
The information herein is provided for educational purposes only and should not be construed as financial or investment advice, nor should any information in this document  
be relied on when making an investment decision. Recipients should consult their own financial advisers regarding the information herein. 

1. Source: Preqin, Credit Suisse as of December 31, 2020. Total credit market defined as the aggregate of the high yield bond, senior loan, and private credit markets. Senior 
loans refers to broadly syndicated loans. “Private Credit” is represented by the Cliffwater Direct Lending Index. “Traditional Fixed Income” is represented by the Bloomberg 
Aggregate Bond Index. For informational purposes only and to illustrate select considerations when comparing fixed income securities. Actual characteristics of individual 
securities or instruments may vary.

Past performance is not necessarily indicative of future performance. Please see “Important Disclosure Information” for important information regarding performance 
results and the use of benchmarks.

Private Credit:
Cutting through the Jargon
Private credit as an asset class refers to loans, bonds, and other credit instruments  
that are issued in private offerings, meaning they do not trade in the public markets. 
Private credit is an important source of capital to middle market companies that are critical to the US economy. Since private  
credit investing relies upon its own unique set of terminology, here we define some commonly used terms and their significance.

P R I VAT E  W E A LT H  S O L U T I O N S

Private Credit vs. Traditional Fixed Income

Private Credit Traditional Fixed Income

Public / Private Privately originated and held Publicly syndicated and sold

Loan Negotiation Bilateral Multiple parties

Asset Seniority Senior Secured Focus Varies

Coupon Structure Primarily Floating Rate Fixed Rate

Credit Rating Process No Yes

Call Protection Yes Varies

Covenants Yes Varies

Defining the Market
Private credit consists of loans, bonds, and other credit instruments issued in private offerings, which means they do not 
trade in the public markets. Today, private credit represents 22% of the $3.7 trillion below-investment grade financing 
market, up from about 7% of the market in 2005, which then totaled $1.4 trillion.1 Private credit represents an important 
source of capital for the US economy and is a borrowing alternative for companies seeking faster execution of transactions 
and more flexible terms versus what is offered by public markets. For investors, private credit may represent a source of 
high income potential and potentially attractive risk-adjusted returns.
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M A K I N G S  O F  A  T R A N S A C T I O N 

Direct Lending /  
Private Origination

Definition
The predominant lending 
method in the private credit 
market, direct lending consists of 
loans made by non-bank lenders 
directly to a corporate issuer, 
lenders generally hold these 
loans to maturity or refinancing. 
These loans are typically senior 
in the capital structure, secured 
by collateral, and typically offer 
floating-rate coupons. 

Why It Matters
This type of loan generally 
features strong covenants, speed 
and greater certainty of execution, 
flexible solutions, and potentially 
enables more attractive terms for 
lenders. Direct lending / private 
origination eliminates the need 
for intermediaries. A “club deal” 
structure may result in increased 
deal flow for lenders and certainty 
of execution.

LenderBorrower

Direct Loan

Interest Payments / Deal Fees

M A K I N G S  O F  A  T R A N S A C T I O N

Public Syndication Definition
In public syndication, a loan or 
bond is originated by a lead bank 
or banks and is syndicated, or 
sold, to many other investors.  

Why It Matters
The public syndication process 
can be a significant source of 
capital and time commitment for 
borrowers, but it also entails costs 
and potential requirements, such 
as road shows to attract investors 
and engagement with ratings 
agencies. Unlike private lenders, 
who pass on the proceeds from 
deal fees to investors, banks keep 
underwriting / deal fees.

Loan / Bond 

Interest Payment (banks keep deal fees)

Borrower Syndicate of Banks

Complex Process: Price Discovery;  
Management Roadshow; Ratings Requirement

+
Lead Arranger

Loan Participants /  
Investors
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Definition
Lending to companies which 
are owned or controlled by 
a private equity sponsor 
(“sponsor”), typically to support 
an acquisition, refinancing, 
or recapitalization.  

Why It Matters
Sponsors and lenders can work 
together to strengthen the 
operations and capital structure 
of the borrower and increase its 
chances of success. Sponsor-
backed lending can be attractive 
to private lenders because a 
trusted equity partner can help 
mitigate risk. The sponsor’s equity 
stake is subordinate to the private 
lender’s position; sponsors may 
provide operational support.

M A K I N G S  O F  A  T R A N S A C T I O N

Sponsor-Backed Lending

Lender

Sponsor / Company

Equity

Debt

Company

Enterprise Value

T E R M S  O F  T H E  T R A N S A C T I O N

Capital Structure Definition
A company’s capital structure 
dictates repayment prioritization 
for the competing interests of 
owners and creditors, especially 
with respect to claims on its 
assets.

Why It Matters
Repayment prioritization impacts 
the likelihood of return of capital 
in the event of default. The  
lower in the capital structure,  
the lower the claim on cash flows 
and the higher the risk of losing 
principal. Common equity 
typically occupies the lowest tier.   

Lower claim on assets,  
first to lose principal, 

higher volatility

Higher claim on assets,  
last to lose principal, 

lower volatility

Second LienFirst Lien

Senior Secured Debt

Unsecured Debt

Mezzanine Debt

Preferred Equity

Common Equity
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Senior Secured Debt

Unsecured Debt

Mezzanine Debt

Preferred Equity

Common Equity

T E R M S  O F  T H E  T R A N S A C T I O N

Senior Secured Debt Definition
Senior secured debt occupies 
the top of the capital structure 
and generally has the first claim 
on cash f lows and assets. Within 
senior secured, companies 
can make further distinctions 
between first lien and second 
lien debt, with first lien debt 
having the higher claim.

Why It Matters
Senior secured debt is widely 
viewed as the safest part of the 
capital structure, as these claims 
are the first to be repaid in the 
event of a default.

Senior Secured Debt

First Lien

Second Lien

Definition
Measures risk in a secured loan  
by comparing the size of the loan 
to the underlying value of the 
company (known as “enterprise 
value”) which is used to secure 
the loan.

Why It Matters
Assuming all else equal,  
a lower Loan-to-Value ratio 
indicates lower risk to the lender 
and any investors. Equity is 
sometimes described as a loss-
absorbing “cushion” to absorb 
losses. This equity cushion must 
be deteriorated before lenders 
are impacted.

T E R M S  O F  T H E  T R A N S A C T I O N

Loan-to-Value (LTV)

Note: The structure referenced above is hypothetical and for illustrative purposes only. 

I L L U S T R AT I V E  C A P I TA L  S T R U C T U R E

Lender

Sponsor / Company

50% Equity

50% Debt
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Definition
Restricts the borrower’s 
repayment abilities and adds 
penalties for borrowers who 
repay the loan before maturity. 
May provide additional income 
for investors.  

Why It Matters
A typical loan has a 5-7 year 
term. Call protection restricts 
repayment for a certain period of 
time, and after that may provide 
the lender with predetermined 
concessions, reducing the 
potential impact if a borrower 
decides to pay before maturity. 

T E R M S  O F  T H E  T R A N S A C T I O N

Call Protection

Year 2

Par

Repay at 102% of Par

2%
Premium 

Year 3

Par

Repay at 101% of Par

1%
Premium Repay at Par

Par

MaturityYear 1

Par

No Repayment Allowed

L I F E  O F  LOA N

Note: The structure referenced above is hypothetical and for illustrative purposes only. 

Definition
Covenants set certain standards 
that must be maintained by the 
borrower.

Why It Matters
Lenders can set covenants  
to ensure the borrower 
maintains financial health, 
potentially reducing overall 
investment risk. While covenants 
are created to protect the 
lender, the type, nature, and 
implications of covenants (or 
lack thereof ) should be assessed 
within the context of the whole 
loan agreement.

T E R M S  O F  T H E  T R A N S A C T I O N

Covenants

Loan Terms

Incurrence Covenants2

Maintenance /
Financial Covenants

1 Examples include:
  Interest coverage
  Maximum leverage
  Fixed charge coverage�

Examples include:
  Restrictions on debt issuance
  Dividend repayment
  Fixed charge coverage
  Share purchase
  M&A or divestiture�
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Note: The structure referenced above is hypothetical and for illustrative purposes only. 

Definition
The minimum level Reference 
Rate a borrower pays in a 
f loating rate loan. Commonly 
used Reference Rates 
include LIBOR and SOFR.

Why It Matters
An interest rate f loor can 
protect investors from a decline 
in interest rates, as it requires 
the borrower to pay a specified 
minimum Reference Rate. 
In a rising rate environment, 
the coupon won’t change 
until the Reference Rate rises 
above the specified f loor.

C O M P O N E N T S  O F  A  L O A N 

Interest Rate Floor

Interest rate �oor kicks
in as the Reference Rate
falls below the �oor

75 basis 
points 
(0.75%)
Floor

0%

Reference Rate is
used when above the
interest rate �oor

C O M P O N E N T S  O F  A  L O A N 

Floating Rate Coupon Definition
Credit instruments whose 
interest rates are quoted as a 
spread above a Reference Rate, 
such as London Inter-Bank 
Offered Rate (LIBOR) or Secured 
Overnight Financing Rate (SOFR). 

Why It Matters
The total coupon a lender 
receives f luctuates with the 
Reference Rate. Floating-rate 
loans may provide investors 
greater protection from rising 
interest rates versus fixed-rate 
debt. Interest rate f loors may 
be used to protect investors in 
a declining rate environment.

8%

Reference Rate
2% 

Spread over 
Reference Rate 

6%

7%

Reference Rate
1% 

Spread over 
Reference Rate 

6%

Total Coupon

9%

Reference Rate
3% 

Spread over 
Reference Rate 

6%

R I S I N G  R AT E S

Note: The structure referenced above is hypothetical and for illustrative purposes only. 
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Note: The structure referenced above is hypothetical and for illustrative purposes only. 

C O M P O N E N T S  O F  A  L O A N

Original Issue Discount (OID) Definition
Viewed as a form of underwriting 
fee on the loan paid by the 
borrower to the lender at 
issuance. This may help generate 
income for investors. 

Why It Matters
In private credit, the lender 
assumes the role of the 
underwriter and earns the 
additional income / fee from the 
OID, which can be passed on 
to the investor. By contrast, in 
public credit, a borrower pays 
fees to an underwriting bank.

Lender Borrower

$2

$98
Lender makes  
$100 loan, gives $98 
to borrower  

Fee in the 
form of OID

Par Value  
of Loan = $100



Key Risk Factors
In considering any investment performance information 
contained herein, recipients should bear in mind that 
past or estimated performance is not necessarily 
indicative of future results and there can be no 
assurance that a fund will achieve comparable results, 
implement its investment strategy, achieve its objectives 
or avoid substantial losses or that any expected returns 
will be met.

Epidemics / Pandemics. Certain countries have been 
susceptible to epidemics which may be designated as 
pandemics by world health authorities, most recently 
COVID-19. The outbreak of such epidemics, together 
with any resulting restrictions on travel or quarantines 
imposed, has had and will continue to have a negative 
impact on the economy and business activity globally 
(including in the countries in which funds invest),  
and thereby is expected to adversely affect the 
performance of a fund’s investments. Furthermore, 
the rapid development of epidemics could preclude 
prediction as to their ultimate adverse impact on 
economic and market conditions, and, as a result, 
presents material uncertainty and risk with respect to 
funds and the performance of their investments.

Forward-Looking Statements. Certain information 
contained in these materials constitutes “forward-
looking statements,” which can be identified by the 
use of forward-looking terminology or the negatives 
thereof. These may include financial estimates and 
their underlying assumptions, statements about 
plans, objectives and expectations with respect to 
future operations, and statements regarding future 
performance. Such forward-looking statements are 
inherently uncertain and there are or may be important 
factors that could cause actual outcomes or results 
to differ materially from those indicated in such 
statements. Blackstone believes these factors include 
but are not limited to those described under the section 
entitled “Risk Factors” in its Annual Report on Form 10-K 
for the fiscal year ended December 31, 2020, and any 
such updated factors included in its periodic filings with 
the Securities and Exchange Commission, which are 
accessible on the SEC’s website at www.sec.gov. These 
factors should not be construed as exhaustive and 
should be read in conjunction with the other cautionary 

statements that are included in these materials and 
in the fil ings. Blackstone undertakes no obligation 
to publicly update or review any forwardlooking 
statement, whether as a result of new information, 
future developments or otherwise.

Hig h ly  C o m p e titive  Ma rke t  fo r  Inve stm e nt 
O p p o r tu n itie s .  The ac tiv it y  of  identif y ing , 
completing and real iz ing at trac tive investment s 
is  highly  comp etit ive,  and involves a  high degree 
of  uncer taint y.  There can b e no assurance that  a 
fund wil l  b e able  to  lo cate,  consummate and exit 
investment s  that  satisf y  it s  objec tives  or  real ize 
up on their  values or  that  a  fund wil l  b e able  to  ful ly 
invest  it s  commit ted capital .  There is  no guarantee 
that  investment opp or tunit ies  wi l l  b e al lo cated to 
a  fund and/or  that  the ac tiv it ies  of  Black stone’s 
other  funds wi l l  not  adversely  af fec t  the interest s 
of  such fund.

No Assurance of Investment Return.  Recipients 
should be aware that an investment in a fund is 
speculative and involves a high degree of risk. There 
can be no assurance that a fund will achieve comparable 
results, implement its investment strategy, achieve 
its objectives or avoid substantial losses or that any 
expected returns will be met (or that the returns will 
be commensurate with the risks of investing in the 
type of transactions described herein). The portfolio 
companies in which a fund may invest (directly or 
indirectly) are speculative investments and will be 
subject to significant business and financial risks. A 
fund’s performance may be volatile. An investment 
should only be considered by sophisticated investors 
who can afford to lose all or a substantial amount of 
their investment. A fund’s fees and expenses may 
offset or exceed its profits.
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Important Disclosure Information
The views expressed in this commentary are the views of Private 
Wealth Solutions group of Blackstone Inc. (together with its affiliates, 
“Blackstone”) and do not necessarily reflect the views of Blackstone 
itself. All information in this commentary is believed to be reliable as of 
the date on which this commentary was issued, and has been obtained 
from public sources believed to be reliable. No representation or 
warranty, either express or implied, is provided in relation to the 
accuracy or completeness of the information contained herein. 

Investment concepts mentioned in this commentary may be unsuitable 
for investors depending on their specific investment objectives 
and financial position. Tax considerations, margin requirements, 
commissions and other transaction costs may significantly affect the 
economic consequences of any transaction. Concepts referenced in 
this commentary should be reviewed carefully with one’s investment 
and tax advisors.

This commentary does not constitute an offer to sell any securities or 
the solicitation of an offer to purchase any securities. This commentary 
discusses broad market, industry or sector trends, or other general 
economic, market or political conditions and has not been provided 
in a fiduciary capacity under ERISA and should not be construed 
as research, legal, tax or investment advice, or any investment 
recommendation. Past performance is not necessarily indicative of 
future performance.

Blackstone Securities Partners L.P. (“BSP”) is a broker-dealer whose 
purpose is to distribute Blackstone managed or affiliated products. BSP 
provides services to its Blackstone affiliates, not to investors in its funds, 
strategies or other products. BSP does not make any recommendation 
regarding, and will not monitor, any investment. As such, when BSP 
presents an investment strategy or product to an investor, BSP does 
not collect the information necessary to determine—and BSP does not 
engage in a determination regarding—whether an investment in the 
strategy or product is in the best interests of, or is suitable for, the 
investor. You should exercise your own judgment and/or consult with 
a professional advisor to determine whether it is advisable for you to 
invest in any Blackstone strategy or product. Please note that BSP 
may not provide the kinds of financial services that you might expect 
from another financial intermediary, such as overseeing any brokerage 
or similar account. For financial advice relating to an investment in 
any Blackstone strategy or product, contact your own professional 
advisor.Issued by The Blackstone Group International Partners LLP 
(“BGIP”), which is authorised and regulated by the Financial Conduct 
Authority (firm reference number 520839) in the United Kingdom. 

This communication is directed only at persons: (a) who are 
“Professional Clients” as defined in the Glossary to the UK Financial 
Conduct Authority Handbook; or (b) to whom it may otherwise 
lawfully be communicated. It is intended only for the person to 
whom it has been sent, is strictly confidential and must not be 
distributed onward.

So far as relevant, the only clients of BGIP are its affiliates. No investor 
or prospective investor is a client of BGIP and BGIP is not responsible for 
providing them with the protections afforded to clients. Investors and 
prospective investors should take their own independent investment, 
tax and legal advice as they think fit. No person representing BGIP is 
entitled to lead investors to believe otherwise.

If communicated in Belgium, Denmark, Finland, the Republic of 
Ireland, Lichtenstein or Norway, to per se Professional Clients or 
Eligible Counterparties for the purposes of the European Union 
Markets in Financial Instruments Directive (Directive 2014/65/EU), 
this communication is made by The Blackstone Group International 
Partners LLP (“BGIP”) of 40 Berkeley Square, London, W1J 5AL 
(registration number OC352581), which is authorised and regulated 
by the Financial Conduct Authority (firm reference number 520839) 
in the United Kingdom and which maintains appropriate licences in 
other relevant jurisdictions.

If communicated in any other state of the European Economic Area 
or to elective Professional Clients for the purposes of the European 
Union Markets in Financial Instruments Directive (Directive 2014/65/ 
EU), this communication is made by Blackstone Europe Fund 
Management S.à r.l. (“BEFM”) of 2-4 Rue Eugène Ruppert, L-2453, 
Luxembourg (registration number B212124), which is authorized by 
the Luxembourg Commission de Surveillance du Secteur Financier 
(reference number A00001974).

This communication is exclusively for use by persons identified 
above and must not be distributed to retail clients. It is intended only 
for the person to whom it has been sent, is strictly confidential and 
must not be distributed onward.

This communication does not constitute a solicitation to buy any 
security or instrument, or a solicitation of interest in any Blackstone 
fund, account or strategy. The content of this communication should 
not be construed as legal, tax or investment advice.

In Switzerland, this material is for the exclusive use of qualified 
investors as defined in article 10(3) Swiss Collective Investment 
Schemes Act (“CISA”). 

This document is not intended to constitute an offer, sale or 
delivery of shares or other securities under the laws of the United 
Arab Emirates (“UAE”). The Fund has not been and will not be 
registered under Federal Law No. 4 of 2000 Concerning the 
Emirates Securities and Commodities Authority and the Emirates 
Security and Commodity Exchange, or with the UAE Central Bank, 
the Dubai Financial Market, the Abu Dhabi Securities Market or 
with any other UAE exchange. The promotion of the Fund and 
units and interests therein have not been approved or licensed by 
the UAE Central Bank or any other relevant licensing authorities in 
the UAE, and does not constitute a public offer of securities in the 
UAE in accordance with the Commercial Companies Law, Federal 
Law No. 8 of 1984 (as amended) or otherwise. In relation to its use 
in the UAE, this document is strictly private and confidential and 
is being distributed to a limited number of investors and must not 
be provided to any person other than the original recipient, and 
may not be reproduced or used for any other purpose. The Fund 
may not be offered or sold directly to the public in the UAE. The 
information is not directed at and should not be read by persons in 
any of the free zones in the UAE (including the DIFC). Further, the 
information contained in this presentation is not intended to lead 
to the conclusion of any contract of any nature within the territory 
of the UAE. Nothing contained in this presentation is intended to 
constitute investment, legal, tax, accounting or other professional 
advice in, or in respect of, the UAE. This presentation is confidential 
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and for your information only and nothing in this presentation is 
intended to endorse or recommend a particular course of action. 
You should consult with an appropriate professional for specific 
advice rendered on the basis of your situation.

The foregoing information has not been provided in a fiduciary 
capacity under ERISA, and it is not intended to be, and should not be 
considered as, impartial investment advice.

Trends. There can be no assurances that any of the trends described 
herein will continue or will not reverse. Past events and trends do 
not imply, predict or guarantee, and are not necessarily indicative of, 
future events or results.

Third Party Information. Certain information herein has been 
obtained from sources outside Blackstone, which in certain cases 
have not been updated through the date hereof. While such 
information is believed to be reliable for purposes used herein, 
no representations are made as to the accuracy or completeness 
thereof and none of Blackstone, its funds, nor any of their affiliates 
takes any responsibility for, and has not independently verified, any 
such information. 
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