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Diversified 
Private Credit 
A smarter way to access private credit



Private credit continues to offer attractive investment 
opportunities, but its increasing popularity has put 
pressure on certain areas of the market. 

We have identified a gap in the market for products that 
offer diversification and flexibility and have worked with 
managers to design a solution that we see as the next 
evolution for investors - Diversified Private Credit (‘DPC’).

DPC strategies can be designed to invest in a range of 
private credit markets (corporate lending, real estate debt, 
infrastructure debt, private asset-backed securities (‘ABS’) 
and opportunistic credit) through a single fund.

DPC presents a wide opportunity set to generate 
attractive returns where managers have flexibility to 
invest in the most attractive areas of the market, which 
significantly reduces risk relative to single standalone 
private credit strategies. DPC strategies offer a ‘one-stop’ 
low governance solution, diversified across asset classes, 
geographies, sectors, and underlying risk exposures (e.g. 
corporate, consumer and real asset risk).

DPC is an attractive solution for clients to generate net 
returns of LIBOR + 4-6% p.a. In our view anyone who 
is looking to allocate to private credit or maintain their 
current private credit exposure should consider DPC. 

Diversified 
Private Credit 
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Global Infrastructure Debt
US Private ABS
Opportunistic Credit

What is DPC?
We expect a typical DPC fund to have the following 
characteristics:

• Closed-ended structure with a fund term between 
5-8 years

• Invests across at least three distinctly different 
private credit sub-asset classes

• Globally diversified with a focus on US and Europe

• Contractual income as the main driver of return

• Invests in loans that are predominantly senior/
unitranche in the capital structure

• Targets a return of LIBOR + 4-6% p.a.

Example asset allocation

Senior/unitranche corporate lending 
Lending to middle market companies who 
are too “small” to receive bank loans

Opportunistic credit  
Assets which are trading at a 
significant discount or non-standard 
assets enhancing return

Whole loan/junior real asset debt 
Privately originated loans collateralised 
against commercial properties or large 
scale infrastructure projects

Private ABS/residential finance 
Investment which is collateralised by a 
large pool of loans e.g. mortgages

DPC
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Risk/Reward Characteristics

Increasing Risk

Opportunistic Credit

Junior  
Infrastructure Debt

Expected risk / return 
profile for DPC

Unitranche 
Corporate Lending

Whole Loan Commercial 
Real Estate Debt

Why invest in a DPC strategy? 

Flexibility vs. single strategy 

During a fund’s investment period, managers can 
flexibly invest in the underlying markets where they see 
the most attractive opportunities at any given time. 
Managers can capitalise on relative value opportunities 
due to changing market conditions, plus are less 
likely to be forced purchasers of assets at “inflated” 
prices. DPC strategies can pivot to less competitive 
areas of the market, maintaining attractive pricing and 
protection on the underlying loans.

Reduced governance 

DPC strategies offer an efficient alternative to access 
multiple private credit strategies, as opposed to 
the traditional structure of individual allocations to 
multiple sub-asset classes with different managers. 
This reduces the overall governance burden and costs 
faced by investors for monitoring, onboarding and 
managing drawdowns across multiple managers.

Attractive risk-adjusted returns

The underlying private credit opportunities provide investors with attractive risk-adjusted 
returns benefitting from an illiquidity premium. Returns are stable and contractual as they are 
based on income paid from the underlying loans. 

Combining these opportunities into one strategy creates the following benefits relative to 
investing in a single standalone private credit strategy.

Risk reduction through diversification

Portfolios are diversified across sub-asset classes, geographies, sectors and underlying risk 
exposures (corporate, consumer and real asset). DPC strategies usually consist of 100-200 
directly originated loans, compared with 25-40 loans in standalone private credit strategies. 
The multiple layers of diversification reduce the risk of an underperforming loan from 
detrimentally impacting the overall return. We expect this can lead to a c.30% risk reduction 
compared with single strategy allocations. 
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Key takeaways

Key Risk Concern Mitigations

Credit Risk Borrower’s inability to meet          
scheduled payments

Diversification across sub-asset 
classes and economic exposures

Drawdown Risk Slow capital deployment Flexibility to invest across sub-asset 
classes, expanding the opportunity set

Illiquidity Risk Investors will be ‘locked’ in for around     
5-8 years

Ensure sufficient liquid assets are 
maintained elsewhere in the strategy

Manager Risk Success depends on manager skill in 
finding attractively priced loans

Careful manager due diligence and 
knowledge of market

Key risk considerations & mitigations
Before making an allocation to DPC, investors should be aware of the following risks:

Market opportunity

Continued credit funding gap due to  
banking regulations

COVID-19 uncertainty impacting private 
credit sub-asset classes at different 
times in different ways - flexibility is key
 
Tighter underwriting standards and 
better protections now in place on loans 
post March 2020 sell-off

And why invest now?
Product evolution

DPC style products becoming 
much more efficient from risk/return 
perspective
   
Historical products not exploiting 
illiquidity premium, inadequately 
diversified or double layering fees

Products designed by Isio address 
these issues 

• New strategy designed for Isio clients giving 
investors access to the best deals across the 
private credit market 

• Increased downside protection through 
diversification 

• Evolution of private credit investing allowing 
managers to benefit from relative value 

• Low governance solution which can reduce costs 

If you are considering investing or reallocating to 
private credit, then we suggest you consider DPC. We 
would be delighted to discuss this opportunity in more 
detail with you. 
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