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In a different financial environment leading up to 2020, private credit emerged as the rising star 

among alternative investors. Though not as large as hedge funds or private equity, its growth 

trajectory in the decade following the 2008 financial crisis outpaced other alternative investment 

sectors, bolstered by demand from both borrowers and investors. 

According to alternative research analyst 
Preqin, assets under management in private 
credit (or private debt—the terms are used 
interchangeably) reached $812 billion in June 
2019, nearly tripling the preceding ten years.1 
A 2019 SS&C Advent white paper asked 
rhetorically if private debt was becoming 
“the new hedge fund,” citing investor 
dissatisfaction with the growing costs and 
diminishing returns of the latter.2 The 
Alternative Investment Management 
Association’s Alternative Credit Council 
confidently speculated that private credit 
AUM could hit $1 trillion in 2020.3

Of course, 2020 has significantly impacted 
capital markets worldwide. Particularly with 
shelter-in-place orders to slow the spread of 
COVID-19 which brought entire industries to 
a halt and, at least initially, sent markets 
reeling. As companies scrambled to obtain 
funding to boost their cash reserves, many 
private credit borrowers, largely made up of 
small and medium-sized enterprises (SMEs), 
sought forbearance on their payments. The 
cycle of renegotiation and restructuring of 
terms that followed had a dampening effect 
on investor enthusiasm, while putting a 
strain on funds’ operations. 

Adding to that strain, both bank and non-
bank lenders had begun the transition from 
the London Interbank Offered Rate (LIBOR) to 
the Secured Overnight Financing Rate (SOFR) 
and other Risk Free Rates (RFR) as benchmarks 
for loan pricing. The UK’s Financial Conduct 
Authority (FCA) has set a deadline of 
December 2021 for the total phasing out of 
LIBOR. There is some question as to whether 
that timing is still viable, in light of the market 
volatility resulting from the pandemic and its 
impact on firms’ transition plans.

Distress signals

By mid-2020, some of the market jitters 
stirred up by the response to the current 
healthcare crisis appeared to have calmed 
down. With fixed-income yields dropping 
below 1%4 and equity markets buffeted by 
uncertain corporate earnings, investors have 
reportedly regained their appetite for 
alternatives, and private capital investments 
in particular. A Credit Suisse survey reported 
in Hedgeweek found a resurgent interest in 
hedge funds among investors, but “also 
observed growing appetite for distressed 
and structured credit strategies in light of 
prevailing market dislocation.”5

In fact, for investors with a strong stomach 
for risk, economic uncertainty has created 
opportunities. In its Q2 2020 private credit 
update, Preqin argues that “The economic 
fallout from COVID-19 has created 
opportunities for higher-risk private debt 
strategies…. The proportion of investors 
targeting distressed debt funds over the next 
12 months has increased from 38% a year 
ago to 60% in Q2 2020.”6

The Wall Street Journal reported that private 
debt funds raised $55.5 billion in the first half 
of 2020, a $1.1 billion increase over the 
previous year.7 This is fueled in part by the 
growing interest in distressed debt, as 
investors look for ways to profit from 
companies hit by the pandemic’s economic 
fallout.8 Launches of distressed debt, a form 
of private debt, and “special situation” funds 
have accelerated as a result, with managers 
looking to acquire non-performing loans at 
bargain prices in anticipation of a robust 
bounce-back. According to Preqin, the 
number of funds seeking to raise capital in 
the market hit a record high of 486 at 
mid-year, with distressed debt and special 
situation funds together accounting for 28% 
of those active funds.9

Private credit is proving to be one of the more 

resilient sectors of the investment landscape.
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Operational challenges

These trends certainly favor private credit 
managers with expertise and a track record 
in distressed debt strategies. However, these 
forces are also attracting players from other 
corners of the alternative arena. The EY 2020 
Private Equity survey finds a number of PE 
firms looking to expand into new product 
lines, including private credit, in order to 
capture more of their clients’ alternative 
allocations. 0 The lines between alternative 
and traditional asset managers continue to 
blur as well, as more of the latter look to the 
private capital markets to meet investor 
demand for diversification. Competition is 
bound to intensify, both for investor capital 
as well as for investment talent.

However, investing acumen is only part of the 
equation. For firms looking to enter the 
post-COVID, distress-driven private credit 
market in a meaningful way, it is essential to 
have an operational infrastructure that can 
account for increasingly complex fund 
structures and complex investment strategies, 
with a level of automation to support 
escalating transaction volume. This will 
become particularly important in preparation 
for the post-LIBOR environment, as new 
standards coalesce around loan pricing and 
interest calculation methodologies.

A strong operational backbone is a major 
differentiator for fund managers. Firms 

seeking to raise institutional capital for private 
credit must meet rigorous operational due 
diligence, demonstrate transparency for 
investors, and deliver on their reporting 
expectations. Especially in a higher-risk 
environment, limited partners want to know 
what managers are doing with their money. 
They expect detailed look-throughs from the 
investor level to the underlying assets and 
exposure in their portfolios, requiring 
seamless integration between portfolio 
management and investor accounting, ideally 
available in as an all-in-one solution. 

In the wake of the pandemic, investors also 
have a heightened interest in their managers’ 
business continuity and disaster recovery 
plans. Having endured a global disaster that 
displaced both investors and managers from 
their everyday workplaces and lifestyles, 
funds will be under pressure to demonstrate 
operational resiliency and explain how they 
will continue to meet their obligations, 
indefinitely if necessary.

All this is happening while private debt funds 
are trying to navigate the transition from 
LIBOR to SOFR, which affects not just new 
loan originations but also loans already on 
their books. Fund managers are looking to the 
Loan Syndication and Trading Association 
(LSTA) for guidance on SOFR implementation 
and need to have the processes in place to 
calculate investor payments in accordance 
with the new guidelines.

Challenges to fee structures

 Another challenge in servicing institutional 
clients is the growing demand for highly 
customized fee structures. The old 2/20 
model—2% management fees and 20% on 
performance—has fallen out of favor. 
Investors want lower fees and more flexible 
arrangements, resulting in a proliferation of 
side letters. In the absence of automation, 
tracking the different fee agreements and 
delivering accurate waterfall calculations for 
each investor are drains on operations teams 
and fraught with risk.

Lower cost of ownership with 
hosted technology and 
additional services 

Taking advantage of opportunities in this 
dynamic environment calls for a technology 
solution that can:

• Support a full range of complex private 
debt fund structures, including distressed 
debt

• Provide transparency for investors and 
deliver industry-standard reporting

• Account for multiple customized fee 
agreements and calculate investor fees

• Ensure business continuity in the event of a 
disaster

• Position funds for a smooth transition from 
LIBOR to SOFR-based pricing and interest 
calculations, or other risk free rates 

Migrating to a platform that meets all these 
criteria will pay dividends over the long term, 
but might entail some near-term disruption. 
The easier and faster alternative for getting 
up and running on the optimal system is to 
outsource both the technology, as well as 
certain operational activities and workflows. 

In the wake of the pandemic, investors  

have a heightened interest in their  

managers’ business continuity and disaster 

recovery plans.



The outsourcing option lightens your 
in-house IT burden, frees you from ongoing 
system maintenance and upgrades, and 
gives you the agility to launch new strategies 
or enter new markets without adding 
operations staff or infrastructure. Moreover, 
moving your core operational platform 
offsite has the added advantage of built-in 
business continuity.

At a time of market volatility not seen since 
the financial crisis of 2008 and not driven by 
a financial meltdown or collapse, private 
credit is proving to be one of the more 
resilient sectors of the investment landscape. 
Fund managers that have the right 
operational underpinnings will be better 
positioned to take advantage of the unusual 
opportunities these uncertain times present.
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