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As private credit continues to evolve, the market is entering a new phase - one defined
less by beta-driven yield compression and more by alpha generation through complexity,
structure, and specialization. The broad private credit boom of the past decade has
created strong tailwinds for direct lending, but with traditional middle-market direct
lending now well-established in investor asset allocation frameworks, capital is rotating
toward harder-to-access and structurally more unique segments.

For this piece, we will focus on alternative credit, with an emphasis on two areas: asset-
based finance (“ABF”) and other alternative credit verticals. These segments sit at the
intersection of secular bank retrenchment, regulatory arbitrage, and the growing appetite
among institutions and private wealth forincome-generating, differentiated exposures
with diversified return streams relative to both traditional public and private assets.

Fromdirectlending to specialized credit

The last decade of growth in private credit was largely dominated by corporate direct
lending - senior secured loans to sponsor-backed middle-market borrowers. This segment
grew rapidly as banks pulled back from traditional lending and private equity sponsors
sought scalable, flexible financing solutions.

But as that space matured, spreads compressed, leverage became more expensive and
returns normalized. While we still view the space as attractive given healthy spread levels
of 500+ basis points over the Secured Overnight Financing Rate (SOFR), we believe it is
prudent to start adding diversified sources of income to complement current allocations
and enhance portfolio resiliency. The shiftin the opportunity setis prompting a strategic
pivot: rather than pursuing similar types of credit risk, investors are now looking to exploit
complexity premiums, capitalize on origination scarcity, and build exposure to assets with
cash flow visibility and hard collateral.

Asset-based finance: Systemic tailwinds and structural advantages

Asset-based finance broadly refers to lending strategies secured by pools of identifiable
financial or real assets - ranging from consumer receivables, equipment leases, and
aircraft, to litigation finance, royalties, and insurance-linked cash flows. These loans are
typically non-mark-to-market, amortizing, and feature strong asset coverage.

The growth in ABF is being driven by three converging factors:

1. Bankretrenchment: Regulatory capital requirements (Basel llI', Basel IV?, stress testing)
and liquidity coverage ratios have led banks to curtail lending in structured or esoteric
asset classes - even those with strong credit fundamentals. Banks are increasingly
opting to originate and distribute (or not originate at all), opening the door for private
capitaltostepin.

1. Basellllisaninternationally agreed set of measures developed by the Basel Committee on Banking
Supervisioninresponse to the financial crisis of 2007-09. It aims to strengthen the regulation,
supervision and risk management of banks. Source: Bank for International Settlements.

2. Basel IVreferstothe set of capital rules finalized by the Basel Committee in December 2017 as part
of the finalization of Basel lll. [t aims to enhance the bank capital framework through significant
revisions to the treatment of credit risk, market risk, operational risk, and credit valuation
adjustment (CVA) risk. The new rules also introduce an output floor to limit the extent to which banks
canuse internal models to reduce capital requirements for credit and market risk. Source: KPMG
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. Capital efficiency: For institutional investors, especially insurance and liability-driven

pools, ABF offers short- to medium-duration cash flows, low mark-to-market volatility,
and natural alignment with asset-liability matching. The securitized nature of ABF
allows for creative structuring, overcollateralization, and tranching to meet yield or risk
appetite targets.

. Originationscarcity: Unlike sponsor-backed lending, where origination is broadly

intermediated, ABF platforms often require bespoke sourcing networks, domain
expertise, and operational capabilities. This creates high barriers to entry and enables
first movers or scaled platforms to secure deal flow and defensible economics.

Examples of ABF opportunities

Consumer & small and medium-sized enterprise (SME) lending platforms: Fintech
lenders with strong underwriting algorithms but limited balance sheet capacity.
Private credit funds can provide warehouse lines or forward flow arrangements with
structural protections and performance triggers.

Transportationfinance: Lending against aircraft, railcars, or marine vessels with
long-term lease agreements. With traditional export credit agencies and bank balance
sheets retreating, private lenders can step into underwritten, collateral-rich deals.

Insurance-linked premium finance: Short-duration loans backed by policy
premiums, often with low default risk and high recovery visibility.

Tradefinance and supply chainreceivables: Lending against accounts receivable
in well-structured programs with tier-one corporates. Banks have pulled back due to
compliance burdens and capital charges, creating alpha for private players who can
navigate the ecosystem.

Royalty streams and IP-backed credit: Loans secured by predictable, contractual
payments from intellectual property - whether pharmaceuticals, music, or software
licenses.

Each of these verticals is characterized by information asymmetry, origination
complexity, and collateral-backed structures - distinct from the traditional direct
lending opportunity set.

Other alternative credit verticals: Complexity creates opportunity

If ABF is about structure and collateral, other alternative vertical credits are more about
specialization and insight. These are areas where the underlying creditworthiness
depends on understanding industry-specific dynamics, contractual nuances, and
regulatory frameworks.

While the risk/return profiles vary, what unifies these strategies is limited institutional
saturation and return potential driven by insight rather than broad market beta.

Examples of other alternative credit verticals

Litigation finance: Non-recourse lending to plaintiffs or law firms with expected
settlements. Returns are high, duration is idiosyncratic, and risk is uncorrelated—but
requires deep underwriting and case law knowledge.

Music & mediaroyalties: Lending against catalog income streams with decades of
cash flow history and contractual stickiness. This vertical combines IP analytics with
credit structuring, ideal for investors seeking income from “passive” creative assets.

Healthcare-related lending: Financing against medical receivables, equipment
leases, or clinic roll-ups. The idiosyncratic reimbursement dynamics require
underwriting depth but offer stable cash flows.

Fund finance (NAV lending, general partner (GP) financing): Providing leverage
atthe fund or GP level secured by the NAV of underlying portfolios. This niche has
expanded as private market sponsors seek flexible liquidity tools beyond limited
partners (LP) capital.
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« Venturelending: Lending to late-stage, venture-backed companies, often those
with positive cash flows. Asthe U.S. IPO market has decelerated, these companies
have opted to tap the debt market as opposed to raising additional equity financing,
especially if the company is at risk of a “down round”. This space was previously
dominated by Silicon Valley Bank, so there is a sizable market opportunity for
emerging players.

Differentiation through origination

These strategies require not just capital, but origination capability and underwriting
discipline. Investors who can partner with experienced operators, platform lenders,

or specialist GPs are best positioned to access these niches. Scale is helpful but not
sufficient - the edge lies in knowing which assets to look for, how to structure them, and
how to monitor loan performance.

What's driving demand?

There are several secular drivers increasing institutional interest in ABF and other niche

verticals:

+ Yield premium: These strategies often offer 650-1000bps spread over SOFR (150-
400bps spread over direct lending)?, with lower correlation to credit cycles and less
crowded capital stacks

« Structuralrisk protection: Most transactions feature hard collateral, amortizing
payments, covenants, and overcollateralization. Many investors prefer this to covenant-
lite structures common in other private credit structures and adjacent categories.

« Durationmanagement: ABF and structured credit exposures tend to offer short- to
medium-duration cash flows, helping investors manage reinvestment risk and interest
rate sensitivity.

« Diversification: Given their low correlation to equities, traditional credit, or public
markets, these segments enhance portfolio construction. Their return drivers are often
contractual or asset-based, not tied to macro beta.

« Customization: Institutional and private wealth clients increasingly seek tailored
exposures - across risk/return targets, asset types, and geographies. ABF allows
investors to “dial in” the exposure they want.

Bank retrenchment: A structural realignment

Atthe heart of this evolution is the withdrawal of banks from traditional credit markets.
Thisisn'tjust cyclical -it’s structural. Regulatory tightening post-2008, and more recently
under Basel llland IV, has increased the cost of capital for certain types of lending.

Banks are now required to hold more capital against loans with complexity, illiquidity, or
perceived risk - even if those loans are ultimately low loss-given-default.

Thisis particularly evident in:

«  Commercial real estate, especially non-core sectors or transitional assets

« Structured credit, where banks have reduced balance sheet exposure

» Middle-market and SME lending, where underwriting complexity no longer justifies
balance sheet usage

+ Trade and supply chainfinance, due to compliance and capital burdens

As banks pull back, non-bank lenders, asset managers, and private capital platforms are
stepping in - creating a secular opportunity to rewire how credit is distributed, originated,
and priced.

We see this not justinthe U.S., butalso in Europe and increasingly in Asia, where regulatory
capital treatment and state-directed lending priorities are creating similar dislocations.

3. Source: Invesco Solutions, views as of August 20, 2025. Forillustrative purposes only.
Past performanceis notthe guide to futurereturns.
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Therole of private wealth and family offices

Private creditis no longer a purely institutional play. Increasingly, private wealth platforms,
family offices, and high-net-worth investors are looking to access these strategies for
income, diversification, and real asset linkage.

Asset-based finance and other niche verticals offer a compelling narrative for this

audience:

« Theyareunderstandable - investors can intuitively grasp lending against royalties,
aircraft, or receivables.

» They offer contractual cash flows, which are attractive in volatile markets.

+ They bring real economy exposure without public market correlation.

The challenge is access: these strategies are often capacity-constrained, operationally
complex, and best accessed through institutional-grade platforms that offer scale, risk
management, and reporting.

How does thisfitinto a private credit portfolio?

As portfolio constructionists, the next integral step after identifying asset class
opportunities is to properly integrate these assets into a portfolio of public and private
assets. We believe alternative credit categories serve as a strong complement to other
core private credit asset classes and adjacent exposures such as direct lending, broadly
syndicated loans, collateralized loan obligations (CLOs), and distressed credit.

Private credit portfolio allocation

%
Asset Backed Finance (0-10%) 10
Direct Lending (40-60%) 40
Broadly Syndicated (20-40%) 20
Opportunistic Credit (10-30%) 25
Structured Credit (0-10%) 5

* For illustrative purposes.

Conclusion: Specializationis the new edge

Private credit has moved beyond its early phase of growth. The next frontier is not just
about deploying capital - it's about deploying insight. Asset-based finance and other
niche vertical alternative credit strategies represent a structural opportunity to generate
alpha through origination, specialization, and underwriting edge.

For investors, the key is platform selection: identifying managers with the sourcing
relationships, operational infrastructure, and structuring expertise needed to extract
value from complexity.

As banks continue to retrench and capital becomes more specialized, we believe
these strategies will play an increasingly central role in portfolio construction - across
institutions, insurers, and private wealth.
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Investmentrisks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate
fluctuations) and investors may not get back the fullamountinvested.

Wheninvestingin less developed countries, you should be prepared to accept significantly large
fluctuationsinvalue.

Investmentin certain securities listed in China caninvolve significant regulatory constraints that may
affectliquidity and/orinvestment performance.

Important information

Thisdocumentis for Professional Clients only in Dubai, Jersey, Guernsey, the Isle of Man, Continental
Europe (as defined below) and the UK; for Institutional Investors only in the United States; for
Professional/Qualified/Sophisticated Investors in Bahrain, Kuwait, Oman, Qatar, Saudi Arabiaand the
United Arab Emirates; for AFPs and Qualified Investorsin Chile; for Qualified Clients/Sophisticated
InvestorsinIsrael; for Sophisticated or Professional Investorsin Australia; in New Zealand for
wholesaleinvestors (as definedin the Financial Markets Conduct Act); for Professional Investors
inHong Kong; for Qualified Institutional Investors in Japan; in Taiwan for Qualified Institutions/
Sophisticated Investors; inSingapore for Institutional/Accredited Investors; for Qualified Institutional
Investors and/or certain specificinstitutional investors in Thailand; for certain specific sovereign
wealthfunds and/or Qualified Domestic Institutional Investors approved by local regulators only in

the People’s Republic of China; for certain specific institutional investors in Malaysia uponrequest;

for certain specific institutional investorsin Brunei; for Qualified Professional Investors in Korea; for
certain specificinstitutional investorsinIndonesia; for qualified buyersin Philippines for informational
purposesonly;inCanada, thisdocumentisrestricted toi) accredited investors and i) permitted clients
asdefined under National Instrument 45-106 and 31-103 respectively. Itis notintended for and should
notbedistributedto orrelied upon by the public or retail investors. Please do not redistribute this
document.

Forward-looking statements are not a guarantee of future results. They involve risks, uncertainties, and
assumptions. There can be no assurance that actual results will not differ materially from expectations.

Thisis marketing material and not financial advice. It is not intended as arecommendation to buy or sell
any particular asset class, security, or strategy. Regulatory requirements that require impartiality of
investment/investment strategy recommendations are therefore not applicable nor are any prohibitions
totrade before publication.

By accepting this document, you consent to communicate with usin English, unless youinformus
otherwise. Dataasat October 2025, unless otherwise stated.

For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland,
France, Germany, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway, Portugal, Spain, Sweden, and
Switzerland.

Allarticlesinthis publication are written, unless otherwise stated, by Invesco professionals. Views and
opinions are based on current market conditions and are subject to change. This publication does not form
part of any prospectus. This publication contains general information only and does not take into account
individual objectives, taxation position or financial needs. Nor does this constitute arecommendation of
the suitability of any investment strategy for a particularinvestor.
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This publicationis notaninvitation to subscribe for sharesinafund norisit to be construed as an offer
tobuy orsellany financial instruments. As with allinvestments, there are associated inherent risks. This
publicationis by way of information only. This document has been prepared only for those persons to
whom Invesco has providedit. It should not be relied upon by anyone else and you may only reproduce,
circulate and use this document (or any part of it) with the consent of Invesco. Asset management services
are provided by Invescoinaccordance with appropriate local legislation and regulations.

This publicationisissued:

- inHongKong by Invesco Hong Kong Limited = IE1% B E 1B EBR/AE], 45/F, Jardine House,
1Connaught Place, Central, Hong Kong.

- inSingapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01Republic Plaza,
Singapore 048619.

- inTaiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066).
Invesco Taiwan Limited is operated and managed independently.

- inJapanby Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1
Roppongi, Minato-ku, Tokyo 106-6114; Registration Number: The Director- General of Kanto Local
Finance Bureau (Kin-sho) 306; Member of the Investment Trusts Association, Japan and the Japan
Investment Advisers Association.

- inAustraliaby Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street, Melbourne,
Victoria, 3000, Australia which holds an Australian Financial Services Licence number 239916.

This document has been prepared only for those persons towhom Invesco has providedit. It should not
be relied upon by anyone else. Information contained in this document may not have been prepared or
tailored for an Australian audience and does not constitute an offer of a financial product in Australia. You
may only reproduce, circulate and use this document (or any part of it) with the consent of Invesco.

Theinformationinthis document has been prepared without taking into accountany investor’s
investment objectives, financial situation or particular needs. Before acting onthe information the
investor should consider its appropriateness having regard to their investment objectives, financial
situationand needs.

You should note that this information:

- may containreferencesto dollaramounts which are not Australian dollars;

- may contain financial information which s not prepared inaccordance with Australian law or practices;
may not address risks associated with investment in foreign currency denominated investments; and
does notaddress Australiantaxissues.

inNew Zealand by Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street,
Melbourne, Victoria, 3000, Australia which holds an Australian Financial Services Licence number
239916.

Thisdocument isissued only towholesale investors (as defined in the Financial Markets Conduct Act) in
New Zealand to whom disclosureis not required under Part 3 of the Financial Markets Conduct Act. This
document has been prepared only for those persons to whomit has been provided by Invesco.

It should not be relied upon by anyone else and must not be distributed to members of the publicin
New Zealand. Information contained in this document may not have been prepared or tailored fora
New Zealand audience. You may only reproduce, circulate and use this document (or any part of it) with
the consent of Invesco. This document does not constitute and should not be construed as an offer

of, invitation or proposal to make an offer for, recommendation to apply for, an opinion or guidance on
Intereststo members of the publicin New Zealand. Applications or any requests for information from
persons who are members of the publicin New Zealand will not be accepted.
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- inthe United States by Invesco Advisers, Inc.,1331Spring Street NW, Suite 2500, Atlanta, GA 30309,
USA.

- inCanadaby Invesco Canada Ltd., 16 York Street, Suite 1200, Toronto, Ontario M5J OE6.

- inAustriaand Germany by Invesco Management S.A., President Building, 37A Avenue JF Kennedy,
1-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

- inBelgium, Denmark, Finland, France, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway,
Portugal, Spainand Sweden by Invesco Management S.A., President Building, 37A Avenue JF Kennedy,
L-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

- inDubai, Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates by Invesco Asset
Management Limited, Index Tower Level 6 - Unit 616, P.O. Box 506599, Al Mustagbal Street, DIFC, Dubai,
United Arab Emirates. Regulated by the Dubai Financial Services Authority.

- inthelsleof Man, Jersey, Guernsey and the UK by Invesco Asset Management Limited, Perpetual
Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire, RG9 THH, United Kingdom. Authorised and
regulated by the Financial Conduct Authority.

- inSwitzerland by Invesco Asset Management (Schweiz) AG, Talacker 34,8001 Zurich, Switzerland.

- inlsrael by Invesco Asset Management Limited, Perpetual Park, Perpetual Park Drive, Henley-on-
Thames, Oxfordshire RG9 THH, UK. Authorised and regulated by the Financial Conduct Authority.
This document may not be reproduced or used for any other purpose, nor be furnished to any other
person other than those to whom copies have been sent. Nothing in this document should be
considered investmentadvice or investment marketing as defined in the Regulation of Investment
Advice, Investment Marketing and Portfolio Management Law, 1995 (“the Investment Advice Law”).
Investors are encouraged to seek competentinvestmentadvice fromalocally licensed investment
advisor prior to making any investment. Neither Invesco Ltd. nor its subsidiaries are licensed under the
Investment Advice Law, nor doesit carry the insurance as required of a licensee thereunder.

202510-4912616-GLR



