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DIRECT LENDING MARKET INSIGHT

Not all private credit is created equal.
The case for lower middle market direct lending.

middle market ($50M-$150MM+ EBITDA) is meaningful. As institutional capital has flooded into larger deals,
lenders willing to work deeper in the market are finding a more compelling opportunity set across yield, structural
protections and downside recovery.

01 — YIELD PREMIUM
A meaningful spread premium.

Lower middle market loans command a spread premium of 200-400 bps over comparable upper middle market transactions,
with OID premiums of 1.5-2.5 points at issuance. Fewer financing alternatives afford lenders structural pricing power that
persists across rate environments.

Average spread above SOFR by market segment (bps)

Lower middle market 500-700 bps

Upper middle market 400-525 bps

Broadly syndicated loans 175-275 bps

02 — LESS COMPETITION
A less crowded playing field.

The lower middle market's barriers to entry — complex underwriting, deep sponsor relationships and longer
diligence timelines — keep the lender pool structurally thin. Lower middle market companies represent more than
90% of all U.S. companies yet attract a fraction of the institutional capital chasing upper market deals.

Lower Middle Market Upper Middle Market

Share of U.S. Companies More than 90% Less than 10%
Private Credit Capital ~7% of fund capital ~93% of fund capital
Lenders per Deal 1-4 (sole / lead arranger) 10-20+ (syndicated)
Control over Terms Direct control over terms, documentation & pricing Shared / negotiated terms

Sources: Capstone Partners (2025); PitchBook LCD (2025); LSEG LPC (2024); Chicago Atlantic Q3 2025; Proskauer Rose LLP (2024).

This document is for informational purposes only and does not constitute an offer to sell or a solicitation of an offer to buy any securities or investment products. Any such offer or solicitation will be made only
by means of a confidential private placement memorandum or similar offering document and in accordance with the terms of all applicable securities and other laws. Past performance is not indicative of future
results. All investments involve risk, including the potential loss of principal. Private credit investments are speculative, illiquid and involve a high degree of risk. There can be no assurance that any investment
objectives will be achieved or that investors will receive a return of their capital. The information contained herein has been prepared from sources believed to be reliable but is not guaranteed as to accuracy or
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03 — MORE PROTECTION
Structure that actually protects.

Approximately 40% of upper middle market private credit deals now feature covenant-lite structures. Lower middle market
lenders retain full maintenance covenants, direct control over amendments and tight restricted-payment provisions —
providing early warning signals well before a credit deteriorates.

04 — STRONGER RECOVERY RATES
Stronger recoveries when it matters most.

Tighter structural protections, direct lender control over workouts and lower leverage at origination have historically translated
into materially better outcomes for lower middle market lenders in distressed situations — on both default frequency and

ultimate recovery. Q4 2025 default rate data shows lower middle market (EBITDA < $25MM) performing favorably across
market cycles.

Lower middle market Middle market Upper middle market
direct lending direct lending direct lending

Q4 2025 1ST LIEN Q4 2025 1ST LIEN Q4 2025 1ST LIEN
DEFAULT RATE RECOVERY DEFAULT RATE RECOVERY DEFAULT RATE RECOVERY

1.70% 70-80% 3.60% 60-70% 2.40% 60-70%

Lower vs. upper middle market — side-by-side comparison.

Factor Lower Middle Market Upper Middle Market Broadly Syndicated
EBITDA range $3MM - $25MM $50MM - $150MM+ N/A — public markets
Spread (SOFR+) 500-700 bps 400-525 bps 175-275 bps

Lenders per deal 1-4 10-20+ 100s of holders

Covenant package Full maintenance covenants Covenant-lite standard Predominantly covenant-lite
Lender control Sole / lead; direct access Club / syndicated; diffuse Highly diffuse / no control
Q4 2025 default rate | 1.70% 2.40% N/A

1st lien recovery 70-80% 60-70% ~65%

Sources: Capstone Partners (2025); PitchBook LCD (2025); LSEG LPC (2024); PineBridge Investments; TPG Direct Lending Analysis; J.P. Morgan (March 2024); Proskauer Rose LLP (2024); Proskauer
Private Credit Default Index Q4 2025; Cliffwater Direct Lending Index Q4 2023; S&P Global Market Intelligence / Morningstar (1995-2022); GPScout (1996-2024).
All investments involve risk, including the potential loss of principal. Private credit investments are speculative, illiquid and subject to transfer restrictions.
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