PRIVATE CREDIT
GOES DOWNMARKET:
WHAT THE DIRECT
LENDING BOOM
MEANS FOR
INDEPENDENT
SPONSOR FINANCING

MORE LENDERS, MORE
STRUCTURES, MORE
LEVERAGE FOR SPONSORS
WHO KNOW HOW TO USE |
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EXECUTIVE
SUMMARY

Private credit has become one of the defining stories in alternative assets, and in
2026 that growth is increasingly flowing toward the lower middle market. For
Independent Sponsors, this is not a background trend. It is a direct expansion of
who will finance their deals and how.

PitchBook's 2026 midyear private credit outlook shows that activity at the smaller
end of the market has been more resilient than the so called upper middle
market, which increasingly competes with the syndicated loan market. Crescent
Capital closed a $10.8 billion direct lending vehicle dedicated specifically to the
lower middle market, and JPMorgan has formed a small cap investment team
focused on deals between $100 million and $500 million. Capital is following the
fragmentation that has always defined this segment.

For Independent Sponsors, more lenders means more optionality. It also means
more discipline is required to use that optionality well.
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CAPITAL IS

FOLLOWING THE
FRAGMENTATION

The lower middle market has always been characterized by
thousands of founder led, regionally concentrated businesses that
are too small for large scale institutional capital and too complex
for simple bank financing. That fragmentation is now attracting
dedicated capital rather than being treated as a limitation.

Monroe Capital closed a $6.1 billion fund targeting companies
with roughly $35 million or less in EBITDA. Macquarie Asset
Management is raising a $1 billion direct lending vehicle focused
on companies in the $25 million to $75 million EBITDA range.
These are not generalist funds opportunistically dipping
downmarket. They are purpose built vehicles.

THE FULL
STACK SHIFT:
SBIC FUNDS

One of the more structurally significant developments is the
rise of SBIC funds as full stack capital providers.
McGuireWoods' 2026 SBIC update notes that many SBIC
funds now provide senior debt, unitranche debt, preferred
equity, and common equity within a single transaction. Citrin
Cooperman's 2025 survey of the Independent Sponsor
segment found SBIC funds are now one of the most used
capital sources in these deals, trailing only family offices and
high net worth individuals.

For Independent Sponsors, this collapses what used to be a
multi party capital stack into a single relationship, which can
materially simplify deal execution and timeline.
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WHY THE
ECONOMICS

FAVOR THE LOWER
MIDDLE MARKET

A March 2026 KBRA and First Eagle analysis of lower middle
market direct lending makes an important distinction. Lower
middle market loans continue to command wider spreads than
core and upper middle market transactions, but that premium
reflects structural inefficiencies in how the segment has
historically been financed, not higher underlying credit risk. Lower
middle market lenders also tend to maintain stronger senior
positions and clearer enforcement rights than their upper market
counterparts.

Muzinich & Co's early 2026 outlook echoes this, noting that
investor priorities heading into 2026, including income
consistency, capital preservation, and disciplined structuring, align
naturally with a lower middle market approach built on
conservative leverage and tighter documentation.

WHAT THIS
MEANS FOR
DEAL
STRUCTURING

More lender competition generally benefits sponsors on
pricing and terms, but it also raises the bar for underwriting
discipline. Sponsors now have real choices between senior
bank debt, unitranche structures, asset based lenders, and full
stack SBIC capital, and the right choice depends on deal size,
sector, and growth plan, not just who offers the lowest rate.
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HAT ACTUALLY
\TTERS NOW

01

Treat the growing lender
pool as a source of
structuring leverage, not
just cheaper capital.

Evaluate SBIC and full
stack providers for deals
where simplifying the
capital structure matters as
much as price.

Use the lower middle
market's structural lending
advantages, tighter
documentation and
stronger lender protections,

as a credibility signal with
equity partners.

The lower middle market used to be financed by necessity. It is
now being financed by design.

Independent Sponsors who understand this shift will not just
close deals faster. They will close them on better terms

PitchBook, 2026 Midyear Private Credit Outlook

KBRA DLD / First Eagle, Lower Middle Market Direct Lending: Same as It Ever Was (March 2026)
Muzinich & Co, US Private Credit: The Lower Middle Market (February 2026)

McGuireWoods, 2026 SBIC Update

Citrin Cooperman, 2025 Independent Sponsor Survey

PitchBook News, coverage of Crescent Capital and JPMorgan small cap lending initiatives (July 2026)

Match financing structure
to sector and growth plan
rather than defaulting to
whatever capital source
closed the last deal.
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DISCLAIMER

This presentation does not constitute an offer to sell or the solicitation of an offer to purchase any security. Recipients of this presentation agree that none of
Independent Sponsor News (“ISN”) or its affiliates or its or their respective partners, members, employees, officers, directors, agents, or representatives shall have
any liability for any misstatement or omission of fact or any opinion expressed herein. Each recipient further agrees that it will (i) not copy, reproduce, or distribute
this presentation, in whole or in part, to any person or party including any employee of the recipient other than an employee directly involved in evaluating an
investment in any funds (the “Fund or Funds”) without the prior written consent of ISN; and (ii) keep permanently confidential all information contained herein that is
not already public. The information contained herein is preliminary, is provided for discussion purposes only, is only a summary of key information, is not complete,
and does not contain certain material information about the Fund, including important conflicts disclosures and risk factors associated with an investment in the
Fund, and is subject to change without notice. Any offer, sale or solicitation of interests with respect to the Fund will be made only pursuant to the Fund’s confidential
private placement memorandum (the “Memorandum”), limited partnership agreement, and subscription agreement, and will be subject to the terms and conditions
contained in such documents in accordance with applicable securities laws. This presentation is qualified in its entirety by reference to the Fund’s Memorandum,
including without limitation all of the cautionary statements and risk factors set forth therein, the limited partnership agreement and the subscription agreement
related thereto, copies of all of which will be made available in the future to qualified investors upon request and should be read carefully prior to any investment in
the Fund. The information in this presentation is not presented with a view to providing investment advice with respect to any security, or making any claim as to the
past, current or future performance thereof, and ISN expressly disclaims the use of this presentation for such purposes. Each recipient should consult its own
advisers as to legal, business, tax and other related matters concerning an investment in the Fund. Past performance is not necessarily indicative, or a guarantee, of
future results. Information about the Fund and prior investments made by ISN is provided solely to illustrate ISN’ investment experience, and processes and
strategies. Such information is not intended to be indicative of the Fund’s future results. There can be no assurance that the Fund will achieve comparable results as
those presented or that the Fund will be able to implement its investment strategy or achieve its investment objective. Investors in the Fund may lose part or all of
their invested capital. Statements contained in this presentation are based on current expectations, estimates, projections, opinions and beliefs of ISN as of the date
hereof. Such statements involve known and unknown risks and uncertainties, and undue reliance should not be placed thereon. Neither ISN nor any of its affiliates
makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained herein and nothing contained herein
should be relied upon as a promise or representation as to past or future performance of the Fund or any other entity. Unless otherwise noted, the information
contained herein is unaudited and may be preliminary and subject to change, and ISN and its members, partners, stockholders, managers, directors, officers,
employees and agents do not have any obligation to update any of such information. Certain figures in this presentation have been rounded. In addition, certain
information contained herein has been obtained from published and non-published sources and / or prepared by third-parties, and in certain cases has not been
updated through the date hereof. While such information is believed to be reliable for the purposes of this presentation, ISN assumes no responsibility for the
accuracy or completeness of such information and such information has not been independently verified by it. Certain information contained herein constitutes
“forward-looking statements,” which can be identified by the use of terms such as “may,” “will,” “should,” “could,” “would,” “predicts,” “potential,” “continue,”
“expects,” “anticipates,” “projects,” “future,” “targets,” “i plans,” “believes,” “estimates” (or the negatives thereof) or other variations thereon or comparable
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intends,
terminology. Forward looking statements are subject to a number of risks and uncertainties, some of which are beyond the control of ISN, including among other
things, the risks listed in the Memorandum. Actual results, performance, prospects or opportunities could differ materially from those expressed in or implied by the
forward-looking statements. Additional risks of which ISN is not currently aware also could cause actual results to differ. In light of these risks, uncertainties and
assumptions, prospective investors should not place undue reliance on any forward-looking statements. The forward-looking events discussed in this presentation
may not occur. ISN undertakes no obligation to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.
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