
Carlyle’s four Cs of private  
credit underwriting

The significant financing needs associated with the 
buildout of AI infrastructure are creating opportunities  
for private credit investors across a broad ecosystem.  
At Carlyle, when we evaluate these opportunities, 
we use a framework focused on four considerations: 
counterparty, contract, compensation, and criticality.

While the four Cs help inform our approach to AI 
infrastructure-related lending, the principles behind 
them extend more broadly. Understanding who is 
responsible for repayment, the protections within a loan, 
the compensation for the risks being taken, and the 
importance of the asset being financed are considerations 
that can help inform underwriting and risk assessment 
across private credit.

For financial advisors, we believe that understanding 
these four considerations can provide useful context 
when discussing private credit with clients and evaluating 
how managers approach underwriting.

Four 
considerations 
for evaluating 
opportunities 
across  
a changing 
credit 
landscape
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WHAT PROTECTIONS DOES THE LENDER HAVE?

The borrower is only part of the underwriting equation. Lenders also need to 
understand the terms of the loan and the protections built into the documentation.

Such protections can include financial covenants, liability management protections, 
and definitions used to calculate measures such as earnings before interest, taxes, 
depreciation, and amortization (EBITDA). The details in those definitions matter  
because financial covenants may be tested against a contractual definition of EBITDA, 
making the adjustments permitted within that definition an important part of 
assessing leverage and borrower compliance.

In our process, documentation can also be a measure of underwriting discipline.  
If a transaction does not provide the protections a lender believes are appropriate, 
having the ability to pass and move to another opportunity can be important.

WHO IS GOING TO PAY YOU BACK?

Credit underwriting starts with the borrower. Lenders evaluate borrowers, who are 
responsible for paying interest and repaying principal, and whether each borrower 
can remain financially healthy throughout the life of the loan.

That means looking beyond where a company stands today to understand 
whether it can keep generating cash, managing its balance sheet, and meeting 
its obligations until the loan is repaid. The conditions under which a company 
originally borrowed can be an important part of that assessment. Companies that 
financed when interest rates were lower may face greater pressure from interest 
expense costs as base rates rise and borrowers need to refinance, while loans 
originated during higher rates are underwritten with those higher costs already 
reflected in their capital structures.
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Counterparty

02

Contract

WHY IT MATTERS
Looking at the companies behind a private credit allocation can help advisors 
understand the sources of repayment and how well positioned borrowers may 
be to meet their obligations over time.

WHY IT MATTERS
Similar yields do not necessarily mean similar loans. A private credit manager, 
in its role as a lender, must consider documentation and lender protections 
when evaluating an opportunity. Understanding the manager’s approach to these 
protections, including its willingness to walk away from a transaction, can 
provide another lens to how it approaches risk.
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HOW ESSENTIAL IS THE ASSET BEING FINANCED?

The final question looks beyond the borrower to what the capital is actually financing 
and the role that asset plays within the business or industry it supports. We believe 
that AI infrastructure provides a useful example. Financing opportunities can extend 
beyond data centers and GPUs to the equipment used to build those facilities  
and the energy and power assets required to operate them. That creates a broader 
opportunity set, but we believe that it also makes understanding the role and 
importance of the underlying asset an important part of underwriting.

While AI infrastructure illustrates the concept, criticality of an asset to the 
broader economy can also be considered more broadly when evaluating credit 
opportunities. A significant investment theme may create many financing 
opportunities, but those opportunities can carry different risks and economics 
depending on where they sit within the ecosystem.

ARE YOU BEING APPROPRIATELY COMPENSATED?

A key part of underwriting is understanding the risks associated with an investment 
and assessing whether the potential compensation, including the interest income a 
lender may receive, appropriately reflects them.

That assessment includes an analysis of the underlying credit risks that could 
affect a borrower’s ability to pay interest and repay the principal. Depending on  
the opportunity, that assessment can include factors such as illiquidity and  
tenor, as well as construction and technology risk in areas such as AI infrastructure. 
It also evolves with market conditions. Wider spreads, for example, may offer 
greater potential compensation, while lower leverage and loan-to-value ratios  
can provide a larger equity cushion beneath the debt. Loan documentation  
and lender protections are also part of that equation.

As market dynamics shift, so can the balance between risk and potential 
compensation. This can be particularly relevant in areas experiencing significant 
financing activity. Within parts of the AI infrastructure ecosystem, for example, 
greater availability of capital can compress the premium available to lenders. We 
believe that this makes selectivity important in determining whether a particular 
opportunity offers appropriate compensation.
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Compensation

04

Criticality

WHY IT MATTERS
Yield is more meaningful when considered alongside the risks required to generate 
it. Looking at spread, leverage, loan-to-value, documentation, and investment-
specific risks can help provide a more complete picture of the opportunity.

WHY IT MATTERS
Exposure to a long-term theme tells only part of the story. In our opinion, understanding 
what is actually being financed, why that asset matters, and how the exposure fits 
within the broader portfolio can provide a more complete picture of the investment.
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When discussing private credit with clients, financial advisors can use the four Cs 
to help explain why a manager’s underwriting approach matters. Beyond yield, the 
framework provides four areas to consider when evaluating how a private credit 
manager selects and structures investments.

For clients considering private credit, the four Cs can help make manager  
selection more tangible. They shift the conversation beyond what an allocation 
may yield to how a manager underwrites, structures, and selects the  
investments intended to generate that income.

For financial advisors, this may create an opportunity to help clients understand an 
important distinction: not all private credit portfolios are constructed the same way, 
and the approach a manager takes to underwriting can shape the characteristics of  
the resulting portfolio. The four Cs, while particularly relevant to how we evaluate 
AI-related financing opportunities, provide a useful lens for understanding those 
underwriting considerations more broadly.

Bringing the 
four Cs into 
the client 
conversation Counterparty 

How does the manager 
assess who is responsible for 
repayment and their ability to 
pay over the life of the loan?

Contract 

What lender protections does 
the manager seek, and when 
is it willing to walk away?

Compensation 

How does the manager 
determine whether the potential 
compensation appropriately 
reflects the risks of the 
investment?

Criticality 

How does the manager 
assess the importance of the 
asset being financed within 
the industry it supports?
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Definitions

EBITDA: Earnings before interest, taxes, depreciation 
and amortization; a measure commonly used to assess  
a company’s operating performance before the impact 
of financing, tax and certain non-cash expenses.

Tenor: The period of time from the origination  
or issuance of a debt instrument until its  
contractual maturity.

Spread: The incremental interest rate or yield on a debt  
instrument above a specified reference or benchmark  
rate, generally expressed in basis points.

Leverage: A measure of a company’s indebtedness 
relative to its earnings or other financial metrics. 
Leverage is commonly expressed as a multiple of 
debt to EBITDA.

Loan-to-Value (“LTV”): The ratio of the amount  
of a loan or other debt investment to the value  
of the underlying asset or collateral, generally 
expressed as a percentage.
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This document should not be relied upon as investment 
advice or be considered as an offer to sell or solicitation  
to buy any security. This document has been prepared  
by Carlyle Global Credit Investment Management L.L.C. 
(together with its affiliates “Carlyle”), and is provided on  
a confidential basis for informational purposes only. This 
document is not intended to be (and may not be relied on  
in any manner as) legal, tax, investment, accounting or other 
advice or as an offer to sell or a solicitation of an offer  
to buy any securities of any investment product or any 
investment advisory service, including any limited  
partnership or comparable limited liability equity interests  
in any fund, managed account or other similar investment 
vehicle or product sponsored by Carlyle (each, a “Fund”).  
Any such offer or solicitation may only be made pursuant  
to such Fund’s final prospectus or confidential private 
placement memorandum and/or the related subscription 
documents, which will be furnished to qualified investors  
on a confidential basis at their request for their consideration 
in connection with such offering. The information contained 
in this document is superseded by, and is qualified in its 
entirety by, such offering materials. Nothing herein should be 
interpreted or used in any manner as investment advice.

An investment in a fund entails a high degree of risk, 
including the risk of loss. A Fund will be actively managed 
by Carlyle. There is no assurance that a Fund’s investment 
objective will be achieved or that investors will receive a return 
on their capital. Past performance is not necessarily  
indicative of future results. Investors must read and understand 
all the risks described in a Fund’s final prospectus or 
confidential private placement memorandum and/or the 
related subscription documents before making a commitment. 
The recipient also must consult its own legal, accounting  
and tax advisors as to the legal, business, tax and related 
matters concerning the information contained in this  
document to make an independent determination regarding  
the consequences of a potential investment in a Fund, including 
U.S. federal, state, local and non-U.S. tax consequences. 
Unless otherwise explicitly stated, the investments underlying 
any Fund or other investment program, or any specific 
investment thereof, do not take into account the EU criteria  
for environmentally sustainable economic activities.

Do not rely on any opinions, predictions, projections, or 
forward-looking statements contained herein. Certain 
information contained in this document constitutes “forward-
looking statements” that are inherently unreliable and  
actual events or results may differ materially from those 
reflected or contemplated herein. None of Carlyle or  
any of its representatives makes any assurance as to the 
accuracy of those predictions or forward-looking statements. 
Unless specified, any views reflected herein are subject  
to change without notice. Carlyle expressly disclaims  
any obligation or undertaking to update or revise any such 
forward-looking statements. The views and opinions 

expressed herein (including Carlyle’s position as a leader in 
the private credit industry and advantages of its business 
operations) are those of Carlyle as of the date hereof and are 
subject to change based on prevailing market and economic 
conditions and will not be updated or supplemented. 

External Sources. Certain information contained herein  
has been obtained from third-party sources. Although  
Carlyle believes the information from such sources to be 
reliable, Carlyle makes no representation as to its  
accuracy or completeness. 

This document is not intended for general distribution and  
it may not be copied, quoted, or referenced without Carlyle’s 
prior written consent. 

Carlyle may process the personal data of a recipient or 
its representatives. More information about how Carlyle 
processes personal data can be found at www.carlyle.com/
notices-and-disclaimers#privacy-notice 

Where applicable, this document has been distributed by 
TCG Capital Markets L.L.C., a broker-dealer affiliated with 
Carlyle which is registered with the SEC and is member of 
the Financial Industry Regulatory Authority. Related financial 
products and services are only available to investors  
deemed to be “qualified purchasers” as defined in Section 2(a)
(51) of the Investment Company Act of 1940, as amended, and 
“accredited investors” as defined in Regulation D of the 1933 
Securities Act, as amended. When TCG Capital Markets L.L.C. 
presents a fund, strategy or other product to a prospective 
investor, TCG Capital Markets L.L.C. does not evaluate any 
information necessary to determine whether an investment in  
the fund, strategy or other product is in the best interests 
of, or is suitable for, the investor. You should exercise your 
own judgment and/or consult with a professional advisor 
to determine whether it is advisable for you to invest in any 
Carlyle strategy or product. TCG Capital Markets L.L.C. will  
not make any recommendation regarding, and will not monitor, 
any investment made by any investor in any Carlyle fund, 
strategy or other product. For financial advice relating to an 
investment in any Carlyle fund, strategy or product, contact  
a professional advisor.
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RISK DISCLOSURES 

Prospective investors should be aware that an investment in  
a Fund involves a high degree of risk, and it is suitable only 
for those investors who have the financial sophistication and 
expertise to evaluate the merits and risks of an investment  
in a Fund and for which a Fund does not represent a complete 
investment program. An investment in a Fund should only 
be considered by persons who can afford a loss of their 
entire investment. Prospective investors are urged to consult 
with their own financial, tax, and legal advisors about the 
implications of investing in a Fund. The following is a summary 
of only certain considerations and is qualified in its entirety 
by a Fund’s offering materials, which may contain additional 
information about associated risks pertaining to an  
investment in a Fund.

Speculative Investment. Carlyle cannot provide any 
assurance that it will be able to choose, make or  
realize any particular investment, asset, or portfolio on  
behalf of a Fund. There can be no assurance that investments 
made by a Fund will be able to generate returns or that the 
returns will be commensurate with the risks of investing 
in the type of transactions described herein. The activity 
of identifying, completing and realizing upon attractive 
investments is highly competitive and involves a high degree 
of uncertainty. A Fund must compete for investments with 
other private market investors having similar investment 
objectives. The portfolio companies in which a Fund may 
invest (directly or indirectly) are speculative investments  
and will be subject to significant business and financial risks.

Highly Competitive Market. The activity of identifying, 
completing and realizing upon attractive investments is highly 
competitive and involves a high degree of uncertainty. A Fund 
will be competing for investments with other private equity 
investors having similar investment objectives. It is possible 
that competition for appropriate investment opportunities 
may increase, thus reducing the number of investment 
opportunities available to a Fund and adversely affecting the 
terms upon which investments can be made.

Credit Risk. One of the fundamental risks associated with  
a credit Fund’s investments is credit risk, which is the risk 
that an issuer will be unable to make principal and interest 
payments on its outstanding debt obligations when due.  
A Fund may invest in loans, either through primary issuances 
or in secondary transactions, including potentially  
on a synthetic basis. The value of a Fund’s loans may be 
detrimentally affected to the extent a borrower defaults  
on its obligations. There can be no assurance that the value 
assigned by a Fund’s general partner to collateralize an 
underlying loan can be realized upon liquidation, nor can there 
be any assurance that any such collateral will retain its value. 
A portfolio may include unsecured loans. Unsecured loans are 
subject to the same investment risks generally applicable to 

loans described above but are subject to additional risk  
that the assets and cash flow of the related obligor may  
be insufficient to repay the scheduled payments to the lender 
after giving effect to any secured obligations of the obligor.  
A Fund’s distressed investments (e.g., investments in 
defaulted, out-of-favor or distressed bank loans and debt  
and equity securities) are inherently speculative and are 
subject to a high degree of risk. A Fund’s investments are 
expected to include investments in issuers whose capital 
structures have significant leverage (including substantial 
leverage senior to the Fund’s investments), a considerable 
portion of which may be at floating interest rates. The 
leveraged capital structure of such issuers will increase their 
exposure to adverse economic factors such as rising interest 
rates, downturns in the economy or further deteriorations  
in the financial condition of the issuer or its industry.

Portfolio Companies Risks. The portfolio companies in 
which a Fund invests, either directly or indirectly through an 
Underlying Fund, may involve a high degree of business  
and financial risk. Portfolio companies may be in early stages 
of development, may have operating losses or significant 
variations in operating results and may be engaged in  
rapidly changing businesses with products subject to a 
substantial risk of obsolescence. Portfolio companies  
may also include companies that are experiencing or are 
expected to experience financial difficulties, which may 
never be overcome. In addition, they may have weak financial 
conditions and may require substantial additional capital to 
support their operations, to finance expansion or to maintain 
their competitive positions.

Complex Tax and Regulatory Risks.  A Fund and a Fund’s 
investments may involve a complicated tax structures  
and there may be delays in distributing important tax information 
to investors. In addition, legal, tax and regulatory changes 
(including changing enforcement priorities, changing 
interpretations of legal and regulatory precedents or varying 
applications of laws and regulations to particular facts and 
circumstances) could occur during the term of a Fund that may 
adversely affect any of such Fund or its investors.
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Connect with 
Carlyle

Scan to learn more about Carlyle’s private 
markets opportunities and insights.

0808

CARLYLE


