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Introduction to Private Credit 

What private 
credit is and the 

main players

Forces driving 
growth of

private credit

Sponsored and 
non-sponsored 

private credit

Strategies, their 
purposes, and 

their risk/reward

Characteristics
of private credit 

investments

What is Private Credit?
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Private Credit 

Lending that takes place outside the traditional banking system

Private Funds Institutional Investors

Middle-market businesses
Earnings too large for small-business loans but too small to issue public bonds efficiently

($25 - $75 million EBITDA)

Private Funds Institutional Investors

Private credit providers

Raise capital 
from investors 

Deploy capital 
with loans

Faster TailoredFlexible

Don’t take deposits 
(don’t use deposit insurance or central-bank lending facilities)
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Growth of Private Credit

~ $1.6 trillion

Niche corner 
of alternative 

finance 

Major part of 
global capital 

markets

Private Equity

Private Credit

Other (Real estate, 
infrastructure, 
natural resources)

Private Market 2023 AUM (US$tr)

Over $1 trillion
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Investor demand Non-bank lender appeal

Attractive returns compared to 
public debt markets

(reliable source of yield in the 
low-interest-rate environment)

Borrowers appreciate the speed, 
flexibility, and confidentiality

associated with private credit deals 
(compared to bank processes)

Drivers of Private Credit Growth
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Stricter capital 
requirements for banks 

made some lending 
less attractive

Stricter Bank 
Regulation

Appetite for 
Higher Returns

Investor 
Demand

Private lenders have 
stepped in to fill the gap

Private credit offers 
higher yields in return for 
liquidity & requirements

Additional risk, such as 
weaker protections for 

defaulting lenders

Private Equity 
Growth 

LBOs rely on debt 
financing, so PE growth 
increases demand for 

debt financing

Private credit lenders 
have become vital

Investors are seeking 
stable, long-term 
income streams

Private credit offers 
cash flows with strong 
collateral protection

Typical Characteristics
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Floating 
interest rates

Deals completed 
quickly

Usually tied to benchmarks 
(returns adjust as interest 

rates move)

Don’t require public ratings
or broad syndication

(certainty and fast execution)

Higher spreads 
(borrower cost)

Risk of low
protections

Typically 100 – 200 bps 
higher than public equivalent

(to compensate lenders) 

May only become 
apparent as investments 

start to go wrong

Sizes vary widely 
($10m - $250m)

Covenant 
heavy

Can be much higher with 
larger companies or 
multi-lender deals

Lenders want high levels
of oversight

(limited exit opportunities) 

Sponsored vs Non-Sponsored
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Lending as part of a private equity transaction Lending directly to medium sized firms

75% - 85% of private credit market 15% - 25% of private credit market

Support & speed due to a vested interest
(due diligence and profitability forecasts)

No support means lenders must carry out their 
own due diligence, taking longer

Sponsored Non-sponsored

Types of Private Credit
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Special situations

Direct lending

Mezzanine financing 

Distressed credit 

Venture debt 

Real estate debt

Infrastructure debt

Lenders provide senior loans directly to companies

Carries more risk but often higher returns (sometimes receive equity upside)

Companies experiencing financial difficulty (traditional options aren’t available)

Lending around unique events (require flexible and creative solutions)

Early-stage companies (higher risk – often pre-profit and rapidly growing)

Backed by property (stable and predictable cash flows)

Supports essential assets (stable and predictable cash flows)

Lending strategies

Please do not redistribute these materials without the 
express permission of Financial Edge Training.

www.FE.training
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