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Benefits of robust non-sponsored deal
sourcing in middle market direct lending

Introduction

The benefits of targeting sponsor-backed opportunities in direct lending are well known to investors
focused on this strategy. They include additional capital support from sponsors, ability for the investing
team to leverage the sponsors’ sophisticated diligence, as well as the benefits of ample deal flow and
efficient processes. However, many investors in direct lending funds and strategies may be unaware of the
benefits of also including non-sponsored opportunities in a direct lending portfolio.

Potential benefits of non-sponsored opportunities for fund investors

e Less competitive market: Fewer direct lending firms are focused on the non-sponsored market.
This market requires considerable resources and specific capabilities compared to the sponsored
market. Further, owner-operators are typically less current on market conditions and the latest
credit agreement terms. This results in a potentially significantly higher loan interest rate
per unit of leverage than would be expected in a sponsor-backed transaction. In addition, the
non-sponsored market is often dominated by banks who have steadily been retreating from
lending and typically are unwilling to provide enough flexibility to entrepreneurs to pursue their
growth strategies. That trend increased in 2023 with various bank failures, and 2024 has continued
the trend of bank tightening. For those direct lending firms who do cover the non-sponsored
market, many are only interested in the highest yield investment profiles and ignore lower levered,
safer opportunities where banks are their primary competitors, but have the potential to generate
significant alpha.

e Better alignment: While sponsors often have more financial resources to provide supportin a
downside scenario, owner-operators typically have almost all their net worth in the equity of their
businesses. While a private equity fund may still achieve attractive fund returns if one of their
portfolio companies fail, owner-operators generally do not share that luxury. This tends to result
in owner-operators taking on less leverage and being eager to provide whatever capital support
and sweat equity they can during downside scenarios to help protect their key asset.

o Stickier assets: Given the frictional costs (call protection, legal fees, management time, etc.),
owner-operators are slower to refinance, and thus non-sponsored deals have the potential for
a higher multiple of invested capital (MOIC). In part, this stickier asset base compensates for
the additional and harder work to execute and fund non-sponsored transactions as compared
to sponsored transactions.
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How is it done?

e Principal Alternative Credit Direct Lending’s dedicated non-sponsored origination professionals have longstanding
relationships developed through deep histories in private capital and investment banking. Thoughtful feedback,
credible execution, and an understanding of motivations are all essential for success in developing a consistent
flow of the most desirable, actionable, and attractive opportunities.

¢ Our dedicated non-sponsored origination team diligently maintains a presence in the transaction marketplace
through speaking opportunities and attendance at over 25 conferences each year. These activities allow us to
maintain consistent touchpoints with our numerous referral channels and to generate proprietary investment
opportunities directly with borrowers.

e Inthe last twelve months, the non-sponsored origination team has evaluated over 200 opportunities from
a wide variety of sources.

Below we briefly touch upon how non-sponsored transactions are sourced through various channels, each
with different characteristics and motivations.

Select referral channels

O Scale of 1-3 checkmarks, with three checkmarks indicating most favorable quality to the lender

Investment banks

e Typically, the most developed channel with well-diligenced opportunities, Deal flow quality: @@
including bulge bracket, regional, boutique and niche/industry, and _ N _

product-focused advisors Actionability of ideas: GG S

¢ Principal Alternative Credit Direct Lending’s dedicated non-sponsored Quality of opportunity: @ @
investment professionals have developed relationships with over 600

investment banks, helping to provide consistent access to relevant deal flow Competitive process: J

Other capital providers

Commercial banks, asset backed lending (ABL) providers, alternative Deal flow quality: @@

lenders, mezzanine providers, equity providers, etc.
N _ A Actionability of ideas: @G @
o Referrals for opportunities that do not fit the respective mandates

(another lender’s exclusive focus on sponsored deals as an example) and Quality of opportunity: @&

opportunities to collaborate with other direct lenders in club investments

Competitive process: &
¢ Principal Alternative Credit Direct Lending team reciprocates by providing . s

opportunities to such capital providers

¢ Maintaining relationships with other direct lenders that share our
philosophy and investment thesis builds continuity and a “friendly
competitor” environment
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Service providers

Law firms, accounting firms, consulting firms, out-sourced CFOs, etc. Deal flow quality: ¥ &

e Typically, a longer conversion cycle for opportunity creation, but Actionability of ideas: &
possibility of proprietary introductions to clients and attractive terms
given lack of competition Quality of opportunity: &

. Or|g|nators must focus oh contlngally gducgtlhg cpunterpartles on capital Sompeiive procss GG @
characteristics and benefits; relationship building is key and supported by

our team’s long history in the private capital marketplace

¢ Understanding the various service providers’ motivations and objectives
allows us to be thoughtful and creative in rewarding referrals and building
long-term relationships

Principal Financial Group clients and relationships

e The breadth of Principal Financial Group’s service offerings to small and Deal flow quality: @@
medium sized businesses provides proprietary access for direct lending . - _

A o Actionability of ideas: @@ &

investment opportunities

e Overlap with various internal groups such as our Retirement Services Quality of opportunity: @&
Group, Advanced Solutions group, and ESOP services group N

¢ Principal’s business owner ecosystem group, Elevate by Principal, provides Competitive process: & ¢
opportunities for Principal Alternative Credit Direct Lending to access
potential borrowers directly and offer solutions to support their growth,

ownership changes, etc.

Business brokers

¢ Typically, a sale or exit process versus capital markets transaction; may need Deal flow quality: &

to educate the broker on other non-full sale liquidity alternatives

Actionability of ideas: W@ Y

Quality of opportunity: &

Competitive process: ¥ @&
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Family offices (FO) and RIAs

¢ Many FO and RIA clients have successfully sold businesses or generated Deal flow quality: G @
returns from investments; many still own companies or have relationships

. . . _/
with or investments in entities that benefit from direct lending Actionability of ideas: &

Quality of opportunity: &

Competitive process: U@ G

Networking groups and industry associations

e Blanket approach to efficiently making introductions to members of Deal flow quality: &

each of the mentioned categories
Actionability of ideas: @@ &

Quality of opportunity: @&

Competitive process: U@ &

Referral channel Deal f.low Actio.nability Quality ?f Competitive

quality of ideas opportunity process
Investment banks AA AN AN ©
Other capital providers (A AN & ©
Service providers GG © GG UG
Principal Financial Group clients and relationships U AAd] V@ V@G
Business brokers © UG © A
Family offices (FO) and RIAs [AAA © (A AAG]
Networking groups and industry associations © GG (1 (AN

Conclusion

Maintaining a robust and diverse set of deal sourcing relationships targeting non-sponsored borrowers allows
us to further widen our deal flow funnel beyond sponsored opportunities. This broadened and comprehensive
deal flow supports our intentional portfolio construction and selection of what we believe to be the most
appropriate investments for our clients.
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Risk Considerations

Investing involves risk, including possible loss of principal. Past
Performance does not guarantee future return. All financial
investments involve an element of risk. Therefore, the value of the
investment and the income from it will vary and the initial investment
amount cannot be guaranteed. Investments in private debt, including
leveraged loans, middle market loans, and mezzanine debt, are subject
to various risk factors, including credit risk, liquidity risk and interest
rate risk. Private credit involves an investment in non-publicly traded
securities which are subject to illiquidity risk. Portfolios that invest

in private credit may be leveraged and may engage in speculative
investment practices that increase the risk of investment loss.

Important Information

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.

Principal Global Investors, LLC (PGl) 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.

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 issued in:

e The United States by Principal Global Investors, LLC, which is
regulated by the U.S. Securities and Exchange Commission.

e 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 Conduct
Authority or the Central Bank of Ireland, including those enacted
under MiFID II. Further, where clients do contract with PGIE or PGII,
PGIE or PGIl 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).

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

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

» 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.

» 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.

e Australia by Principal Global Investors (Australia) Limited
(ABN 45 102 488 068, AFS Licence No. 225385), which is regulated
by the Australian Securities and Investments Commission and is only
directed at wholesale clients as defined under Corporations
Act 20071.

* 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.

« Nothing in this document is, and shall not be considered as, an offer
of financial products or services in Brazil. This has been prepared for
informational purposes only and is intended only for the designated
recipients hereof. Principal Global Investors is not a Brazilian
financial institution and is not licensed to and does not operate as
a financial institution in Brazil. This document is intended for use
in Brazil by Principal Asset Management Ltda., a Brazilian asset
manager licensed and authorized to carry out its activities in Brazil
according to Declaratory Act n.9.408/07. 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.

» The exhibition of this material in Chile does not constitute an offer
for the purchase or sale of any local or foreign security, nor does
it pretend to promote or advertise determinate securities or its
issuers or facilitate the purchase or sale of determinate securities.
This material has been prepared exclusively to be used in one on
one presentation with institutional or qualified investors, capable of
properly evaluating the limitations and risks involved in investment
decisions. This presentation should not be provided to anyone else.
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