Fund Research

MCP Income Opportunities Trust (ASX: MOT)

www.bondadviser.com.au BOHdAdVlser



Figure 2. Monthly Net Returns Box Plot

Overview

The MCP Income Opportunities Trust (ASX: MOT) is a listed investment trust (LIT)
designed to provide investors with exposure to private credit. Private credit is a broad
asset class that includes investments spanning the entire capital structure, from senior
secured loans through to equity-like investments.

Private credit is a major pillar of the Australian corporate debt market but has historically
been restricted to major global banks and institutional investors. For this reason, MOT
offers a unique investment opportunity through exposure to the higher-yielding aspects
of corporate credit that are otherwise not accessible for retail investors.

The investment objective of the Trust is to provide attractive risk-adjusted returns with a
target return of 8 — 10% p.a. net of fees, over a three-year period, with cash
distributions payable monthly at a target of 7% p.a. The Trust has invested in the MCP
Wholesale Income Opportunities Trust, which, in turn, invests in wholesale funds that
participate across the credit risk spectrum and are managed by Metrics Credit Partners
Pty Ltd (Metrics).

Figure 1. Monthly Net Returns* (%)
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Source: BondAdviser, Metrics. Annualised monthly
returns, after fees since inception.
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Source: BondAdviser, Metrics. As at 31 March 2021.
* Return is monthly net total return based on NTA plus dividends.

Figure 3. Relative Cumulative Performance
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Source: BondAdviser, Metrics, Bloomberg. As at 31 March 2021.
Calculated from cumulative net monthly returns of the Underlying Fund.
Returns on NAV, not traded unit price, see Figure 5 for unit price variance.
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Australia’s mid-market
corporate lending
environment has high
barriers to entry.

On an interest-rate spread
basis, both cash and total
returns have exceeded
expectations.

Product Assessment
Approved

The MCP Income Opportunities Trust (ASX: MOT) provides investors with exposure to
four of Metrics wholesale unlisted funds. All underlying funds offer diversified exposure
to corporate loans and credit, an asset class with returns uncorrelated with equity
markets. The portfolio’s investments are in the MCP Secured Private Debt Fund (SPDF),
MCP Secured Private Debt Fund Il (SPDF Il), the MCP Real Estate Debt Fund (REDF)
and the MCP Credit Trust (MCP CT).

Although the track record remains on the shorter side, the portfolio has performed in line
with its target of an 8 - 10% net return after fees with exposure to both senior and
subordinated loans along with equity-like investments. We are confident in Metrics’
ability to structure credit at origination and to meticulously monitor portfolio
performance so that financial risk is appropriately mitigated.

This product is best suited for investors looking to generate an attractive risk-adjusted
return from a diversified portfolio of opportunistic credit. We note there is an
elevated exposure to the commercial real estate sub-sector.

We expect the product will exhibit beneficial long-term correlation to traditional asset
classes (especially as the asset class matures). This alongside an attractive outright
yield, makes it a suitable alternative and diversifier for investor income portfolios, which
are typically biased towards domestically sourced, equity-based and/or hybrid income
streams.

Post-ramp up, following the initial public offering in April 2019, MOT has failed to meet
its target returns on both a cash and total return basis. Would it not be for the
underperformance in relation to target returns, we would consider upgrading our
recommendation. Whilst disappointing, this should be viewed in the context of a cash
rate that was then 1.50%. With the cash rate now at 0.10%, on a margin basis, both
cash and total returns have significantly exceeded target returns. In light of this, we
have assigned an Improving outlook. Forming the basis for our Approved assessment
was: (1) a long track record of performance by Metrics, (2) a proven investment process,
(3) demonstrating best-in class local industry practices.

Figure 4. Estimated Risk-Adjusted Return Comparison
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"All returns for indices calculated using annualised monthly returns for the past five years. Average return for MOT calculated since inception in April 2019.
** Calculated as at 31 March 2021. *** Calculated based on annualised monthly returns data for past five years for indices and since inception for MOT.
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Figure 6. Legal Structure

Construction and Investment Process

There have been no material changes to MOT’s construction and investment process.

Portfolio Risk Management

There have been no material changes to MOT’s portfolio risk management.

Fund Governance

In January 2020 it was announced Metrics would waive its performance fee on the
difference between total return and the hurdle. The performance fee will now only apply
on the Trust’s returns which exceed 7.50% per annum. We view this favourably, given
Metrics are appropriately not benefiting solely from a reduction in the base rate.

Listed on the ASX, the MCP Income Opportunities Trust is publicly traded and owned by
retail and institutional investors. MOT follows many best practices covering its
governance and risk procedures but also by performing regular (monthly) external
valuations and using an independent Responsible Entity / Trustee.

Metrics provide daily updates on the NAV and monthly reports on the portfolio with
insight into the portfolio composition. The structure of the Trust is detailed in the diagram
below.

Figure 5. Net Asset Value Against Unit Price
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Quantitative Analysis

Figure 7. Risk Score
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Scenario 1. Baseline Asset Assessment
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Source: BondAdviser Estimates. Excludes impact of management and origination fees. Gross capital returns excludes the value of coupons/income and is only
modelling impairment or loss given default, based on historical credit data from Moody’s. Impact of traded price is not simulated.
For a more detailed explanation of the methodology, please contact BondAdviser.

Scenario 2. Stressed Asset Assessment

30% 100%
0%
75% -5%
20% c
3
3
@ -10%
50% 3
a
3]
10% §-15% -
25% 5
-20%
0% 0%
234%  174%  -114%  -54% 0.6% 6.6% -25%

Return Outcomes

i 1 P 0, [ — 0,
Pr(CDF) [RHS] —e— Gross Cap. Return =me— Gross E(f) ¢ Simulation 95% VaR 99% VaR
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modelling impairment or loss given default, based on historical credit data from Moody’s. Impact of traded price is not simulated.
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Reporting History

MOT IPO Report - 28 February 2019

Important Information

BondAdviser has acted on information provided to it and our research is subject to change based
on legal offering documents. This research is for informational purposes only. This information
discusses general market activity, industry or sector trends, or other broad-based economic, market
or political conditions and should not be construed as research or investment advice.

The content of this report is not intended to provide financial product advice and must not be relied
upon or construed as such. The statements and/or recommendations contained in this report are
our opinions only. We do not express any opinion on the future or expected value of any Security
and do not explicitly or implicitly recommend or suggest an investment strategy of any kind.

This report has been prepared based on available data to which we have access. Neither the
accuracy of that data nor the research methodology used to produce the report can be guaranteed
or warranted. Some of the research used to create the content is based on past performance. Past
performance is not an indicator of future performance. We have taken all reasonable steps to ensure
that any opinion or recommendation contained in the report is based on reasonable grounds. The
data generated by the research is based on methodology that has limitations; and some of the
information in the reports is based on information from third parties.

We do not therefore guarantee the currency of the report. If you would like to assess the currency,
you should compare the report with more recent characteristics and performance of the assets
mentioned within it. You acknowledge that investment can give rise to substantial risk and a product
mentioned in the reports may not be suitable to you.

You should obtain independent advice specific to your particular circumstances, make your own
enquiries and satisfy yourself before you make any investment decisions or use the report for any
purpose. This report provides general information only. There has been no regard whatsoever to
your own personal or business needs, your individual circumstances, your own financial position or
investment objectives in preparing the information.

We do not accept responsibility for any loss or damage, howsoever caused (including through
negligence), which you may directly or indirectly suffer in connection with your use of this report,
nor do we accept any responsibility for any such loss arising out of your use of, or reliance on,
information contained in or accessed through this report.

© 2021 Bond Adviser Pty Limited. All rights reserved.

Report created on 29 April 2021.
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