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e High 10.5% dividend yield.

e Compelling valuation, large institutional backing.

e 64% of investment portfolio is senior secured debt, with an average
yield of 8.6%.

e >959% of investments are lead or co-lead lender, across 152
companies.

Investment Thesis

FS KKR Capital (FSK) is a business development company specializing
primarily in private US middle-market companies' secured, first or second
lien debt.

FS KKR was formed on a joint venture of FS investments, and KKR, two
large asset managers and investment advisors. Their business development
companies (BDCs), were merged to create one of the largest BDCs in the
US, with nearly $15 billion in assets under management, with an average
yield of 8.6%.

With its compelling valuation, coupled with its dividend yield, we believe that
FSK is an excellent choice to capitalize on the post-COVID-19 business
boom.

Strategy

In addition to senior and secured loans, the market for lending to "middle-
market" private companies in the United States is underserved by non-
traditional bank financing. Middle market companies have revenues between
$5 million and $1 billion per year and make up a large target market,
representing a historically significant portion of US economic growth.
Accordingly, FSK focuses on the "upper middle" market, firms with revenues
between $50 million and $100 million.

Despite the size of the market, many banks are unwilling to underwrite loans
of the size that these firms often require. This leaves limited investment

competition for non-bank financial firms, as many are equally unwilling to
partake in the due diligence required to lend to a smaller firm or unsuited to
"micro-manage" a portfolio of such loans. What sets FSK apart is its ability
to use 2-4 investment professional teams to screen, conduct due diligence,
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and decide on lending to firms. In addition, a team of credit analysts
conducts ongoing assessments of the firms in the investment portfolio.

The typical investment for FSK is $300-350 million in the capital, with a
floating rate base interest rate that is currently around 1%, with spreads of
6%-9% over the floating rate. The firms FSK invests in have an average of
$100 million EBITDA for first-lien loans (meaning, FSK gets priority to
collateral) and $270 million EBITDA for second-lien loans.
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Direct Lending

Direct lending to middle-market firms tends to be an attractive source of
income in relation to other fixed-income options. For example, FSK has an
average vield to maturity of 8.8% on direct loans, compared to 4.6% on
high yield bonds, 2.1% on REITs, and only 1% on Treasuries.

Direct Lending continues to be an attractive

source of income versus Fixed Income
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Across the entire direct lending portfolio of all originations, KKR Credit

maintains a relatively low annualized loss rate of 0.36% across $40 billion in
deployed assets. FSK additionally offers conditional restructuring, with
requirements including increased reporting, performance targets, replacing
management and board, and equitizing the business.

Asset-Based Finance

Asset-based finance implements a multi-strategy and multi-asset approach
to diversify the holdings to ensure appropriate risk-adjusted returns. The
estimated total addressable market for asset-based finance is over $4.5
trillion and growing. Asset-based finance is a relatively safer method of
income. All issuances are backed by assets that produce cash flows,
therefore offering some protection from losing the principal value of the
debt.

Risk

FSK does its best to mitigate risk through diversification, collateral, and due
diligence. However, as with any financial firm, unforeseen economic or
market movements could adversely affect the portfolio of FSK.
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COVID-19 was detrimental to many businesses in the sector that FSK
operates in. While FSK was able to weather the storm well, should the
economic downturn experienced be longer in the future, it could inflict
significant damage on the holdings of FSK.

Metrics
FSK maintains a high diversity portfolio, with its top 10 investments making
up only around 20% of its net asset value.
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Investment income saw a bump of 35% year over year, with the net
increase in assets resulting from operations hitting $865 million in Q2
compared to Q1.
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FSK pays a quarterly dividend of .6-.65 per share, maintaining a dividend
coverage ratio (amount of times FSK could pay its dividend obligations) of
123%.

FS KKR Capital (FSK) FY2021

Price-to-Sales

Price-to-Earnings

EV/Sales

Estimated Next 12 Months Dividend Yield Price-to-Book Price-to-Earnings

FS KKR Capital (FSK)

Apollo Investment (AINV)

Sixth Street Specialty Lending
(TSLX)

Owl Rock Capital (ORCC)

Hercules Capital (HTGC)

SLR Investment (SLRC)

Ares Capital (ARCC)
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Disclaimer and Related Information

This article is a financial publication and is provided for educational purposes
only. It is not an investment recommendation nor investment advice.
It does not take into account your personal circumstance and whether this
investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins LLC responsible for any actions
that you may take after reading this educational information. Nothing from
Building Benjamins should be considered personal investment advice.
Building Benjamins, the website, emails, interviews, social media pages and
other materials are published by Building Benjamins LLC. Investing, and in
particular, stock investing, is risky and may result in losses and sometimes
loss of your entire investment. Stock investing has company-specific
operational risks like demand, competition, legal and regulatory, as well as
broader financial market risks like liquidity, economic cycle, and government
policy. You may lose money in any stock investment that you make, and you
are solely responsible for those decisions.

Mr. Halliburton and/or his family office will have positions in the securities
discussed in this educational report. Mr. Halliburton is sharing his investment
knowledge and strategy with you as an educational endeavor. He may
transact in the security discussed at a later date prior to or without
notification in this format. This is not investment advice but only a discussion
of select investments that Mr. Halliburton has made or actions that he has
taken in his own portfolios. This is an investment blog about Mr.
Halliburton's portfolio.

Building Benjamins is an investment newsletter, and the information
contained cannot be reproduced, copied, or redistributed without the written
authorization of Building Benjamins LLC. US copyright laws apply. We rely on
information from sources we believe to be reliable, including the companies
themselves but cannot guarantee the accuracy of the information that we
provide. You rely on this information at your own risk and are responsible for
the verification of the data.
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