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PRINCIPAL ALTERNATIVE CREDIT  

Relationship capital as a competitive edge 
in private credit markets

In direct lending, sources of origination, competitive market positioning, and the relationships developed over careers 
are crucial to selecting the best credit opportunities. It is critical in direct lending to avoid adverse selection. It is 
important to be on the first set of calls that a sponsor makes when looking to finance its deals, not the calls after 
other primary relationship lenders have passed. To be in the set of first calls, it’s essential to develop a reputation 
of being a reliable partner with sponsors and non-sponsored sourcing channels. Reliability does not mean doing 
every deal that comes from a sponsor or non-sponsored deal source – they understand there can be reasonable 
disagreements on the attractiveness of an investment. What’s critical is communicating quick “no’s” where 
appropriate and providing a clear due diligence path that gives sponsors and borrowers confidence in execution.

For illustrative purposes only. 

No prior relationship
Inbound/reactive/residual flow

Episodic lenders
Selective but not core 
relationships

Relationship lenders
First call/core sponsor partners

Relationship-driven sourcing reduces adverse selection
Higher-quality opportunities tend to be shown first to a smaller set of trusted lenders; tougher/residual  
deals move further down the call list.

•	 Small trusted set

•	 Early access + ability to shape terms

•	 Select from full opportunity set

•	 See deals less consistently

•	 Quality has already been partially filtered

•	 Moderate adverse-selection risk

•	 Least information advantage

•	 Limited influence on structure

•	 Adverse-selection risk

In an increasingly crowded direct lending market, relationship capital remains a powerful differentiator, 
influencing transaction access, execution certainty, and long-term investment outcomes. 
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In order to provide a consistent and credible due diligence 
path, a direct lender must ensure originators are closely 
aligned with the investment committee. This can become 
difficult as direct lending groups grow or are acquired and 
become more hierarchical and bureaucratic. We improve 
“certainty to close” on desirable transactions by having 
everyone on the team invited to investment committee 
presentations so they hear and participate in discussions. 
Through the discussion each deal team carefully 
documents key issues, diligence items, and terms approved 
by the investment committee. Prior experience within 
a sector is incorporated at the initial screening stage, 
ensuring relevant insights help shape diligence priorities 
and investment decisions from the outset. We believe 
tapping into diverse perspectives across the team makes 
us a better investor and more reliable partner.

Key drivers of repeat business
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As a result, realizing attractive private equity returns 
increasingly depends on borrower growth that’s often 
achieved with financial flexibility provided by lenders 
that allows for accretive acquisitions, plant and product 
expansion, investment in salesforce, etc. We spend 
a significant amount of time during due diligence 
understanding the owner’s growth plan and whether it 
aligns with credit de-risking. If the growth plan is also 
credit enhancing we seek to back those companies and 
sponsors by providing flexibility they need to grow, while 
also ensuring proper credit covenants and structure. 
As shown below, even at a significantly higher spread 
premium compared to a commercial bank, lower 
amortization can provide significant excess cash flow to 
assist in growing a business. If a sponsor believes it can 
utilize debt service savings to earn 20% - 30% equity 
returns, that more than compensates for the higher 
interest rate paid to a direct lender.

Strong relationships

Early engagement

Transparent diligence

Investment committee alignment

Certainty to close

Repeat business 

Post-close relationships may be even more important to 
sponsors and borrowers than the initial deal execution. 
Sponsors often decide on financing partners based on 
how they have acted or how a sponsor thinks they will 
act post-close. If a lender is working alongside a sponsor 
and asking intelligent questions pre-close by diving into 
key risks and being a pragmatic investor, sponsors tend 
to trust that lender will act rationally with an economic 
lens post-closing. The approach a lender takes post-close 
has become increasingly important to sponsors through 
time. In the early days of LBOs, private equity sponsors 
could borrow such a large portion of the purchase price 
that the borrower only needed to modestly grow, pay 
down debt, and achieve 20%+ IRRs for their investors. 

Today, private equity sponsors are generally paying 
higher multiples for businesses than historically, and 
lenders no longer lend 60% - 80% of purchase price. 
Now, private equity firms often only borrow 35% - 40% 
of the purchase price, especially in the lower middle 
market where we focus.

LBO purchase price multiple  
Middle Market (synd. + direct)
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Earlier access to opportunities
Sponsor and non-sponsored deal sources frequently 
provide relationship lenders with access to opportunities 
before broader market introduction begins. Early access 
allows lenders to conduct deeper diligence, influence 
transaction structure, and focus resources on the most 
attractive opportunities.

Improved information flow
Longstanding relationships built through trust 
and consistency often lead to more transparent 
communication between sponsors, management teams, 
and lenders. Better information sharing allows for earlier 
identification of risks and more thoughtful structuring of 
financing solutions.

Valuable during challenging markets
Relationship capital is often most valuable during 
periods of market disruption. Sponsors generally prefer 
financing partners that have demonstrated consistency 
through multiple economic and credit cycles.

Ultimately, relationship strength is more than an origination advantage—it is a competitive asset that 
influences access, selectivity, and investment outcomes. For sponsors and borrowers, certainty of 
execution and post-close flexibility are often as important as pricing. Throughout our history, we have 
won transactions despite offering higher spreads and tighter terms than certain competitors because 
sponsors and borrowers value the consistency, transparency, and reliability of our process. Beyond 
supporting deal execution, a strong reputation and longstanding relationships provide broader origination 
opportunities and earlier access to transactions, allowing for greater selectivity and underwriting 
discipline. Combined with diversified non-sponsored origination channels, these advantages help us 
avoid adverse selection, identify attractive investment opportunities, and support durable long-term 
investment performance.

Being a trusted and proven relationship lender, supported 
by a disciplined underwriting process, contributes to the 
durability and consistency of investment performance 
over time. While direct lending has become increasingly 
crowded, the value of strong longstanding relationships 
is often underestimated. Firms without well-established 
connections to private equity sponsors, borrowers, and 
other deal-source providers may face a greater risk of 
adverse selection. Strong relationships provide numerous 
advantages throughout the investment lifecycle, and 
the following highlights several of the most important 
benefits, including themes discussed earlier as well as 
additional considerations.

Principal 
Alternative Credit

Commercial  
Bank

Leverage (Debt/
EBITDA)

2.5x 2.5x

Loan amount $18.8 million $18.8 million

Interest rate SOFR+ 600 bps SOFR+ 350 bps

Amortization 1% per annum Straight line

Monthly debt 
service

$164,000 $371,000

Annual debt service $2.0 million $4.6 million

For illustrative purposes only.
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Risk Considerations
Investing involves risk, including possible loss of principal. Past 
Performance does not guarantee future return. All financial investments 
involve an element of risk. Therefore, the value of the investment and 
the income from it will vary and the initial investment amount cannot be 
guaranteed. Investments in private debt, including leveraged loans, middle 
market loans, and mezzanine debt, are subject to various risk factors, 
including credit risk, liquidity risk and interest rate risk.
Private credit involves an investment in non-publicly traded securities 
which are subject to illiquidity risk. Portfolios that invest in private credit 
may be leveraged and may engage in speculative investment practices 
that increase the risk of investment loss.
Private market investments involve various risks due to illiquidity, lack 
of transparency, and higher minimum investment requirements. These 
risks include liquidity risk, market risk, capital risk, and regulatory risk. 
Additionally, private market investments often involve higher fees and 
expenses and may have longer investment horizons.
Important information
This material covers general information only and does not take account 
of any investor’s investment objectives or financial situation and should 
not be construed as specific investment advice, a recommendation, or 
be relied on in any way as a guarantee, promise, forecast or prediction 
of future events regarding an investment or the markets in general. The 
opinions and predictions expressed are subject to change without prior 
notice. The information presented has been derived from sources believed 
to be accurate; however, we do not independently verify or guarantee its 
accuracy or validity. Any reference to a specific investment or security does 
not constitute a recommendation to buy, sell, or hold such investment or 
security, nor an indication that the investment manager or its affiliates 
has recommended a specific security for any client account. Subject to 
any contrary provisions of applicable law, the investment manager and 
its affiliates, and their officers, directors, employees, agents, disclaim any 
express or implied warranty of reliability or accuracy and any responsibility 
arising in any way (including by reason of negligence) for errors or 
omissions in the information or data provided.
This material may contain ‘forward-looking’ information that is not purely 
historical in nature and may include, among other things, projections and 
forecasts. There is no guarantee that any forecasts made will come to 
pass. Reliance upon information in this material is at the sole discretion of 
the reader.
Principal Global Investors, LLC (PGI) is registered with the U.S. Commodity 
Futures Trading Commission (CFTC) as a commodity trading advisor 
(CTA), a commodity pool operator (CPO) and is a member of the National 
Futures Association (NFA). PGI advises qualified eligible persons (QEPs) 
under CFTC Regulation 4.7.
This material is not intended for distribution to or use by any person or 
entity in any jurisdiction or country where such distribution or use would 
be contrary to local law or regulation.
This document is issued in:
•	 The United States by Principal Global Investors, LLC, which is 

regulated by the U.S. Securities and Exchange Commission.
•	 Europe by Principal Global Investors (Ireland) Limited, 70 Sir John 

Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global 
Investors (Ireland) Limited is regulated by the Central Bank of Ireland. 
Clients that do not directly contract with Principal Global Investors 
(Europe) Limited (“PGIE”) or Principal Global Investors (Ireland) 
Limited (“PGII”) will not benefit from the protections offered by 
the rules and regulations of the Financial Conduct Authority or the 
Central Bank of Ireland, including those enacted under MiFID II. 
Further, where clients do contract with PGIE or PGII, PGIE or PGII may 
delegate management authority to affiliates that are not authorised 
and regulated within Europe and in any such case, the client may not 
benefit from all protections offered by the rules and regulations of the 
Financial Conduct Authority, or the Central Bank of Ireland. In Europe, 
this document is directed exclusively at Professional Clients and 
Eligible Counterparties and should not be relied upon by Retail Clients 
(all as defined by the MiFID).

•	 United Kingdom by Principal Global Investors (Europe) Limited, 
Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, 
No. 03819986, which is authorized and regulated by the Financial 
Conduct Authority (“FCA”).

•	 This document is marketing material and is issued in Switzerland by 
Principal Global Investors (Switzerland) GmbH.

•	 United Arab Emirates by Principal Investor Management (DIFC) 
Limited, an entity registered in the Dubai International Financial 
Centre and authorized by the Dubai Financial Services Authority as 
an Authorised Firm, in its capacity as distributor / promoter of the 
products and services of Principal Asset Management. This document 
is delivered on an individual basis to the recipient and should not 
be passed on or otherwise distributed by the recipient to any other 
person or organisation.

•	 Singapore by Principal Global Investors (Singapore) Limited (ACRA 
Reg. No. 199603735H), which is regulated by the Monetary Authority 
of Singapore and is directed exclusively at institutional investors as 
defined by the Securities and Futures Act 2001. This advertisement 
or publication has not been reviewed by the Monetary Authority of 
Singapore.

•	 Australia by Principal Global Investors (Australia) Limited (ABN 45 
102 488 068, AFS Licence No. 225385), which is regulated by the 
Australian Securities and Investments Commission and is only directed 
at wholesale clients as defined under Corporations Act 2001.

•	 Hong Kong SAR by Principal Asset Management Company (Asia) 
Limited, which is regulated by the Securities and Futures Commission. 
This document has not been reviewed by the Securities and Futures 
Commission. This document may only be distributed, circulated or 
issued to persons who are Professional Investors under the Securities 
and Futures Ordinance and any rules made under that Ordinance or as 
otherwise permitted by that Ordinance.

•	 Other APAC Countries/Jurisdictions, this material is issued for 
institutional investors only (or professional/sophisticated/qualified 
investors, as such term may apply in local jurisdictions) and is delivered 
on an individual basis to the recipient and should not be passed on, 
used by any person or entity in any jurisdiction or country where such 
distribution or use would be contrary to local law or regulation.

Nothing in this document is, and shall not be considered as, an offer 
of financial products or services in Brazil. This presentation has been 
prepared for informational purposes only and is intended only for the 
designated recipients hereof. Principal Global Investors is not a Brazilian 
financial institution and is not licensed to and does not operate as a 
financial institution in Brazil. This document is intended for use in Brazil 
by Principal Asset Management Ltda., a Brazilian asset manager licensed 
and authorized to carry out its activities in Brazil according to Declaratory 
Act n. 9.408/07. This document is delivered on an individual basis to the 
recipient and should not be passed on or otherwise distributed by the 
recipient to any other person or organisation. 
The exhibition of this material in Chile does not constitute an offer for 
the purchase or sale of any local or foreign security, nor does it pretend 
to promote or advertise determinate securities or its issuers or facilitate 
the purchase or sale of determinate securities. This material has been 
prepared exclusively to be used in one on one presentation with 
institutional or qualified investors, capable of properly evaluating the 
limitations and risks involved in investment decisions. This presentation 
should not be provided to anyone else.
Principal Global Investors is not acting as agent for, or in conjunction with 
any Principal Financial Group affiliate domiciled in Mexico. By accepting 
this Presentation, the recipient confirms that is an Institutional and/or 
Accredited Investors pursuant to Articles 2 Sections XVI, XVII and 8 of 
the Mexican Securities Market Law (“LMV”). In case of not complying 
with the requirements established in the LMV, the recipient must 
notify it immediately, since the recipient has not the right to receive the 
information in order to comply with the LMV.
© 2026 Principal Financial Services, Inc. Principal®, Principal Financial 
Group®, and Principal and the logomark design are registered trademarks 
of Principal Financial Services, Inc., a Principal Financial Group company, 
in the United States and are trademarks and services marks of Principal 
Financial Services, Inc., in various countries around the world. Principal 
Alternative Credit is an investment team within Principal Global Investors. 
Principal Asset ManagementSM is a trade name of Principal Global 
Investors, LLC.
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