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Chris Oberbeck, Chairman of the Board, CEO, and President of
Saratoga Investment Corp., sat down with Jane King on October
24, 2024, for a NAVigator interview. Oberbeck shares his view of
private credit markets — and the potential impacts of interest rate
changes — and talks about Saratoga (SAR), the debt-focused
business development company (BDC) that he represents.

Oberbeck explains how BDCs can fill lending gaps for small,

growing businesses, and how retail investors fit into that equation.

Review the SAR fund profile at CEFData.com

JANE KING: Chris Oberbeck is chairman and chief executive officer of Saratoga Investment
Corp., a publicly traded business-development company. He brings over 25 years of
experience in leverage finance, from distressed debt to private equity, to his position.
Welcome, Chris, great to have you here at the NASDAQ.

CHRIS OBERBECK: It’s nice to be here.

JANE KING: So let’s talk about private credit, and relative to its effectiveness and how
attractive is private credit today?

CHRIS OBERBECK: Well, private credit’s been on quite a journey I think over the last 10 years,
to pick a date, it's grown enormously, like probably maybe 10 times in its size, and it has to
do with several different things. One is the absolute growth of the private industry, private
equity’s grown a lot and there’s a lot of the world that’s now in the private sector and

companies never go public, they just get bought and sold in the private world. And depending
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on their size, if you're below a certain size, like if you have a $50 million or a $75 million loan,
that's not big enough to be a public credit, so you need to go to a private source. And then
along the way banks regulation has increased, and so banks have a different regulatory
framework than a BDC like we run, and so they're not able to do some of the loans that we're
able to do because they’re more customized. So for example, you might have a company that’s
growing rapidly, and if they get a bank loan they can only borrow X, and then that loan will
have to be repaid over five years. Whereas we can do a loan like 3X or 4X, and we can not
have any payments for four or five years, and as long as the company stays on track in its
business plan and keeps growing, we can do that. So that’s an instance where we can be very
supportive of a company’s growth more so than the flexibility of the banks. It's not that banks
don’t want to do it, but they have a regulatory framework which makes it difficult.

JANE KING: Yeah.

CHRIS OBERBECK: We also partner with banks too, and where the bank might do X, we might
work with the bank and then add the two or three more X of loans in conjunction with the
bank. So the bank can have the formula that works for them, and then we can add something
that helps the company, and so it’s more of a customized solution, credit solutions for smaller
and mid-market companies.

JANE KING: Yeah, and adds liquidity it sounds like as well.

CHRIS OBERBECK: Oh yeah, tremendous liquidity. It allows companies to grow that might not
otherwise grow, that might not want to be selling their equity privately, they can use their
debt capital instead of equity.

JANE KING: So [ imagine you have been keeping a close eye on interest rates.

CHRIS OBERBECK: Yes.

JANE KING: Been very interesting. Low, and then we of course had the increase and the cut
this year from the Federal Reserve. How has that impacted private credit markets and BDCs?
CHRIS OBERBECK: Well, much of private credit, there’s a whole spectrum of private credit,
but where we play, we play in the floating-rate side. Most of our portfolio is first-lien debt
and floating rate, so as rates have risen we’ve had a really great increase in spread and we'’re
having record earnings now and that type of thing. And then obviously if the rates come
down a little bit, that would attenuate that somewhat, I think the question though is how

much are rates really going to come down? I think since the 50-basis point cut in September,
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the short end of the curve, like three months to six months is lower, but the long end of the
curve is higher. And so the back end of the curve is all 50 basis points higher, so the market
is pricing in increased rates in the future, and so that kind of calls into question whether is
the Fed going to continue the cuts at the rate that’s been predicted?

JANE KING: Right, and I feel like that’s been in the stock market this week. All of a sudden it
feels like we're positioning for maybe a different interest rate environment than we expected
a month or so ago.

CHRIS OBERBECK: Yeah, | mean, I think if you go back, this has been going on for years, right?
For years the forward market has predicted lower interest rates, and then it hasn’t happened.
I'm not saying it won’t happen, but it hasn’t. We had this one cut, but it doesn’t look like
there’s a huge justification to go as far as some of the lower predictions.

JANE KING: That's right, yeah.

CHRIS OBERBECK: But again, it remains to be seen.

JANE KING: Right. How does the BDC industry and Saratoga, you touched on this a little bit,
but work with the banks? And why is that an especially attractive environment for where
we'’re at right now?

CHRIS OBERBECK: Well, again, I think companies, especially growing companies, and we
focus on growing companies, they need capital to grow. [ mean, you need more receivables,
more inventory, if you have capital expenditures, if you’'ve got to hire more people, you've
got to open more offices and things like that, you need capital to grow. And then banks have
a lot of great relationships, banks are present, they do a lot of things for a lot of companies,
payroll, custody, all kinds of things, so banks have a tremendous amount of relationships.
But because of the regulatory environment that they operate in, they’re not necessarily able
to lend as deep into the balance sheet a we are, and so we can partner with banks and stretch
what they can do. So they maintain their customer relationship, we can work with them to
help stretch the capital availability for the company to be able to grow.

JANE KING: Do you ever work with high-net-worth individuals or retail investors? Do they
play a role in this ecosystem at all?

CHRIS OBERBECK: They do in a couple respects. One is we're a publicly traded company, so
they can buy our stock. Our stock is currently yielding over 12%, and our portfolio yield is

12%, so it’s a very attractive yield environment, the BDC world. And so that’s one place for
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them to play, we also have some private funds, and so high-net-worth individuals can invest
in the private side of what we do. Which is a similar thing to what we do in our public vehicle,
but just private and we coinvest together.

JANE KING: And what about BDCs versus REITs?

CHRIS OBERBECK: Well, that’s very interesting.  mean, [ think traditionally people have a lot
of faith in real estate in America and the market cap of the REITs is in the trillions, and it’s
been kind of a staple of people’s yield-oriented portfolio, sort of like a cashflow source, right?
Now there’s a lot of questions about real estate in certain areas, especially commercial real
estate, right? So the question is, if you have commercial real estate, what’s going to happen
of the value of those buildings if the lease rolls off and rent’s coming down? There’s a lot of
questions in that particular sector, there’s other questions in other sectors, but I think
probably the most important thing to point out is that the REITs generally are in the 5% area
yield, where the BDCs are like twice that. The BDCs are over 10% yield, in our case 12% yield,
and so you can get more than twice the yield and you can get diversification. So instead of
investing in real estate, you don’t have to sell all your REITs but you should take a portion, if
you have X amount in REITs, you should probably take a portion of that and have it in BDCs
for diversification purposes. Because a BDC is lending to corporate companies as opposed to
buildings, and so you have a diversification, and then while you're getting diversified which
is a good thing, you get twice the yield. So I think it’s a very attractive thing to consider.
JANE KING: Thank you so much, Chris. Thanks for your input on this.

CHRIS OBERBECK: All right, thank you.

JANE KING: Thanks. It’s interesting. The ticker symbol is?

CHRIS OBERBECK: SAR.

JANE KING: SAR, okay. And it’s the stock exchange?

CHRIS OBERBECK: Yeah.

JANE KING: Right. Yeah, that’s what [ thought. Okay, all right, cool. Thanks so much.

CHRIS OBERBECK: Fabulous. Great, thank you.
Recorded on October 24" 2024

Click the link below to go to the home page of Active Investment Company Alliance to learn more:
https://AlCalliance.org/
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Disclosure: Views and opinions expressed are for informational and educational purposes only as of the
date of production/writing/speaking and may change without notice at any time based on a multitude of
factors. Speaker's/presenter's/author's opinions are their own and may not necessarily represent the
opinions of AICA, its Board, or its staff. Materials may contain “forward-looking” information that is not
purely historical in nature, such as projections, forecasts, market return estimates, proposed or expected
portfolio composition, and other items. Listed closed-end funds and business development companies trade
on exchanges at prices that may be above or below their NAVs. There is no guarantee that an investor will
be able to sell shares at a price greater than or equal to the purchase price or that a closed-end fund's
discount will narrow. Non-listed closed-end funds and business development companies do not offer
investors daily liquidity but rather offer liquidity on a monthly, quarterly or semi-annual basis, often on a
small percentage of shares. Closed-end funds often use leverage, which can increase the fund's volatility
(i.e., risk). Actual distribution amounts may vary with fund performance and other conditions. Past
performance is no guarantee of future results. This material is not intended to be a recommendation or
investment advice, does not constitute a solicitation to buy, sell or hold a security or an investment strategy,
and is not provided in a fiduciary capacity. Shares of closed-end funds are subject to investment risks,
including the possible loss of principal invested. Closed-end funds frequently trade at a discount to their
net asset value (NAV).
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