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Antares.com/healthcare

While healthcare demand volume has been shown to hold up during downturns, there are other 
conditions that point to continued opportunities in this historically recession-resistant sector. In 
this most recent conversation with PDI, Antares breaks down the current state of healthcare and 
identifies what factors to monitor, including inflation, labor availability, and macro trends.

Prognosis:
resilient.
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L
ooking to the future has 
rarely been fraught with 
so much uncertainty for 
private markets, writes 
Graeme Kerr. Who, after 
all, would have predicted 

the scale of the economic, political 
and social upheavals seen since 
2020. Double-digit infl ation in a G7 
economy? Supply-chain issues that 
have halted production lines? The 
threat of nuclear war in Europe? 
Economic forecasts have been 
shredded, government budgets torn 
apart and interest rate predictions 
revised sharply upwards.

So, our Future of Private Debt 
Report 2022 comes with something 
of a disclaimer: times are changing, 
in private debt as much as in the 
world around. Little can be predicted 
with any degree of certainty, but for 
this special issue we’ve canvassed 
market opinion to identify fi ve key 
trends that we think are likely to be 
talking points at Private Debt Investor
events over the next 12 months.

LPs want more fl exibility in 
terms of fund structures
Fund managers report that investor 
appetite for more fl exible open-
ended fund structures in private 
debt is gathering pace. As the 
maturing of the asset class drives 

demand for innovation, LPs want 
greater fl exibility and longer terms 
for private debt funds.

This has resulted in surging 
demand for evergreen funds that 
offer all the benefi ts of private 
credit alongside enhanced liquidity 
options, and have the potential to 
appeal not only to existing large 
institutional investors, but also to 
newer investor bases coming to the 
asset class for the fi rst time.

The specifi cs of these evergreen 
funds vary, but LPs are increasingly 
homing in on the terms of the 
liquidity offered to investors, the 
rules around appropriate outfl ows 

and the basis upon 
which performance fees and 
carried interest can be calculated.

In 2018, Northleaf launched 
one of the fi rst mid-market 
focused private credit evergreen 
programmes, investing 100 percent 
in private loans and structured 
with a lock-up period and liquidity 
provisions that enable investors to 
redeem their exposure.

David Ross, head of Northleaf’s 
private credit programme, says: “The 
demand for the evergreen product 
has outpaced our expectations, and 
the broader market acceptance has 
extended beyond North America to 
Europe, Asia and Australia.”

The Carlyle Group and Blue Owl 
Capital’s Owl Rock direct lending 
arm are among the other prominent 
names moving into the evergreen 
space, while Partners Group was 
also an early promoter of the 
approach with its €1.4 billion Private 
Loans Sicav Fund, launched in 2016.

Future forward 
Investor appetite 
is changing as private debt 
matures as an asset class

40%
Proportion of emerging managers 
that say fundraising has become 
markedly more challenging since 

covid struck
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Diversity at fund managers is 
under the microscope
Institutional investors are becoming 
increasingly vocal on diversity issues, 
as the topic becomes a fl ashpoint for 
LP board members amid reports of 
heated discussions on the subject.

In June, the Pennsylvania State 
Employees’ Retirement System 
investment committee approved a 
$125 million commitment to Sentinel 
Capital Partners despite accusations 
that the fi rm misled the pension on 
its diversity efforts. Affi liate Buyouts
reported the investment committee 
was split 7-3 on the decision after 
discovering the fi rm did not in fact 
have a mentorship programme for 
women and minorities.

Sasha Jensen, whose fi rm 
Jensen Partners has been tracking 
diversity and inclusion in alternative 
investment fi rms, says LPs are 
getting much more active: “LPs 
have been making a big push to 
encourage more diversity on the 
investment and distribution side. 
That is both above the radar, with 
Shawn Wooden in the State of 
Connecticut reviewing his whole 
portfolio against D&I metrics, and 
below the radar where the amount 
of work being added to due 
diligence questionnaires and RFPs 
represents a huge push for more 
transparency.”

There’s still hope for 
emerging managers
Capital constraints are making the 
fundraising environment tougher 
than ever, especially for emerging 
managers. But the annual Buyouts 
Emerging Manager Survey, 
conducted in partnership with 
Gen II Fund Services and published 
in September, has some cheer for 
fi rst-time funds.

While more than 40 percent of 
emerging managers say fundraising 
has become markedly more 
challenging since covid struck, the 

good news for the new kids on the 
block is that savvy investors view 
emerging managers as a route 
to superior returns: over half of 
investor respondents agreed that 
the risk/return profi le for emerging 
managers versus established 
managers is attractive.

It’s clear that pedigree counts, 
however. Almost 80 percent of LP 
respondents said they were likely or 
very likely to back a team that had 
emerged from a larger sponsor, 
making spinouts the most popular 
type of emerging manager.

Venture debt demand boom
Challenges bring opportunities. 
Case in point is venture debt, where 
a rethink in fundraising plans at 
growth companies is proving a boon 
for lenders. Responding to a crunch 
on valuations, management teams 
are reviewing their capital-raising 
plans, with venture debt providers 
seeing a resulting boom in demand.

Ed Testerman, head of the growth 
lending platform at credit fi rm King 
Street Capital Management, says 
dealfl ow picked up in 2022, with 
activity set to continue into 2023. “A 
big reason for that is most of these 
companies are continuing to burn 
cash due to their business models 
and require additional capital to 
fund that burn,” says Testerman. 

With the public markets closed 
and companies not as willing to do 

an 
equity 
round 
that is highly 
dilutive to existing 
shareholders, “venture 
debt has become a 
more appealing option relative to 
preferred equity”, he says.

Testerman says that a one-size-fi ts-
all venture debt structure can be less 
appealing, so demand is growing 
for fl exible structures that provide 
a lower cost of capital, less upfront 
cash burn, act as an accelerant for 
growth initiatives and maximise 
valuations.

The digital era is dawning
Fund managers are targeting 
the retail market via tokenisation. 
Individual access to private markets 
took a big step forward this year 
when KKR, working with digital 
assets securities fi rm Securitize, 
offered tokens in its latest $4 billion 
healthcare-focused private equity 
fund. The tokens can be sold on 
a Securitize-managed secondary 
market just one year after purchase.

While this was for a private equity 
fund, PDI editor Andy Thomson says 
that the implications of this initiative 
may be even more signifi cant for 
private debt. Partly that’s because 
while private equity currently 
provokes a nervous reaction in 
some, private credit is seen as 
offering relative safety with the 
potential for upside. Moreover, it’s 
seen as a more liquid option thanks 
to the yield component. 

“Investors may like private equity’s 
promise of a 20 percent return; 
but they may fi nd waiting 10 years 
to get their hands on it rather less 
enjoyable,” says Thomson. n

“ The demand 
for the evergreen 
product has 
outpaced our 
expectations ”
David Ross, Northleaf
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Say hello to the 
new generation

Graeme Kerr

W
e’re supposed to stay above the fray as editors at Private Debt Investor, 

taking a cool, calm, detached view of all matters debt related. That isn’t 

easy when faced with selecting our Rising Stars of Private Debt rollcall.

The list, which is unveiled in this issue (see p. 16), shines a spotlight on those 

who have demonstrated noteworthy leadership, innovation and dealmaking 

skills, and have the talent to take the debt industry to new heights over the next 

decade. The quality of the nominees roused some passionate debate about who 

should make the fi nal cut.
The Class of 2022 includes the 

likes of Chris Lahoud, 39, a partner 

at Apollo who co-leads the fi rm’s 
US corporate credit research and 

is responsible for some of Apollo’s 

most high-profi le and complex credit 
investments; Barings managing 

director Alice Foucault, 37, who has 

deployed €5.3 billion since she joined Barings and is a proven innovator; and 

Meaghan Haugh, the youngest on the list at just 27, who joined Atalaya Capital 

Management as a summer intern. She has grown into a senior leader responsible 

for sourcing, underwriting and managing various investments across the capital 

structure, and is also a leading voice in credit secondaries.

Their profi les aren’t just testament to a truly outstanding set of individuals, 
they also celebrate the remarkable adaptability of private debt to changing times. 

Pleasingly, 12 of the list are women, up from six in our previous Rising Stars 

ranking in 2020 – welcome at a time when LPs are starting to fl ex their muscles 
over the lack of diversity in deal teams (see p. 42). 

A big thanks to everyone who submitted nominations. We could have had 

a list of 80 without diluting the talent on off er. It’s diffi  cult to remain wholly 
dispassionate when it comes to the fi nal selection, but if this list represents the 
Future of Private Debt, we are most defi nitely in safe hands.

“ Twelve of the list 

are women, up from 

six in our previous 

Rising Stars ranking ”

Graeme Kerr
graeme.k@peimedia.com

mailto:graeme.k@peimedia.com
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Analysis

T A L K I N G P O I N T

An ageing population in the US provides tailwinds for investors in 
healthcare, says Antares Capital’s Rich Davidson

As a sector that is relatively resilient 
to recessionary trends, healthcare has 
long been a favourite of private debt 
lenders. Investors can take comfort 
in the knowledge that demographic 
trends are driving a long-term increase 
in healthcare spending in the US and 
around the world. 

Rich Davidson, managing director 
at Antares Capital who leads the fi rm’s 
healthcare eff orts, says that the health-
care market will also continue to bene-
fi t from innovation in the coming years. 
Indeed, with demand for healthcare 
increasing every year, investments in 
tech solutions and new delivery models 
are vital to help ensure that healthcare 

systems can manage the costs of serv-
ing an older population. 

Q To what extent is the 
healthcare sector immune 

to the current recessionary 
trends?
Private credit investors have made the 
sector a key part of their portfolios, 
alongside business services and tech-
nology. Part of the reason why we like 
healthcare – we have over 125 mid-
dle market healthcare borrowers in 

North America in our portfolio – is the 
non-cyclical, defensive and non-corre-
lated nature of healthcare assets. 

One of the key drivers in the US is 
the ageing population. Over 20 percent 
of the US population will be aged 65 or 
older by 2049. And as the baby boomers 
move past retirement age, that genera-
tion is experiencing increased need for 
healthcare services – which creates sig-
nifi cant tailwinds for the sector.

Another aspect we like about health-
care is the innovation taking place in 
the sector. There’s been a lot of innova-
tion in healthcare technology, as well as 
signifi cant innovation in the delivery of 
care. Also, from the pharma and R&D 

SPONSOR

ANTARES CAPITAL

Future bright for 
healthcare investing
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side, there have been many scientifi c 
breakthroughs over the past decade, as 
seen most notably in the development 
of a covid vaccine using mRNA tech-
nology, which is creating new opportu-
nities for middle market companies in 
the space.

Q Which subsectors are 
most attractive in this 

environment?
We see signifi cant opportunity in 
multi-site healthcare providers, par-
ticularly the physician provider seg-
ment. The physician provider market 
remains in the early innings of consoli-
dation. If we look at dentistry services, 
for example, which was one of the fi rst 
specialties to be consolidated, there are 
over 100 PE-based dental service or-
ganisations in the US; however, over 90 
percent of practices are still unconsol-
idated. The pandemic has accelerated 
the consolidation trend, by highlight-
ing the advantages of partnering with a 
well-capitalised partner.  

We also spend a lot of time looking 
at pharma services and speciality phar-
ma. These sectors are well positioned 
to benefi t from recent developments 
in genomics and technology. Pharma 
services play a critical role in the de-
velopment process for new drugs, as 
pharma companies increasingly look 
to outsource key parts of the process, 
which creates opportunities for middle 
market companies in the commerciali-
sation and development areas. Special-
ty pharma plays a critical role in getting 
innovative, niche drugs to those who 
need them most. 

Behavioural health is another sec-
tor where we’ve seen signifi cant inter-
est. Covid exacerbated issues around 
mental health and addiction, while the 
stigma around seeking mental health 
treatment has lessened. There is such a 
huge need for these types of services – 
but limited supply – so scaled platforms 
can help solve this supply-demand im-
balance. 

Q Where are healthcare 
multiples trending?

We’ve seen steady increases in purchase 
price multiples in healthcare over the 
past few years. Based on our internal 
tracking metrics derived from LBOs 
completed within our portfolio, health-
care multiples reached what appears to 
be a peak of 15.8x in the fi rst quarter of 
this year, up from 12.3x in 2017. The 
multiples for public healthcare stocks 
have declined by 11 percent so far this 
year, but we haven’t seen the same com-
pression yet in the private markets.  

The downturn has been more im-
pactful on dealfl ow, where we have 
seen a decline – mainly because sellers 
are delaying the sale process until mar-
kets stabilise. The deals that are getting 
done are typically stable, growing busi-
nesses and recent multiples have been 
in line with comparable deals from the 
past 12 months. Rising interest rates 
have already started reducing available 
debt capacity – interest coverage ratios 
had recently been at historical highs of 
3x. At benchmark rates of 4 percent, in-
terest coverages remain healthy at a 2x 
interest coverage ratio. Assuming rates 
go up to 5 percent, interest coverage 
ratios will start to tighten at 1.5x, but 
that’s still manageable for the majority 
of our portfolio.

Transactions are still being complet-
ed, largely by private debt providers, 
but the leverage multiples have started 
to trend down. Thus far, we’ve seen 
healthcare buyers fi ll the gap with ad-
ditional equity.  

From the EBITDA standpoint, 
we’ve seen adjustments being more 
heavily scrutinised by buyers and lend-
ers given the importance of cashfl ows 
to service debt in a rising interest rate 
environment. So, while healthcare 
multiples have held steady to date, 
enterprise values have likely declined 
based on a less heavily adjusted EBIT-
DA being used. Once we resume a 
more normal level of dealfl ow, it will be 
interesting to see how multiples fare, 

but our expectation is that there will be 
some multiple compression

Q In terms of challenges, 
what are the key long-

term and short-term issues? 
Labour availability is really the key issue 
that we’re facing. Demand has bounced 
back post-covid, but supply remains an 
issue as health care employment con-
tinues to be below pre-pandemic levels. 
The number of workers in the US is 
down by just over 1 percent compared 
to early 2020. Shortages are especially 
acute for lower wage positions like med-
ical assistants and home health aides – 
almost 10 million people are employed 
in those roles in the US, and according 
to projections, we’ll have a shortage of 
over three million workers within the 
next fi ve years.

It’s been a challenge for the majori-
ty of our portfolio companies to attract 
talent. Part of the problem is burnout 
stemming from covid. Both physicians 
and nurses have accelerated their retire-
ments and there’s only so many physi-
cians that graduate from medical school 
each year. In dermatology, for example, 
there’s about 300 graduates each year 
and approximately 100 retirements – a 
net increase of 200 each year is not a lot, 
given the increased need for dermatolo-
gy services as the population ages. 
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We view the biggest long-term risk 
for healthcare is on the reimbursement 
front where a shortfall in the Medicare 
Trust Fund is currently projected to oc-
cur in FY 2030. There’s a risk that Con-
gress will take action in the latter half of 
this decade to slow spending on Medi-
care. Ironically, the recent environment 
of high infl ation has helped the trust 
fund by raising wages and thus tax reve-
nue projections.

The reimbursement environment in 
healthcare is incredibly complex and this 
is why working with a lender with expe-
rience in the space is important. Over 
the near-term, we believe while there 
will be winners and losers by sectors, 
the overall reimbursement environment 
will be stable over the next few years. 

The likely outcome of the mid-term 
elections this year is a divided govern-
ment, which would have the positive of 
delaying any defi cit reduction eff orts 
aff ecting healthcare. If the 2024 elec-
tions do result in a Republican admin-
istration, there’s probably an increased 
chance of eff orts to reduce federal 
spending on healthcare (likely to slow 
spending but not reduce it given the 
increase in Medicare-aged population). 

Even in a Republican administration, 
we expect the Aff ordable Care Act to re-
main in place as in retrospect, the ACA 
has addressed many of the challenges 

of the individual insurance market 
This includes protecting those with 
pre-existing conditions and increasing 
access for people who don’t have em-
ployer-provided coverage. We believe 
it would be very diffi  cult politically to 
terminate that and see around 4 percent 
of the population losing access to health 
insurance and potentially up to 50 per-
cent of the non-elderly population that 
has some type of pre-existing condition.

Q Are healthcare fi rms 
vulnerable to infl ationary 

pressures?
Historically, healthcare has had a lev-
el of immunity to margin degradation 
– companies have been able to keep 
margins pretty stable, even if wages 
and materials costs increase, through 
higher productivity and expense con-
trols. But we defi nitely do see modest 
margin pressure right now, given the 
wage infl ationary environment across 
the economy. All of our companies are 
very growth minded, so infl ation is hav-
ing an impact on the costs of retaining 
employees and attracting new talent.

Healthcare is complicated, in the 
sense that you have the healthcare pro-
vider and the patient, but in the US 
the payer is usually a third party – an 
employer health plan or a government 
funded entity. This means there’s a lag 

between costs going up, and the health-
care provider actually being able to pass 
on those costs to the payer. So that is 
leading to modest pressure on mar-
gins, but improvements in productivity, 
which also create a lot of innovation, 
will have a big impact in mitigating that.

Q Does this make tech 
investments in healthcare 

even more relevant? 
Yes, technology-enabled solutions, in-
cluding in non-patient facing functions, 
will play an important role in dealing 
with both the labour availability and 
wage infl ation headwinds. Both on the 
payer and provider side, there are sig-
nifi cant opportunities to use technolo-
gy to transition away from paper-based 
and manual tasks. That can help with 
reducing burnout for clinical staff , as 
well as reducing costs and ultimately 
resulting in better care.

Technology is also playing a role 
in the shift away from the traditional 
fee-for-service model, and towards val-
ue-based care. This shift in the delivery 
model started prior to covid, then accel-
erated during the pandemic, and we’ve 
seen a trend towards providers develop-
ing integrated end-to-end capabilities. 
That creates a lot of opportunities for 
middle market companies, such as the 
ones we invest in, to provide solutions. n

Q What other trends are you seeing as the healthcare 
industry looks to manage costs? 

There is a big focus on trying to control costs, given the ageing population. 
The pandemic has sped up the transition away from expensive acute and 
post-acute care settings to cheaper freestanding and non-acute sites, which 
is reducing the total cost of care. For example, more surgical procedures 
are taking place in lower-cost settings such as ambulatory surgery centres, 
which are about 25 percent quicker at performing procedures than 
hospitals and help to reduce spending by 59 percent. 

And there’s also a trend towards more care being provided at home. 
Treating a patient in hospice at their home for fi ve-to-eight weeks will 
cost around 26 percent less than treating them in a hospital, since fewer 
days are spent in intensive care and less invasive procedures are performed. 
Similarly, home infusion services are 40-60 percent less expensive than 
providing the same infusion treatment within a hospital. 
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Investor appetite for more fl exible, open-ended fund structures in private credit 
is gathering pace, says Claire Coe Smith

Growing number of LPs want 
evergreen credit funds

L
Ps are demanding greater 
fl exibility and longer terms 
for private debt funds, as the 
maturing of the asset class 
drives demand for innova-
tion.

Evergreen funds that off er all the 
benefi ts of private credit alongside 
enhanced liquidity options can appeal 
not only to existing large institutional 
investors, but also to newer investor 
bases coming to the asset class for the 
fi rst time, fund managers say.

“We see a growing number of LPs 
saying they would like to have a liquid 
framework in private debt, which has 
always been treated as an illiquid asset 
class and structured out of closed-end-
ed funds because you can’t easily get a 
daily price on it, particularly bilateral 
loans,” says Diala Minott, partner in 
the credit funds practice at law fi rm 
Paul Hastings. 

“People want to be able to contin-
ue to reinvest interest and principal in 
a fund with a longer term, or even no 
term, and be able to redeem in and out 
– so they are really looking for more 
open-ended features.”

More and more managers are re-
sponding with bespoke vehicles that 
allow investors to either withdraw 
money after shorter investment peri-
ods or make their investments in per-
petuity. The Carlyle Group and Blue 

Owl Capital’s direct lending arm, Owl 
Rock, are among the prominent names 
moving into the evergreen space, 
while Partners Group was also an ear-
ly promoter of the approach with its 
€1.4 billion Private Loans Sicav Fund, 
launched in 2016.

Institutional appeal
Christopher Bone, head of private debt 
in Europe at Partners Group, says that 
Partners Group fi rst saw demand for a 
debt-specifi c evergreen structures six 
years ago. 

The fund, he says, appeals to insti-
tutional investors who like the option 
to increase their allocations over time, 
or reduce if they need to, without hav-
ing to select new funds or deal with 
capital calls or subscriptions: “If they 
invest €10 million today, for example, 
it is immediately deployed and they 
can maintain that exposure over time 
without the need to due diligence new 
funds.”

The specifi cs of these evergreen 
funds vary, but LPs are increasingly 
homing in on the terms of the liquidity 
off ered to investors, the rules around 
appropriate outfl ows and the basis 
upon which performance fees and car-
ried interest can be calculated.

In 2018, Northleaf launched one 
of the fi rst mid-market focused pri-
vate credit evergreen programmes, 
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investing 100 percent in private loans 
and structured with a lock-up pe-
riod and liquidity provisions that 
enable investors to redeem their 
exposure.

David Ross, head of Northleaf’s pri-
vate credit programme, says: “Our ev-
ergreen fund programme is now close 
to four years in, and our experience has 
been strong demand and growth for 
the evergreen product from a broad 
range of institutional investors. The 
demand for the evergreen product has 
outpaced our expectations, and the 
broader market acceptance has extend-
ed beyond North America to Europe, 
Asia and Australia.”

Ross says investors particularly like 
the ability to outsource the cash man-
agement element associated with tra-
ditional closed-end funds. Evergreen 
funds reduce that administrative ele-
ment by continuously reinvesting cap-
ital on the investor’s behalf, enabling 
the investor to remain fully invested 
over time.

They also allow investors to move 
allocations easily between funds and 
exposures over time as their corpo-
rate strategies or risk appetites evolve. 
Evergreen products further appeal be-
cause they off er immediate exposure 
to well-diversifi ed portfolios of loans, 
consistent quarterly cash yields, a more 
predictable cash call schedule and the 
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ability to maintain exposure to strate-
gies for longer. 

Exposure mix
Some evergreen funds off er a mix of 
exposures across private and public 
fi xed income, to help deliver liquidity, 
but Ross argues that dilutes the private 
credit market risk premium. Instead, he 
says, evergreen fund managers need to 
provide strong origination skills and so-
phisticated risk management to create 
portfolios that can deliver stable returns 
and meet investor liquidity demands.

For investors, the upsides are com-
pelling, creating a long-term trend 
benefi ting both existing institutional 
private credit backers and newcomers 
to the asset class.

Bone says: “We think this is the 
way private credit is going to go as an 
asset class. In the US, we already see 
that direction of travel and open-ended 
programmes becoming a much bigger 
market, and we expect the same to hap-
pen here.”

Minott adds: “We are certainly see-
ing LPs wanting more liquidity right 
now, and that is partly because they are 
nervous about the economy and don’t 
want to be locked up for 10 years in a 
market where they don’t know what the 
value of their assets is going to look like. 
More and more they want the fl exibility 
to be able to withdraw and re-allocate 
more easily, so this is a space to watch.

“As the private credit market ma-
tures we are seeing more innovation 
and the open-ended debt funds market 
is growing exponentially.”

Large asset managers with advanced 
operational platforms have long been 
comfortable with closed-ended struc-
tures for private funds, but they are 
wising up to the benefi ts of evergreen 
options. Meanwhile, the open-ended
option further opens the doors for 
new investor types to come into private 
debt.

Reto Munz, head of private debt 
portfolio management at Partners 
Group, says: “In the current environ-
ment of rising rates, where traditional 
fi xed income is not doing so well but 
private credit stands to benefi t, new in-
vestors are coming into the asset class. 
We see many clients that have tradi-
tionally been in closed-ended struc-
tures switching to open-ended, and we 
see new types of investors looking to 
the asset class and seeking more liquid 
options.”

Ross says Northleaf always antici-
pated multi-channel and multi-region 
demand, starting with fi rst-mover so-
phisticated institutional investors, then 
moving to consultants, market facili-
tators, and fi nally diversifying into the 
retail market.

“What is just starting now is a move 
to evergreen products outside North 
America,” he says, “where Australia 
and Asia are probably moving slightly 
quicker than Europe, where investors 
have been comfortable with closed 
ended funds for a long time. Those 
investors are coming from fi xed in-
come to private credit for the fi rst 
time and evergreen feels like a natural 
evolution.”

However, it is the retail market 
that off ers the largest potential, while 
also being the most diffi  cult to pen-
etrate. The education of that eco-
system is well underway, and those 
that can develop the evergreen struc-
tures capable of wooing those inves-
tors can look forward to handsome 
rewards. n

Reto Munz, head of private debt portfolio management at Partners Group, 
says the management of evergreen funds is more complex: “You take 
some of the trouble away from the investors and deal with that yourselves 
instead. You aim to be fully invested at all times and you have to manage 
your repayments and your investment pipeline as well as subscriptions and 
redemptions. You can’t call capital but you have the cash from repayments, 
and being able to provide the promised liquidity at all time is really crucial. 
Managing all that certainly adds an additional challenge.”

While evergreen funds have some clear attractions to LPs, 
they do raise some issues for fund managers.

The evergreen hurdles
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E X P E R T Q & A

LPs look to explore niche 
strategies

As the asset class evolves, more opportunities are opening up for new 
approaches, say Victory Park Capital founding CEO Richard Levy and 

senior partner and co-founder Brendan Carroll

Q How would you describe 
the way in which the 

private debt asset class is 
evolving, and how is investor 
appetite changing as it 
continues to mature?
Brendan Carroll: We expect the pri-
vate debt asset class to continue evolv-
ing as it has over the past decade, with 
asset allocators becoming increasingly 
interested in the strategy. In the past, 
LPs would primarily look at traditional 
sponsor-backed buyout fi nancing strat-
egies, but we have seen their interests 
expanding. One example is non-tradi-
tional asset-backed lending to support 
verticals such as tech-enabled assets 
or real estate fi nancing. Private credit 

is helping asset allocators create more 
diversifi ed portfolios than ever before. 

Another growing trend is the emer-
gence of insurance companies and their 
interest in the asset class. Insurance in-
vestors have found a way to make these 
allocations more effi  cient for their bal-
ance sheets, while complying with reg-
ulatory requirements. As the asset class 
has become more popular because of 
its attractive risk-adjusted returns, we 
have seen a growing number of insur-
ance companies in the US and abroad 
allocating to private credit. This is in 

part because the strategy exhibits low 
volatility compared to public debt. 
Further, many private credit strategies 
use base rate or LIBOR fl oating rates, 
which can be favourable in a rising rate 
environment. 

Richard Levy: As the asset class ma-
tures, large credit funds are starting 
to act more like banks than alternative 
asset managers. At times, some credit 
funds may even partner with banks, 
which was not the case a decade ago. At 
Victory Park, we are focused not only 
on sourcing and executing compelling 
transactions, but also on the deep rela-
tionships we develop with our portfolio 
companies to support their growth. 

SPONSOR

VICTORY PARK CAPITAL
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We have sought to be a debt pro-
vider to emerging verticals since 2009, 
just two years after Victory Park was 
founded in 2007. We started to observe 
a digital shift in areas like proptech and 
fintech, where an increasing number of 
customers were beginning to originate 
online. We were early capturing and in-
vesting in that trend. At Victory Park, 
we seek to finance where the world is 
going rather than where it has been. 
At the moment, we still see a lot of op-
portunities in the shift from analog to 
digital. We also continue to see oppor-
tunities in a new green revolution as the 
next generation of energy companies 
tackles innovative ways of doing busi-
ness without the reliance on fossil fuels.

Q Looking forward to 2023, 
where do you expect 

to see the most interesting 
deal opportunities for private 
credit?
BC: We seek to finance new invest-
ment verticals that are created as a re-
sult of the macro environment at any 
given time. A decade ago, that was 
fintech and online lending, which be-
came very popular during the global fi-
nancial crisis when banks were pulling 
back. Suddenly, we saw those business-
es filling a void and we provided credit 
to the companies we believed to be the 
most attractive from a risk and return 
perspective. 

Similarly, as people shifted their 
purchasing habits online, we saw sig-
nificant growth around ecommerce 
aggregation sites within the past few 
years. Complemented by the huge ex-
pansion in buy-now, pay-later (BNPL), 
we found a rapid engine of growth in 
the industry and moved swiftly to fi-
nance compelling businesses in that 
space. We are nimble investors that 
focus on providing structured credit 
solutions to portfolio companies in the 
technology-enabled space.

We can back businesses early on in 
their life cycles, so we typically struc-
ture our loans as delayed drawdown 
facilities. That means we are not just 

funding a company once and being paid 
back but growing our facility along-
side the company as it meets growth 
milestones. Today, we have portfolio 
companies that are navigating market 
volatility and expanding, and we are 
increasing our exposure accordingly in 
line with risk management. 

RL: The banks have a lower appetite 
for risk and a reduced need to pursue 

these types of returns. That means 
there will be a pull-back by banks in 
this environment, which will allow pri-
vate credit to step up, albeit in a riskier 
climate where managers will need to 
be more discerning.  At the same time, 
volatility in the equity capital markets 
means venture and growth equity in-
vestors are becoming more cautious. 
This may lead companies down the 
private credit path, which may not have 

Q How do you anticipate investors increasing their 
exposure to private credit investment strategies in the 

year ahead?
BC: We expect investors that are familiar with private credit and have 
already been investing in the asset class to continue increasing their 
allocations. For allocators that have not had experience with private debt, 
now may not be the time that we will see them enter, as the focus may shift 
to broader portfolio issues that could arise due to market volatility. 

However, with interest rates rising and where fixed income is today 
versus one year ago, we anticipate investors will be looking beyond the 
traditional sponsor-backed asset class to find premium over liquid markets. 

RL: It is possible we will see bigger investors, like insurance companies, 
sovereign wealth funds and endowments, allocating more specifically within 
the asset class to new areas like legal finance, for example. That vertical is 
minimally correlated to the market and may prove popular as investors seek 
further downside protection in a volatile environment. 

Since Victory Park’s founding in 2007, we have sought to provide 
investors with a compelling, risk-adjusted return profile, consistent interest 
income and a significant emphasis on risk management. In an environment 
where liquid fixed income returns have risen, debt managers are going 
to need to demonstrate a premium to those returns while cautiously 
navigating uncertain market dynamics. 
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been a consideration even a year ago. 
That said, we think it is too early 

to really know where the opportuni-
ties will arise, so we are being cautious, 
patient and examining the massive 
amount of data we collect daily. Our 
loans are floating rate, so we are moni-
toring to see how our borrowers adjust 
to the higher cost of capital, along with 
potential headwinds to their top line. 
Inevitably there will be opportunities, 
and we will be prepared to pursue them 
when there is more clarity. 

Q With growing interest 
in digital assets, what 

opportunities do you see for 
private debt investors?
RL: Generally, digital continues to take 
market share away from an analogue 
world, whether that is in retail, finan-
cial products or elsewhere. It is not a 
straight-line progression, but if you 
look at the growing share that ecom-
merce has taken from retail and new-
er financial products from incumbent 
banks, we see no reason for that to stop. 
We continue to see our venture partners 
backing innovators and we will finance 
where we see attractive and sustainable 
growth. We are seeing quite a lot of in-
novation in proptech, where real estate 
companies are using data and online 
access to drive different products. The 
space is gaining interest amongst both 
retail and institutional investors. There 
will also be winners and losers in the 
BNPL space, which has exploded in 
popularity in recent years. 

Additionally, we believe blockchain 
will create innovation and allow for il-
liquid asset classes to potentially have 
liquid outcomes. We have not been 
lending to entrants in the crypto space, 
but we continue to observe how our 
venture partners are using blockchain 
to innovate.

BC: Over the last 15 years, we have 
seen customer acquisition processes 
continue to evolve with the advances 
in technology. Lending against that 
means there are always going to be new 

“Private credit is 
helping asset allocators 
create more diversified 
portfolios than  
ever before”

BRENDAN CARROLL

companies emerging that can facilitate 
customer acquisition in a cheaper or 
more efficient way, and that is an op-
portunity we see globally with very few 
exceptions.

Q How will a rising interest 
rate environment impact 

private credit investments?
BC: Given the verticals we focus 
on, we talk a lot about the consumer, 
whether through our BNPL invest-
ments or through ecommerce aggre-
gators. The savings rate of the average 
US consumer has dropped rapidly in 
recent months, from record highs 18 
months ago to all-time lows today. We 
see an environment where credit card 
applications are at their highest level in 
a decade, but defaults are still not at the 
levels they were pre-pandemic. If infla-
tion stays where it is, that may change, 
but we are not there yet.

Our portfolio companies are typi-
cally high-growth businesses that his-
torically raise their next round of fund-
ing through venture capital or private 
equity. That has changed given recent 
market volatility, so we have observed 
some companies conserving cash and 
drawing down less debt capital as they 
become more conservative. 

RL: A lot of our peers and portfolio 
companies have not seen interest rates 
at these levels before, and they are ex-
pected to continue going up from here. 
We expect there to be opportunities 
for private credit funds to take market 
share as banks and equity providers 
step away. Credit managers need the 
experience to navigate in a volatile en-
vironment. This may mean being more 
conservative in credit selection, strict 
covenants, enhanced risk oversight and 
floating rate loans. 

This environment should create 
opportunity for those credit providers 
that have experienced uncertain market 
cycles before (for instance, the glob-
al financial crisis) and are prepared to 
navigate, and potentially some difficul-
ties for those who haven’t. n

“Credit managers 
need the experience to 
navigate in a volatile 
environment”

RICHARD LEVY
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Individual access to private mar-
kets took a big step forward earli-
er this year when KKR, working 

with digital assets securities fi rm Se-
curitize, off ered tokens in its latest 
$4 billion healthcare-focused private 
equity fund. The tokens can be sold on a 
Securitize-managed secondaries mar-
ket just one year after purchase.

While this was the breakthrough 
fund, sources we speak to in the private 
debt market express the view that, for 
their asset class, the implications may 
be even more signifi cant than for pri-
vate equity. In today’s ‘risk off ’ environ-
ment, they say, retail investors are wary 
of committing themselves to private 
market products that have the potential 
for signifi cant losses.

While private equity currently 
provokes a nervous reaction in some, 
private debt is seen as an asset class of-
fering relative safety, with the potential 

for upside. Moreover, it is seen as a 
more liquid option thanks to the yield 
component. Investors may like pri-
vate equity’s promise of a 20 percent 
return but they may fi nd waiting 10 
years to get their hands on it rather less 
enjoyable.

Most private debt managers are still 
of the good, old-fashioned ‘analogue’ 
variety, but one source says he detects a 
trend towards “creeping digitalisation” 
as managers begin to appreciate the 
enormous fundraising potential of the 

retail channel and the need to make it 
easier for such investors to gain access.

However, some say private debt 
could do with a hand from regulators, 
who are accused of lumping together 
private debt and equity in their defi ni-
tions and hence creating a high barrier 
to entry. With acknowledgement that 
consumers of course need protecting, 
private debt managers we spoke to be-
lieve the regulators could nonetheless 
operate with a lighter touch and off er 
more simple onboarding processes for 
investors.

In response to the topic having be-
come a major talking point, a panel on 
the ‘Democratisation of the Corporate 
Credit Market’ formed part of the day 
one agenda at our PDI Europe Summit 
2022 in London last month. Speakers 
included representatives from Bite In-
vestments, CrossLend and Decalia As-
set Management. n

“Most private debt 
managers are still of 
the good old-fashioned 
‘analogue’ variety”

Analysis

Individual access to private mar-
kets took a big step forward earli-

for upside. Moreover, it is seen as a 
more liquid option thanks to the yield 

retail channel and the need to make it 
easier for such investors to gain access.

The dawning of the digital era
A KKR equity fund has led the way in tokenisation, but there are reasons 
why retail investors may increasingly turn their attention to private debt, 

writes Andy Thomson
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Private Debt Investor is pleased to 
present the 2022 Rising Stars list of 40 
individuals under the age of 40 whom 
we believe have the potential to shape 
the future of the asset class. These 
young professionals were selected 
from scores of peer nominations 
and recommendations from senior 
industry fi gures. The annual line-up 
shines a spotlight on those who have 
demonstrated noteworthy leadership, 
innovation and dealmaking skills, and 
have the talent to take the debt industry 
to new heights over the next decade.

Rising Stars

2022
32

GPs

5
Lawyers

Advisers

2

LP

1
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Kashyap Arora, Vibrant Capital Partners

Jordan Bryk, Marathon Asset Management

Adam Caines, Macfarlanes

Daniele Candela, KKR

Lauren Dieter, Prime Finance

Nicole Fanjul, Latham & Watkins

Alice Foucault, Barings

Jacob Gladstone, Angelo Gordon

William Grout, Ares Management

Kenneth Hackman, Dechert

Meaghan Haugh, Atalaya Capital Management

David Healey, Bain Capital Credit

Jaspinder Kanwal, Jefferies

Gregory Kasten, Maryland State Retirement & Pension System

Laura Keffer, Principal Alternative Credit

Shamafa Khan, Crayhill Capital Management

Jean King, Oak Hill Advisors

Chris Lahoud, Apollo

Jaqueline Lindmark, P Capital Partners

Opal Leung, MidOcean Partners

Kate Luarasi, Kirkland & Ellis

Chris Lund, Monroe Capital

Anthony Ma, PGIM Private Capital

Brian Marcus, Carlyle

John Marin, Allianz Global Investors

Mucio Tiago Martins Mattos, Vectis Gestão de Recursos

Paolo Morrone, Tikehau Capital

Martin Munte, 17Capital

Ferdinand Niederhofer, Blackstone Credit

Joe Petrusic, All Seas Capital

Mattis Poetter, Arcmont Asset Management

Sarah Primrose, King & Spalding

Dana Sclafani, Owl Rock Capital

Noah Shipman, Vistara Growth

Ryan Singer, Balbec Capital

Alberto Treglia, Glennmont Partners

Peter Tsoulogiannis, Slate Asset Management

Doug Wilson, Connection Capital

Dodson Worthington, Churchill Asset Management

Eric Yeager, Kerberos Capital Management

27 28 29 30 31 32 33 34 35 36 37 38 39

Age

27 28 29 30 31 32 33 34 35 36 37 38 39

Age
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Kashyap Arora, 39

Managing director and co-chief investment offi cer, 
Vibrant Capital Partners
Kashyap Arora oversees sourcing, investment analysis and execution of structured 
credit investments totalling more than $2 billion. He is portfolio manager of 
various funds and separately managed accounts across the CLO capital structure 
including the corporate structured credit fund, Vibrant SENTE Fund. Arora 
leads a team of investment professionals and has led the team through multiple 
credit cycles, including the 2018 market sell-off  and 2020 covid-19 crisis. To date, 
the team has bought and sold structured credit assets totalling more than $15 
billion, taking advantage of opportunities amid challenging market environments. 

Jordan Bryk, 38

Managing director, 
Marathon Asset Management
Jordan Bryk has led the expansion 
of Marathon’s Capital Solutions 
platform and helped Marathon 
become a go-to fi nancing partner for 
complex private credit transactions. 
Under his leadership, the team has 
deployed capital across 16 portfolio 
companies since the depths of covid, 
with Bryk playing a hands-on role in 
sourcing, underwriting, structuring 
and negotiating these deals. Peers 
say he often leads deal teams across 
Marathon’s strategies, bringing team 
members together from diff erent parts 
of the fi rm to drive a deal forward. 
Deals include a refi nancing of a digital 
jukebox business, growth capital to a 
pharmaceutical business and junior 
capital to amend the capital structure 
of an aerospace services company. 

Adam Caines, 34

Senior counsel, Macfarlanes
Adam Caines was promoted to senior counsel 
in 2020 and been identifi ed as an “associate to 
watch” by Chambers for three years. His credit 
fund clients identify signifi cant value in using 
the same counsel for their deployment work and 
fund fi nance needs. Caines’ specialism in these 
fi elds is a unique selling point, allowing him to 
assist with both facets of their legal requirements, 
providing a seamless service for the client’s 
funding structures and requirements. His work 
focuses on acquisition fi nance, warehouse and 
securitisation transactions, but also investor calls, 
fund leverage and GP and management company 
facilities.

Daniele Candela, 34

Director, KKR 
Daniele Candela has risen rapidly since joining 
KKR in 2015, having been promoted to director 
in 2020. He began his career at KKR investing 
in private and public markets across the capital 
structure, with a focus on stressed and distressed 
opportunities and is now a leading member 
of KKR’s European credit team. His main 
responsibilities include sourcing, structuring, 
negotiating and managing impactful investments 
for KKR’s Europe Capital Solutions team. His 
team provides structured, bespoke fi nancing 
for a range of equity and debt instruments. 
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Lauren Dieter, 37

Managing director, Prime Finance
Lauren Dieter joined Prime Finance in 2010, shortly after the US fi rm was 
founded, initially as an analyst in the asset management group overseeing loan 
and property performance. After three years she moved into an origination role 
underwriting and closing senior and subordinate loans on commercial real estate 
throughout the country.

Since joining, Dieter has progressed to managing director and now leads a team 
of four loan originators in Chicago. She focuses on investment sourcing, credit and 
underwriting analysis, due diligence and investment closings and is responsible for 
having trained and mentored several of the now senior team members. 

Nicole Fanjul, 38

Finance partner and co-deputy offi ce 
managing partner, Latham & Watkins 
Nicole Fanjul represents lenders and corporate 
borrowers in complex fi nancing transactions, 
with a focus on syndicated leveraged fi nance and 
direct lending. She is considered a go-to adviser 
to major players in the space, including HPS 
Investment Partners and The Carlyle Group. She 
was lead partner representing the lenders in the 
largest-ever annual recurring revenue fi nancing, 
along with a Latham team that represented the 
providers of a preferred equity fi nancing, to 
support Zendesk’s $10.2 billion acquisition by 
an investor group led by global investment fi rms 
Permira and Hellman & Friedman.

Alice Foucault, 37

Managing director, Barings
Alice Foucault is a senior member of Barings’ 
Global Private Finance Group and is responsible 
for originating, analysing, structuring and 
monitoring European private fi nance investments. 
She joined Barings in 2014 to lead the fi rm’s 
origination eff orts in France. Foucault has 
successfully built relationships with key private 
equity sponsors in a region with high barriers to 
entry, executing over 70 transactions, deploying 
€5.3 billion since she joined – resulting in Barings 
being one of the top three direct lenders in 
France – and is regarded by her peers as a proven 
innovator. 

Jacob Gladstone, 34

Managing director, distressed 
and corporate situations, 
Angelo Gordon
Jacob Gladstone has earned a 
reputation for his ability to lead 
highly complex transactions across 
both private and public markets. In 
his role at Angelo Gordon, he leads 
investments within the consumer, 
industrial, automotive and fi nancial 
sectors. On the investment front, two 
of his notable contributions at Angelo 
Gordon include leading the $275 
million privately structured investment 
in Tupperware and building out 
AG’s collateralised bond obligation 
platform, AG CC Funding, which has 
issued two CBOs.

In his dealings, peers say Gladstone 
has proved himself a constructive 
partner to companies looking to 
address complex capital situations. 

Rising Stars 2022
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William Grout, 38

Managing director, Ares Management
William Grout joined Ares in 2011, helping to build one 
of Europe’s largest direct lending platforms through strong 
relationship networks and deep investment experience 
across the capital structure. Over his tenure, Grout has 
backed more than 40 diff erent private credit borrowers 
providing over €7 billion of capital into the European 
mid-market. Having completed sponsor-led, corporate and 
public-to-private transactions, he brings wide experience 
both as an investor and board member for a number of 
portfolio investments.

As a deal lead, he has added a number of new sponsor 
relationships to the platform and helped build credibility 
and goodwill with sponsors and management teams. 
His sector experience spans TMT, fi nancial services and 
business services.  

Kenneth Hackman, 39

Partner, Dechert 
For nearly a decade, Kenneth Hackman has helped drive 
the development of the single-family rental (SFR) market 
as a robust and viable asset class. His leadership in his fi eld, 
and repeated achievements on behalf of a broad range of 
borrowers and lenders, has seen Dechert outperform peer 
fi rms and grab a large majority of single-family residential 
commercial mortgage-backed securities deals.

Dechert acted as issuer’s counsel on nine SFR deals in 
H1 2022, according to Asset-Backed Alert; the nearest 
challenger acted on just two. Dechert also ranked as top 
issuer’s counsel for SFR in 2021, a record year for SFR 
securitisations, acting on 17 deals valued at $10.5 billion. 
Hackman led on much of that total. 

Meaghan Haugh, 27

Vice-president, Atalaya Capital Management
Meaghan Haugh, a member of Atalaya’s Corporate and Opportunistic Investments team, 
joined the fi rm as a summer intern and, upon returning full time, has grown into a senior 
leader despite being only 27. She is responsible for sourcing, underwriting and managing 
various investments across the capital structure and asset classes. She is also a leading voice in 
the credit secondaries arena, a newly emerging asset class.

She serves in many ways as a face of the fi rm to Atalaya’s investors and corresponds directly 
with many of the fi rm’s strategic relationships. It’s rare at her age to take a leading role on new 
investments, but peers say Haugh has executed a variety of them with limited oversight. 

Rising Stars 2022
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David Healey, 32

Vice-president, Bain Capital Credit
Since joining Bain Capital Credit in 2018, David Healey 
has been an integral member of the private credit group 
and played a key role in fi nding direct lending opportunities 
across the capital structure to companies globally with 
EBITDA between $10 million to $150 million.

He is perhaps most notable for his leadership in starting 
the annual recurring revenue funding initiative, which is 
now the largest segment of the private credit group, with 
originations in software technology up from $250 million 
in 2021 to $500 million as of August 2022. Healey gained 
experience with software technology because software’s 
revenue models and position in the 21st century economy 
made those companies ideal credit assets. 

Jaspinder Kanwal, 33

Senior vice-president, debt advisory and 
restructuring, Jefferies 
Jaspinder Kanwal has helped his clients raise billions in new 
capital over the past decade, including private placements 
across a range of industries, collateral profi les and legal 
jurisdictions. Since joining Jeff eries in 2011 as an analyst 
in the restructuring group, he has worked his way up the 
ranks, most recently leading an eff ort on private placements 
of hybrid capital, including equity-linked secured debt, 
structured equity, and preferred equity.

His recent private debt experience includes the 
structuring and placement of a $150 million IP-backed term 
loan for an iconic global media and publishing business in 
2018; and a $150 million consumer fi nance receivables-
backed term loan for Creditcorp, also in 2018. 

Gregory Kasten, 37

Managing director,
Maryland State Retirement & Pension System
For the past six years Gregory Kasten has been a key 
member of the team at the Maryland State Retirement 
and Pension System, a $70 billion public pension plan that 
invests across public equity and credit, absolute return 
hedge funds and alternative investments (real estate, 
infrastructure, private equity, private debt, etc).

Since starting as a senior investment analyst in 2016, 
he has been promoted twice and is currently a managing 
director with oversight of the $5.5 billion absolute return 
allocation, of which $370 million is dedicated to private 
funds. In addition to the three-person absolute return team, 
Kasten has also expanded his managerial role to build out 
the risk team, which now consists of three team members.

Rising Stars 2022
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E X P E R T Q & A

Asset-backed lending:  
why partnerships work

In an uncertain macroeconomic environment, it’s business-as-usual  
for LCM Partners’ asset-backed lending strategy, says Paul Burdell,  

co-founder and chief executive

Q What areas of the 
European asset-backed 

market are you focused on?
We launched our Strategic Origination 
& Lending Opportunities (SOLO) 
strategy in 2018 to target segments 
of the European credit market with-
in asset finance and real estate backed 
secured lending. The point of differ-
entiation is granularity. We are, for 
instance, lending against small-ticket 
business critical equipment or provid-
ing residential property bridging loans 
and development finance, with the 
underlying asset values ranging from 
anything as little as €5,000 up to a max-
imum of around €5 million.

Our expertise lies at this end of the 
market because of our 23-plus years’ 

experience of managing consumer 
and SME NPLs and it’s where we find 
we’re able to invest at attractive unlev-
eraged yields. The banks typically don’t 
like the small-ticket financing segment 
when the product lacks scale as they 
find it labour intensive and inefficient 
to manage; that’s why the likes of 
Santander and Barclays publicly exited 
the UK asset finance market in 2019 
and 2021, respectively.

The other area where we are seeing 
an increasing number of opportuni-
ties is in renewables, again in funding 
the more granular assets and service 

equipment rather than the larger ticket 
infrastructure itself. Having a product 
with positive ESG attributes wasn’t our 
intention back in 2018 but ESG is ob-
viously a topical subject with investors 
and so it’s an undoubted positive that 
we are now offering an Article 8 prod-
uct under the EU Sustainable Finance 
Disclosure Regulation (SFDR). 

Q How scalable is the 
renewables opportunity?

We think it’s huge, and what’s more 
striking is the breadth of opportunities. 
People immediately think of the power 
generating assets such as solar panels 
or wind turbines but there’s all the ser-
vice equipment around the operations 
as well. To give an example, Europe is 

SPONSOR
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expected to install 116GW of new wind 
farms in the next four years, which 
is enough to power up to 116 million 
homes. To achieve this, engineers need 
physical access to the sites in large num-
bers and currently it’s estimated there’s 
a backlog of over 400 crew transfer 
vessels to meet demand for wind farm 
construction and maintenance. These 
are small-ticket boats (£3 million-£5 
million [$5.6 million; €5.7million] in 
value) which are usually leased by the 
wind park owners for a five-year period. 
The banks tend to view the individual 
deal sizes as small, and often a boat yard 
may only manufacture five or six boats 
a year. Conversely, we’re happy to em-
brace the granularity and we like the as-
set type given the favourable supply and 
demand dynamics.

Q You mention supply and 
demand dynamics, how 

are you navigating the current 
economic environment?
To date we’ve not experienced any loss-
es, including during covid. However, 
covid wasn’t the test everyone expect-
ed it to be and most GPs are holding 
up well this year, so the true test cer-
tainly lies ahead. Nonetheless, there’s 
no doubt that an asset-backed strategy 
provides an additional layer of comfort 
in more difficult economic conditions.

Our modus operandi is to enter into 
long term (three-to-five year) exclu-
sive origination partnerships and this 
won’t change. These are relationships 
that take some time to establish but the 
expectation is that both parties are in it 
for the long haul, irrespective of chang-
es in the economic environment. That 
is why we spend a lot of time on struc-
turing, ensuring our partners are suffi-
ciently incentivised whilst at the same 
time building in downside protection 
that preserves our base-case returns 
even in stressed default scenarios, such 
as those experienced during the global 
financial crisis.

We’re clear with our partners from 
the outset about our eligibility criteria 
and the risk profile that’s acceptable to us, 

putting in place back-ended profit-shar-
ing arrangements and first loss pieces to 
make sure we align interests. We’re five 
years into the strategy now with 15 orig-
ination partnerships up-and-running, 
and we’re confident in the strength of 
these partnerships even through the 
coming downturn. With our focus on 
high-quality, asset-backed credits, it is 
largely a case of business-as-usual.

As an aside, one added benefit of 
the partnership model is that it also 
provides prospective investors with 
great transparency and visibility. New 
LPs know that the investments they’re 
diligencing on the way in are likely to 
comprise a significant percentage of 
their deployment in the coming years. 
It tends to mean that they’re fully en-
gaged and want to get into the detail, 
which is exactly what you want as a GP. 

Q Who are your partners and 
why do they want to work 

with LCM?
It’s a good question because we’re not 
the cheapest financing available. Our 
partners are typically established Orig-
inal Equipment Manufacturers or ex-
perienced specialist originators that, for 
a variety of reasons, fall outside the re-
mit of traditional bank financing. Some 
OEMs have their own captive finance or 
leasing arms to support their vendor fi-
nance programmes but these businesses 
can have capacity issues as they’re typ-
ically subjected to the same regulatory 
and capital constraints as the banks.

Outside of the larger operators, 
most OEMs prefer to preserve their 
capital for research, development and 
production yet want the benefits of of-
fering sales financing or a rental solu-
tion to their customers. In the case of 
the specialist originators, often they 
value the long-term nature of the capi-
tal and that we can offer flexibility that 
the banks can’t; we’re borderless, we’re 
more creative with our financing solu-
tions, we have operational and servic-
ing capabilities that our partners can 
leverage, and we are much quicker and 
easier to deal with.

Q You say you’re not the 
cheapest capital in the 

market, what yields are you 
trying to achieve?
It’s a question we’re getting asked a 
lot at the moment. Historically, we’ve 
targeted unleveraged yields of circa 9 
percent, which we think is an attrac-
tive risk-adjusted return given the asset 
backing. Yields are definitely going up 
for new originations but the major-
ity of our lending is fixed rate, with 
the real estate backed financing being 
short duration, typically between 12-18 
months, and our leases between three-
to-seven years.

Going forward, we’re naturally able 
to hedge ourselves against increasing 
rates because of the granular, flow na-
ture of our origination with many hun-
dreds of new lends per quarter. Having 
said that, bank rates have moved mate-
rially in a short space of time and, like 
most in the private credit arena, we are 
playing catch up in terms of preserving 
our illiquidity premium versus public 
market comparables. That is starting 
to filter through and we expect more 
increases in the coming quarters.

Q What are your 
expectations for the next 

12 months?
As is always the case in a downturn, we 
know our capital is going to get more 
popular and that can bring with it both 
risk and opportunity. I expect the next 
12 months to be extremely busy for 
one thing. As mentioned earlier, we’re 
really pleased with the partnerships we 
have in place today and they’ll be the 
foundation of our asset-backed lending 
business going forward. There is going 
to be ample opportunity for us to add 
new partners, but we will be selective. 
We are clear about the asset types we 
want to target and how we’ll structure 
those investments. And for each new 
originator that we do partner with, the 
expectation has to be that it’s going to 
be a mutually beneficial multi-year re-
lationship; that we’re both in this for 
the long haul. n
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Laura Keffer, 37 

Director – underwriting, Principal Alternative Credit 
Laura Keff er joined Principal Alternative Credit’s direct lending group in 2021 as 
a director to lead the Chicago underwriting team. She has recruited underwriters 
to build out Principal’s Chicago offi  ce, including several hires that have enhanced 
the diversity of Principal’s team.

Furthermore, she has led multiple innovative transactions, including providing 
capital to support a growth investment from Align Capital in We Are Rosie, a 
fl exible talent marketplace for digital marketing positions focusing on diverse 
freelancers.

Additionally, she led Principal’s investment in American Nuts in support of its 
add-on acquisition of DSD Merchandisers, a Gauge Capital portfolio company. 
Peers say her extensive knowledge of the food and consumer sector provided 
valuable insights in a complicated transaction. 

Shamafa Khan, 39

Managing director, head 
of marketing and investor 
relations, Crayhill Capital 
Management
Shamafa Khan joined Crayhill Capital, 
a minority-owned asset manager 
focused on asset-based private credit, 
in 2017 to lead its marketing and IR 
eff orts. She has been instrumental in 
the development of Crayhill, which has 
grown 7x in AUM to $2 billion while 
also growing an LP base that spans 
pension funds, insurance companies, 
endowments and foundations, and 
multifamily offi  ces. Khan is a strong 
advocate for Crayhill’s focus on 
esoteric asset-based private credit and 
speciality fi nance strategies.  

Jean King, 37

Principal, Oak Hill Advisors
Jean King began her career at GE Corporate as an 
analyst in its fi nancial management programme, 
developing key technical skills that positioned her 
to transition to an investment-focused position 
at Antares in 2014. King spent seven years at 
Antares, where she gained deep experience in 
credit underwriting and sponsor coverage. Since 
joining OHA in March 2021, King has played an 
integral role in the expansion of the fi rm’s private 
credit business, with coverage responsibility for 
many of  its most important sponsor relationships. 

Chris Lahoud, 39

Partner, Apollo
Chris Lahoud is focused primarily on 
opportunistic credit and restructurings and co-
leads the fi rm’s US corporate credit research. He is 
responsible for some of Apollo’s most high-profi le 
and complex credit investments, which require 
signifi cant knowledge of companies, industries, 
capital structures, and recapitalisation and 
restructuring processes. One recent transaction 
that Lahoud led was Hertz, where he was involved 
in every investment Apollo made throughout 
Hertz’s bankruptcy process, including becoming 
its largest fi rst-lien lender, leading its DIP 
fi nancing and providing a $4 billion ABS DIP. 
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Opal Leung, 29

Principal, MidOcean Partners
Since joining MidOcean in 2020, peers say Opal Leung has quickly 
proven herself as a rising leader, establishing herself through hard work, 
unique insights and active engagement. They say she demonstrates 
agility, expertise and focus as lead long/short coverage across the capital 
structure in one of MidOcean’s largest and most complex sectors: 
technology, media and telecom. Her range of deals spans credits across 
the risk spectrum, depending on the opportunity set.

Throughout her tenure, she has risen to multiple challenges, and 
taken the lead on bridging and growing exposure in both the public 
and private markets as well as building relationships with sponsors 
and syndicates. She has helped the MidOcean team build out material 
positions. 

Jaqueline Lindmark, 32

Investment associate, P Capital Partners
Through her dedicated work during the past three years in exploring 
the credit viability of land-based aquaculture farming, Jaqueline 
Lindmark’s eff orts have directly contributed to the fi nancing of two 
large land-based aquaculture farming projects for a total of €150 
million, in an industry that had up until now only been funded by 
equity, government grants and local banks.

She has pioneered the use of private debt funds within the industry. 
Land-based aquaculture farming projects form an important part 
of future sustainable protein production and future investments 
within the space are needed to reduce the carbon footprint of protein 
production and protect the biodiversity of the seas.

Kate Luarasi, 39

Partner, Kirkland & Ellis
After credit fund experts Sean Hill and Stephanie Berdik joined 
Kirkland from Proskauer, they enlisted Kate Luarasi as one of the early 
founders to take an important role in Kirkland’s rapidly growing credit 
fund practice. Since she joined Kirkland in 2019, Luarasi has become 
instrumental in building Kirkland’s credit funds platform and providing 
a considerable roster of credit fund clients with strategic advisory 
services.

A seasoned partner with extensive experience of leading private 
credit transactions and a passion for the private credit asset class, she 
has a unique role within Kirkland’s Investment Fund Group: a large 
portion of her practice is dedicated to managing Kirkland’s global 
credit funds practice, combining fund formation, transactions, strategy 
and business development.
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Chris Lund, 36

Managing director and co-portfolio manager,  
Monroe Capital
Chris Lund plays a signifi cant role in the senior leadership 
group at Monroe and helps to manage combined capital 
of over $7.5 billion in the fi rm’s direct lending investing 
vehicles including commingled funds, separately managed 
accounts and SBIC funds.

He has been integral in the creation, structuring and 
fundraising of various investment products including the 
most recent Monroe fl agship fund, Monroe Capital Private 
Credit Fund IV, with over $4.8 billion of investable capital, 
including targeted fund leverage and separately managed 
accounts investing alongside the fund.

His fundraising responsibilities include presentations 
to investment committees and boards of North American 
investors and, recently, non-US investors. Lund also helped 
deploy more than $6 billion in commitments in 2021 alone 
at Monroe.  

Anthony Ma, 35

Investment vice-president, PGIM Private Capital
Anthony Ma oversees underwriting and portfolio 
management for PGIM Private Capital’s global direct 
lending strategy. He has more than 13 years’ experience in 
private credit, having begun his career as an analyst with 
PPC, based in San Francisco. Ma then moved to KKR 
Credit, where he helped build its London presence, and 
then spent three years at Brightwood Capital Advisors to 
assist in establishing its Los Angeles presence.

Ma returned to PPC in 2019, where he has helped to 
develop and establish its direct lending strategy, operations 
and underwriting. He played a key role in the successful 
close of its inaugural direct lending fund. Ma has also 
helped to build PPC’s origination network and expertise in 
individual geographic markets. 

Brian Marcus, 39

Managing director and portfolio manager, Carlyle
Since joining Carlyle in 2015, Brian Marcus has played a key role in the investment 
management and platform development sides of Carlyle’s $143 billion Global Credit 
business, as evidenced by his promotion to both managing director and portfolio manager 
during that period. He has led several of Carlyle’s strategic eff orts to introduce and develop a 
suite of cross-platform and separately managed accounts.

He formally heads all cross-platform account activities and serves as the principal executive 
offi  cer and president of Carlyle’s Tactical Private Credit Fund, a continuously off ered, unlisted 
closed-end investment company that is structured as an interval fund. Under Marcus, the fund 
has grown from $250 million under management in 2020 to approximately $2 billion. 
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John Marin, 29

Assistant vice-president, infrastructure debt, 
Allianz Global Investors
John Marin joined AllianzGI’s infrastructure debt team 
in New York in April 2021, having previously worked 
at Goldman Sachs in infrastructure advisory for almost 
three years, focused on the US core infrastructure and 
transportation sector.

Since joining AllianzGI, he has been an integral member 
of the team, with peers saying he has demonstrated levels of 
competence and expertise in excess of expectations, gaining 
the confi dence of senior team members. As a result, he 
has been given responsibility for deals including leading 
investment negotiations in various sectors including energy 
and midstream in both the US and Latin America, totalling 
$988 million. His deals have included Chacao+, a portfolio 
of renewable and conventional assets in Chile.  

Mucio Tiago Martins Mattos, 33

Partner and head of credit, 
Vectis Gestão de Recursos
Mucio Mattos was named managing partner at Brazilian 
asset manager Vectis at the age of 28 and helped create the 
company from scratch, leading its growth in the Brazilian 
capital markets. Mattos was responsible for overseeing 
Vectis’s structuring department as the company managed to 
do over 1.3 billion reais ($250 million; $250 million) in fi xed 
income transactions and raised 1.8 billion reais in funds.

Prior to joining Vectis as partner, Mattos worked for fi ve 
years at Credit Suisse in the fi xed income division, where 
he was responsible for leading the execution of structured 
fi xed income transactions (high-yield loans, bonds, notes, 
debentures, Export Prepayment Agreements, ACC/ACE, 
swaps, options, FIDCs, securitisation among others). 

Paolo Morrone, 29

Vice-president, Tikehau Capital
Within Tikehau Capital’s private debt team, Paolo 
Morrone leads the direct lending business in the UK and is 
responsible for steering, originating and executing UK-
based investments. He joined the team as an analyst in 2016. 
In less than three years, after quickly establishing himself 
as a key member of the team, he was promoted to vice-
president, and since late 2020 has been leading the group’s 
direct lending business in the UK.

He has played a vital role in expanding the fi rm’s 
footprint in the UK and other geographies, as well as 
taking an active role in the deployment and fundraising of 
the third, fourth and fi fth generation of Tikehau’s direct 
lending vintages. He has also gained signifi cant experience 
across verticals and geographies – including in Italy, Spain, 
Germany and France. 
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Investment grade private placement debt aff ords pension funds
greater scope for managing their fi xed income portfolio, says 

MetLife Investment Management’s Jennifer Potenta

Q What benefi t can private 
placement debt bring to 

well-funded pension funds?
Upwards of 95 percent of the asset class 
is investment grade, so private place-
ment debt is a complement to the pub-
lic fi xed income component of pension 
fund portfolios. Incorporating the asset 
class into the portfolio brings diversi-
fi cation benefi ts as well. If you look at 
the set of names in a typical private debt 
portfolio, the overlap with public indi-
ces tends to be less than 5 percent. This 
is benefi cial for pension funds, which 
often seek to improve diversifi cation by 
limiting exposure to a single issuer.

Investors also benefi t from the 

economics of private debt. There is an 
illiquidity premium built into the pric-
ing of these assets and other return en-
hancements throughout the lifetime of 
these deals. Debt covenants are struc-
tured so that these can be long-term 
investments; the intention is to manage 
them for the lifetime of the deal rather 
than quickly trade out of them.

These covenants provide downside 
protection on the assets. Unlike in the 
public market, where fi nancial covenants 

are more limited, private debt covenants 
are the hallmark of the asset class and 
include meaningful safeguards around 
a company or project’s performance 
with protections such as limitations on 
debt, minimum cashfl ow metrics and 
so forth. This results in lower loss rates, 
lower default rates and better recoveries 
through the cycle for private placement 
debt compared to a public index.

Q What do pension funds 
need to consider when 

allocating to private debt?
First and foremost, plan sponsors and 
consultants should focus on the depth 
and reach of the private placement asset 

SPONSOR
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Private placement debt 
helps pensions to diversify
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manager’s platform, the leadership posi-
tion of the manager in the industry, and 
the team that they have in place: do team 
members have the specialised sector ex-
pertise and experience through multiple 
market cycles to create the most diverse 
set of opportunities with appropriate 
risk-adjusted returns to suit the pension 
funds’ investment objectives? Key to 
that opportunity set is a manager with 
deep relationships and sourcing capa-
bilities, not only with agent banks, but 
with individual companies, sponsors and 
advisers across the industry. 

The challenge of benchmarking 
is another important consideration as 
pensions typically need total returns for 
benchmarking their investments. The 
private placement market does not have 
an active benchmark to compare returns 
of one manager to another. Typically, 
private placement bond values are es-
timated using bespoke pricing models, 
which are not standardised and can be 
calibrated against secondary market 
transactions, a basket of public bond 
comparables, or against public indices, 
for example. Therefore, it is especially 
important in selecting the right invest-
ment manager to gain a thorough un-
derstanding of their valuation process-
es, both at deal origination and on an 
ongoing basis, as well as consistency of 
approach. Returns should be thought 
about over the longer term, as these 
assets are not actively traded in a total 
return context.

Q One concern is liquidity: 
if the need arises to close 

out a fund, is an allocation to 
private debt problematic?
I think about the liquidity question in a 
few ways. First, we’re not talking about 
allocating a majority of the portfolio to 
private placement debt. We’re talking 
about a modest allocation, maybe in the 
region of 10-20 percent, as a comple-
ment to the public allocation of the fi xed 
income portfolio. Liquidity becomes 
less of a concern in that case.

Where there are valid liquidity 
concerns, it is possible to incorporate 

Jennifer Potenta is head of corporate private 
and structured debt at MetLife Investment 
Management (MIM)

certain features into investment struc-
tures in order to address the issue. For 
example, open-end commingled funds 
can be used to provide investors with 
the ability to redeem their asset alloca-
tion should they need to.

Moreover, an increased demand for 
the asset class from both pensions and 
insurers has created a fairly active sec-
ondary market for private placement 
debt, which makes it easier for investors 
to sell their positions if they need to. 

On top of this, pension funds often  
terminate or reduce their plans with 
a pension risk transfer to the large in-
surers that know the private placement 
market well and are comfortable taking 
on such investments. So, in fact, there 
might not even be the need for pension 
funds to liquidate these assets at all. All 
in all, we have found that once we are 
able to engage in a dialogue with plan 
sponsors and consultants about the asset 
class and the types of structures they can 
use to access it, many of their concerns 
about liquidity go away.

Q Is private placement a 
good fi t for all funds?

We believe that a private placement 
allocation makes sense for a variety of 
plans, including smaller to mid-sized 
plans, larger ones and those at or near 
full-funded status. The diversifi cation 
benefi ts, attractive relative value and 
downside volatility dampening aspect 
inherent in private placements is a ben-
efi t to any size plan. There are, however, 
diff erent types of structures we would 
recommend in order to access these 
assets, depending on plan size. Small-
er or midsize plans may benefi t from 
an allocation to a commingled private 
placement fund vehicle to achieve suf-
fi cient diversifi cation. Larger plans will 
be able to allocate mandates of suffi  cient 
size via a separately managed account to 
achieve a diversifi ed private placement 
portfolio. Fully-funded plans who are 
reducing equity exposure and increasing 
fi xed income can benefi t from the hedg-
ing and diversifi cation benefi ts of an al-
location to privates. Private placement 

strategies can be further tailored de-
pending on where a pension fund is in 
its glide path: whether it is looking for a 
longer-duration portfolio mix or wheth-
er it seeks more intermediate asset lia-
bility matching. Investments can also 
be tailored according to credit tilt. For 
example, one pension fund might prefer 
a strategy that targets mid-to-low tri-
ple-B investments, while the strategy of 
another pension fund might be skewed 
towards higher-quality investments.

Strategies can also be adjusted based 
on certain sectors. Perhaps a pension 
fund desires more exposure to infra-
structure debt or to hard assets, for ex-
ample. The private placement market is 
highly customisable and, with the diff er-
ent pools of capital available, it is pos-
sible to create opportunities across the 
maturity and credit spectrums.

Q What does the future of 
the asset class look like?

Interest in private placements has quick-
ly picked up momentum over the past 
couple of years, and we are having many 
more conversations about the asset class 
with pension funds and the consultant 
community. Private placement debt is a 
bit of a newer asset class for pension plan 
sponsors, but the asset class itself has 
been around for more than a century, 
and the education process is well under-
way. As allocators become more familiar 
with it, understanding its benefi ts, and 
allocate to it, many more opportunities 
will emerge. The shift of pension funds 
towards fully funded status will continue 
to drive interest in private placements. 
As the funding position improves, pen-
sion funds typically want to reduce their 
riskier equity allocation and replace it 
with assets that hedge liabilities and pro-
tect funded status. Private placements 
meaningfully expand the fi xed income 
opportunity set and, as bonds become 
increasingly important, we believe pri-
vate placement debt will play a growing 
role for pensions. n
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Martin Munte, 39

Head of fundraising and investor relations EMEA, 17Capital
Martin Munte joined the 17Capital investor relations team in April 2020, as he 
believed in the growth potential of net asset value fi nance and its superiority to 
other private lending strategies. He had an immediate impact by leading the 
charge on, the Preferred Equity Fund 5 raise. 

He brought senior experience and relationships, making Fund 5 17Capital’s 
largest fundraise to date, closing with nearly $3 billion – above the initial hard-
cap – with more than 30 percent of new LPs brought on board by Munte within 
less than a year of his arrival. This convinced the founders to promote him to lead 
IR and fundraising for 17Capital across the EMEA region. 

Ferdinand 

Niederhofer, 38

Managing director, 
Blackstone Credit
Since joining Blackstone Credit in 
2013, Ferdinand Niederhofer has 
been involved in analysing debt, 
mezzanine, distressed and private 
equity investments across a variety 
of industries. In 2019, he moved 
from New York to San Francisco to 
spearhead the new West Coast offi  ce 
for Blackstone Credit. Since then, 
he has built a team of 10 investment 
professionals in San Francisco focusing 
on private credit which has invested 
and committed over $15 billion across 
more than 30 transactions (including 
nine transactions in the past 18 
months with a fi nancing quantum 
above $1 billion), predominantly in 
the software sector. 

Joe Petrusic, 34

Director, All Seas Capital
Joe Petrusic is responsible for sourcing and 
executing investments as well as supporting the 
management of All Seas Capital’s investment 
team and the fi rm more broadly. Founded by ex-
KKR pros Marc Ciancimino and Cristobal Cuart, 
ASC made Petrusic its fi rst senior investment 
team hire in June 2020. He previously spent a 
decade in corporate fi nance, predominantly in 
the fi nancial sponsors team at Lazard. He saw an 
opportunity to provide privately held/founder-
owned businesses with transformational capital 
without taking control, having worked with a 
number of management teams across a wide 
range of sectors and geographies. 

Mattis Poetter, 39

Partner and co-chief investment offi cer, 
Arcmont Asset Management
Mattis Poetter became co-chief investment offi  cer 
of Arcmont in 2021 and has sat on the fi rm’s 
investment committee since 2018. He has played 
an integral part in developing the strategies that 
have helped the fi rm raise over €22 billion of assets 
to date. Poetter works across the capital structure – 
senior/junior debt as well as minority equity.

He has experience in sourcing, analysing and 
structuring investments and has a wide network of 
client and industry relationships, having worked 
across Europe, the US and Asia over the past 15 
years. 
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Sarah Primrose, 35

Senior associate, King & Spalding 
Sarah Primrose represents debtors, lenders, investors and creditors 
in a broad range of restructuring matters, including Chapter 11 and 
Chapter 15 cases, out-of-court restructurings and bankruptcy-related 
acquisitions. Her practice spans a number of industries including 
energy, healthcare, technology, manufacturing, retail, real estate, 
restaurants and hospitality.

She has worked on some of the largest bankruptcies such as 
Monitronics, Borden Dairy, Dean Foods, Oro Negro, Neiman Marcus 
and Frontier Communications. Peers describe Primrose as being a 
skilled negotiator, commercial and talented. She is also described as an 
attorney who has no problem going to court and advocating for clients 
as needed and who has had multiple victories in court on behalf of 
fi nancial institutions.

Dana Sclafani, 39

Managing director, Owl Rock
Dana Sclafani joined Blue Owl in September 2019 after serving as a 
lead banker on the ORCC IPO. She was instrumental in structuring 
that deal; her capital markets expertise was said to be crucial to its 
success. Senior management at Owl Rock, which is part of Blue Owl, 
sought to bring her on board. 

She joined Owl Rock as managing director and head of investor 
relations and has been instrumental in building its public equity 
and bond franchises. When Sclafani joined, Owl Rock had only one 
outstanding public bond at one business development company with 
only around 30 investors. Since then, the BDC platform has raised 
$7.5 billion across 19 deals and expanded the investor base to over 250.  

Noah Shipman, 37

Principal, Vistara Growth
Noah Shipman has been instrumental in building Vistara’s platform, 
joining the fund shortly after inception in 2015 and becoming partner 
with the launch of Fund III in 2018. Alongside founder Randy Garg, 
Shipman has helped establish Vistara as a leading provider of fl exible 
growth capital – debt and equity – to mid/later-stage technology 
companies in the US, Canada and internationally.

From just Shipman and Garg acting as both the investment and 
management team in Fund I, Vistara is now investing Fund IV 
following the same strategy, and has grown to 12 staff  with East 
and West coast offi  ces and over $400 million in committed capital. 
Shipman leads the fi nance and marketing functions, among other 
responsibilities.  
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Ryan Singer, 31

Managing director/principal, portfolio manager, 
Balbec Capital
Ryan Singer is responsible for the pricing, portfolio 
management and trading of Balbec’s residential mortgage 
portfolios globally, as well as hedging strategies for these 
assets. In this role, he oversees a team of over 10 professionals 
focused on US and international mortgage investments. 
Singer joined Balbec as one of the fi rm’s earliest hires.

Since then, he has been a critical part of the investment 
team, developing the proprietary models and pricing 
methodologies used for the fi rm’s investments in residential 
mortgages. As a result of this work, he has played an 
integral role in expanding the fi rm’s mandate of investing 
from exclusively Chapter 13 bankruptcy mortgages to 
multiple types of whole loans, mortgage servicing rights 
and RMBS. 

Alberto Treglia, 35

Director, Glennmont Partners
Since joining Glennmont Partners in 2016, Alberto Treglia 
has been an innovator in the private debt space in relation 
to sustainable infrastructure debt investments. On the fund 
side, he has built out Glennmont’s green credit investments 
funds and strategy dedicated to sustainable infrastructure 
debt securitisations. He was promoted to director last 
year and is currently running the investment team for 
Glennmont’s green credit deals.

On the deal side he has closed several innovative and 
‘fi rst of a kind’ deals including the fi rst European renewable 
energy CLO transaction backed by performing wind and 
solar loans (circa €60 million) and the fi rst renewable 
energy synthetic risk transfer transaction backed by a pan-
European portfolio of 50 renewable energy loans (circa 
€1.2 billion).

Peter Tsoulogiannis, 36

Partner,  Slate Asset Management
In the eight years since he joined Slate Asset Management, Peter Tsoulogiannis has 
ascended to partner and is a member of the fi rm’s investment and management committees. 
He is also head of Slate’s global investments team, responsible for originating and executing 
acquisitions, raising capital, overseeing various asset management functions and establishing 
new investment platforms across Slate’s business verticals.

Since joining Slate, he has played an integral role in establishing its global presence 
by leading the expansion into Europe in 2016 and executing many of Slate’s most 
transformative acquisitions, collectively totalling more than $7 billion. In 2021, 
Tsoulogiannis led Slate’s $2.33 billion acquisition of Annaly Capital Management’s 
commercial real estate business. The platform acquisition included a portfolio of over 60 
performing real estate loans, debt securities and equity positions. 
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Doug Wilson, 37

Investment director, Connection Capital
Doug Wilson joined Connection Capital, which invests 
capital on behalf of high-net-worth individuals, in 2017 to 
help develop and build a private debt off ering, alongside the 
existing private equity and funds products, to help solve the 
funding challenges experienced by many lower mid-market 
companies.

He has since developed new and innovative funding 
solutions to suit a wide range of requirements and has 
expanded Connection’s off ering to include mezzanine, 
unitranche and hybrid debt/equity products. This, in turn, 
has broadened the range of deal types undertaken by the 
business to include growth capital, acquisition fi nance, equity 
release and refi nancings as well as buyouts. He oversees the 
private debt portfolio with investments in sectors including 
consulting, e-commerce, logistics and leisure. 

Dodson Worthington, 38

Principal, junior capital and private equity 
solutions, Churchill Asset Management
Dodson Worthington joined Churchill parent company 
TIAA in 2014 as an associate and quickly ascended through 
the ranks. He has committed more than $1.5 billion of 
LP capital to private equity sponsors and over $2.5 billion 
of direct capital across around 100 distinct transactions. 
In 2021, he launched a structured capital strategy within 
Churchill’s Private Equity & Junior Capital team. This 
strategy has deployed more than $500 million across 22 deals 
in customised debt solutions. Worthington is Churchill’s 
junior debt coverage offi  cer on over 15 mid-market private 
equity sponsors and sits on 15 fund advisory boards.

Eric Yeager, 37

Managing director, 
Kerberos Capital Management 
Eric Yeager is responsible for underwriting new investment 
opportunities, servicing and monitoring existing 
investments, and serving as a primary point of contact 
for Kerberos’s portfolio of law fi rm borrowers. He has 
underwritten over $100 million of funded deals, including 
pre- and post-settlement loans to law fi rms focused on 
prosecuting mass torts, aggregating law fi rms, personal-
injury law fi rms and complex litigation law fi rms.

Yeager is a key member of the investment team and, as 
one of Kerberos’s fi rst hires, was instrumental in developing 
and refi ning the fi rm’s protocols and processes that defi ne 
how the fi rm does business, including processes related to 
due diligence, cash collection projections, and loan servicing 
and monitoring. 
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Infrastructure debt offers  
resilient opportunities

The maturing asset class continues to appeal to investors,  
say Keith Miller, global head of private debt, and Agnes Mazurek, 

global head of innovation for private debt, at Apex Group

Q How have you seen the 
infrastructure debt market 

evolve over the course of the 
past decade? 
Agnes Mazurek: In less than 10 years, 
infrastructure debt has taken off and 
matured to become an asset class in 
its own right. In the early days, insti-
tutional investors were looking to di-
versify away from falling returns on 
sovereign and corporate bonds. Infra-
structure debt investments exhibited 
cashflow predictability and longer du-
rations that were particularly attractive 
for liability matching investors, along 
with low default rates and less correla-
tion to economic cycles.

The key evolution has been the di-
versification of strategies, with higher 

risk acceptance on the part of LPs as 
to the underlying investments, and of 
course the new theme of ESG. If you 
look at the underlying assets in infra-
structure, they often offer an avenue 
for putting sustainable principles into 
action, because some have a high carbon 
footprint to start with. What we saw in 
2021 and 2022 was a flurry of new ESG-
themed funds, with GPs ready to em-
brace the opportunity created by reg-
ulatory change, particularly in the EU.

Keith Miller: These are long-term as-
sets that investors are backing, and the 

shift to sustainable investing has been 
dramatic in the debt space in a rela-
tively short space of time. The EU’s 
Sustainable Finance Disclosure Regu-
lation has precipitated a move to more 
prescriptive disclosures, and GPs are 
now grappling with that requirement 
for additional granularity.

Q Infrastructure debt 
showed impressive 

resilience during the pandemic; 
how can investors mitigate 
future risks in this asset class?
KM: Default rates are low, fundraising 
is still pretty good and the number of 
experienced managers setting up infra-
structure debt funds continue to grow. 
That is really driven by a maturation of 
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the asset class and its ability to provide 
strong risk-adjusted returns, alongside 
a general demand for good debt invest-
ments.

There are several important differ-
entiators of this product against shorter 
term corporate debt. It is a longer-term 
illiquid asset class designed to perform 
through credit cycles and protect inves-
tors against those. Projects are general-
ly aligned to systemic or strategically 
important assets or political strategies, 
which again means they shouldn’t be 
impacted by short-term blips in the 
cycle.

The bulk of infrastructure transac-
tions are made up of energy assets, and 
the long term buy-in of governments 
to shift towards sustainability is a pos-
itive headwind. Infrastructure debt is 
also focused on capital assets that are 
core to infrastructure, so even if there 
is a liquidity crunch, that probably 
creates more opportunities because 
investments in that infrastructure need 
to take place and there are widening 
spreads for such stable investments.

When we look at non-core assets, 
their long-term nature means they are 
underpinned by long term investment 
strategies. Fibre, for example, is now 
a significant infrastructure challenge 
across the globe, so despite more com-
petition for those assets they are clearly 
protected from changes in the econom-
ic climate.

Finally, from a documentation per-
spective, these investments are better 
protected, with stronger covenants, 
conditionality and the liquidity of bor-
rowers embedded into agreements. 
There is a lot built into agreements to 
focus on ongoing cashflows.

Q Where do you believe 
the most interesting 

opportunities lie for 
infrastructure debt deployment 
today?
AM: The investor universe is incred-
ibly broad, encompassing insurance 
companies, public and private pension 
schemes, sovereign wealth funds, family 

offices and potentially ultra-high-net-
worth individuals. Most of those have 
been allocating to illiquid credit for 
many years, and infrastructure debt has 
found its place in the allocation mix.

Given their knowledge of the asset 
class, investors are opening up to in-
vestment at various levels of the capital 
stack, hence the advent of subordinat-
ed and mezzanine infrastructure debt 
funds. We have seen several junior in-
frastructure debt fund strategies raise 
significant capital in recent years, and 
investors are also willing to embrace 
new sectors like decarbonised transport 
and digital infrastructure. 

Clean energy will remain an oppor-
tunity, but managers will need to be 
creative with dealflow to find opportu-
nities beyond solar PV and onshore and 
offshore wind, as those have become 
highly commoditised with demand for 
assets far outstripping the offer. 

Social and transportation infrastruc-
ture could see a revival if the current 
trends we are seeing across the econ-
omy – such as digitisation, automation 
and sustainability – can be incorporat-
ed into those assets in a smart way. 

Q Infrastructure is an asset 
class that often benefits 

from a degree of inflation 
hedge, but what challenges 
will the new macroeconomic 
environment bring?
KM: Infrastructure debt shows con-
sistency over time of providing strong 
real term returns regardless of infla-
tion. There are several reasons for that. 
First, the underlying investments are 
typically regulated by long term con-
tracts that are government-backed and 
inflation-linked, so returns are well 
protected. Meanwhile other invest-
ments that are less core are strategically 
important, so costs can be pushed back 
to end users. 

But you also need to look at how 
transactions are structured to ensure 
costs are passed on. The cost of debt 
may be linked to inflation but there is a 
natural time lag of these cost increases 

being passed on. This time lag can re-
sult in squeezed margins. It is also im-
portant to ensure the debt is hedged 
against the correct measure of infla-
tion, so whilst infrastructure is one of 
the best protected asset classes, it is not 
100 percent immune. 

Q What do you think it will 
take to be successful in 

the infrastructure debt industry 
going forward?
AM: There is a huge amount of dry 
powder available and more than ever in 
infrastructure debt. That means origi-
nation capabilities are going to be crit-
ical in an environment where sustained 
fundraising is met with a strong degree 
of deal attrition and demand for deals 
outstrips supply. 

Focusing on origination is key, and 
with that comes the ability to scale 
up. The pandemic has taught us that 
big is beautiful from a manager’s per-
spective, so fundraising has continued 
as fewer managers have consolidated 
much larger assets under management. 
Those managers will continue to dom-
inate the market and will have more 
investors and more complex structures, 
incorporating multi-currency sleeves, 
leverage at various levels of the struc-
ture and master-feeder arrangements.

That impacts servicing, which is 
becoming more complex both from a 
loan servicing and agency perspective 
and for fund accounting. Accordingly, 
bespoke reporting tools will be a key 
differentiator among managers and ex-
perts who know how to make the most 
of those systems to deliver the report-
ing service that will be required.

KM: New funds setting up need a sig-
nificant track record to compete with 
established players and must place a lot 
of focus on due diligencing underlying 
projects and geographies. The ESG 
credentials of underlying projects are 
also critical for nearly all investors to-
day, and no more so than in infrastruc-
ture, which is by its nature long term 
and has significant impact. n
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Four of this year’s Rising Stars analyse the private debt landscape 
and off er advice on how to succeed in the industry

On the minds of rising stars

QWhat do you know now about private debt that you 
wish you knew when you started out in the industry?

Laura Keff er: That you don’t have to be just one thing! I like being an 
underwriter. I like being a relationship manager. I love being a mom! I’m 
grateful that Principal fi nds novel ways to lean into my strengths that 
both benefi t the team and challenge and excite me, while also giving me 
fl exibility and support as a working mother of three.

Daniele Candela: Private debt is an eclectic industry, which encompasses 
a number of diff erent strategies – the market is constantly evolving and 
so fi rms can’t operate in silos or with a singular focus. This creates a 
dynamic environment where creative and solutions-oriented individuals 
can continuously be challenged – and thrive. 

Dodson Worthington: Challenging the status quo is critical. 
Oftentimes, industry participants have a herd mentality and are nervous 
to go against the grain. Throughout the course of my career, some of our 
best outcomes have resulted from taking a stand when no one else would. 
Honest feedback and innovative thinking also builds tremendous trust 
and goodwill with clients.

Meagan Haugh: It is important to be proactive and take ownership of 
your career path. Raising your hand is a better way to make progress than 
waiting for the next deal or task to come to you. While it might not feel 
natural or easy at fi rst, it will pay dividends in the future.  

Our 

Panel
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Director, Principal 
Alternative Credit

Daniele Candela
Director, KKR Credit

Dodson 
Worthington
Principal, junior 
capital and private 
equity solutions, 
Churchill Asset 
Management

Meaghan Haugh
Vice-president, Atalaya 
Capital Management 
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“It is important to be proactive and 
take ownership of your career path”

MEAGHAN HAUGH 
Atalaya Capital Management 

QWhat tips would you give to 
more junior colleagues? 

LK: First, invest in relationships – fi nd 
people who can teach and advocate 
for you, and then you should do the 
same for others. Second, identify your 
natural talents and fi nd ways to leverage 
your strengths in novel ways for the 
organisation. Third, keep an open mind on 
every deal to fi nd the right balance between 
risk and reward. 

DC: Keep focusing on developing 
fundamental skills to become great 
investors but don’t forget the importance 
of relationship building along the way – a 
strong network always pays in the long run.

DW: Always transact with the long-term 
partnership in mind, as private equity 
clients are often repeat customers. When 
closing a transaction, impress them with a 
fl awless execution. When a deal is a ‘pass’ 
for the platform, be timely, constructive, 
and respectful with your feedback.

MH: Having a genuine curiosity in the 
work you are doing is imperative; you 
should aim to fi nd a role that excites 
you. I enjoy being at a fi rm that is always 
exploring new ways to innovate and make 
forward progress because I learn something 
new in my job every day.

QWhat skills are necessary to succeed?
LK: Strong fi nancial/technical skills are very 

important, but also the ability to take a step back from 
the numbers and apply real world experiences and 
observations to identify the strengths and risks associated 
with each opportunity. There are so many diff erent 
players in dealmaking, so strong interpersonal and 
communication skills are important as well.

DC: Beyond the basic skills of a good investor, being 
diligent, persistent and above all fl exible enough to look 
at each situation with the aim of fi nding a workable 
solution which satisfi es all stakeholders around the table. 

DW: It’s important to quickly understand business 
models and industry sector dynamics, but it’s also 
important to persevere. Success is often a result of 
persistence, frequent communication, and trust – not just 
terms. 

MH: Interacting with people is a crucial skill. The 
industry is relationship oriented; you often work with the 
same partners over and over. I am lucky to have mentors 
who impressed upon me the importance of building and 
maintaining these relationships with integrity, because as 
a lender, relationships are often most important during a 
diffi  cult conversation. 
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“The volume, 
complexity and  
variety of data 
available to private 
debt underwriters has 
been a game changer 
in recent years”

LAURA KEFFER 
Principal Alternative Credit

Q In what ways is the profession changing?
LK: The volume, complexity and variety of data available to 

private debt underwriters has been a game changer in recent years. 
In an increasingly competitive market, underwriting professionals 
have learned to leverage technology and data to make more informed, 
measured and expeditious investment decisions. Principal uses a 
combination of data from comparable debt transactions, an internal 
database of industry-specific metrics and publicly available/third-party 
data to augment traditional underwriting methods. In some ways, data 
and technology have made the job more efficient; in other ways, it adds 
a layer of complexity that lenders will need to embrace to be successful.

DC: The private debt landscape is ever evolving in response to 
broader macro forces with traditional players, like banks, continuing to 
retrench more and more, as well as new products (eg, hybrid strategies) 
emerging to suit the needs of companies and their stakeholders – all of 
which help create an exciting opportunity set for private debt investors.

DW: New products and solutions continue to develop and emerge, 
such as structured capital, which often disrupts conventional credit 
structures. Today, private equity firms and borrowers want to consider 
a comprehensive menu of financing options for their transactions, 
which has led to more customisation and innovation in the industry. 
This trend will continue and will favour managers who have scale and a 
broad range of capabilities across the balance sheet.

MH: As the industry is maturing, private credit managers are 
continually finding new ways to innovate. At Atalaya and in the 
industry more broadly, I have watched certain niche categories of 
private credit grow into full-fledged asset classes as outcomes are 
proven out and institutional investors provide support.

Q There has been a 
growing focus on 

diversity and inclusion 
in private debt; how do 
you expect the industry’s 
approach to this to evolve 
over the next decade?
LK: I expect diversity and inclusion 
to continue to become a fixture in 
our industry and I am very excited 
about that. Principal has had a 
longstanding focus on diversity and 
inclusion, and it is a core tenant 
of our direct lending team as we 
look to scale, because diversity of 
thought, experience and background 
helps us to mitigate bias and make 
more informed credit decisions.

DC: Bolstering diversity and 
inclusion is of paramount 
importance for private debt – and 
asset management more broadly. 
It is proven that diverse teams 
perform better in multiple contexts 
and we all have to strive to improve 
diversity across genders, races, 
backgrounds and experiences.

DW: We are very focused on DE&I 
at Churchill – both in building our 
own best-in-class team and with 
respect to our credit underwriting. 
As an ESG leader, Churchill has 
rolled out a systemised approach to 
tracking DE&I metrics on a regular 
basis for each of our investments. I 
presume this will become standard 
practice with even more managers 
over the next decade.

MH: I think the industry is starting 
to appreciate the value that diverse 
perspectives bring to the investment 
process. Having different voices 
in the room helps move away 
from group think, and since these 
diverse perspectives yield better 
results, allocators and investors will 
continue to focus on DE&I. n
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Rising to the opportunities 
of the future

Private debt is set for continued growth, even when traditional 
lenders become more willing to extend credit again, say CVC’s 

Andrew Davies and John Empson

The current challenges in the global 
economy will test the skill and experi-
ence of private debt managers. As the 
appetite across banks and other lenders 
adjusts, these challenges can also pro-
vide new opportunities for lenders that 
are nimble and focused.  

Andrew Davies and John Empson, 
partners and co-heads of private credit 
at CVC, are optimistic about the future 
of the asset class. 

They tell Private Debt Investor that 
well-established fi rms, such as CVC, 
with strong diverse product off erings 
and relationships across the alterna-
tives space, are poised to see further 
growth in market share. 

Q What are the most 
important trends that 

you’re seeing in the private 
debt market currently?
Andrew Davies: Private credit – and 
other private asset alternatives – are 
now a larger piece of the institutional 
markets asset allocation. As the Euro-
pean market in private credit contin-
ues to develop and mature, investors 
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have been adding to their allocations 
with experienced private credit man-
agers of scale in Europe. Post-covid, 
the theme of traditional underwriters 
fi nding it more challenging to support 
M&A with fl exible fi nancing solutions 
has accelerated, and therefore so has 
the adoption of private credit products, 
particularly in the sponsor-backed seg-
ment of the market. 

The mid-market and upper-mid-
market still remain very relevant to pri-
vate credit managers, however wider 
opportunities in the large-cap universe 
in recent months have grown tremen-
dously. Today, given ongoing volatility 
across liquid public markets, the tradi-
tional fi nancing market is restricted in 
its ability to execute. Private markets, 
due to the nature of their capital, are 
now very clearly looking to continue to 
deploy into this unique and wider op-
portunity. That’s where the universe is 
today.

John Empson: In our view, capital has 
fl owed towards private markets be-
cause institutional investors have got 
more and more comfortable that estab-
lished fi rms can utilise their expertise, 
networks, and the data they have ag-
gregated over many years to effi  ciently 
diligence and execute a broader spec-
trum of investment opportunities.  

When you combine this with the 
relationships our team have built over 
a long period of time with fi nancial 
sponsors, management teams and their 
advisers, the opportunity feels pretty 
compelling. For us, this has been in-
strumental in continuing to aggregate 
more capital for the private credit busi-
ness we manage. In turn, as these pools 
of capital have become scaled and more 
relevant, there is increasing adoption 
from issuers, as Andrew mentioned. 

Relationships are essential to our 
business. From our perspective, the 
growth of our relationships, and the 
changes in the market environment 
over the last 18 months, means that 
there’s a big tailwind pushing product 
opportunity towards us.
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Q Will that make it diffi cult 
for new entrants to come 

into the private debt market, 
especially in Europe?
AD: If you look at every institution 
like ours, you’ll see individuals who 
have built very strong relationships in 
originating, executing and managing 
leverage credit over decades and today. 
It feels diffi  cult for a new participant 
to enter the European market quickly 
unless it comes with a very aggressive 
form of capital to displace the market 
on terms. Again, it takes time to build 
the brand and the breadth of relation-
ships across multiple jurisdictions to be 
successful in Europe. 

Where we also see success – if you 
have the diversity of capital and the in-
frastructure like we do – is the ability 
to assess and provide fl exible solutions 
across all fi nancing needs (secured, jun-
ior, liquid, private). This further solidi-
fi es relationships and gives us a greater 
ability to do repeat business with the 
sponsors that we want to work with. 

There are a lot of niches within 
direct lending, but those niches will 
remain quite small. So, if you’re look-
ing at where the deployment, the scale 
and the relationships are evolving, it’s 
very much with institutions that can 
provide a whole suite of optionality for 
sponsors. 

Q To what extent do you still 
see Europe as a growth 

market for private debt?
JE: Currently, our perspective is that 
there remains signifi cant potential for 
growth in the private credit space across 
European markets. Across Europe, 
banks have increasingly turned to a dis-
tribution rather than hold model which 
produces opportunities across each of 
the local markets in which we operate. 
In Europe, we believe that local pres-
ence, knowledge, understanding and 
relationships drive incremental origina-
tion and investment opportunity. 

Moreover, unlike the US market, 
where there has been signifi cant bank-
ing consolidation over the last 30 years, 

“Larger sponsors are 
recognising that the 
product, its fl exibility, 
the direct approach, 
the individuals 
they’re dealing with 
and the security 
of the execution 
make private 
debt an extremely 
attractive fi nancing 
counterparty”

ANDREW DAVIES

the European market has remained 
more fragmented. That US banking 
consolidation certainly was a contribu-
tor to the focus on distribution within 
the consolidated banking groups that 
now operate in that market and the 
growth of assets to be managed. Per-
haps longer-term European markets 
could develop further and this could 
represent further opportunity for pri-
vate markets here. 

Q What are the key risks and 
opportunities for private 

debt as we head deeper into 
a diffi cult macroeconomic 
environment?
AD: It will probably be mid-2023 until 
we have the data sets to look at asset 
level performance. The less mature 
private debt platforms are in their third 
or fourth vintage which have been 
deployed through the last fi ve years – 
they haven’t really experienced a pe-
riod of sustained macro weakness like 
we are anticipating in the year ahead. 

Performance across these strategies 
and the return on capital during a pe-
riod will allow investors to diff erentiate 
across managers in their underwriting 
and execution. This is both a risk and 
an opportunity – depending on how 
you look at it as a platform. 

Institutions that have access to a 
wider investment platform and who 
have been investing in and fi nancing 
private assets for a long period of time 
should, in our view, be better placed to 
outperform. They have experienced 
professionals with broad market con-
nections and large networks which sup-
port and position them to understand 
the industries and the corporates that 
they’re lending to.

JE: The key when you get into a more 
challenging environment is to keep in 
mind that there are going to be situa-
tions where people are going to need 
help. That could be to make or grow by 
acquisition, to refi nance because of ex-
isting debt maturities or to fi x challeng-
es. Market participants and issuers will 
have to adapt. Generally, the key for us 
is to be a thoughtful solution provider.  

In my experience, opportunity and 
capital tends to fl ow to the fi rms that 
have broad-based experience with peo-
ple who have seen and operated in di-
verse situations and who can adapt to 
the environment around them. 

Q Do you expect to make 
changes in the types of 

business you lend to?
JE: As Andrew mentioned earlier, the 
balance has tipped more towards large-
cap or upper-mid-market deals. That 
said, we do continue to see some very 
interesting smaller deals where there 
are strong opportunities for growth 
and market consolidation, and we will 
continue to support these. 

In terms of business segments that 
we’ve positioned ourselves to support 
over the last 18 months, for us it’s just 
about great credits. Put simply: we 
provide fi nancing to strong well-man-
aged businesses and seek to generate 
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AD: The opportunity in Europe is 
twofold: the continued growth across 
the core mid- and upper-mid-mar-
ket; and the extension of what we are 
experiencing today where the product 
is becoming more frequently accessed 
in larger cap transactions. 

Larger sponsors are recognising 
that the product, its fl exibility, the 
direct approach, the individuals they’re 
dealing with and the security of the ex-
ecution make private debt an extreme-
ly attractive fi nancing counterparty. I 
anticipate that we’re not here to just 
solve the current market opportunity 
but should become, like the US, a 
more frequent source of capital for 
the fi nancing markets across the size 
spectrum of issuers. 

JE: There are many incremental ways 
that private debt can grow. We have 
focused today on traditional forms of 
leverage fi nance, where, as we have 
mentioned, there has been signifi cant 
adoption. But there are so many other 
segments of the market to go for, where 
larger fi rms can apply what they have 
learned over the years and can create 
private credit funds that align with in-
vestment fl ows and could operate more 
broadly across the alternatives space. 
Some of these opportunities, such as 
real asset-related credit funds and asset 
fi nancing, as well as new geographies, 
could all represent a huge opportunity. 
Really we have only just scratched the 
surface! n

“Relationships are 
essential to our 
business” 

JOHN EMPSON

Every institution – private equity 
and private credit – in acquisition fi -
nancing is looking for ways to expand 
beyond the traditional sources of in-
vestor capital. Although the regulatory 
environment has been quite restric-
tive, we’ve seen, particularly in the 
US, the creation of semi-liquid prod-
ucts that sold to what we could call a 
high-net-worth retail investor. That’s 
been successful and has seen impressive 
fl ows in recent years where investors 
have been seeking high-quality, stable 
yield assets. 

In Europe, there is a lot of discussion 
around it and some structures have been 
put in place, but we don’t see it as being 
a huge driver of asset fl ows, not in the 
immediate term at least. I suspect that 
traditional asset allocators to private 
credit will continue to be the primary 
driver of the European market opportu-
nity as we look in the years ahead. 

Q Are you optimistic for the 
future of private debt? 

risk-adjusted returns for those who 
invest with us, through the repayment 
of the facilities we provide, plus the in-
terest and fees that are generated over 
the life of each deal. So, we’ve naturally 
positioned ourselves towards more de-
fensive segments and the more resilient 
end of the marketplace. 

More specifi cally, we do like lend-
ing to what we call ‘needs businesses’. 
Businesses that we believe will have 
cashfl ow coming in day in, day out, as 
a result of societal trends and the way 
we live. We’ve tried to stay away from 
sectors that can be materially impacted 
by external factors, understanding that 
most businesses are not completely im-
mune to the environment around us. 

Q Will private debt see 
increased opportunities 

with retail investors in the 
coming years?
AD: We’re all trying to solve for this. 
The retail market has always been the big 
untapped universe for private markets. 
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T
here are growing signs 
that institutional in-
vestors are prepared to 
put their money where 
their mouth is on di-
versity and inclusion, as 

the topic becomes a fl ashpoint for LP 
board members and reports of heated 
discussions on the subject start hitting 
the headlines.

In June, the Pennsylvania State 
Employees’ Retirement System invest-
ment committee approved a $125 mil-
lion commitment to Sentinel Capital 
Partners – despite accusations that the 
fi rm misled the pension fund on its di-
versity eff orts. Affi  liate title Buyouts re-
ported that the investment committee 
was split 7-3 on the decision after dis-
covering the fi rm did not in fact have 
a mentorship programme for women 
and minorities.

Last year, Golub Capital saw a po-
tential private debt investment from a 
Philadelphia pension fund delayed due 
to its lack of senior minority invest-
ment staff . A leaked transcript from a 
meeting of the Philadelphia Gas Works 
Pension Plan revealed that the investor 
decided to stall on a proposed $9 mil-
lion investment in Golub Capital Part-
ners 14 until the manager explained 
how it planned to increase the diversity 
of its investment team.

Getting active 
Sasha Jensen, whose fi rm Jensen Part-
ners has been tracking diversity and 
inclusion in alternative investment 
fi rms, says that LPs are getting much 
more active: “LPs have been making 
a big push to encourage more diversi-
ty on the investment and distribution 
side. That is both above the radar, with 
Shawn Wooden in the State of Con-
necticut reviewing his whole portfolio 
against D&I metrics, and below the 
radar where the amount of work being 
added to due diligence questionnaires 
and RFPs represents a huge push for 
more transparency.”

There are signs of change now hap-
pening at pace in the private credit 

LPs get tough 
on diversity and 

inclusion
Institutional investors are becoming increasingly vocal 
on diversity issues by threatening to withhold capital 
until they get reassurances, writes Claire Coe Smith

industry, with the most recent Jensen 
Partners white paper noting that pri-
vate credit has historically lagged be-
hind nearly every other alternative asset 
class in nearly every measure of DE&I. 
“Yet that dynamic has changed,” says 
the report. “Over the last few years, 
managers have realised that DE&I has 
become an imperative for fi rms seeking 
to be competitive, whether in the mar-
ket for talent or the market for institu-
tional capital.”

Golub Capital would not comment 
on any specifi c LP discussions, but a 
spokesperson said: “We have an ac-
tion-oriented, multi-pillar DE&I pro-
gramme as a fi rm because we believe 
it is the right thing to do and it aligns 
with the core values of our business. 
Our DE&I programme includes active 
partnerships with industry-level or-
ganisations and dedicated recruitment 
eff orts focused on diverse talent acqui-
sition.

“We have joined the ILPA Diver-
sity in Action initiative to collaborate 
on this issue with our peers. We also 
launched Golub Capital Social Im-
pact Labs in partnership with leading 

business schools, which aims to en-
hance the impact of the non-profi t sec-
tor, with a particular focus on organisa-
tions led by and serving communities 
of colour. 

“DE&I is an important topic and 
one that is and should continue to be 
discussed with all investors as we col-
lectively seek to deliver greater positive 
impact.”

Jess Larsen, the founder and chief 
executive of Briarcliff e Credit Part-
ners, a specialist private credit place-
ment agency, agrees. “The state pen-
sion plans are now very focused on 
this when they send out due diligence 
questionnaires ahead of investment 
decisions,” he says. “They are asking a 
lot more about male and female team 
members and other diversity metrics. It 
is still rare that we see LPs withdraw-
ing or delaying investment over these 
issues, and more often than not they 
are making a recommendation on how 
they would like fi rms to behave.”

He adds: “I do think we will see a 
lot more of that going forward, but it 
is just at an early innings. A year or two 
ago, diversity was not even a question 
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that LPs were asking, and now it most 
defi nitely is.”

According to the most recent Jensen 
Partners data, from September 2022, 
45 percent of private credit marketing 
and distribution roles are now held 
by women, with the fi rst half of 2022 
showing a noticeable increase in female 
hires from 43 percent during 2020 and 
2021 to 51 percent at the start of this 
year. Meanwhile, 76 percent of roles 
are held by Caucasian professionals.

Jensen says: “When we speak to LPs, 
what they are saying is that the pro-
motion and retention of diverse talent 
are two of the key fundamentals they 
are looking for, in addition to actual 
representation. There are examples of 
due diligence questionnaire addendum 
processes where LPs are really asking 
deep questions about representation, 
and that really shook the GP commu-
nity when that started happening.”

Key issues
Among other initiatives, general part-
ners are hiring diversity professionals 
to focus on these issues both internally 
and across portfolios, gathering much 

more data and setting targets to which 
fi rms should aspire.

At Ares Management, the hire in 
January 2021 of Indhira Arrington, the 
fi rm’s fi rst global chief diversity, equity 
and inclusion offi  cer, who has a direct 
reporting line to president and chief 
executive Michael Arougheti, signals 
the trend.

Adam Heltzer, Ares’s global head 
of ESG, told Private Debt Investor last 
year: “In the last year or two – and 

earlier in Europe than in the US – the 
views of LPs have changed dramatical-
ly. This is now absolutely on their radar 
and we are fi nding both the volume and 
sophistication of questions increasing. 
The number of RFPs we have coming 
in with a DE&I connection has quad-
rupled in the last two years, and those 
LPs are not just asking if we have a 
policy, they are interested in our imple-
mentation and direction of travel.

“For a long time, the focus has been 
on private equity because of the in-
herent infl uence and control. In direct 
lending, there was lower priority, even 
among the LP community. In the past 
year we have really tried to fl ip that and 
ask ourselves what infl uence we can 
have as one of the leaders in the lend-
ing market.”

Sharadiya Dasgupta is the founder 
of Blue Dot Capital, which partners 
with investment management fi rms 
to create their ESG programmes. She 
says diversity is unique within ESG as 
being a key issue for fund managers to 
address themselves, as well as in their 
portfolios. “Whenever we are looking 
at any asset management fi rm’s ESG 

“LPs are not just 
asking if we have 
a policy, they are 
interested in our 
implementation and 
direction of travel”

ADAM HELTZER
Ares Management
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programme, the framework that we use 
is to look at materiality considerations 
at both GP level and portfolio level,” 
says Dasgupta. “Diversity and inclusion 
is perhaps the only topic where there is 
unanimity that is material across GP 
and portfolio levels.”

She says the expectations of LPs 
have also stepped up a gear. “The focus 
on having diverse teams within private 
equity and private credit firms has been 
going on for a while, so most private 
markets firms have had enough time to 
take the more fundamental procedural 
steps and develop best practices,” says 
Dasgupta. “Now we see a shift of fo-
cus towards track record and outcomes. 
Managers are cognisant of that and 
they recognise that it is now time for 
the numbers to start doing the talking. 
It is not hyperbole to say there is now 
universal recognition within managers 
that this has become a material consid-
eration for investors.”

Investors are expecting results and 
progress, not just efforts to do the right 
thing. One noticeable shift in focus has 
seen an evolution of questioning be-
yond firmwide diversity metrics into a 
much tighter look at senior levels, and 
specifically how diverse investment 
teams are.

The push by investors to back funds 
with diverse ownership as well as di-
verse workforces is certainly gathering 
momentum. The $46 billion Con-
necticut Retirement Plans and Trust 

Funds revamped its diverse manager 
programme in 2020 and renamed it the 
Connecticut Inclusive Investment Ini-
tiative, with total assets of $1.9 billion 
or 4.3 percent of the total fund assets. 
The fund has dramatically increased 
its allocation to emerging and diverse 
managers, from between 2 and 5 per-
cent of total plan assets to between 5 
and 10 percent, and has added in pri-
vate markets investments to emerging 
and diverse managers.

Similarly, the $104 billion Massa-
chusetts Pension Reserves Investment 
Management Board launched its Fu-
ture initiative in May 2021 with a goal 
of at least 20 percent of total plan as-
sets being managed by emerging and 
diverse money managers across asset 
classes.

Jensen says there are many chal-
lenges still facing private credit manag-
ers in this regard. “First of all, you have 

to keep up the momentum,” she says. 
“You need to think about mentorship 
programmes and whether you are re-
ally retaining and promoting the right 
talent.”

At a macro level, the industry has 
an issue, she says: “When we looked at 
investment committees in private debt, 
we have seen practically zero change. 
At the very senior level there is a lack of 
diverse candidates because the industry 
has been struggling to overcome being 
run and ruled by white Caucasian men, 
so that is where we need to push for 
progress.”

Limited partners are stepping up 
and demanding change. While market-
ing and investor relations profession-
als may so far be bearing the brunt of 
their increasingly forensic questioning, 
we can expect an impact on asset allo-
cations that will start being felt much 
more broadly very soon. n

The question now is to what extent investors will move 
beyond asking tough questions and start actually shaping 
investment decisions around diversity performance.

Taking action

There are already clear signs that LPs are willing to put capital behind 
their objectives. Briarcliffe Credit Partners’ chief executive Jess Larsen 
says: “The other approach we now see is LPs saying they would like to 
invest in a manager that is owned either by a female or a minority. Some 
state plans have specific programmes for that, and that is another big 
growing area of focus.”

“LPs have been 
making a big push 
to encourage more 
diversity on the 
investment and 
distribution side”

SASHA JENSEN
Jensen Partners
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E X P E R T Q & A

Demand growing for
fl exible capital

A turbulent market is creating opportunities to support non-sponsored 
entrepreneurs with creative solutions in the lower mid-market, says 

Kevin Griffi  n, CEO and CIO at MGG Investment Group

Q How important is the 
availability of fl exible 

capital for growing businesses 
in the lower mid-market? 
Fundamentally, private credit man-
agers need to be able to be nimble to 
provide solutions to a borrower’s needs. 
If you are geared towards just ticking 
one box, then you are not providing the 
solutions that businesses are asking for. 

In an evolving world, one type of 
capital or one type of solution is not al-
ways going to be suffi  cient. Maybe a re-
fi nancing will be required, but the un-
derlying company may also need some 
features that are not typical, so while it 
is all very well doing traditional lend-
ing, we feel it is important to look at 

your ability to solve current and future 
situations for borrowers. We call these 
our structured solutions opportunities.

We invest in mainly non-sponsored 
deals, and non-sponsored owners tend 
to have a range of requirements. In 
the lower middle market, borrowers 
can’t tap the broadly syndicated liquid 
market that large fi rms may be able to, 
and they have fewer sources of capital. 
They therefore off er lenders better re-
turns, better structures and better cov-
enant protections. 

We have an excellent and proprietary 

sourcing network to bring in those deals 
with limited competitive dynamics, and 
we see a big niche in the non-sponsor 
segment that has been ignored by banks 
and other lenders since the fi nancial cri-
sis. Also, a lot of managers that started 
out in the lower middle market have 
since graduated to larger cheque sizes, 
and so we are able to fi nd and source 
good deals in that space more easily 
than our competitors.

Q What demand are you 
seeing for your structured 

solutions strategy?
Today, there is a level of debt capital 
cost that a business can naturally aff ord, 
and it’s clear when you reach that line. 

SPONSOR

MGG INVESTMENT GROUP
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Q How should investors think about structured solutions? 
Is it a dislocation play, or a more permanent need?

Structured solutions is defi nitely a permanent play, but it is one that 
dislocation makes even more compelling. I have been doing this for over 25 
years, through multiple cycles, and it is always there as the backbone of the 
lower middle market in the US. There is a clear universe of borrowers that 
are looking for this type of capital and we have a tried-and-tested way of 
sourcing the deals, structuring them and underwriting them.

This is a solution that is needed through all economic cycles. When 
you have dislocation in the market, your rates are going to go up from a 
borrower perspective, leverage is going to be down because lenders become 
more conservative, and so from a lender point of view it is a great time to 
put capital to work. Despite these macro facts, businesses are still looking 
to evolve and if we can off er multiple solutions, we will fi ll our portfolio 
with enhanced returns. Right now, we are really stepping on the pedal; 
we see the economy going into the next cycle and we are determined to 
take advantage. There are a lot of lenders operating in the middle market 
lending space, but 90 percent of what they are doing are private equity 
sponsor-backed deals. We have a real point of diff erentiation. Those 
sponsor-backed deals get shown to 50 or 100 potential lenders by the 
investment banks, whereas, on the non-sponsored side, I can probably 
count on the fi ngers of one hand how many people are being shown the 
opportunity. So it is a much less competitive space.

There is a misconception that turbulence is a bad thing for our strategy, 
when in fact we were conservative pre-pandemic and we did incredibly 
well because of that conservatism. We have been conservative in the run-
up to this cycle too, and we now view it as the opportunity of a lifetime. 
Structured solutions will always be appealing to the right kind of borrowers 
and we continue to see it as an exciting space to be in.

If you have $10 of cost, you need to 
generate $11 of profi t to be able to pay 
those costs, so there’s a natural level to 
which you can lever a company.

The structured solutions that we 
provide can be a mix of preferred eq-
uity, minority common equity or PIK 
junior debt capital, typically, in con-
junction with a fi rst-lien loan – these 
structures allow the owner to continue 
doing what they want to do. We will 
likely combine secured debt, but then 
we are able to provide some additional 
or structured capital to support diff er-
ent growth trajectories that they may 
not be able to achieve with debt capital 
alone. 

The structured solutions strategy 
means we may get into an investment 
on a smaller scale where they want pre-
ferred equity for a period of time and 
then they may want to transition to 
more traditional debt on a larger scale 
further down the line. The key thing 
is that the strategy allows us the ability 
to be a solutions provider for borrow-
ers and deliver the fl exible capital they 
need.

Q Since you focus on non-
sponsored businesses, 

how do you source those 
opportunities?
Our sourcing is based on a network that 
was built over multiple decades of ex-
perience. When I compare the roughly 
1,500 new deals we will see this year, 
the typical middle market manager 
would source around 90 to 100 percent 
of those opportunities from sponsors. 
That is not our model. 

For us, only around 20 percent of 
our dealfl ow comes from private equity 
sponsors and bulge bracket banks, and 
we continue to maintain good rela-
tionships across those channels. A fur-
ther 30 percent of our deals, however, 
come from repeat borrowers or CEOs 
that we have done business with previ-
ously. I have personally done multiple 
deals with the same parties working at 
diff erent businesses during my career, 
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“If it was its own 
country, the US 
middle market would 
be around the fifth 
largest economy in the 
world by GDP”

and people who need this type of capi-
tal typically like the experience they get 
from working with us on an ongoing 
basis.

Critically, the remaining 50 percent 
of our dealflow comes from what I call 
our secret sauce, which is middle mar-
ket investment banks and what we like 
to call ‘banks without balance sheets’. 
That ranges from smaller brokers that 
have just one or two offices right up to 
the much larger players like a Houli-
han Lokey. But, in my experience, the 
more ‘single shingle’, mom-or-pop bro-
kers that you have in your rolodex, the 
better. That is a really big part of our 
sourcing and accounts for around half 
of our dealflow. Geographically, the vast 
majority of our sourcing is US-based, 
but we do between 5 and 10 percent 
elsewhere. We have done deals in the 
UK and Australia, for example, so we 
are certainly open to looking outside of 
the US for the right opportunities.

Q How large do you 
consider the opportunity 

set for structured solutions to 
be, and how is it changing?
We have grown our assets under man-
agement to $4 billion today, across 
senior secured debt and structured 
solutions. We have deployed our first 
Structured Solution Fund and are now 
raising our second vintage. (We have 
also largely deployed our third Flag-
ship Fund and will be raising the fourth 
vintage in 2023).

The way for us to do what we do 
best is to aim to always have between 
$1 billion and $2 billion of dry powder 
available to invest across the spectrum. 
Our third flagship fund was $1.25 bil-
lion and our next fund will be a little 
larger, and our first Structured Solu-
tions Fund was $360 million and we 
have a target of $500 million for our 
second vintage, but for us the right an-
swer at any one time is to have over a 
billion of dry powder available to us.

If it was its own country, the US 
middle market would be around the 

fifth largest economy in the world by 
GDP. Not all of those businesses are 
looking for capital every day, but there 
is a huge universe of companies out 
there with capital requirements. We 
tend to find a lot of great businesses 
and we see the opportunity set just get-
ting bigger and bigger. In good times 
and bad, that is a nice place for us be-
cause those borrowers do not have a lot 
of alternatives and we have capital and 
an ability to think creatively.

Dealflow never stops in tougher 
economic conditions, but access to 
capital becomes challenging. The cost 
of capital in the last few months has 
gone up considerably, while leverage 
has come down, which means we can 
achieve a better structure and better 
risk-adjusted returns. Right now, the 
supply of capital is constrained, and we 
are going after non-sponsored, entre-
preneur-led businesses that tend to be a 
little harder to understand and require 
proprietary diligence. Any time there 
are challenges in the market we tend 
to do better, and we have never been 
busier than we are today.

Q What types of industries 
do you focus on and see 

the most demand from?
We are industry agnostic and general-
ist. We tend to avoid tobacco and fossil 
fuel energy, which was the first part of 
our ESG plan that we implemented a 
few years ago, and we are extremely 
conservative, so we don’t really do any-
thing in bricks and mortar, unless there 
is a specific reason to do so. We also 
don’t like to invest in retail or restau-
rants because those situations tend to 
be too levered and we are not keen on 
the risk-reward there.

We have invested in well over 100 
businesses and in our portfolio today 
we have everything from insurance and 
software to a professional sports fran-
chise. It is very industry diverse, with 
20-plus industries represented in our 
portfolio and interesting opportunities 
cropping up all the time. n

“Dealflow never stops 
in tougher economic 
conditions, but access 
to capital becomes 
challenging”
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A rethink in fundraising plans is proving a boon for 
growth lenders, writes Claire Coe Smith

A
mid all the challenges 
facing high-growth 
businesses right now 
– whether in life 
sciences, software 
or otherwise – the 

surging success of venture debt stands 
out as a benefi ciary. Responding to a 
crunch on valuations and management 
teams being forced to rethink fundrais-
ing plans, venture debt providers are 
seeing booming demand.

Ed Testerman, partner and head of 
the growth lending platform at credit 
fi rm King Street Capital Management, 
says: “Dealfl ow and activity has picked 
up fairly substantially in 2022 and our 
expectation is that will continue into 
2023. A big reason for that is most of 
these companies are continuing to burn 
cash due to their business models and 
require additional capital to fund that 
burn. Meanwhile, the public markets 
are closed and companies are not as will-
ing to do an equity down round that is 
highly dilutive to existing shareholders.

“Because of that, and because 
growth companies still need to raise 
capital, venture debt has become a 
more appealing option relative to pre-
ferred equity.”

Maturing market
The growth lending space is maturing 
at the same time, with venture debt 
deal structures evolving in response 

to company needs. Where traditional 
venture debt was amortising loans plus 
warrants, there are now hybrid fi nanc-
ing solutions available in the market, 
including convertible bonds. Tester-
man says that a one-size-fi ts-all venture 
debt structure can be less appealing, 
while demand is growing for fl exible 
structures that provide a lower cost of 
capital, less upfront cash burn, act as 
an accelerant for growth initiatives and 
maximise valuations.

Venture debt convertible bonds 
used to be structured such that conver-
sion took place at a discount to the IPO 
price and conversion was mandatory, 
so if a company went public the lend-
er automatically converted to equity 
at a 25-30 percent discount. Now, says 

Testerman: “As more credit-focused 
players come into the market, there 
has been some evolution to a struc-
ture more akin to public market con-
verts where the conversion price may 
be struck up 20-30 percent rather than 
down, but the lender is given the op-
tion whether to convert at IPO. They 
can keep their consideration in the 
form of debt if they choose.”

He explains: “That is more appeal-
ing to the company, because they pre-
serve the potential option to not expe-
rience a dilution and the strike price is 
much higher, and to the lender because 
it gives them more optionality as well 
to lock in a debt return and not neces-
sarily have to take an equity-type risk if 
the trajectory doesn’t play out as they 
would expect.”

Noah Shipman is a partner at Vis-
tara Growth, a provider of fl exible 
growth debt and equity solutions to 
technology companies. He says: “We 
can do term debt, convertible debt and 
equity, as well as creative combinations 
of those solutions. Both companies and 
the market have realised that is a more 
powerful solution than just providing a 
very narrow single product solution to 
companies.

“We see a lot more language around 
being a provider of solutions rath-
er than just being a lender, and that 
matches the maturity of how technol-
ogy companies are starting to think 

The rise and rise 
of venture debt

“Venture debt has 
become a more 
appealing option 
relative to preferred 
equity”

ED TESTERMAN
King Street Capital Management
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about and utilise various forms of ven-
ture debt to build their companies.”

Part of the long-term plans
Shipman argues that growth-stage tech-
nology companies used to use venture 
debt tactically, accessing the lowest cost 
debt for a short amount of time to bridge 
between equity rounds. “Now,” he says, 
“those companies see debt as part of the 
longer-term capital structure, and they 
are thinking much more intelligently 
about the application of debt. The ven-
ture debt industry needed to step up to 
match that with better solutions.”

Lenders to high-growth businesses 
are at the forefront of a wave of innova-
tion. Another example is Finitive, which 
off ers IP-based lending as an alternative 
to typical venture debt. Co-founder 
and president Caroline Hayes says: 

“Traditional venture debt is often se-
cured by companies simultaneously 
with raising an equity round. Typically, 
the amount of venture debt obtainable 
is about 10 percent to 30 percent of the 
most recent equity capital raise.

“The venture debt lenders are es-
sentially betting on the brand name and 
reputation of the equity sponsor. This 
approach assumes that such investors 
will not let the company fail or default. 
Thus, the accessibility of venture debt 
in this model moves in tandem with the 
availability of venture equity fi nancing.”

In contrast, Finitive believes that 
intellectual property-rich companies 
are being overlooked by banks, credit 
funds and other traditional investors. 
Hayes says: “These types of investors 
are unable to analyse the realisable sale 
or licensing value of the IP, and thus 

either give a very low or no value to the 
IP. These IP-rich companies are falling 
into a gap in the capital markets, based 
on investors’ inability to underwrite IP. 

“Our view is that if the IP value of 
these companies was clear, this fund-
ing opportunity would not exist. Our 
programme helps companies unlock IP 
value via our specialised partners and 
underwriting process. Broadly speak-
ing, these companies are overlooked by 
equity and debt investors that are not 
able to assess IP value, which is often a 
hidden asset.”

With traditional funding markets 
currently inaccessible, Finitive is en-
joying increased demand for its fl exible 
fi nancing solutions, as are others. 

Management teams and company 
boards are getting smarter about what 
is available and how to work with debt. 
Louis Lehot, partner at Foley & Lard-
ner, argues there is a right and wrong 
way for life sciences companies to work 
with debt. The right way is to borrow 
the right amount, not so little as to miss 
out on maximising equity value by us-
ing less expensive debt capital, and not 
so much that debt becomes a burden.

“The main wrong way,” says Lehot, 
“is to work with debt partners who 
have not been tested in downturns, 
or who have a reputation of having a 
quick trigger in diffi  cult situations, just 
when a debt partner’s patient support 
is needed the most, to support devel-
oping alternative plans. In life sciences, 
uncertainty is a given, and plans change 
all the time. Experienced, high-quality 
lenders know that and work in ways 
that make it easier for borrowers, rath-
er than responding rashly.”

But market players are convinced 
that the new entrants coming into the 
venture debt market are here to stay. 
Testerman says: “We think this space is 
a really attractive place to deploy capi-
tal and we think more lenders are com-
ing to that conclusion as well. As there 
are more players in the space deploy-
ing capital creatively, both supply and 
demand look pretty favourable going 
forward.” n

“The conversations I’m having are much more strategic in nature now, 
where companies are looking to secure a long-term partner in their 
selection of a lender,” he says.

Shipman says the penetration of debt as a part of the overall capital 
structure for technology companies was very low “compared to basically 
every other industry on the planet”. But that has changed: “Over time, 
as more people have positive interactions with venture debt providers, 
we are going to see venture debt as a percentage of overall funding into 
technology companies mirroring how many other industries have increased 
their usage of debt over time as well.”

Will demand drop off when equity markets eventually 
rebound? Noah Shipman, partner at Vistara Growth, thinks not.

More than just a fl ash in the pan
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E X P E R T Q & A

Direct lenders steal market share 
in volatile environment

Debt funds set to benefi t from strong risk-adjusted returns 
as terms move in their favour, says Michael Curtis, 

head of private credit strategies at Fidelity

SPONSOR

FIDELITYQ How has the private credit 
market responded to 

volatility in public markets, and 
have the correlations between 
public and private credit held 
true?
We have seen concerns across the 
market about infl ation, which have 
accelerated since the outbreak of war 
in Ukraine. During the year there has 
been a signifi cant increase in volatili-
ty and a much greater correlation be-
tween asset classes across the broader 
public markets.

As a result, we see private credit 
stepping in to provide capital and fi -
nancing where public markets are not 
currently able to. Banks initially con-
tinued to compete fairly aggressively 

and actively underwrite new transac-
tions but, as volatility persisted, the 
arranging market has struggled since 
April and private equity has relied 
much more on direct lenders.

The terms being off ered by ar-
ranging banks that are still willing to 
put their balance sheets to work have 
also tightened, further driving private 
equity fi rms towards the private credit 
markets.

Q What does the persistent 
infl ationary environment 

mean for direct lending?

The market is playing into the hands 
of the direct lenders. They have expe-
rienced less volatility because of the 
stable nature of their investor base and 
the seniority of their position in the 
capital structure. Many direct lenders 
have also had signifi cant dry powder 
to put to work, and the rising rate en-
vironment allows the returns from di-
rect lending to increase at a time when 
many other asset classes are experienc-
ing the opposite, especially the fi xed in-
come markets. So, it has been a positive 
environment for direct lenders to gain 
market share.  

A rising rate environment does put 
pressure on credit metrics for compa-
nies, however, and there are going to 
be companies impacted by infl ation 
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“The market is 
playing into the hands 
of the direct lenders”

and unable to pass on input costs or 
who suff er from demand destruction. 
That will put pressure on the portfolios 
of direct lenders, and there will be sit-
uations that lenders are going to have 
to manage through. Direct lending is 
not immune from what is going on in 
the broader economy, but it remains a 
strong defensive asset class.

Q With the growth of the 
direct lending market, 

where do the opportunities 
lie for investors looking for 
exposure in the asset class?
There is less competition to provide fi -
nancing from the capital markets right 
now and in markets like these, direct 
lenders are able to extract some of the 
best terms ever available. The ability to 
capture highly attractive risk-adjusted 
returns is extremely strong. 

It is important to have the resourc-
es available for debt structuring, deep 
due diligence and broader research, 
in order to properly underwrite the 
risks across the diff erent opportunities 
available today. Managers can do that 
knowing that infl ation is a risk, which 
means they can factor that into due dil-
igence and look closely at the ability of 
a company to pass on costs. 

The ability for direct lenders to dig 
deeper with management teams and 
structure debt fi nancings with lower 
leverage is an opportunity to capture 
more attractive risk-adjusted returns. 
Lenders can put the right security 
packages in place, with the right cov-
enants, to ensure they are protected if 
performance is not what was expected.

Direct lenders should continue to be 
pricing at a premium versus the broad-
ly syndicated markets. Given what has 
already been priced into levels today, in 
order to have a capital loss you would 
need to experience multiple times the 
default rates that occurred during the 
global fi nancial crisis. If you think di-
rect lending generally outperforms 
the broadly syndicated markets, and 
you put stronger structures in place to 
take account of the environment, it is a 

great and also defensive place for inves-
tors in this climate.

Q Why does the core mid-
market offer attractive 

opportunities?
While we think direct lending more 
broadly continues to be very attrac-
tive, we still think the middle market 
is where the best risk adjusted returns 
are to be found. That’s because in the 
true middle market, which to us means 
lending to corporates with EBITDA of 
between €5 million and €35 million, 
we see far less competition from banks, 
who are pulling back and taking longer 
to provide capital. Managers who can 
provide a pan-European lending strat-
egy are appealing, and there are fewer 
direct lenders in that space so that is 
where the supply-demand equation is 
most favourable. 

The experience of our sustainability 
team, which operates across the public 
markets and covers about 4,000 com-
panies, also helps. We look to assist 
companies that we lend to and encour-
age them to drive sustainable change, 
and we think our ability to do that with 

“The ability to capture 
highly attractive risk-
adjusted returns is 
extremely strong”



November 2022    •    Future of Private Debt    53

Analysis

more impact is greater in the middle 
market. There is also lower leverage, 
better documentation and higher pric-
ing than there is in the larger cap space.

Q What should different 
investors in direct lending 

consider when assessing their 
credit allocations?
There is a lot of discussion about the 
US being more resilient to the upcom-
ing recession than Europe, but by our 
analysis Europe currently offers high-
er pricing than the US, with average 
unitranche interest rate margins at 
6.6 percent versus 5.8 percent. There 
are typically larger equity cushions in 
Europe, worth 47 percent compared 
to 43 percent for the US, and leverage 
is marginally lower at 5.1x in Europe 
versus 5.2x in the US. The industry 
segments that tend to be favoured by 
direct lenders in Europe have also typ-
ically been more defensive.

Direct lending offers investors 
much more stable returns over the 
longer term, with the benefit of float-
ing rates. We are also about to hit even 
more challenging times for corporate 

Q How would you describe the current outlook on dealflow 
and the ability of managers to put capital to work? And 

how do you anticipate that changing going into 2023?
Dealflow has been pretty strong over the last few quarters because banks have 
been less aggressive in providing financing and direct lending has stepped up. 
Some of the dry powder raised in the last few years has been used up faster 
than anticipated as a result of that opportunity. 

M&A was reasonably active in the first half of the year but is now slowing. 
The volatility in equity markets is a disincentive for companies that wanted 
to put themselves up for sale and strong, active companies are not coming to 
market if they don’t need to. We expect M&A to be down significantly for 
the rest of the year and probably until government bond markets stabilise. 
It usually takes three to six months for that to happen, and then we expect 
activity to start to come back.

Private equity funds have raised a lot of money and will be motivated to put 
that to work in 2023 and 2024, when we see significant opportunities for direct 
lenders to play a role in those financings. The next few years will ultimately be 
seen as some of the best vintages for direct lending because they will benefit 
from higher margins, better structuring and stronger documentation, which 
means risk adjusted returns look like they are going to be pretty favourable.

fundamentals and being senior-secured 
in the capital structure is a great place 
for investors.

Q In a buy-and-hold 
environment, what will 

credit managers need to focus 
on in order to manage through 
volatility?
The European direct lending markets 
have historically been quite benign, 
with issues cropping up rarely and de-
fault rates are typically low. Managers 
have not really been tested. 

But, in our experience, there has 
been too much focus on deployment 
over making strong investments. 
We think managers need experience 
through multiple cycles and to be able 
to carry out thorough due diligence 
and stress test financial models for a 
variety of scenarios. That does not just 
mean different interest rate scenarios, 
but also different scenarios for demand 
destruction, which we think will be a 
theme in 2023.

At Fidelity, we have an extremely ex-
perienced team that has been through 
multiple cycles, and we have resourced 

the team with both distressed experience 
and workouts experience. It is important 
to use that workouts lens even when 
making new loans and to think through 
how different scenarios can play out. 

We also have 400 analysts across our 
global offices in Asia, Europe, Austral-
ia and North America, covering about 
97 percent of the public company uni-
verse, which gives us huge insights for 
due diligence and supply chains and 
other important factors.

Q When it comes to ESG in 
private credit, how can 

managers make an impact and 
how does that differ to the 
public markets?
In the public markets, where we have a 
fair amount of experience, ESG strate-
gies have existed for years and are gen-
erally more advanced than private mar-
kets. At Fidelity, we have a philosophy 
of engagement over exclusion, so rath-
er than exclude companies from access 
to capital we like to use our capital to 
drive change. 

We encourage change through the 
commitment of our capital as part of 
our lending proposition. We engage 
with borrowers and look to measure 
the changes they are implementing 
over time, throughout the life of our 
loan, and reward them for achieving 
targets.

We help our companies build their 
ESG strategies. If certain milestones 
are met, we will reduce the margin on 
the loan. If milestones are not hit, we 
will seek to implement upward ratchets 
to really encourage companies to focus 
on those areas.

This is not just about the benefit to 
society. The risks and opportunities we 
assess around ESG are also important 
when assessing the broader creditwor-
thiness of our companies. Sustainable 
companies will be stronger companies 
and will be more attractive when pri-
vate equity looks to sell or refinance. 
The risk of repayment is, in our view, 
reduced if a company follows a proper 
ESG plan. n
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It’s a crowded fundraising market where established names dominate, 
but start-ups can still grab the attention of LPs wanting to juice up 

their returns, says Andy Thomson

Why there’s still hope for 
emerging managers
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W ith capital constraints mak-
ing the fundraising environ-
ment tougher than ever, a 

fl ight to the familiar might be expect-
ed, and therefore an uphill battle for 
emerging managers. Thankfully, for 
fi rst-time funds, it’s not quite that sim-
ple, as revealed in the annual Buyouts 
Emerging Manager Survey, conducted in 
partnership with Gen II Fund Services.

Certainly, in a crowded market with 
an uncertain economic backdrop, there 
is even more scrutiny from potential 
investors, and emerging managers face 
a longer timeline for an expected clos-
ing of their fi rst fund.

Meanwhile, more than 40 percent 
of managers say fundraising has be-
come markedly more challenging since 
covid struck. Investors appear to have 
embraced the effi  ciencies of remote 
interaction that were forced on them 
during rolling lockdowns and, despite 
the removal of travel restrictions, get-
ting in-person meetings remains tough.

Indeed, 71 percent of GP respond-
ents claim that the market is bifurcat-
ed, with established managers receiving 

the bulk of investor interest. Emerging 
managers also cite allocation con-
straints and competition from estab-
lished fi rms as the biggest challenges 
they face in the fundraising market. 
Established managers are taking ad-
vantage of this fl ight to the familiar by 
launching new strategies, which many 
investors include in their defi nitions of 
emerging managers, detracting atten-
tion from independent start-ups.

EM opportunity 
But the good news for the new kids on 
the block is that savvy investors view 
emerging managers as a route to supe-
rior returns, with more than half of re-
spondents agreeing that the risk/return 

profi le for emerging managers versus 
established managers is attractive.

It’s clear that pedigree counts, 
however. Almost 80 percent of LP re-
spondents said they were likely or very 
likely to back a team that had emerged 
from a larger sponsor, making spinouts 
the most popular type of emerging 
manager.

For OceanSound, which closed the 
largest ever Latino-led fi rst-time fund, 
the respected backgrounds of the team 
led to some anchor capital commit-
ments pre-covid, which allowed them 
to begin making investments during 
2020. “Those investments were criti-
cal proof points of what we stood for 
as a fi rm,” co-founder Joe Benavides 
recalls.

So, the irony is that being estab-
lished is a vital quality, even for emerg-
ing managers. But for those that tick 
investor boxes, the message of the sur-
vey is that there is still capital to be al-
located – even in these more challeng-
ing times. n

“Savvy investors 
view emerging 
managers as a route 
to superior returns”
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Last word

“ 
The only thing that keeps me  

awake at night at the moment is my 
young daughter! Jokes aside, while 

there is plenty going on in the world to 
keep us all awake, maintaining a cool 
head and a flexible approach towards 

any problems that might arise given the 
current environment will allow us to not 

only weather the storm, but also to  
find the opportunities that arise  

from disruption ”

Daniele Candela,  
KKR Credit 

“ 
How to maintain our  

unique culture and keep 
team members engaged in 
this post-covid remote and 
hybrid working world. Also, 

rising interest rates ”

Laura Keffer,  
Principal Alternative  

Credit 

“ 
In my career, I have not 

yet had the experience of 
working through an extended 
downturn, so the uncertainty 

and the second derivative 
effects that result from that 

uncertainty is something that 
keeps me up on occasion ”

Meaghan Haugh, 
 Atalaya Capital  

Management 

“ 
I sleep pretty well. I feel confident  

in the sponsors with whom we  
partner and the companies to whom 
we lend. We underwrite every deal 
to a recessionary scenario, and with 
our strong focus on selectivity and 

diversification, I believe our portfolios 
are well positioned to perform  

through a variety of market cycles ”

Dodson Worthington,  
Churchill Asset  
Management 

PDI’s Rising Stars on what issues are on 
their minds at night

‘There is plenty going  
on in the world to keep  
us all awake’
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