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Access Holdings Senior Advisor Tom Gregory shares his view of current 
debt capital markets, the challenges faced by midmarket private equity-
backed companies and small business owners, and the opportunity or 
need for creative capital solutions. 
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CONCERNED LOANS AS A PERCENTAGE OF  
OVERALL MARKET, MONTHLY (THROUGH 8/23)

PERCENTAGE OF BANKS TIGHTENING  
CORPORATE LENDING STANDARDS

Sources: Federal Reserve (tightening corporate lending); Fitch U.S. Leveraged Loan Index (concerned loans); FactSet (interest expense)

Growing and scaling a business is exciting, though fraught 
with challenges that are further magnified by disruption 
and uncertainty in today’s markets. In particular, the 
ability to finance sustainable, profitable growth is a critical 
competency that can define the difference between 
success or failure. To be successful, business owners 
and investors need to understand the current state of 
debt capital markets and the financing options that are 
available to support growth in this “new normal.”

State of Play 
Debt capital markets have calmed from mid-2022 yet 
remain challenged. Current uncertainty is the result 
of a decade plus of low-cost capital, increased risk-
taking, an erosion of credit fundamentals, and inflation 
spurred on by profligate government spending. The 
forward looking rate forecast is beginning to firm 
around “higher for longer.” What if the recent decade 
of low rates was the aberration and rates end up being 
higher for much longer? 

As a result, middle market private credit firms are seeking to 
drive a 1.0x to 2.0x+ turns of first lien leverage reduction, causing 
borrowers to scramble for solutions. The underlying issue is 
that fixed charge coverage ratios (“FCCR”) no longer work 
with higher interest rates. First lien leverage must decrease, 
allowing borrowers to meet debt service requirements. 
This “perfect storm” has the potential to generate serious 

dislocation in the middle market and creates opportunity for 
innovative firms to fill the gap between traditional financing 
solutions for smaller companies and the needs of middle 
market private equity funds.

After Federal Reserve Chairman Paul Volcker did the 
unthinkable in the early 1980s, raising interest rates to over 
20 percent, interest rates have steadily fallen, declining 
some 2,000 basis points in the last 40 years. After the Great 
Recession, interest rates approached 0%, and the Federal 
Reserve further eased monetary policy with significant 
rounds of Quantitative Easing, growing its balance sheet 
from $2T in 2009 to nearly $10T in 2022. This multi-year 
period of interest rates declining to near-zero propelled risk-
taking, particularly by private equity, venture capital, public 
equities, and private credit, in pursuit of yield. Meanwhile, 
credit fundamentals have severely deteriorated.

COVID-19 lockdowns forced an unprecedent government 
response that injected trillions of dollars of fiscal stimulus 
into the American economy. High consumer demand 
for commodities and goods in limited supply, as well 
as increased government fiscal spending and loose 
monetary policy, drove the most severe increase in prices 
in over 20 years. Inflation increased from 0.1% in May 2020 
to a peak of 9.1% in June 2022. Inflation was reported 
as of August 2023 at 3.7%, still meaningfully above the 
Federal Reserve’s stated 2.0% annual target. 
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As a result, since March 2022, the Fed has increased interest 
rates 11 times. In the past few months alone, the Federal 
Funds rate has increased to 5.33%, last seen in 2007 and 
not exceeded since 2001. Modest additional rate increases 
may occur to tame inflation in an economy that is still 
exhibiting stronger than expected growth and particularly 
strong employment and job creation.

The impact of higher interest rates on debt capital and 
the potential insolvency of many mid-market businesses 
is pronounced. Environmental factors like geopolitical 

pressures and the ongoing risk of a recession have further 
distorted the global economic outlook. Simply put, the cost 
of capital has risen dramatically while access to capital has 
been constrained. As a result, leverage multiples are under 
pressure. Many companies have seen their all-in interest 
expense double since early 2022 for the same amount of 
debt. For many companies that over-levered when capital 
was cheap, this is unsustainable. Incremental capital needs 
and scheduled debt maturities may pose challenges.

Numerous credible forecasts suggest that as many as half 
of the private equity-backed leveraged borrowers will have 
a FCCR of less than 1 for 2023 and perhaps into 2024. This 
means that many borrowers will not be able to cover their 
debt service requirements going forward and will be required 
to raise capital, primarily to deleverage first lien debt. 

“Actual EBITDA” noted above represents Pro Forma 
Adjusted EBITDA, which includes adjustments to 
earnings (typically ranging from 20% to 30% of reported 
Adjusted EBITDA) that are permitted in the definition 
of EBITDA by credit agreements governing middle 
market credit facilities. It is important to consider that 
these adjustments erode the quality of earnings. When 
evaluating the complex nuance of these adjustments, 
one is likely to discern that the borrower’s true cash flow 
results in a FCCR of less than 1.0x.

Source: Federal Reserve Bank of St. Louis

INTEREST COVERAGE RATIO
 Actual Results        Pro Forma 5.5% Base Rate

Q12022 Q22002 Q32022 Q42022 Q12023

1.86

1.15

1.86

1.18

1.80

1.14

1.58

1.12

1.56

1.19

Q12022 Q22002 Q32022 Q42022 Q12023

FIXED CHARGE COVERAGE RATIO
 Actual Results        Pro Forma 5.5% Base Rate

1.40

1.01

1.42

1.03

1.37

1.00

1.24

0.98

1.25

1.04

Source: Lincoln International Perspectives: Capital Market Observations (June 2023)
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STRUCTURED CAPITAL FUNDS ARE FILLING THE GAPS
With interest rates and input costs continuing to rise, structured capital is an attractive capital solution that is 
typically structured without cash interest payments

HoldCo PIK Notes Hybrid Notes Redeemable Preferred Equity with Warrants Convertlble Preferred with Warrants

Investors are more passive and debt-like with negative 
controls, board observation rights, and covenants

Investors are generally equity-like with certain consent  
rights, board participation, and “value-added angle”

Family Offices

Dedicated Structured  
Equity Funds

Private Equity with 
Structured Equity  
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Opportunity  
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STRUCTURED CAPITAL  
MOIC RANGES

Source: Dealogic
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M&A DEAL VALUE DROPPED OFF IN THE  
SECOND HALF OF 2023 (IN BILLIONS)

What’s Happening in  
the Middle Market
While the shift in the market has led to a drop in M&A 
activity, opportunities still exist. Private equity firms 
are using less debt to finance new platforms and add-
on investment activity, seeking financing alternatives 
to supplement constrained access to first lien loans, as 
well as reexamining enterprise valuations. Careful due 
diligence is becoming even more essential to ensure 
successful partnerships and investments. 

Firms are increasingly funding such acquisitions with 
a larger proportion of equity in lieu of first lien debt 
because first lien lenders are now seeking to reduce their 
leverage exposure by at least 1x to 2x turns of EBITDA. 
Borrowers are actively searching for ways to augment 
access to alternative debt capital to enhance equity 
returns. Private equity leaders are holding investments 
longer to yield greater value when stability returns to 
capital markets.

New Opportunities for Innovative 
Business Owners and Investors 
In the face of increased challenges, buyers and sellers 
still want to get deals done, and business owners want 
to grow and scale. The way capital markets are evolving, 
solutions are emerging to address this changing market 
context. To do this, more creative deal terms and 
financing are being considered:

■ ���JUNIOR CAPITAL Junior capital has emerged as a 
more attractive funding option as it can help avoid 
triggering Most Favored Nation (“MFN”) protections 
on senior debt, a provision that automatically increases 
the interest rate on a borrower’s existing loans if the all-
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Conclusion 
As businesses, investors, and private equity firms adapt to these new conditions, we believe there will be more 
opportunities to utilize creative and flexible capital solutions to grow businesses effectively, despite continuing market 
uncertainty and disruption.  Proactive leaders should consider the following to chart a successful path forward:

Focus intently on the business strategy and operational changes necessary to optimize enterprise value 
creation;

Ensure best practices are employed in all aspects of business operations to ensure competitive viability;

Communicate openly and on a regular cadence with lenders and other capital providers to keep these 
constituencies apprised of business performance and expectations;

Prioritize and spend recurring time on capital planning vs. waiting for a need or issue to emerge;

Define and evaluate potential growth scenarios (vs. a single path), capital implications, and financing 
solutions; and

Seek internal and external financing expertise to exhaust consideration of potential financing solutions 
that can meet the needs of a business given its stage of maturity, scale, and best path forward.
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Tom Gregory 
Senior Advisor
Debt Capital Markets

in yield of a new loan is higher than the all-in yield of the 
existing loans. In the place of lower first lien leverage, 
junior debt can be utilized as “patient capital,” a long-
term investment to provide a cushion to senior lenders 
and enhance overall shareholder returns. 

We have seen the success of this alternative approach 
before. In 2021, private equity buyers sought patient 
capital in the face of supply-chain disruptions and 
volatile commodity costs. Credit conditions improved 

as this nontraditional approach offered greater liquidity 
to buyers.

■ ���FLEXIBLE LOAN STRUCTURES The need for liquidity 
can also be addressed through flexible loan structures. 
Instead of paying interest payments in cash, some 
refinancing options allow borrowers to make a portion 
of interest payments in-kind (“PIK”) by being capitalized 
and added to the principal amount.
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DISCLAIMER
This presentation does not constitute an offer to sell or the solicitation of an offer to purchase any security. Recipients of this presentation agree that none of 
Access Holdings Management Company LLC (“Access Holdings”) or its affiliates or its or their respective partners, members, employees, officers, directors, 
agents, or representatives shall have any liability for any misstatement or omission of fact or any opinion expressed herein. Each recipient further agrees that 
it will (i) not copy, reproduce, or distribute this presentation, in whole or in part, to any person or party including any employee of the recipient other than 
an employee directly involved in evaluating an investment in any funds (the “Fund or Funds”) without the prior written consent of Access Holdings; and (ii) 
keep permanently confidential all information contained herein that is not already public. 

The information contained herein is preliminary, is provided for discussion purposes only, is only a summary of key information, is not complete, and does 
not contain certain material information about the Fund, including important conflicts disclosures and risk factors associated with an investment in the 
Fund, and is subject to change without notice. Any offer, sale or solicitation of interests with respect to the Fund will be made only pursuant to the Fund’s 
confidential private placement memorandum (the “Memorandum”), limited partnership agreement, and subscription agreement, and will be subject 
to the terms and conditions contained in such documents in accordance with applicable securities laws. This presentation is qualified in its entirety by 
reference to the Fund’s Memorandum, including without limitation all of the cautionary statements and risk factors set forth therein, the limited partnership 
agreement and the subscription agreement related thereto, copies of all of which will be made available in the future to qualified investors upon request 
and should be read carefully prior to any investment in the Fund.

The information in this presentation is not presented with a view to providing investment advice with respect to any security, or making any claim as to the 
past, current or future performance thereof, and Access Holdings expressly disclaims the use of this presentation for such purposes. Each recipient should 
consult its own advisers as to legal, business, tax and other related matters concerning an investment in the Fund.

Past performance is not necessarily indicative, or a guarantee, of future results. Information about the Fund and prior investments made by Access Holdings 
is provided solely to illustrate Access Holdings’ investment experience, and processes and strategies. Such information is not intended to be indicative 
of the Fund’s future results. There can be no assurance that the Fund will achieve comparable results as those presented or that the Fund will be able to 
implement its investment strategy or achieve its investment objective. Investors in the Fund may lose part or all of their invested capital.

Statements contained in this presentation are based on current expectations, estimates, projections, opinions and beliefs of Access Holdings as of the date 
hereof. Such statements involve known and unknown risks and uncertainties, and undue reliance should not be placed thereon. Neither Access Holdings 
nor any of its affiliates makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained herein 
and nothing contained herein should be relied upon as a promise or representation as to past or future performance of the Fund or any other entity. Unless 
otherwise noted, the information contained herein is unaudited and may be preliminary and subject to change, and Access Holdings and its members, 
partners, stockholders, managers, directors, officers, employees and agents do not have any obligation to update any of such information. Certain figures 
in this presentation have been rounded. In addition, certain information contained herein has been obtained from published and non-published sources 
and / or prepared by third-parties, and in certain cases has not been updated through the date hereof. While such information is believed to be reliable for 
the purposes of this presentation, Access Holdings assumes no responsibility for the accuracy or completeness of such information and such information 
has not been independently verified by it.

Certain information contained herein constitutes “forward-looking statements,” which can be identified by the use of terms such as “may,” “will,” “should,” 
“could,” “would,” “predicts,” “potential,” “continue,” “expects,” “anticipates,” “projects,” “future,” “targets,” “intends,” “plans,” “believes,” “estimates” (or the 
negatives thereof) or other variations thereon or comparable terminology. Forward looking statements are subject to a number of risks and uncertainties, 
some of which are beyond the control of Access Holdings, including among other things, the risks listed in the Memorandum. Actual results, performance, 
prospects or opportunities could differ materially from those expressed in or implied by the forward-looking statements. Additional risks of which Access 
Holdings is not currently aware also could cause actual results to differ. In light of these risks, uncertainties and assumptions, prospective investors should 
not place undue reliance on any forward-looking statements. The forward-looking events discussed in this presentation may not occur. Access Holdings 
undertakes no obligation to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.
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