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Direct lending: Why the lower

and core middle market?

When it comes to direct lending, smaller is usually better. Learn why company size
matters and where to find the best income opportunities today.

Middle market direct lending is...

Loans made to companies at the smaller end of the middle market, where yields are higher and the investment pool
is deeper. There are fewer lenders focused on the “lower” and “core” segments as large lenders focus on the “upper”
segment and beyond in order to deploy the substantial capital they have accumulated. The less competitive nature of
the “lower” and “core” segments allows for lenders to realize better safeqguards and rates for investors.

Comparing opportunities in the middle market

Middle market companies fall into one of three categories, based on their size. Those in the “lower” and “core”
segments tend to have fewer borrowing options and less negotiating leverage, resulting in better rates and
safeguards for investors.

Lower Core Upper
middle market middle market middle market
EBITDA $5-15 million $15-50 million $50-100 million
Number of lenders Lower Medium Higher
Investor protections Higher Medium Lower
Expected default rate Under 2.5% Under 2.5% Under 2.5%
Expected yield 9.25-11.5% 8.5-10.5% 7.25-9%

Source: Market observations and industry data as of 2025. Ranges shown are for first-lien, senior-secured positions. Expected returns and default
rates are based on historical observations and forward-looking estimates.
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“Aren’t smaller companies riskier”

Not necessarily. Smaller companies tend to carry less debt, which may make them safer
borrowers. With most direct loans, they are also contractually obligated to pass certain tests
(covenants) designed to ensure they remain financially healthy over the life of the loan.

Put middle market direct lending to work for you

AL

Increase income
potential

Direct loans typically
pay more income than
high yield U.S. bonds,
with lower default risk.

Enhance
diversification

Middle market companies
span a diverse range of
industries, geographies,

and business models
to further round out
portfolios.

Ready to take action?

Weather-proof
portfolios

Direct lending has
historically delivered
durable income and

attractive risk-adjusted

returns in volatile markets.

Loans are at the top of
the capital structure and
secured by assets of the

company.

Reduce interest
rate risks

While traditional bonds
fall in value when interest
rates rise, most direct
loans increase income
payments as they are
floating rate.

Talk to your financial professional. Together, you can determine which private investments
might be right for your portfolio.
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Investing involves risk, including possible loss of principal. Past Performance does not guarantee future return. Investments in private debt, including
leveraged loans, middle market loans, mezzanine debt, and second liens are subject to various risk factors, including credit risk, liquidity risk and interest
rate risk. Floating rate debt instruments are subject to credit risk, interest rate risk, and impaired collateral risk, which means that the value of the
collateral used to secure a loan held by the fund could decline over the course of the loan. Private credit involves an investment in non-publicly traded
securities which are subject to illiquidity risk. Investors should be aware that alternative investments including private equity and private debt strategies
may magnify risk. Alternative investments may be illiquid, there may be no liquid secondary market or ready purchasers for such securities, and they
may be subject to high fees and expenses. Alternative investments are not appropriate for all investors and should not constitute an entire investment
program. Asset allocation and diversification do not ensure a profit or protect against a loss. The risk management techniques discussed seek to
mitigate or reduce risk but cannot remove it.

This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should not
be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future
events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change without prior notice.

The information presented has been derived from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy
or validity. Any reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security,
nor an indication that the investment manager or its affiliates has recommended a specific security for any client account. Subject to any contrary
provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied
warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence) for errors or omissions in the information
or data provided.

This material may contain ‘forward-looking’ information that is not purely historical in nature and may include, among other things, projections and
forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the
reader.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would be
contrary to local law or regulation.

This document is intended for use in:
» The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

e United Arab Emirates by Principal Investor Management (DIFC) Limited, an entity registered in the Dubai International Financial Centre and
authorized by the Dubai Financial Services Authority as an Authorised Firm, in its capacity as distributor / promoter of the products and services of
Principal Asset Management. This document is delivered on an individual basis to the recipient and should not be passed on or otherwise distributed
by the recipient to any other person or organisation.

» Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors (Ireland)
Limited is regulated by the Central Bank of Ireland. Clients that do not directly contract with Principal Global Investors (Europe) Limited (“PGIE”) or
Principal Global Investors (Ireland) Limited (“PGII”) will not benefit from the protections offered by the rules and regulations of the Financial

o Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or PGlI, PGIE
or PGII may delegate management authority to affiliates that are not authorised and regulated within Europe and in any such case, the client may
not benefit from all protections offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of Ireland. In Europe,
this document is directed exclusively at Professional Clients and Eligible Counterparties and should not be relied upon by Retail Clients (all as
defined by the MiFID).

» United Kingdom by Principal Global Investors (Europe) Limited, Level 1, T Wood Street, London, EC2V 7 JB, registered in England, No. 03819986,
which is authorised and regulated by the Financial Conduct Authority (“”FCA™).

» This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.

« Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg.No.199603735H), which is regulated by the Monetary Authority of
Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or publication
has not been reviewed by the Monetary Authority of Singapore.

» Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS License No. 225385), which is regulated by the Australian
Securities and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001.

* Hong Kong SAR by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures Commission. This
document has not been reviewed by the Securities and Futures Commission. This document may only be distributed, circulated or issued to persons
who are Professional Investors under the Securities and Futures Ordinance and any rules made under that Ordinance or as otherwise permitted by
that Ordinance.

o Other APAC Countries/Jurisdictions, this material is issued for institutional investors only (or professional/sophisticated/qualified investors, as such
term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any person or
entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Principal Global Investors, LLC (PGlI) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading advisor (CTA),
a commodity pool operator (CPO) and is a member of the National Futures Association (NFA). PGl advises qualified eligible persons (QEPs) under
CFTC Regulation 4.7.
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