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Complementing and Diversifying Direct Lending with Asset-Based Finance

Private Debt has come to prominence over the past decade following the financial crisis in 2008 as traditional
sources of capital from banks have shifted to financing from nonbank lenders.

Private debt institutional and retail
fund AUM ($B)

Private debt AUM approaches $1.9 trillion inclusive of nontraded . A .
BDCs, interval funds, and other retail-oriented vehicles ¢ The Private Debt market is EXpECted to cross $2tn In

AUM in 2024, and for many Private Debt is
synonymous with Corporate Cash Flow Direct

M Institutional
§1.600 Lending.

$1200 e Direct Lending has experienced strong growth in
J its market share within the global leverage
§500 finance market, accounting for 12% of the
market at the end of 2023, up from 2% in 2010.

00 (Source: ICE BofA, Morningstar, PitchBook)
e Total Direct Lending AUM stands at $547bn at

$2,000 m Retail

the end of 2023. (Source: PitchBook)

201
1
201
201
201
1
201
2
2021
2022
2023

Sources: PitchBook, company reports » Geography: Global = *As of June 30, 2023

As the Private Debt market has matured and found a durable seat in an institutional investor’s asset allocation,
the majority of these allocations are concentrated in corporate cash flow lending. Fundraising activity within
Private Debt continues to be raised mostly from the Direct Lending segment and is expected to continue to
grow as some of the largest managers within the segment are targeting wealth management firms with
Business Development Companies (BDCs) and Interval Funds for retail investors.

Defining Direct Lending and Asset-Based Finance

Direct Lending is the private markets extension of below investment grade debt available to corporate
borrowers that are typically not able to access the public high yield and broadly syndicated loan markets (BSL
or bank loans). As bank participation in Direct Lending has declined over the past two decades broadly due to
regulations and tighter lending standards, non-Bank lenders have stepped in. The majority of the Direct
Lending activity continues to be focused on private equity sponsor-backed companies, with a smaller focus on
management-owned companies (non sponsor-backed). Direct Lending is largely defined as privately
negotiated loans to corporate borrowers to fund business activities such as mergers and acquisitions (M&A).
The loans are typically backed by the borrower’s cash flow from business operations and the Lender’s highest
priority is to ensure there is enough free cash flow to service the payments of the loan in the event of downside
scenarios.

Just as Direct Lending is the private markets extension of the below investment grade credit public market,
private Asset-Based Finance can be viewed as an extension of the securitized ABS and RMBS/CMBS markets
and structured debt markets. Corporate borrowers who choose Asset-Backed Loans often do so because other
sources of debt capital are unavailable or use it to optimize their balance sheet along with the use of corporate
cash flow lending. Much of the same dynamics that have shifted lending activity from Banks and other
traditional sources of financing within corporate cash flow lending is occurring within the asset-based market.
Asset-Based Finance involves the origination, financing and/or purchase of assets and can broadly be broken
into three segments:



e Asset-Backed Lending — Lending to companies backed by hard assets such as equipment financing,
infrastructure lending, transportation lending, and structured credit

e Specialty Finance — More esoteric lending activities including consumer lending, litigation finance,
royalties, forward flow agreements, and health care lending

e Real Estate Lending — Commercial and Residential lending activities

Asset-Based Finance is largely focused on lending activities that are secured by a physical asset. The lender
makes the loans available based on their assessment of the ultimate liquidity and value of the asset in the
event of default. The key feature is predominately the loans are self-amortizing, in which principal is returned
in addition to interest throughout the payment period. In contrast, the corporate cash-flow based loan is
typically interest only with a bullet maturity where the principal is paid back as a lump sum at the end of the
loan period.
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Complementing and Diversifying Direct Lending

Asset-Based Finance is experiencing additional attention from institutional investors as a good complement
and diversifier for Corporate Cash Flow Direct Lending. Asset-Based Finance creates portfolios of cash-
generating assets that can provide similar income cash flow as Direct Lending, but with additional collateral
requirements that can provide additional lender protections. The self-amortizing feature can help return
principal quicker and reduce the exit risk at the end of the loan term as compared to corporate cash-flow
lending. Additionally, the assets underlying Asset-Based Finance typically increase in value when prices are
rising and can serve as a hedge against inflation. These features compliment the income generated by and
provide diversification from the corporate credit risk associated with Corporate Cash Flow Direct Lending.
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This analysis is for informational purposes only and is not intended to be an offer, solicitation, or recommendation
with respect to the purchase or sale of any security, nor a recommendation of services supplied by any investment
organization and does not include all factors that should be considered when choosing an investment advisor or
strategy.

This presentation is not investment, legal, tax, or accounting advice. Investors should consult with their own
professional advisors for advice on any investment, legal, tax, or accounting issue(s).

This document was prepared without regard to the specific objectives, financial situation, or needs of any particular
person or entity who may receive it.

While the information contained herein highlights important data, it does not purport to highlight all dimensions of
risk.

The information provided herein is based on matters as they exist as of the date of preparation, or otherwise
indicated throughout the presentation, and not as of any future date, and will not be updated or otherwise revised
to reflect information that subsequently becomes available, or circumstances existing or changes occurring after the
date hereof.

Past performance is not indicative of future results.

The information and opinions contained in this material are derived from various sources. No representations are
made as to the accuracy or completeness of the information set forth in these materials. LCG reserves the right at
any time and without notice to change, amend, or cease publishing the information.



