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The U.S. middle-market, defined as companies that generate between $10 million 
and $1 billion in annual revenue, is comprised of nearly 200,000 businesses that in 
aggregate account for more than $6 trillion in annual revenue. 

To put that into perspective, the U.S. middle-
market would be the fifth largest global economy 
if it were its own country.1 Prior to the Great 
Recession of 2008, middle-market companies 
were traditionally able to obtain financing from 
commercial banks. However, in the wake of the 
financial crisis, stricter banking regulations were 
put into place in the U.S. Namely, the Dodd-
Frank Act and Basel III regulatory framework 
made lending to middle-market companies more 
difficult for traditional banking institutions.

Traditional banks pulling back from the U.S. 
middle-market has created a shortage of senior 
debt available to middle-market businesses. 
Non-traditional lenders, such as business 
development companies, have recognized 
the attractive supply-demand dynamics and 
strategically increased lending to the middle-
market. As can be seen in Figure 1 on page 2, 
over the five-year period from 2017 – 2021, 
approximately $435 billion of U.S. middle-market 
debt will mature, with much of it needing to be 
refinanced.2 The combination of this “wall of 
maturity,” new financing that will be required by 
middle-market businesses, and many traditional 
lenders pulling out of the space, has created an 
environment where lenders to middle-market 
companies have tremendous opportunity. Unlike 
traditional high-yield debt and syndicated loans, 
which tend to be highly standardized with little 
room for negotiation, middle-market lenders are 
typically able to structure loans with stronger 
covenants, more conservative leverage, and 
better interest coverage.3 

1 National Center for the Middle-market, 1Q 2017 Middle-market Indicator, April 2017.
2 BlackRock, Middle-market Debt: The Long View, July 2016.
3 TIAA, Investing in middle-market senior secured loans, May 2015.
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Sources: Loan Syndications and Trading Association, Thomson Reuters LPC, December 2015
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The movement of middle-market lending from 
banks to non-traditional lenders is believed to 
be a long term structural shift in the lending 
industry. Regulatory shifts enacted in response 
to the Great Recession are unlikely to abate 
to a level that would allow traditional banks 
to meaningfully increase their middle-market 
lending activity.4 Consequently, we believe 
that direct lending to the U.S. middle-market 
represents an extended opportunity for lenders 
willing to conduct extensive due diligence and 
lay the groundwork for a deep knowledge of  
the credit.

GPB Capital Acquisition Strategy

GPB Capital will primarily focus on providing 
short to medium-term loans, typically with 
36-month durations, to companies with secure 
cash flows and/or collateral in excess of the 
principal amount of the loan. Debt investments 
will generally range in size from $5 million to 
$50 million.

Figure 1 

Maturing U.S. Middle-Market Debt

4 BlackRock, Middle-market Debt: The Long View, July 2016.
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GPB Capital’s investment objective for Debt 
Strategies is to generate consistent and 
meaningful current income for investors, provide 
downside protection to preserve investor capital, 
and augment investor returns through equity 
participation. GPB Capital seeks to achieve these 
goals as laid out below.

Downside Protection

In order to provide investors with capital 
protection, GPB Capital structures Debt Strategy 
investments with built-in protections, including 
any combination of the following:

•  A first or second lien position, secured 
by issuer assets, including inventory, real 
estate, equipment, accounts receivable, and 
intellectual property

•  A deposit account control agreement with the 
borrower, which allows GPB Capital to assume 
control over the borrower’s bank deposit 
account in the event of a default

•  Confession of judgment, which in the event 
of default, forfeits any rights the borrower has 
to dispute a claim in the future, resulting in 
shorter court proceedings

•  Appointment of GPB Capital as the Collateral 
Agent, which is a financial institution that 
holds the collateral on behalf of the lender 
under a loan agreement as security for 
performance of the borrower

•  Personal guarantees from the principals of the 
borrowing firm, ensuring payment of principal 
and/or interest

Yield Enhancers

In order to provide attractive current income to 
investors, GPB Capital negotiates annual interest 
payments between 10% – 15% with borrowers. 
In addition to the coupon payments, GPB 
Capital utilizes additional negotiated features to 
enhance the overall yield of the debt investment, 
including:

•  Original issue discount on the face value of the 
note, which lowers the cost basis

•  Prepayment or success fees, which require the 
borrower to pay additional fees when a loan is 
paid off prior to or on the maturity date

•  Payment-In-Kind (PIK) interest rates, which 
allow the principal of the note to grow until 
maturity

While yield enhancers and downside protection 
features are typical deal features, they are not 
necessarily found all together in all GPB Capital 
debt deals.

Equity Participation and Additional Upside

Equity participation and potential upside 
provisions are negotiated in tandem with 
debt investments. Typical equity participation 
takes the form of warrants or common shares 
and sometimes convertibility of the note into 
common shares of the portfolio company. 
Warrants provide GPB Capital the opportunity 
to potentially participate in meaningful equity 
upside and increase the total return to investors. 
GPB Capital is typically afforded downside price 
protection on the conversion price of the notes 
and exercise price of the warrants. Additionally, 
in some cases, GPB Capital receives royalties on 
the net sales of borrowing companies’ products.

Why Debt Strategies?
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GPB Capital 

GPB Capital is a New York-based alternative asset management firm focusing on acquiring 
income-producing private companies. GPB Capital provides their portfolio companies with the 
strategic planning, managerial insight and capital needed to enable strong businesses to work 
towards the next level of growth and profitability. GPB Capital seeks to take advantage of the 
large opportunity in the private U.S. middle-market by investing in companies that have a track 
record of current and sustainable yield, are recession resilient, have proven operating partners/
management teams and are in industries which have high barriers to entry. GPB Capital’s 
strategies include, but are not limited to, Automotive Retail, Technology-Enabled Services,  
Debt Strategies, Waste Management, and Special Situations.
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Information contained herein was prepared by GPB Capital Holdings, LLC (“GPB Capital”) and is believed to be reliable, but no warranties as to its completeness or 
accuracy are made herein. The views expressed herein are subject to change at any point without notice. Information contained herein is for informational purposes only 
and should not be considered a recommendation to buy or sell any securities. Nothing presented herein is intended to constitute investment advice, and no investment 
decision should be made on any information provided herein. There is a risk of loss from an investment in securities, including the risk of loss of principal. Different types 
of investments involve varying degrees of risk, and there can be no assurance that any specific investment will be profitable or suitable for a particular investor’s financial 
situation or risk tolerance. GPB Capital is an SEC registered investment adviser and an affiliate of Ascendant Alternative Strategies, LLC, a broker-dealer registered with the 
SEC and member, FINRA/SIPC. Registration with the SEC does not imply a certain level of skill or training and no inference to the contrary should be made. 


