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Private Credit Under Pressure

In recent weeks, there has been a lot of speculation
about the private credit market after several publicly In this publication we want to address the catalysts

traded alternative managers have come under
pressure. Blue Owl, a public alternative asset for the recent anxiety in the public market. In

manager had to restrict redemptions from one of its " ) .
g P addition, we want to discuss the differences

semi liquid credit funds as investors rushed to pull

money on default fears. The angst quickly spread to between what is going on in the public markets and
other publicly traded alternative managers (e.g., KKR,
Apollo Global Management and Blackstone) as seen what we see in the illiquid private credit markets,

by the S&P 500 Asset Management Index down over

especially our approach to how we evaluate private
15% from its recent peak. In addition, several P Y PP P

reputable CEOs and global banks are warning about credit managers.

the default risk in the private credit space (e.g., Jamie
Dimon and UBS).

I Megan Horneman | Chief Investment Officer Verdence Capital Advisors | Discover true independence.
mhorneman@verdence.com
Past performance is not indicative of future returns



White Paper 1Q | 2026

Catalysts for Recent Sell-off in Public Alternative Managers

Default fears: The speculation that Al would
reduce the demand for software has caused a
broad selloff in software stocks. The S&P 500
Software Index has fallen more than 30% from its
recent high Itis estimated that private
credit (especially through business development
companies) has ~20% of its loans tied up in
software companies.” With the selloff in software
stocks, the fears of widespread defaults have
increased and spread to other public asset
managers that hold these loans.

Weaker lending standards: During and after the
pandemic, lending standards for private credit
began to loosen, especially for lower rated
companies. For example, we saw a surge in
covenant lite structures. These structures allow
lenders to reduce or eliminate certain covenants
(e.g., cash flow testing, minimum EBITDA levels).
We also saw an uptick in pay in kind (PIK) structures
which means the borrower can skip interest

Software Stocks Sink on Al Fears

payments and instead add it to the balance of the
loan. This may be tolerable when rates are low, but
when itis late in a credit cycle and when the Fed
may be on hold instead of cutting rates, these loans
can become problematic.

Refinancing wall: Many loans originated in the
aftermath of the pandemic (2020-2021) and this
year they will be approaching their fifth year. Many
loans will need to be refinanced or restructured. It
is estimated that between $300-$350 billion of
leveraged and private creditis entering a
“refinancing window.”

Liquidity stress: The loans that private credit
managers own are not easy to sell quickly. These
loans tend to be illiquid and can be longer in
duration. When these loans are placed in a vehicle
where redemptions are allowed it can create a
liquidity squeeze if too many investors want to
redeem at the same time.

Data is indexed year to date as of February 27, 2026. Source: Bloomberg Finance LP, Verdence Capital Advisors.
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The Difference Between Public Market Turmoil and Private Market

While we have outlined the reasons why investors may
be growing nervous about private credit, it is important
to understand the difference between what is going on
with public asset managers and the truly illiquid private
credit space. Those managers that trade publicly and
own anything that comes under pressure can easily see
their stock price in a downward spiral as investors rush
to sell. Especially, if that company is in the business of
making loans, fear can turn into indiscriminate selling of
other companies in that sector. That turns into investors
rushing to pull money from these companies’ funds,
and it creates a liquidity issue and not always because
of an underlying credit issue. A lot of recent concerns
have been concentrated around business development

corporations, illiquid real estate investment trusts and
insurance backed vehicles. All of these have the same
liquidity challenges when sentiment falls (e.g.,
redemptions), and some have higher credit risk.

Managers in the illiquid private credit space do not have
the same volatility challenges as we have mentioned
above. While we acknowledge that some of the above
risks may pertain to the illiquid markets (e.g., easing
lending standards, Al overspend), private credit as an
alternative asset class that has historically proven to be
a good long-term investment when the appropriate due
diligence is conducted.

How do we Evaluate Private Credit Managers?

Effective due diligence in the illiquid private market
starts with deep understanding of the manager’s
strategy, risk management, and verifying they have a
rigorous underwriting process. That means clarifying
what part of the market they target (sponsor vs.
non-sponsor, core direct lending VS.
opportunistic/recurring-revenue risk), how they source
and pass on deals, and whether fund size and
deployment pace are realistic for those markets and the
existing opportunity set. It is important to have in depth
knowledge of how private credit managers’ price and
structure risk, the amount of leverage they utilize, how
tight covenants are, how they evaluate the use of
complex features (e.g., pay in kind), what sectors they
allocate to and how much concentration they may have.

Equally important is operational, structural and
alignment due diligence, given the illiquid and opaque
nature of private credit. Understanding the structural
matching of liquidity is also a key part of the due
diligence process. This has been highlighted above with
Blue Owl’s struggles where investors no longer have the
right to tender a fixed percentage of shares each
quarter. Blue Owl’s situation represents a real example
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of liquidity risk and poor underwriting in semi-liquid
private credit, particularly in concentrated segments
like software.

Blue Owl’s situation
represents a real
example of liquidity risk
and poor underwriting

in semi-liquid private
credit, particularly in
concentrated segments
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Verdence View

The current struggles in public asset managers are not,
in our view, an indication that the private credit asset
class is broken. Instead, it reinforces our existing belief
that due diligence is extremely important in the
evaluation of not only private credit, but all alternative
managers. In addition, having a knowledgeable team
that can evaluate private credit managers to analyze
their risk/reward potential for the long run is vital. We

believe that private credit will continue to be an
important part of a well-diversified alternative portfolio.
While we are not adding any additional managers at this
time, we will continue to favor managers and vehicles
with  strong underwriting standards, diversified
portfolios, and well identified liquidity terms that allow
for robust secondary-market access.

If you have any questions or comments, please feel free

to reach out to your financial advisor.
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Disclaimer:

© 2026 Authored by Megan Horneman, Chief Investment Officer, and by Matthew Andrulot, Managing Director of RIA+, Verdence Capital Advisors, LLC. Reproduction without permission
is not permitted.

This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to change
without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal, or tax
advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of
any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any discussion or
information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only for sophisticated
investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily marketable or
transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors, including changing
market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot invest directly in an index.
Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any recommendation, opinion or advice regarding securities or markets
contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such material. Verdence Capital assumes no
responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any responsibility for any decisions or for the suitability of
any security or transaction based on it. Any decisions you may make to buy, sell, or hold a security based on this research will be entirely your own and not in any way deemed to be
endorsed or influenced by or attributed to Verdence Capital. It is understood that, without exception, any order based on such research that is placed for execution is and will be treated as
an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the accuracy, completeness, or timeliness of any such research or for
updating such research, which is subject to change without notice at any time. Verdence Capital does not provide tax, or legal advice. Under no circumstance is the information contained
within this research to be used or considered as an offer to sell or a solicitation of an offer to buy any particular investment/security. Fixed income securities are subject to increased loss
of principal during periods of rising interest rates. Fixed income investments are subject to various other risks including changes in credit quality, market valuations, liquidity, prepayments,
early redemption, corporate events, tax ramifications and other factors. Lower rated securities are subject to greater credit risk, default risk, and liquidity risk. Commodity-related
products, including futures, carry a high level of risk and are not suitable for all investors. Commodity-related products may be extremely volatile, illiquid and can be significantly affected
by underlying commodity prices, world events, import controls, worldwide competition, government regulations, and economic conditions, regardless of the length of time shares are held.
Data is provided for information purposes only and is not intended for trading purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in
reliance on any content.
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