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) Private credit under pressure,
- i but opportunities still exist

Rich Randall
Global Head of
Debt Investments

Executive Summary

-

‘5 The private credit market is exhibiting increasing signs of strain. Years of
Hiran Wanigasekera unchecked inflows have shifted leverage toward borrowers, eroded investor

Eﬁﬁg‘&eoﬁ‘f&‘é" protections, and left returns increasingly dependent on refinancing conditions
Diversified Credit rather than the quality of underlying assets. As volatility rises, the gap between

perceived yield and actual risk is widening. To that point, redemption risk is
now a meaningful concern, with several large vehicles in early 2026 facing
withdrawal requests that exceeded standard quarterly limits.

Investors are responding by moving toward more defensively structured
alternatives. Infrastructure debt stands out: strong structural protections,
Jonny Bezalel

Vice President, robust collateral packages, and historically higher recovery rates (70-85%)-
Infrastructure Debt

Product Specialist Geography matters too. Private credit markets in the US and Europe are

crowded, with compressed spreads and weakened covenants. Asia-Pacific
presents a different picture — less saturated, more conservatively structured,
and underpinned by lower leverage and stronger lender protections. For
investors seeking discipline and diversification as risks build elsewhere, it
represents a compelling alternative.

Hadley Murphy
Analyst, Infrastructure
Debt Product Specialist

" World Bank. Financial performance of infrastructure investment. September 11, 2024.



Private credit challenges

The private credit industry, now totaling $2.2 trillion
in assets and growing?, is coming under increasing
pressure as the conditions that supported its rapid
growth have fundamentally changed. Driven by
strong investor demand for yield and the pullback

of traditional bank lending following post-GFC
regulatory reforms, private credit funds stepped in
to fill the gap, benefiting from greater underwriting
flexibility and a willingness to finance borrowers
that traditional lenders were less inclined to support.
Fundraising momentum remained strong through
2025, with approximately $224 billion raised globally?,
underscoring the scale the market has now reached.

That scale is reshaping the asset class and creating
new pressures. Significant capital inflows have led
to overcapitalization in core strategies, intensifying
competition and compressing spreads. As capital
chased deployment, underwriting standards
weakened in some areas and lender protections
eroded.

As a result, redemption requests are a real

concern. In early 2026, several large private credit
vehicles faced withdrawal requests that exceeded
standard quarterly limits, with some funds gating
redemptions, others temporarily raising caps, and at
least one committing firm capital to support liquidity.
This series of events has drawn wider attention to
liquidity mismatches in certain fund structures and
how managers value and report their portfolios.

According to Fitch Ratings,
private credit default rates
increased to approximately

5 to 6% in early 2026, compared
with 1to 3% during the 2015

to 2021 period, with some
portfolios reporting rates as
high as 9% in 2025°.

2 Moody’s. “Private credit outlook 2026 executive summary” January 21, 2026.

3 S&P Global. “Global private credit fundraising increased in 2025” January 7, 2026.
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One of the clearest expressions of this shift has been
the growing use of payment-in-kind (PIK) interest,
which allows borrowers to defer cash interest by
capitalizing it into principal. While PIK can provide
near-term liquidity relief, it increases leverage,
delays the recognition of stress, and shifts return
outcomes toward refinancing rather than sustainable
cash flow generation. According to Lincoln
International, 11% of private loans paid PIK income
in the fourth quarter of 2025, a share that could rise
further as refinancing pressure builds.

For Business Development Companies (BDCs), PIK
introduces an additional structural challenge. Under
SEC regulations, BDCs must distribute at least 90%
of taxable income annually, including non-cash
items such as PIK interest, creating potential cash-
flow imbalances during periods of borrower stress.
Alongside this, borrower-friendly documentation
has become more prevalent, allowing for looser
covenants and EBITDA adjustments to mask true
leverage.

Consequently, credit stress is now surfacing more
frequently. According to Fitch Ratings, private credit
default rates increased to approximately 5 to 6% in
early 2026, compared with 1 to 3% during the 2015

to 2021 period, with some portfolios reporting rates
as high as 9% in 2025°. Fitch also recorded 74 unique
borrower defaults over the past 12 months, including
11 in February 2026 alone®.

In fact, these statistics may even understate
underlying credit stress, reflecting practices such

as amend-and-extend restructurings and delayed
write-downs, alongside manager discretion in how
impairments and valuations are classified. At IFM,
infrastructure debt loans are valued using fair market
value and defaults are classified under Moody’s
definition, with a separate restructuring metric to
provide a more transparent and conservative view of
portfolio performance.

These pressures are amplified by portfolio
concentration in technology and software borrowers,
many of which lack tangible collateral and are
underwritten on recurring-revenue assumptions. The
rapid rise of Al has further intensified competition
and increased revenue volatility across these sectors.
As scale meets a turning credit cycle, structural and
cyclical pressures are converging, placing the private
credit market under increasing strain.

“iCapital, Advisor Manual: A Practical Guide to Evaluate Conservatism in Private Credit, February 25, 2026.

5 Reuters. “US private credit defaults hit record 9.2% in 2025, Fitch says,” March 6, 2026.

¢ Bloomberg, “Pimco Says Private Debt Should Face ‘Full-Blown Default Cycle’,” March 6, 2026.



Safety Infrastructure Debt Can Offer

We believe infrastructure debt remains less crowded
and offers a differentiated risk-return profile relative

to broader corporate private credit markets. As private

credit participants continue pulling back amid rising
stress, the number of active lenders may decline and
credit spreads may widen, creating opportunities for
established infrastructure managers such as IFM to
deploy capital on more attractive terms.

Infrastructure projects typically benefit from defensive
characteristics such as regulated frameworks, long-
term contracted revenue streams, and essential

service demand, contributing to more predictable

cash flows. Additionally, infrastructure loans generally
include strong structural protections, robust collateral
packages, and historically higher recovery rates (70-
85%)7. Reflecting the essential nature and hard backing
of the underlying assets, we believe infrastructure
borrowers tend to exhibit lower sensitivity to economic

Infrastructure projects
typically benefit from:

= Regulated frameworks

= Long-term contracted
revenue streams

= Essential service demand,
contributing to more
predictable cash flows

= Robust collateral packages

= Historically higher
recovery rates (70-85%)

7 World Bank. Financial performance of infrastructure investment. September 11, 2024

Infrastructure loans
generally include:

= Strong structural
protections
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cycles, interest rate volatility, and technological
disruption than corporate private credit borrowers.

IFM focuses on senior-secured investments that
typically exhibit monopolistic characteristics, low
demand risk and financial safeguards. We aim

to structure investments with robust security
packages and restrictive covenants to help support
recovery potential and manage downside risk. Cash
sweeps are typically implemented to reduce debt at
maturity through excess cash flow and mandatory
amortizations, thereby mitigating refinancing risk.
During credit stress, reporting requirements and
covenants serve as early warning triggers, provide
liquidity buffers and strengthen creditor protections
and recovery rates. As market volatility persists,

we believe infrastructure debt’s defensive attributes
position it as an alternative within the broader
private credit universe and a resilient and “all-
weather” investment private markets strategy.

Compared to corporate
borrowers, infrastructure
borrowers tend to exhibit:

= Less sensitivity to
economic cycles

= Lower interest rate volatility

= Fewer technological
disruptions than corporate
private credit borrowers
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Diversification through Asia-Pacific Private Credit

The Asia-Pacific (APAC) private credit market, APAC accounts for nearly 50% of global GDP, and
which we believe benefits from strong regional GDP growth - driven significantly by South and
economic fundamentals, can offer another Southeast Asia - and is projected to remain steady,
diversification alternative from the crowded with a CAGR of approximately 4-5% through 2030,
U.S. and European markets. compared to approximately 3.1% for the U.S. and

2.7% for Europe.
APAC’s private credit market is projected to grow

from ~$60 billion today to ~$92 billion by 2027, APAC capital markets also remain relatively less
representing a ~16% compound annual growth rate developed, offering private credit investors access
(CAGR) from 20248. to attractive yield potential, structural growth and

meaningful diversification. Unlike the U.S., where
bank disintermediation accelerated post-GFC

and the market has become highly competitive
and increasingly commoditized, APAC remains
significantly bank dominated.

Projected GDP growth Projected Consumption
2026 to 2030 growth 2022 to 2032
EU 27% Japan 3.0%
World 31% United Kingdom 3.6%
us 31% Germany 4.3%
Thailand [0 31% us 47%
Singapore - 3.7% Singapore _ 5.8%
China [ 5.3% Malaysia [ 6.3%
Malaysia [ 5.4% Thailand [ 6.7%
Philippines [ 5.5% India [ 6.8%
Vietnam [ 57% China [ 7.4%
Indonesia [ 6.5% Philippines [ 8.4%
India [ 8.6% Vietnam [ 9.7%

Source: Top 1000 Funds

8 The Business Times, Apac private credit to reach US$92 billion in 2027 on wealth boom,” October 30, 2025.




Many of the U.S. private credit market’s current
challenges stem from its rapid growth, which has
contributed to the gradual erosion of the structural
fundamentals that initially underpinned the asset
class’s appeal. With the US market’s weakening
lender protections, increasing PIK interest, and
elevated software sector exposure, APAC offers a
developing private credit market characterized by:

Conservative leverage

Stronger covenants and
collateral coverage

Limited PIK exposure

Lower software concentration

APAC private credit returns are primarily driven by
cash yield, enhanced by illiquidity and complexity
premiums and relatively wider credit spreads.
Additionally, deal flow is not solely dependent on
sponsor-backed lending, opportunities span a
broad range of borrowers and sectors, providing
greater diversification and more consistency. With
historically low correlation to U.S. and European
credit markets, APAC private credit provides
investors with a lower-risk entry point into the
region and exposure to a lender-friendly market with
a growing demand for private capital.

APAC’s private credit market is
projected to grow from ~$60 billion
today to ~$92 billion by 2027,
representing a ~16% compound annual
growth rate (CAGR) from 20245,
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With more than 25 years of investing experience in
APAC private credit, we believe IFM is well positioned
to be a leading non-bank lender in the region.

We aim to focus on senior secured debt directly
sourced opportunities, targeting borrowers with
resilient business models and structuring loans with
conservative terms and strong lender protections,
while avoiding PIK interest structures. We also seek
to provide investors access to a range of industries
not widely accessible in the U.S. and Europe,
including manufacturing, textiles, and precision
engineering.

IFM has been an early-stage mover in the region
across the private credit spectrum, including
corporate, real estate, infrastructure and structured
financing. We were one of the first non-bank lenders
via warehouse financing in Australia, and are
currently one of the largest warehouse mezzanine
providers, and a top two participants in Australian
securitization. This scale and presence can provide
IFM with strong deal flow and the ability to capitalize
on opportunities across market cycles in APAC’s
underbanked credit markets. As the global economy
further fragments and bank lending dynamics evolve,
we believe APAC can offer portfolio diversification
and access to generally stable long-term growth
opportunities supported by strong structural
tailwinds.



Important Disclosures

The following disclosure applies to this material and any information provided
regarding the information contained in this material. By accepting this material, you
agree to be bound by the following terms and conditions. The material does not
constitute an offer, invitation, solicitation, or recommendation in relation to the
subscription, purchase, or sale of securities in any jurisdiction and neither this
material nor anything in it will form the basis of any contract or commitment. IFM
Investors (defined as IFM Investors Pty Ltd and its affiliates) will have no liability,
contingent or otherwise, to any user of this material or to third-parties, or any
responsibility whatsoever, for the correctness, quality, accuracy, timeliness, pricing,
reliability, performance, or completeness of the information in this material. In no
eventwillIFM Investors be liable for any special, indirect, incidental, or consequential
damages which may be incurred or experienced on account of a reader using or
relying on the information in this material even if it has been advised of the
possibility of such damages.

Certain statements in this material may constitute “forward looking statements” or
“forecasts”. Words such as “expects,” “anticipates,” “plans,” “believes,” “scheduled,”
“estimates” and variations of these words and similar expressions are intended to
identify forward-looking statements, which include but are not limited to projections
of earnings, performance, and cash flows. These statements involve subjective
judgement and analysis and reflect IFM Investors’ expectations and are subject to
significant uncertainties, risks, and contingencies outside the control of IFM
Investors which may cause actual results to vary materially from those expressed or
implied by these forward-looking statements. All forward-looking statements
speak only as of the date of this material or, in the case of any document
incorporated by reference, the date of that document. All subsequent written and
oral forward-looking statements attributable to IFM Investors or any person acting
on its behalf are qualified by the cautionary statements in this section. Readers are
cautioned not to rely on such forward-looking statements. The achievement of any
or all goals of any investment that may be described in this material is not
guaranteed.

Past performance does not guarantee future results. The value of investments
and the income derived from investments will fluctuate and can go down as well
as up. Aloss of principal may occur.

This material may contain information provided by third parties for general
reference or interest. While such third-party sources are believed to be reliable, IFM
Investors does not assume any responsibility for the accuracy or completeness of
such information.

This material does not constitute investment, legal, accounting, regulatory, taxation
or other advice and it does not consider your investment objectives or legal,
accounting, regulatory, taxation or financial situation or particular needs. You are
solely responsible for forming your own opinions and conclusions on such matters
and for making your own independent assessment of the information in this
material. Tax treatment depends on your individual circumstances and may be
subject to change in the future.
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Investments in fixed income securities are subject to the risks associated with debt
securities generally, including credit, interest rate, call and extension risk.

This material is provided for educational purposes only and should not be
construed as investment advice or arecommendation to buy or sell securities.

Australia Disclosure

This material is provided to you on the basis that you warrant that you are a
“wholesale client” or a “sophisticated investor” or a “professional investor” (each as
definedin the Corporations Act 2001 (Cth)) to whom a product disclosure statement
is not required to be given under Chapter 6D or Part 7.9 of the Corporations Act
2001 (Cth). IFM Investors Pty Ltd, ABN 67 107 247 727, AFS Licence No. 284404.

United Kingdom Disclosure

This material is provided to you on the basis that you warrant that you fall within one
or more of the exemptions in the Financial Services and Markets Act 2000 (‘FSMA”)
[(Financial Promotion) Order 2005] [(Promotion of Collective Investment Schemes)
(Exemptions) Order 2001, or are a Professional Client for the purposes of FCArules]
and as a consequence the restrictions on communication of “financial promotions”
under FSMA and FCA rules do not apply to a communication made to you. IFM
Investors (UK) Ltd shall have no liability, contingent or otherwise, to any user of this
material or to third parties, or any responsibility whatsoever, for the correctness,
quality, accuracy, timeliness, pricing, reliability, performance, or completeness of
the information in this material.

Switzerland Disclosure

This Information is provided to you on the basis that you warrant you are (i) a
professional client or an institutional client pursuant to the Swiss Federal Financial
Services Act of 15 June 2018 (“FinSA”) and (ii) a qualified investor pursuant the Swiss
Federal Act on Collective Investment Schemes of 23 June 2006 (“CISA”), for each
of (i) and (i) excluding high-net-worth individuals or private investment structures
established for such high-net worth individuals (without professional treasury
operations) that have opted out of customer protection under the FinSA and that
have elected to be treated as professional clients and qualified investors under the
FinSA and the CISA, respectively.
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