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How a BDC Works — and Where the Stress Shows Up

An educational primer on the plumbing behind the private-credit warning lights

$ capital loans @ ~10-12%
-
INVESTORS > BDC > BORROWERS
Institutions + retail/HNW Specialty loan shop PE-owned mid-sized cos
Want steady, high-yield income < Levered ~1.0-1.3x < 5-6x LBO debt/EBITDA
.
dividends interest

A WHERE LEVERAGE COMPOUNDS — losses amplify at every layer
LBO 5-6x - BDC1.0-1.3x — CLO of private loans 12-14x — NAV financing on PE funds*

STRESS FLOWS THIS WAY: borrower problems - BDCincome - investor experience
® WHERE STRESS STARTS — borrower-side warning lights

H RISING (mgmt guided UP) H WORSENING B NEW TRIGGER (this week)
Non-accruals > 3% Default rate Sponsor activity
Loans not paying interest Companies actually failing PE owners not injecting cash
GSBD at 4.7%. Three BDCs Trajectory accelerating — Below 10-yr average.
now above the line. driven by Al disruption + Maturity-wall refi risk
missing sponsor support. now activated.

@ WHERE STRESS SHOWS UP — BDC + investor-side warning lights

B POSTPONED, NOT AVOIDED [0 NO NEW DATA (watching) [0 STILL OFF (Path 3 trigger)
BDC dividend cuts Non-traded redemptions BCRED gate
BDC can't earn what it owes Investors asking for $ back Biggest fund freezes withdrawals
GSBD dipped into savings Last gtr: 12% asked vs. The five-alarm fire.
(~8 gtrs left). One peer 5% cap. Next read: July. Not triggered.

cut, one likely.

Source: Renaissance Macro Research weekly monitor; GSBD Q1 2026 earnings call (May 8, 2026). Status reflects post-call assessment.

Business Development Companies (BDCs) sit between investors who want high yield and mid-sized companies that
can't or won't borrow from banks. The BDC borrows roughly 1.0-1.3x its own capital and lends it at elevated

rates to borrowers that are themselves already leveraged 5-6x in LBO debt. Above that, CLO structures of

private loans (12-14x structural leverage) and NAV financing on PE funds layer additional debt on top. When
borrower stress rises (lights ®), each leverage layer amplifies it before it reaches investors as dividend

cuts, redemption queues, or — in the worst case — a fund-level gate (lights @). Today four of six lights are

red; the two grays are the ones that would tell us this is becoming a 2008-scale event.

TAKEAWAY

Read the lights as a chain — borrower-side first, investor-side later.
Leverage layered at every step is what turns a single borrower loss into something systemic.

* Leverage layers don't combine multiplicatively. Each layer amplifies losses for the equity holders at that layer, not cumulatively across the chain.
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