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1 WHAT WE SAID IN 2025

Direct lending valuations were being marked too generously, and credit quality
was quietly deteriorating beneath the surface long before it became visible
publicly.

2 WHAT IS HAPPENING NOW

Publicly traded BDCs are experiencing widening discounts to NAV, pressured by
broader repricing of private credit. Disruption has been amplified by investor
redemption pressures and concentrated exposures (especially in software), which
have fueled valuation stress and created structural liquidity concerns.

A Glimpse of Direct Lending Market Through the BDCs

For the better part of the last two years, we have been vocal about two themes — (1) valuations in
the direct lending market were too generous and (2) credit quality was deteriorating beneath the
surface. Publicly traded BDC portfolios are now offering some confirmation of that view — with
important caveats about what they actually show.

Publicly traded BDCs are regulated and required to report quarterly fair value marks, giving them
more visibility than the average direct lending fund. But BDCs are not a clean mirror as managers
have discretion over valuation methodology, so the glimpses are often partial and delayed window
into what is happening more broadly across the direct lending asset class.

What the Narrow Glimpses are Telling Us

BlackRock TCP reported a nearly 206% NAV decline in a single quarter, roughly half of the decline
was driven by markdown of six portfolio investments, while the remainder of the damage was
amplified by leverage.

At Blue Owl, OBDC Il gated investor redemptions after withdrawal requests exceeded the 5%
quarterly cap — which ultimately led to Blue Owl selling approximately 34% of its OBDC Il portfolio to
generate liquidity to meet some redemption requests.
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It's interesting to note that the portfolio of loans that were sold traded at an average price of
99.7%. The implication is that the loans sold were likely among the more liquid and higher-quality
assets in the portfolio, which raises real questions about what remains.

Conclusion

BDCs are giving us an imperfect but meaningful window into the broader direct lending market, and
what we're seeing is consistent with what we've been flagging for the better part of two years.

Valuations were too generous, credit quality was deteriorating beneath the surface, and the cracks
are now becoming visible.

None of this changes our view that direct lending is an important component of the overall private
credit asset class. But it does underscore that manager selection, disciplined portfolio construction,
and conservative risk controls are the difference between navigating this environment and being
forced to sell your portfolio to meet redemption requests.
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About ZCG

ZCG is a leading, privately held global firm comprised of private markets asset management, business consulting services, and
technology development and solutions.

ZCG's investors are some of the largest and most sophisticated global institutional investors including pension funds, endowments,
foundations, sovereign wealth funds, central banks, and insurance companies.

For almost 30 years, ZCG Principals have invested tens of billions of dollars of capital. ZCG has a global team comprised of approximately
400 professionals. ZCG is headquartered in New York, with seven affiliated offices, across five countries. For more information on ZCG,
please visit www.zcg.com.

You can also learn more about ZCGC, the business consulting services platform of ZCG, at www.zcgc.com, and explore ZCG's
technology affiliate, Haptiq, at www.haptig.com.

Disclaimer

These materials contain information that is general in nature and accordingly has been prepared without consideration of the investment
objectives, financial situation or particular needs of any particular investor. Investors should consider whether the behavior of these
investments should be tested under assumptions different from those included in these materials. The assumptions underlying the
information presented in these materials may be modified from time to time to reflect changed circumstances. ZCGhas not undertaken
to independently validate the accuracy of information provided by third party sources and is not responsible for any inaccuracies in the
data provided. Past performance is not indicative of future results. The information set forth in these materials is strictly confidential
and is provided for informational and discussion purposes only. No representations or warranties as to such information are given or
implied. The information set forth in these materials is not intended to be, and shall not be regarded or construed as, a recommendation
for a transaction or investment, financial or other advice of any kind, nor as constituting or implying any commitment whatsoever,
including without limitation an offer to purchase, sell or hold any security investment, loan or other financial product, or to enter into or
arrange any type of transaction. The information provided herein may not be reproduced, distributed, or disclosed, in whole or in part,
to any third party without the prior written consent of ZCG.
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