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Author’s Note

Since compiling the data for our Q4 2022 debt market quarterly update, the market has faced unprecedented
turmoil led by the collapse of Silicon Valley Bank. In order to provide consistent updates on the debt financing
market, we are distributing our Q4 2022 report but also want to provide context on the current state of the
market. As a consultant to early and growth stage companies seeking debt financing, Capital Advisors Group

is witnessing, in real time, the debt market'’s reaction to the collapse of what was once its undisputed leader.
We're seeing a general tightening of credit among lenders as we work through the banking crisis and expect
continued conservatism among lenders in the short term. We will continue to monitor the market closely.
Below you'll find highlights of our Debt Market Quarterly Update for Q4 2022 however, we expect to see
significant shifts in the market throughout 2023.
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Overview US Venture Capital and Debt Activity

History may view 2022 as a landmark

year for venture debt finance —

in both positive and somewhat

negative terms. On one side of the $350
market, technology sector debt

financing surpassed $20B in total $300
deal value for the fifth consecutive
year, reaching a record total of $29.2B
in 2022 and setting a significant
milestone for the debt financing
market in this sector. The Healthcare $200

sector, by contrast, fell to $3.9B, its

lowest debt funding total in five $150
years. This was in line with a slowing

and conservative private venture $100
capital funding market and a nearly

nonexistent IPO environment, which

was down more than 85% in dollars $5

raised from the prior year, according .
to Reuters. $0

$250
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2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
m VC Equity ($Billions) $417  $501 $737 $86.4 $841 $901 $145.8 $150.0 $171.2 $3447 $238.3
il 7.5
Com mentary VC Debt ($Billions) $ $82 $N6  $173  $155 $146 $265 $333  $335 $332 $318

Debt / Equity (%) 15.2% 14.0% 13.6% 16.7% 15.6% 13.9% 15.4% 18.2% 16.4% 8.8% 1.8%

As we review debt as a percentage
of the venture equity markets, the
Q4 2022 debt total of $9.3B was
approximately 29% of the $32.2B US Venture Debt Activity
(according to EY) equity financing

total. This was a sharp increase from

Q4 2021 when the debt financing

totals were just 12% of the total

quarterly equity amidst an all-

time record equity financing year. 2,688 2627
However, while total debt financing
in the quarter dropped just 13% from
Q4 2021 to Q4 2022, equity financing
drastically fell more than 63%, thus
demonstrating that debt financing
has been a popular alternative to 1,386
dwindling equity dollars. According
to Pitchbook, the average deal

size across all sectors increased

to $16.IM, a 34% jump from 2021.
Again, however, the quarterly sector
breakdowns tell a tale of divergent
markets.
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Information and data sources include PitchBook Data as of 12/31/2022 and other publicly available data from parties that Capital Advisors Group has engaged with on
historical debt transactions and is suited for general informational purposes only. Capital Advisors Group makes no representation or warranty regarding the accuracy
or completeness of the data. Please click here for disclosure information. Our research is for personal, non-commercial use only. You may not copy, distribute or modify
content without prior written authorization from Capital Advisors Group. All contents © Copyright 2023 Capital Advisors Group, Inc. All rights reserved.
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Sector Activity — A Tale US Healthcare Venture Debt Activity

of Divel‘g i ng Markets Q121 Q22 Q321 Q421 Q12 Q22 Q3N Q42
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Healthcare

Not surprisingly, in 2022, the healthcare
sector’s venture debt deal flow fell 182 A
significantly, coming in at just $3.98 $14
according to Pitchbook. This was nearly

38% lower than 2021 value totals and $12

more than 46% less than the market’s

2020 peak in terms of total dollars. $1.0

From the same quarterly period in 2021,

yet deal numbers increased slightly,
N
s

$16 207

189
164 200

159

150

deal value fell 25% to $0.9B from $1.2B, $0.8
100
by nearly 10%, signaling a decrease in $06
average deal size. We continue to see
tighter credit and greater conservatism
among lenders in the space and expect
this trend to continue until the equity
markets, most notably the public equity
market, begin to recover.
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Technology

While the tech sector experienced mmm Healthcare Deal Value ($ Billions) A—Healthcare Deal Count

a record-high dollar-value of debt
financing in 2022, market conditions

in the fourth quarter were challenging.
Venture debt deal volume was down 8%
in Q4 2022 relative to the same quarter
in 2021, and the dollar value of debt Q2 Q22 Q321 Q4 21 Q2 Q2 Q322 Q422
raised declined by 12%. $10.0 800

720
On the surface, this might appear to $9.0 690 A

US Technology Venture Debt Activity

700

be a relatively modest decline in the A . P 609
level of activity. However, the backdrop $80 53]
is that with headwinds and valuation 526 545 A A 600
challenges in the equity markets, there $7.0 A
were far more companies seeking debt 4 453 500
. - $6.0
in late 2022 than there were in late Py
2021. Market conversations with lenders $50 400
confirm that most saw a significant
uptick in inbound interest from potential $4.0 200
borrowers throughout the year.

$30
The combination of higher inbound 200
interest from companies seeking $20
debt ghd less certainty about market $10 . © - 0 < ~ . : 100
conditions led lenders to be more ' e ul o) ) @9

selective in choosing which deals to $-

pursue. Having said that, with 609 tech Q12 Q2 21 Q32 Q4 21 oI2) Q22 Q3 2 Q4 2
companies borrowing $8.4 billion in

venture debt in Q4 2022, deals are still mm Tech Deal Value ($ Billions) A-Tech Deal Count

getting done.
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Information and data sources include PitchBook Data as of 12/31/2022 and other publicly available data from parties that Capital Advisors Group has engaged with on
historical debt transactions and is suited for general informational purposes only. Capital Advisors Group makes no representation or warranty regarding the accuracy
or completeness of the data. Please click here for disclosure information: Our research is for personal, non-commercial use only. You may not copy, distribute or modify
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CAG Market Health Index

Capital Advisors Group has developed a market health index of publicly available market information to provide
a broad assessment of the health of the debt finance industry. Historically, default rates remained well below
the 10-year trailing US speculative grade debt average default rate of 3.4%*

Impaired Debt (BDCs)

3.00%
2.50%
2.00%
1.50%
1.00%
0.50%
0.00%
2Q21 3Q21 4Q21 1022 2Q22 3Q22 4Q22
Average Default/Workout % Average Nonaccrual % m Average Total Troubled Debt %

Impaired Debt (Banks)

1.60%
1.40%
1.20%
1.00%
0.80%
0.60%
0.40%
0.20% . l I
0.00%
2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22
Average Default/Classified % m Average Nonaccrual % m Average Total Troubled Debt %

Average Net Investment +/- Percentage over Prior Quarter

147.8%
90.3%
66.0%
41.8% 48.0%
31.3%
20.5%
10.9%

2Q20 - 1Q22 3Q22 [
-0.7% 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21 2Q22 4Q22

_ ()
18.3% -26.6%
*Moody's research data.

Information and data sources include publicly available information compiled by Capital Advisors Group as of 12/31/22. Capital Advisors Group makes no representation
or warranty regarding the accuracy or completeness of the data. Please click here for disclosure information. Our research is for personal, non-commercial use only. You

may not copy, distribute or modify content without prior written authorization from Capital Advisors Group. All contents © Copyright 2023 Capital Advisors Group, Inc. All
rights reserved.

capitaladvisors.com



https://www.capitaladvisors.com/disclosures-information/

4
'\\( CA P I TAI. Capital Advisors Group’s Debt Market Quarterly Update
ADVISORS GROUP Q4 2022

Why Consider Venture Debt

il T Wty

ol
Runway Extension Less Dilutive Enhance Liquidity Acquisition No Board Seat
Extends runway Growth Capital Provides a cash cushion, Financing Requirements
required to hit Enables continued which may act as Reduces operating Brings on a significant
important milestones investment in growth, “insurance” if it takes burn to provide capital partner without
prior to next equity while minimizing the longer than anticipated more cash for impacting current
raise, which may help  dilution associated with to reach the next potential acquisitions. board dynamic.
drive a higher valuation. raising equity. milestone or raise the

next equity round.

End-to-End Transaction Support Sample Transactions

W,

From initial query to cash in hand, we develop your

strategy, evaluate potential lenders, solicit bids, and nozyme %:,,/2 gritstone | | con7zect RN
help you source the most favorable deals.
Term Loan Term Loan Asset-Based
Revolver &
Term Loan

$70,000,000 $80,000,000 $65,000,000

Data Lender Bid

Negotiation Selection

Cop=titation Preparation Sourcing

Recently completed debt deals. For our clients’ confidentiality,
only those clients who have authorized us to use their name
and financing information in our marketing materials are listed.
Clients listed do not necessarily endorse or approve of the debt
advisory services provided by Capital Advisors Group.

1 Week Weeks 1 Week

Key Team Members

Since 2003, we have worked side-by-side with emerging growth companies to help obtain
the best terms and conditions for debt transactions ranging from $5M to more than $200M.

Kerry Hu
AVP - Financial
Analyst

Ryan McCarthy

Stefan Spazek
Managing Director

EVP - Director of
Debt Placement
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Disclaimer

Any projections, forecasts and estimates, including without limitation any statement using “expect” or “believe” or any variation of
either term or a similar term, contained herein are forward-looking statements and are based upon certain current assumptions,
beliefs and expectations that Capital Advisors Group, Inc. (“CAG”) considers reasonable. Forward-looking statements are necessarily
speculative in nature, and it can be expected that some or all of the assumptions or beliefs underlying the forward-looking
statements will not materialize or will vary significantly from actual results or outcomes. Some important factors that could cause
actual results or outcomes to differ materially from those in any forward-looking statements include, among others, changes in
interest rates and general economic conditions in the U.S. and globally, changes in the liquidity available in the market, changes
and volatility in the value of the U.S. dollar, market volatility and distressed credit markets, and other market, financial or legal
uncertainties. Consequently, the inclusion of forward-looking statements herein should not be regarded as a representation

by CAG or any other person or entity of the outcomes or results that will be achieved by following any recommmendations
contained herein. While the forward-looking statements in this presentation reflect estimates, expectations and beliefs, they are
not guarantees of future performance or outcomes. CAG has no obligation to update or otherwise revise any forward-looking
statements, including any revisions to reflect changes in economic conditions or other circumstances arising after the date hereof
or to reflect the occurrence of events (whether anticipated or unanticipated), even if the underlying assumptions do not come to
fruition. Opinions expressed herein are subject to change without notice and do not necessarily take into account the particular
investment objectives, financial situations or particular needs of all investors. This presentation is intended for informational
purposes only and should not be construed as a solicitation or offer with respect to the purchase or sale of any security. Further,
certain information set forth above may be based upon one or more third-party sources. No assurance can be given as to the
accuracy of such third-party information. CAG assumes no responsibility for investigating, verifying or updating any information
reported from any source. Photocopying or redistributing this presentation in any form is strictly prohibited. This presentation is a
confidential document and may not be provided or disclosed to any parties other than the intended recipient(s) without the prior
written consent of CAG. FundlQ® and CounterpartylQ® are registered trademarks of Capital Advisors Group. Debt Advisors Group
is a division of Capital Advisors Group, Inc. that provides debt finance consulting services. Debt Advisors Group is not part of Capital
Advisors Group, Inc.'s investment advisory business.

Capital Advisors Group, Inc. claimms compliance with the Global Investment Performance Standards (GIPS®).

A compliant GIPS Verification and Performance Examination report is available by clicking here. Please click here for a printable
copy of Capital Advisors Group, Inc.'s Money Market Fund Composite report, click here for a printable copy of Capital Advisors
Group, Inc.s Short Term Investment Grade CP Composite report, click here for a printable copy of Capital Advisors Group, Inc.’s
Canadian Dollar Denominated Custom Liquidity Composite, and click here for a printable copy of Capital Advisors Group, Inc.'s Euro
Denominated Custom Liquidity Composite.

GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant
the accuracy or quality of the content contained herein.

All contents © copyright 2023 Capital Advisors Group, Inc. All rights reserved.
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