or any other
person or entity in the event the information presented herein
produces incorrect, invalid or detrimental results.

To learn how State Street looks after your personal data,
visit:  https://www.statestreet.com/utility/privacy-notice.html.
Our Privacy Statement provides important information about
how we manage personal information.
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