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A Primer for Investors

What should investors know about private credit markets and direct lending? Here’s a quick guide.
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Private credit is one of the fastest-growing parts of the investment world (see Figure 1)—and we think it’s easy to see why. The
asset class has become a go-to option for investors looking for higher income, more diversification, and less market “noise” —that
is, the prices of privately issued loans are not marked daily, so there is often less day-to-day pricing variation than is commonly
seen in other asset classes.

Figure 1. The Private Credit Market Has Grown in Size and Prominence

Data for various components of the U.S. leveraged finance market for the calendar years 2010-2024
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Source: PitchBook as of December 31, 2024. Most recent full year data available. The historical data are for illustrative purposes only and do not represent
any specific portfolio managed by Lord Abbett or any particular investment.
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So, what exactly is private credit? Private credit, at its core, involves lending capital directly to businesses outside of traditional public
markets—meaning these loans are not bought or sold on an open exchange. Instead of relying on banks as intermediaries or
investing in public bonds, investors in private credit act as direct lenders, extending financing to companies in need of capital.

The landscape of private credit has evolved significantly in recent years. While it originally referred mainly to direct lending—typically
to mid-sized, privately held companies —the term has broadened to encompass a diverse range of strategies. Today, private credit
includes corporate direct lending, asset-based finance (where loans are secured by company assets), infrastructure debt, select
segments of structured finance, and private real estate debt.

Despite this diversity, several characteristics unite these strategies. Private credit investments typically offer higher yields compared
to their public market counterparts, largely because investors are compensated for taking on lower liquidity —meaning these loans
can’t be easily traded or sold. Additionally, their values tend to fluctuate less dramatically from day to day, offering a degree of price
stability. Direct lenders also play an active role in the lending process, including the origination of the investment, due diligence, and
tailoring of the loan for the specific needs of the borrower.

This recent expansion of the term “private credit” reflects the growing importance and versatility of the asset class. Still, direct
lending to middle-market companies remains the foundation of private credit and will be the central focus of our discussion.

How does private credit compare to high yield corporate bonds or
broadly syndicated loans?

Investors have long relied on traditional public leveraged credit vehicles, such as high yield corporate bonds and broadly syndicated
loans, as a way to receive income. But given the historical characteristics of private credit, investors are increasingly looking at the
asset class as an alternative, for a few key reasons:

1. Higher spreads

Private credit loans often pay more than public loans of comparable credit quality, sometimes yielding 2% to 4% more.
That’s largely because they’re less liquid (you can’t buy and sell them every day), and the terms are negotiated deal
by deal.

2. Better protections for investors

Since the loans are private, lenders can build in stronger protections—things like financial covenants, collateral, and
reporting requirements—that can help reduce losses in the event of a default.

3. Potential protection against rising rates

Most direct loans have floating interest rates, which adjust with the market. That means they can help protect portfolios
when rates rise, unlike most traditional bonds with fixed coupons.

4. Lower volatility

Private credit isn’t priced on a screen every day, so it avoids the daily ups and downs you often see in public markets.
That helps create more stable principal values.

5. Effective diversification

Because private credit doesn’t move in lockstep with stocks or traditional bonds, it can potentially offer a smoother ride
across market cycles.
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What is direct lending, and how does it fit in with private credit investing?

The heart of private credit today is direct lending—where a fund or manager makes a loan directly to a company on a first-lien,
senior secured basis. These loans are typically made to privately owned businesses and are often first in line to get paid back in the
case of a default.

Borrowers use the money for things like buying another company, refinancing debt, or expanding operations. Many are backed by
private equity firms, though not all.

Direct lending offers investors the potential for:

e Higher yields than similar public investments

Floating interest rates

Stronger lender protections

Custom deal structures

What are the main categories of direct lending in private credit?
The direct lending universe is broad. Here are the main categories:
1. Large cap/upper middle market

These are loans to large companies (over $100M in EBITDA), often backed by large private equity firms. These are usually very
competitive, with tighter pricing and fewer protections for lenders.

2. Lower middle market

These loans are extended to smaller businesses (typically $10M-$25M in EBITDA). Loans here can offer higher yields but come
with more execution risk and less financial stability.

3. Core middle market

This space—mid-sized companies with $25M-$100M in EBITDA —tends to offer a strong balance of return, risk, and deal
quality. It's often overlooked by the biggest funds and is less risky than the smallest companies, which we believe makes it a
compelling place to invest.

LOWER MIDDLE MARKET CORE MIDDLE MARKET UPPER MIDDLE / LARGE

EBITDA Range $10 - $25mm $25-$100mm $100mm-+

Most Strict Strict Least Strict / Limited

Spread Higher Higher High

Investment Universe Expansive Expansive Limited

Source: Lord Abbett. The EBITDA ranges, covenants, spread, and lenders for the Lower, Core, and Upper middle markets are estimates and for illustrative
purposes only
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Why is private credit growing in popularity?
Institutional investors have been increasing their private credit allocations for over a decade. That's because the asset class offers
the potential for:

e Income: Attractive yields compared to public markets

e Stability: Less volatility and mark-to-market pressure

e Top of the capital structure: Loans are often senior secured, meaning better recovery in a default

¢ [ow interest-rate sensitivity: Floating rates help in rising-rate environments

¢ Diversification: Returns for private credit investments don’t always move with the broader market

What are some of the potential risks to consider when investing in private credit?

As we have discussed, private credit offers several potential advantages, but there are some potential risks that should be consid-
ered. These include illiquidity, since loans are typically held for years without a secondary market to trade them in, and limited
comparability for certain loans and loan types due to bespoke (i.e., customized) deal structures. Additionally, outcomes can vary
widely depending on manager skill, making due diligence and underwriting discipline critical in the private credit space.

What are the key takeaways for investors considering private credit?

Private credit, and direct lending in particular, is becoming a core part of many investor portfolios. It offers the potential for high,
consistent income, especially in times of market uncertainty. But it's not just about the headline yield, the diversification benefits
alongside high yield, broadly syndicated loans, and even equities make it a great complementary strategy.

To us, the core middle market stands out as a compelling opportunity. It’s big enough to offer scale and reliability, but not so large
that deals become commoditized. For investors looking to add floating-rate income, portfolio stability, and real credit diversification,
this is a space worth watching.
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Glossary of Terms

Direct lending is a type of private credit strategy that makes direct, illiquid
loans to middle market companies outside of the traditional banking system.

EBITDA (earnings before interest, taxes, depreciation, and amortization) is a
metric used to evaluate a company’s operating performance.

A first lien (or first mortgage) refers to the primary loan secured by the
borrower’s assets, giving the lender the first claim on the asset’s proceeds in
case of default.

Lending protection refers to measures taken by lenders to mitigate the risk
of borrower default on loans. This can involve various strategies, including
financial covenants, collateral, and financial reporting requirements.

Liquidity: Daily liquidity vehicles, like mutual funds, allow investors to buy or
redeem shares at the end of each day’s net asset value (NAV). A quarterly
liquidity vehicle refers to an investment structure that offers investors the
opportunity to redeem their shares on a quarterly basis. Highly illiquid
investments, such as Limited Partnerships (LPs) or private funds, may
require investors to wait for a specific event or a longer period to exit their
investment.

Private credit refers to privately negotiated loans between a borrower and a
non-bank lender.

A senior secured loan is a type of debt financing where the lender has a
priority claim on a borrower’s assets in case of default. These loans are
considered “senior” because they rank higher in the capital structure than
other debts, meaning the lender is paid back first if the borrower experiences
financial distress.

Yield is the income returned on an investment, such as the interest received
from holding a security. The yield is usually expressed as an annual
percentage rate based on the investment’s cost, current market value, or
face value.

Important Information

The information contained herein is provided by Lord, Abbett & Co. LLC
(“Lord Abbett”). Lord Abbett is a registered investment adviser under the
U.S. Investment Advisers Act of 1940 (the “Advisers Act”), as amended, and
is subject to the Advisers Act rules and regulations adopted by the U.S.
Securities and Exchange Commission (‘SEC”). Registration with the SEC
does not imply a particular ability or training. Lord Abbett is a global asset
manager with headquarters in Jersey City, New Jersey.

Certain information provided in the material has been obtained from third
party sources and such information has not been independently verified by
Lord Abbett. No representation, warranty, or undertaking, expressed or
implied, is given to the accuracy or completeness of such information by
Lord Abbett or any other person. While such sources are believed to be
reliable, Lord Abbett does not assume any responsibility for the accuracy or
completeness of such information. Lord Abbett does not undertake any
obligation to update the information contained herein as of any future date.

Certain information contained in the material constitutes “forward-looking
statements,” which can be identified by the use of forward-looking
terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “project,”
“estimate,” “i ” “continue,” or “believe,” or the negatives thereof or
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intend,
other variations thereon or comparable terminology. Due to various risks and
uncertainties, actual events, results or actual performance may differ
materially from those reflected or contemplated in such forward-looking
statements. Nothing contained in the material may be relied upon as a
guarantee, promise, assurance or a representation as to the future.

Market forecasts and projections are based on current market conditions
and are subject to change without notice. Projections should not be
considered a guarantee.

Past performance is not a reliable indicator or guarantee of future
results. All investments involve risk, including the loss of capital.
Investments are not guaranteed by Lord Abbett, its affiliates, or any
governmental agency.

The views and opinions expressed are those of the Lord Abbett author as of
the date of the material, and do not necessarily represent the views of the
firm as a whole. Any such views are subject to change at any time based
upon market or other conditions and Lord Abbett disclaims any responsibility
to update such views. References to specific asset classes and financial
markets are for illustrative purposes only. This material is not intended to be
relied upon as a forecast, research or investment advice. Neither Lord Abbett
nor the Lord Abbett author can be responsible for any direct or incidental
loss incurred by applying any of the information offered.

The information in this material does not constitute a distribution, an offer, an
invitation, a personal or general recommendation or solicitation in any
jurisdiction. This material has not been reviewed or approved by any
regulatory authority in any jurisdiction.

None of the information provided should be regarded as a suggestion to
engage in or refrain from any investment-related course of action as neither
Lord Abbett nor its affiliates are undertaking to provide impartial investment
advice, act as an impartial adviser, or give advice in a fiduciary capacity.

Mentions of specific companies are for reference purposes only and are not
meant to describe the investment merits of, or potential or actual portfolio
changes related to, securities of those companies.

Unless otherwise noted, all discussions are based on U.S. markets and U.S.
monetary and fiscal policies.

This material may not be reproduced in whole or in part or any form without
the permission of Lord Abbett.
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