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VIEW FROM THE TOP

Investment Performance “is Priority Number One,” but Understanding
Client Needs is Key to Future Success

Tom Finke, Babson Capital’s Chairman and CEO, and Cliff
Noreen, President, know that all clients want competitive
investment performance. But understanding client needs is
the foundation upon which long term relationships are built.
In this Conversation, Tom and Cliff share their insights and
expectations for the firm along with some current market
observations.

Why do you think clients come to Bahson Capital?

Cliff Noreen: I believe clients are initially attracted to Babson Capital because
of our strong fundamental research, disciplined investment processes, and
the depth and breadth of our investment teams. What keeps clients with us
over the long term are the deep relationships we build with these institutions.
In fact, we often refer to our clients as “friends and family.” In practice, what
this means is our clients experience the full resources of the firm including
access to senior management as well as the portfolio management teams.
Not all investment management companies offer that.

Tom Finke: When I think about measuring success for the firm, I look to the
longevity and depth of our client relationships. I believe the mark of our
success is that we have clients who have stayed with us over many market
cycles; in fact, some have been with us for over a decade. Another measure
of client satisfaction is the confidence clients have in awarding us multiple
mandates. More than 25% of our clients have multiple accounts managed
by Babson Capital. Most recently during the crisis of 2008-09, overall assets
under management grew with approximately 60% of our asset growth coming
from existing clients. I believe this is not only due to our consistently strong
investment performance, but also because we listen to our clients, work
closely with them and we always strive to excel. Performance is priority
number one, but understanding client needs and helping them achieve their
investment objectives is a close second.

What is your vision for Babson Capital?

Tom: Our vision is simple — to be considered among the premier institutional
asset managers in the world, as measured by our ability to meet and
exceed client expectations. To get there, we continue to focus on our core
competencies across complex fixed income sectors, such as high yield
corporate credit, and real estate, where we have seasoned investment teams
and disciplined time-tested investment processes.

As we look ahead, we want to leverage these core competencies to offer our
clients a broader investment platform in terms of asset classes and products.
For example, Babson Capital has historically been involved in middle-market



mezzanine investing in the U.S. Through our acquisition of Duke Street Advisors in 2004, now Babson
Capital Europe, we expanded our footprint to European mezzanine investments. Just recently, we
established a mezzanine-debt team in Australia to take advantage of opportunities in Australasia.
All our mezzanine teams share a consistent philosophy and discipline that they combine with local
knowledge to provide the best mezzanine opportunities to our investors.

Cliff: While some may know us as a manager of traditional fixed income strategies, many of our
clients also recognize our extensive experience in niche fixed income strategies and look to invest
with us in our higher potential value-added strategies such as global mezzanine debt, leveraged
loans and CLO liabilities.

bé In the wake of the crisis, we stepped back and asked
ourselves, what are our strengths, where do we need
to focus, and how do we improve? §9
—Tom

What are the growth opportunities for Babson Capital?

Tom: As markets evolved over the last decade, Babson Capital has continued to apply our core
research skills and deep market expertise to more complex investments and financial structures.
As Cliff mentioned earlier, in line with these strengths, our growth has historically come from an
increase in assets managed in sectors such as below-investment-grade corporate credit, especially
leveraged loans and structured credit, and real estate. While the financial crisis may have affected
certain avenues of growth more negatively than others we continued to see interest from institutional
investors, such as sovereign wealth funds and pension funds, who accessed our credit and real estate
expertise through separate accounts and commingled funds.

The decline in asset valuations during the financial crisis has also created growth opportunities. A
great example is real estate, where we have been a significant lender in the commercial real estate
arena and are one of the largest real estate equity advisors through our subsidiary Cornerstone Real
Estate Advisers. We have taken the opportunity, as the market changes here, to think about new
ways to create and bring new ideas to our clients. As a result, earlier this year, we closed a billion
dollar core commercial real estate mortgage fund, our first fund in the CML space.

What are you focusing on within the company?

Tom: In the wake of the crisis, we stepped back and asked ourselves, what are our strengths, where
do we need to focus, and how do we improve? At our core, our goal as asset managers is to add
value to our clients’ portfolios. To that end, we have identified three focus areas: maintaining and
enhancing our core investment expertise and product offerings, streamlining our operations, and
expanding our relationship-management and client service functions.

In terms of enhancing our core strengths in fixed income, high yield credit and real estate, we recently
integrated all of our high yield investment professionals, both in public bonds and loans, as these
two markets continue to converge. We also created one of the largest real estate firms in the world
by combining Babson Capital’s real estate finance group with the Cornerstone Real Estate Advisers
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organization. The combined entity gives our clients seamless access to both equity and debt real
estate services and perspectives. We have also been fortunate to be able to add selectively to our
investment talent while others in the industry were downsizing. The acquisition of our Australian
mezzanine team in early spring, now eight strong, is a good example of this effort.

What is Babson Capital’s view on the economic recovery?

Cliff: Our outlook for the economy and its recovery is that we expect to see slow, sluggish growth for
the foreseeable future. There are many headwinds and challenges in the economy today, among them
continued high unemployment, budget deficits in the U.S. and in the rest of the world, particularly
in Japan and Europe. Additionally, we are also still grappling with weak fundamentals in both the
residential mortgage and commercial real estate markets in the U.S.

There has been a deleveraging process in the corporate and household sectors, which in the long
run will be good for the stability of the economy. In the near term, the government’s balance sheet
has grown dramatically as a result of the financial and economic crisis. How the country manages
its deficit problems, while sustaining a fragile recovery, is the critical question. Expect “policy” to
be more important than ever in determining future economic outcomes.

What lies ahead for fixed income?

Cliff: After the market events of the last ten years, particularly the fallout of the 2008-2009 financial
crisis, investors have returned to the basics and have recognized the importance of fixed income in
an institutional portfolio. With the recent strong performance of most fixed income asset classes,
bonds have performed well against most equity indices. While the outsized post-crisis returns may
be behind us, we believe spreads are still attractive today for both high yield bonds and loans and
to a lesser degree for investment grade bonds.

Tom: Given our near term view of low rates combined with a weak economy, we believe there is still
value in corporate credit, particularly in high yield bonds and loans. Loans also have the added
potential to offset a future rise in rates given their floating-rate nature. For fixed income investors,
that rising rate protection can be critically important. Also, we continue to see opportunities in
dislocated markets like structured credit. With CLO debt tranches trading below the underlying
value of the collateral, we believe that structured-credit liabilities have the potential to provide
today’s sophisticated fixed income investor with a very good risk-return profile. Lastly, as commercial
real estate valuations begin to reprice, we expect real estate debt and equity to provide attractive
opportunities to investors as well.

ABOUT BABSON CAPITAL

Babson Capital Management LLC manages $128.9 billion* for a broad range of global institutional investors. We are also the
lead investment advisor to our parent, the Massachusetts Mutual Life Insurance Co. (MassMutual). We are known for our global
reach, our disciplined, repeatable investment processes, and an enviable depth and breadth of capabilities in fixed income,
equities, alternatives, structured product and commercial real estate. But we are distinguished by our passion, evident in the
long-term relationships we have built with our clients based on transparency and trust and a dedication to providing value.
* as of June 30, 2010, including subsidiaries
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U.S. DISCLOSURE

The information and opinions in this paper were prepared by Babson Capital Management LLC and/or one or
more of its affiliates (collectively, “Babson Capital”) and the author(s) named on page one of this paper.

Babson Capital is involved in many businesses and activities that may relate to companies or instruments mentioned
in this paper. These businesses and activities include, without limitation, trading in various financial instruments,
fund management, and investment advisory services. Babson Capital may trade as principal in the securities/
instruments (or related derivatives) that are the subject of this paper. Babson Capital may have a position in the
debt of the businesses or instruments discussed in this paper.

The securities/instruments discussed in this paper, if any, may not be suitable for all investors. This paper has
been prepared and issued by Babson Capital primarily for distribution to market professionals and institutional
investor clients. Recipients who are not market professionals or institutional investor clients of Babson Capital
should seek independent financial advice prior to making any investment decision based on this paper or for any
necessary explanation of its contents. This paper does not provide individually tailored investment advice. It has
been prepared without regard to the individual financial circumstances and objectives of persons who receive
it. Babson Capital recommends that investors independently evaluate particular investments and strategies, and
encourages investors to seek the advice of a financial advisor. The appropriateness of a particular investment or
strategy will depend on an investor’s individual circumstances and objectives.

Babson Capital makes every effort to use reliable, comprehensive information, but makes no representation that it
is accurate or complete. Babson Capital has no obligation to tell you when opinions or information in this paper
change. Past performance is not a guarantee of future results.

This paper is not intended as an offer or solicitation for the purchase or sale of any security or financial instrument.
Private investments often engage in leveraging and other speculative investment practices that may increase the risk
of investment loss, can be highly illiquid, are not required to provide periodic pricing or valuation information to
investors, and may involve complex tax structures and delays in distributing important tax information. Typically
such investment ideas can only be offered to suitable investors through a confidential offering memorandum
which fully describes all terms, conditions, and risks.

IRS Circular 230 Disclosure: Babson Capital and its affiliates do not provide tax advice. Accordingly, any discussion
of U.S. tax matters contained herein (including any attachments) is not intended or written to be used, and
cannot be used, in connection with the promotion, marketing or recommendation by anyone unaffiliated with
Babson Capital of any of the matters addressed herein or for the purpose of avoiding U.S. tax-related penalties.

AUSTRALIAN DISCLOSURE

Information contained in this publication: The opinions, advice, recommendations and other information
contained in this publication, whether express or implied, are published or made by Babson Capital Australia Pty
Ltd (ACN 140 045 656), Australian financial services license (AFSL 342787), and by its officers and employees
(collectively “Babson Capital”) in good faith in relation to the facts known to it at the time of preparation.
Babson Capital has prepared this publication without consideration of the investment objectives, financial situation
or particular needs of any individual investor, and you should not rely on the opinions, advice, recommendations
and other information contained in this publication alone. This publication contains general financial product
advice only.

To whom this information is provided: This publication is only made available to persons who are wholesale
clients within the meaning of section 761G of the Corporations Act 2001. This publication is supplied on the
condition that it is not passed on to any person who is a retail client within the meaning of section 761G of the
Corporations Act 2001.

Disclaimer and limitation of liability: To the maximum extent permitted by law, Babson Capital will not be liable
in any way for any loss or damage suffered by you through use or reliance on this information. Babson Capital’s
liability for negligence, breach of contract or contravention of any law, which cannot be lawfully excluded, is
limited, at Babson Capital’s option and to the maximum extent permitted by law, to resupplying this information
or any part of it to you, or to paying for the resupply of this information or any part of it to you.

No warranties made as to content: Babson Capital makes no warranty, express or implied, concerning this
publication. The publication provided by us on an “AS IS” basis at your sole risk. Babson Capital expressly
disclaims, to the maximum extent permitted by law, any implied warranty of merchantability or fitness for a
particular purpose, including any warranty for the use or the results of the use of the publication with respect to
its correctness, quality, accuracy, completeness, or reliability.

Copyright: Copyright in this publication is owned by Babson Capital. You may use the information in this
publication for your own personal use, but you must not (without Babson Capital’s consent) alter, reproduce or
distribute any part of this publication, transmit it to any other person or incorporate the information into any
other document.

General matters: These Terms and Conditions are governed by the law in force in the State of New South Wales,
and the parties irrevocably submit to the non-exclusive jurisdiction of the courts of New South Wales and courts
of appeal from them for determining any disputes concerning the Terms and Conditions.

If the whole or any part of a provision of these Terms and Conditions are void, unenforceable or illegal in a
jurisdiction it is severed for that jurisdiction. The remainder of the Terms and Conditions have full force and
effect and the validity or enforceability of that provision in any other jurisdiction is not affected. This clause
has no effect if the severance alters the basic nature of the Terms and Conditions or is contrary to public policy.

If Babson Capital does not act in relation to a breach by you of these Terms and Conditions, this does not waive
Babson Capital’s right to act with respect to subsequent or similar breaches.

© 2010 Babson Capital Management LLC. All rights reserved
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