o goom 52638

I

BARINGS oual Jabom g S.21BT

B8, 736K i 16.92M AT9B T

PRIVATE CREDIT

Broadening ACCESS 1.445M —67.633M 15587
to Private Assets: B o psos;
Regulatory Wrappers e,

Unwrapped

INSIGHTS

The number of regulatory wrappers is growing as

access to private assets broadens. When presented with

different options, there are a number of considerations

to keep in mind.

‘ @ Jake Williams
-
' Senior Director, Product Strategy

-

=)

Arthur Thomson

Associate Director, Product Strategy

April 2023 1



Investing in private assets is an area of the asset management industry that continues to
gather momentum from investors, managers, technology providers and regulators alike.
This trend has been borne out of the increasing allocation from institutional clients, and
more recently from the growing interest among wealth and defined contribution (DC)
investors. At the end of 2020, total AUM for private markets stood at USS8 trillion.* While
this is largely held by institutional investors (91% for private equity), individual investor
participation is anticipated to grow significantly in the coming years, driven by wealth,
retail and DC investors.

While investors seek to understand and educate themselves on the merits of the different
private asset classes available to them, regulators are trying to support this endeavor through
the creation and evolution of different regulatory frameworks to improve accessibility to
these asset classes while at the same time trying to mitigate the inherent liquidity challenges
given the nature of private markets.

This paper looks to identify some of the characteristics and considerations for investors
to keep in mind when assessing the myriad of regulatory frameworks through which they
could access their private asset class of choice.

The Private Assets Landscape

Historically, private assets have been accessed by institutional clients in closed-ended
fund structures whereby the fund is open to subscriptions for a finite period. Following the
initial fundraising phase, the capital is invested for a set time horizon, and at the end of this
period, capital is then returned to investors as assets are realized.

During the initial capital raising period a subscription is made, however, that capital is
not immediately invested, but instead the manager calls the capital from the client as and
when investment opportunities arise—known as the ‘committed capital’ approach. This
has been the primary approach taken by institutional investors and managers during the
initial phase of private asset adoption.

The next phase has seen institutional investors starting to adopt open-ended perpetual
structures, which allows investor capital to remain fully invested once called and provides
more flexible investment horizons. This transition has also been partially driven by the
reduced governance burden associated with approving one fund compared to successive
approvals for closed-ended fund vintages. Like the initial phase, these structures have
typically utilized a committed capital approach. However, investors are able to redeem
during pre-specified windows. The two main redemption approaches are:
« The manager returning capital on a best-efforts basis as and when it is appropriate
« Through a vertical slice/slow-pay, where an investor is allocated a portion of each
holding within the fund and when assets mature, the investor is returned their capital
associated with that specific asset.

1. Source: BCG and i-Capital report. As of March 2022.
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"The next wave of private asset adoption within Europe will be
underpinned by individual investors, who have clear and distinctive
preferences for accessing private assets: open-ended fund structures,

periodic liquidity, and fully-funded subscriptions.”

During these periods, individual investors have primarily accessed private assets
through listed investments. These investments are limited to a smaller and less
diverse pool of assets compared to private funds. They are also exposed to
greater price volatility as the selected listed investments may trade at a discount
or premium to asset value over time based on prevailing market sentiment or
technicals. To the extent an individual investor is classified as a professional
investor, they can access institutional-focused private funds—however, the
mechanics favored by institutional investors do not necessarily align with
individual investor preferences.

Private Assets Adoption by Individual Investors

The next wave of private asset adoption within Europe will be underpinned by
individual investors, who have clear and distinctive preferences for accessing private
assets: open-ended fund structures, periodic liquidity, and fully-funded subscriptions.

Figure 1: Key Fund Attributes
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Source: Barings’ analysis.
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For many individual investors, the U.S. business development company (BDC) is the poster child
for how private asset funds should be structured. BDCs are private credit-focused wrappers that
have experienced significant growth over the past decade (Figure 2). The catalyst for this growth
has been the access it provides to individual investors in a permanent capital vehicle with SEC
oversight, which, due to its Registered Investment Company (RIC) status, provides regular
income distributions in a tax-efficient manner.

Figure 2: BDC Evolution
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Source: Refinitiv BDC Collateral. As of September 30, 2022.

Among perpetual-life BDC managers, there are consistent levers that are used to support easy
access and ongoing liquidity for investors (Figure 3).

Figure 3: BDC Characteristics
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Source: Barings’ analysis.
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Private Asset Orientated Regulatory
Fund Frameworks

As the wave of private assets adoption continues,
regulators in Europe and the UK. are implementing and
evolving regulatory frameworks for fund structures with
the aim of opening private asset classes to individual
investors in a risk-controlled manner.

At the forefront of this wave are four regulatory wrappers,
the EU's European Long-term Investment Fund (ELTIF),
UXK.'s Long Term Asset Fund (LTAF), and Luxembourg's
Reserved Alternative Investment Fund (RAIF) and Part II
UCI. As part of the current focus on individual investors,
there has been a recent uptick in the number of Part

[T UCI private asset funds and ELTIFs launched, while

the RAIF continues to garner widespread adoption by
institutional investors, both as a closed-ended and an
open-ended structure. Given its nascency, only a small
number of LTAFs have been approved by the FCA to-date.

EUROPEAN LONG-TERM INVESTMENT

FUND (ELTIF)

The ELTIF regulation was devised by the EU to encourage
investment in long-term projects and smaller businesses
in need of capital, while also broadening access to private
assets. The regulation allows for the launch of closed-

Figure 4: Regulatory Wrapper Timeline
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ended funds that can target individual investors, utilizing
a pan-EEA retail marketing passport. The regulation was
adopted in 2015, but there have been few launches to-
date due to limitations with the distribution, investment,
and structural requirements. In 2022, the EU proposed
several amendments to make the ELTIF a more attractive
option, with these amendments anticipated to take
effect in 2024. The most significant changes include
aligning distribution to MiFID requirements, broadening
investment jurisdictions and types, and including
additional liquidity mechanisms.

LONG-TERM ASSET FUND (LTAF)

The LTAF is a framework developed by the UK. Treasury
in order to broaden access to private assets. It is an FCA-
authorized wrapper that can take the form of a unit trust,
authorized contractual scheme or investment company
with variable capital. Approved at the end of 2021 and
currently available to professional investors—such as

DC pension schemes—and sophisticated retail investors,
the regulatory wrapper requires an open-ended vehicle
with liquidity characteristics that align with that of its
underlying portfolio investments. Although it is not
currently accessible by all retail investors, like the ELTIF
is, the FCA has been consulting on broadening the
eligible investor base to include retail investors subject to
appropriate investor safeguards.

——

Part Il UCI Law
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ELTIF Regulation
Comes Into Effect

First LTAF Seeks Launched on

Regulator Approval

Consultation Paper

Broadening LTAF Access

RAIF Law Comes
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Approved by U.K.
Parliament

ELTIF 2.0
Approved by
EU Parliament

Source: Barings’ analysis.
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LUXEMBOURG RESERVED ALTERNATIVE INVESTMENT FUND (RAIF)
Since its introduction in 2016, the Luxembourg RAIF has been adopted as one of the regulatory frameworks

BARINGS

of choice for professional investors. To invest via a RAIF, investors must meet the Luxembourg “well-informed

investor” test, which typically requires a minimum investment amount of €125,000. Given these requirements, this

structure may be optimal for entities who qualify as professional investors with a pool of aggregated capital,

such as a private bank with a discretionary mandate from underlying high-net-worth clients, or a family office.

PART Il UCI

A Part [ UCl is an alternative investment fund, with direct oversight from the Luxembourg regulator, the CSSF. It

can invest in a range of asset classes and be sold to multiple client types, subject to any local laws and regulations.

Although it is unable to avail itself of a pan-EEA retail marketing passport like the ELTIF, certain jurisdictions allow

distribution via private placement and the increased investment flexibility may be attractive to investors. As part of

the recent broadening of access to private assets, several asset managers have launched Part II UCI private asset

funds targeting individual investors with periodic liquidity and lower investment minimums in a regulated vehicle.

Each framework has different characteristics, ranging from eligible investor base to investment and liquidity

restrictions. There is no one size fits all solution, and the optimal framework will vary depending on each

investor’'s circumstances.

Figure 5: Features of Private Asset Regulatory Frameworks

ELTIF*
Fund Vehicle
Fund Type Semi open- or closed-ended
Domicile EU member state

Fund Regulatory
Oversight

Member state regulator direct oversight

Investor and Distribution

Investor Eligibility Professional and retail investors

Investment Minimum No regulatory minimum

Distribution Pan-EEA

U.K. and Switzerland via private placement

Investment and Liquidity

Key Investment
Restrictions

Must invest at least 55% in eligible long-
term assets

Leverage must not exceed 50% of NAV
if available to retail investors (100%
otherwise)

Investor Liquidity
Features

Minimum holding period
Redemptions must be limited to % of assets

Can match “transfer out” requests with
“transfer in” requests

Liquidity features expected to align with
portfolio characteristics

Source: Barings’ analysis.

LTAF

Open-ended
U.K.

U.K. regulator (FCA) direct
oversight

Professional and
sophisticated retail investors

No regulatory minimum
U.K.

Switzerland and certain
EEA countries via private
placement

Must invest a majority of its
capital in long-term assets

Fund-level borrowings must
not exceed 30% of NAV

Maximum monthly
redemption frequency with a
minimum of 90 days’ notice

Liquidity features expected
to align with portfolio
characteristics

RAIF

Open- or closed-ended
Luxembourg

Indirect oversight via
AIFM regulator

Professional and “well-
informed” investors

€125,000
Pan-EEA

U.K. and Switzerland via
private placement

N/A

No regulatory
requirements

Part 11 UCI

Open- or closed-ended
Luxembourg

Luxembourg regulator
(CSSF) direct oversight

Professional and retail
investors

Typically €10,000-25,000

Pan-EEA to professional
investors

Retail investors in U.K.,
Switzerland, and certain
EEA countries via private
placement

Maximum leverage of
300% of NAV (50% of
property value for real
estate)

Must offer at least
monthly redemptions if
open-ended

*Based on ELTIF amendments approved by the European Council and the European Parliament and anticipated to come into effect in

the first quarter of 2024.
This is not an exhaustive list of all features for each wrapper.
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It is important that when individual investors and advisors evaluate
private assel funds, they are doing so through the lens of not only what
fund features are important to them, but also what is appropriate for

the unique characteristics of the private asset class of choice.”

Key Takeaway

The current wave of private asset regulatory wrappers has seen the unlocking

of investment opportunities that have been previously inaccessible to individual
investors through open-ended fund structures. Regulators are cognizant of the less
liquid nature of private assets and have been developing ways to encourage access
in a risk-controlled manner.

While there are a burgeoning number of regulatory wrappers looking to broaden
access to private assets, each of the wrappers detailed in this paper allow for the
key features desired by individual investors—principally fully-funded subscriptions
and periodic redemption windows. However, it is important that when individual
investors and advisors evaluate private asset funds, they are doing so through

the lens of not only what fund features are important to them, but also what is
appropriate for the unique characteristics of the private asset class of choice. These
wrappers provide flexibility for designing a fund structure and there is not a one
size fits all approach.
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Barings is a $347+ billion* global investment manager sourcing differentiated opportunities and building
long-term portfolios across public and private fixed income, real estate and specialist equity markets. With investment
professionals based in North America, Europe and Asia Pacific, the firm, a subsidiary of MassMutual, aims to serve

its clients, communities and employees, and is committed to sustainable practices and responsible investment.

IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are
subject to change without notice, dependent upon many factors. Any prediction, projection or forecast is not
necessarily indicative of the future or likely performance. Investment involves risk. The value of any investments
and any income generated may go down as well as up and is not guaranteed by Barings or any other person.
PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio
compositions and or examples set forth in this document are provided for illustrative purposes only and are not
indicative of any future investment results, future portfolio composition or investments. The composition, size of,
and risks associated with an investment may differ substantially from any examples set forth in this document. No
representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes
in the currency exchange rates may affect the value of investments. Prospective investors should read the offering
documents, if applicable, for the details and specific risk factors of any Fund/Strategy discussed in this document.

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its
global affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia

Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring International Investment Limited, Baring
Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset Management (Asia)
Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland Sarl, Baring Asset Management Korea
Limited, and Barings Singapore Pte. Ltd. each are affiliated financial service companies owned by Barings LLC (each,
individually, an "Affiliate”). Some Affiliates may act as an introducer or distributor of the products and services of
some others and may be paid a fee for doing so.

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase

or sale of any financial instrument or service in any jurisdiction. The material herein was prepared without any
consideration of the investment objectives, financial situation or particular needs of anyone who may receive it.
This document is not, and must not be treated as, investment advice, an investment recommendation, investment
research, or a recommendation about the suitability or appropriateness of any security, commodity, investment, or
particular investment strategy, and must not be construed as a projection or prediction.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made

in good faith in relation to the facts known at the time of preparation and are subject to change without notice.
Individual portfolio management teams may hold different views than the views expressed herein and may make
different investment decisions for different clients. Parts of this document may be based on information received
from sources we believe to be reliable. Although every effort is taken to ensure that the information contained in
this document is accurate, Barings makes no representation or warranty, express or implied, regarding the accuracy,
completeness or adequacy of the information.

Any service, security, investment or product outlined in this document may not be suitable for a prospective
investor or available in their jurisdiction.

Copyright and Trademark
Copyright © 2023 Barings. Information in this document may be used for your own personal use, but may not be
altered, reproduced or distributed without Barings’ consent.

The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark
Office and in other countries around the world. All rights are reserved.

LEARN MORE AT BARINGS.COM
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