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Private equity's exit backlog has crowded sponsor-backed direct lending, but those pressures do
not extend across private credit.

The traditional private equity leveraged buyout (LBO) model depends on a predictable, continuous cycle:
buy a company with leverage, hold it for three to five years, sell it, return capital to limited partners, and raise
the next fund. That cadence has stalled. As exit velocities have slowed down and transaction volumes have
dropped, market conditions have tightened severely for direct lenders — the segment of private credit built
primarily to fund these LBOs.

The Exit Bottleneck

PitchBook data estimates roughly 13,500 U.S. companies sit inside private equity portfolios.” Nearly 4,000
have been held six years or longer, and McKinsey notes that only 19% of PE investments made in 2021 were
sold within four years.? At the current transaction pace, PwC estimates it will take approximately nine years
to work through the current inventory.®
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As Howard Marks of Oaktree observed, a multi-decade tailwind of falling interest rates has reversed,
“throwing sand in the gears” of the LBO model.* Higher borrowing costs made portfolio companies less
profitable, harder to refinance, and more difficult to sell at historical valuation multiples. Rather than exiting,
sponsors are increasingly leaning on continuation funds, secondaries, NAV loans, and preferred equity.®
While these strategies provide limited liquidity to limited partners, they primarily keep capital recycling
within the existing sponsor ecosystem instead of funding new investments.
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The Crowding Effect

While new PE deals slowed, the direct lending segment continued to raise capital, ballooning into a ~$1T
domestic market.® The result is an abundance of capital competing for fewer quality opportunities. Across
sponsor-backed direct lending, the symptoms are clear:
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Allocators have noticed: direct lending's share of new private credit allocations
recently fell from 58% to 50%.”
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Software serves as a stark case study. A meaningful portion of backlogged PE assets are software
companies purchased during the peak buying spree of 2021-2022 at aggressive valuations.® While software
accounts for ~9% of the total companies PE owns, it represents 20 to 30% of direct lending portfolios.® Direct
lending dollars concentrated most heavily in software exactly when buying activity there was most
aggressive, just as public markets started re-rating the sector downward on fears about Al and slowing post-
COVID growth.
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Bespoke Specialty Finance

As Randy Schwimmer at Churchill argues, private credit is a continent of different nations rather than a
single asset class; origination discipline — not market headlines — determines a portfolio's fate.'

Ivy aims to be structurally insulated from crowded direct lending markets and software exposure. Our
strategy seeks to concentrate in less-trafficked corners of the market, focusing on growth capital and
bespoke lending solutions for lower-middle market, founder-owned businesses.

We believe lvy's advantage is anchored in asset-based lending and specialty finance. Rather than competing
for broadly marketed sponsored transactions, we rely on asset-based collateral protection, real-time
monitoring, and tailored structuring with the goal of controlling risk and driving investment outcomes.

Conclusion

The capital raised for private equity buyouts and the lending industry built to supply it are now stuck together
in a crowded lane. lvy deliberately seeks to operate outside that lane. We continue to focus on asset-based
collateral protection — an approach increasingly recognized as one of the most attractive, defensive
segments of the industry. This is not a cyclical pivot; it is the core discipline that has always guided our
strategy.
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Important Disclosures

For Informational Purposes Only

This material has been prepared by Ivy Asset Group LLC ("Ivy") for informational and educational purposes only. It is intended
to provide general commentary regarding market conditions and trends and does not constitute investment advice, legal advice,
tax advice, accounting advice, or a recommendation regarding any security or investment strategy.

Not an Offer or Solicitation

This material does not constitute an offer to sell or a solicitation of an offer to buy any security or investment vehicle. Any such
offer may be made only through the applicable confidential offering documents and only to eligible investors in jurisdictions
where such offers are permitted by law. Nothing contained herein should be construed as individualized investment advice or
as a recommendation that any particular investment, strategy, or transaction is suitable for any specific investor. Prospective
investors should carefully review all offering materials and consult their own legal, tax, accounting, and financial advisers
before making any investment decision.

Opinions and Forward-Looking Statements

The views and opinions expressed herein are those of Ivy as of the date of publication and are subject to change without notice.
The discussion of Ivy's investment approach reflects the Firm's current views regarding its investment philosophy and portfolio
construction process Certain statements contained herein constitute forward-looking statements, including statements regarding
market conditions, investment opportunities, and expected industry trends. Forward-looking statements are based on current
assumptions, expectations, and beliefs and are inherently subject to business, economic, and market risks. Actual events and
results may differ materially from those expressed or implied.

No Guarantee of Future Results

Past market trends, historical observations, and current market conditions are not reliable indicators of future results. There can
be no assurance that any investment strategy discussed herein will be successful or that market conditions will develop as
anticipated. All investments involve risk, including the possible loss of principal.

Sources of Information
Certain information contained herein has been obtained from third-party sources believed to be reliable. Ivy has not
independently verified all such information and makes no representation or warranty regarding its accuracy or completeness.
References to third-party publications or market data should not be construed as endorsements by those organizations of Ivy or
its investment strategies.

Examples and Market Commentary

Any references to industries, sectors, market participants, or investment approaches are provided solely for illustrative purposes
to facilitate discussion of broader market developments. Such references should not be interpreted as recommendations to
invest in any particular company, sector, or strategy.
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