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AI and Private Credit: Assessing Risk and Finding Opportunity  

Diversified Portfolio

Evaluating Software Through a Credit Lens

REPRESENTS HPS’S SUBJECTIVE VIEWS AND OPINIONS AS OF THE DATE HEREOF AND IS SUBJECT TO CHANGE DEPENDING ON THE MARKET ENVIRONMENT. 

Artificial  intelligence  is driving  investment,  reshaping  corporate  spending  and redefining  how businesses  compete . For  
credit  investors,  the central  challenge  is assessing  how AI’s  impact  will vary  across  industries,  companies,  and 
business  models . Because  the financial  effects  are only beginning  to emerge,  we believe  evaluating  AI requires  a 
bottom-up approach  grounded  in company  fundamentals,  management  insight,  and  industry  expertise  rather than 
broad  thematic  assumptions .
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Software  has  become  a focal  point for concerns  about  AI disruption,  but, in our view, the sector  should  not be viewed  
through  a single  lens . Recent  volatility reflects  both uncertainty  around  AI and pre-existing  weaknesses  in businesses  
financed  during  a period  of elevated  valuations,  abundant  capital,  and excessive  leverage . In many  cases,  
underperformance  stems  as  much  from execution  challenges,  competitive  pressures,  or unrealistic  growth  
assumptions  as  from generative  AI. The  sector  is therefore  likely to produce  both winners  and  losers,  requiring  
investors  to assess  each  company’s  competitive  position,  scale,  customer  relationships,  and  ability to adapt .

One  of the most  significant  shifts  underway  is a renewed  focus  on fundamentals . During  the software  boom, many  
investors  prioritized  growth  over  profitability, assuming  future scale  would  eventually  generate  substantial  cash  flow. 
However,  as  uncertainty  around  AI grows,  lenders  are focusing  more closely  on whether  companies  can  generate  
enough  cash  to repay  their debt . This  means  prioritizing  visibility into near - and medium -term earnings  over  aggressive  
assumptions  about  how an industry  might evolve  five years  from now.

This  shift is also  leading  to more conservative  transaction  structures,  including  lower  leverage,  stronger  
documentation  and  greater  downside  protection . As  a result, the market  may become  increasingly  bifurcated : 
businesses  with relatively  low AI disruption  risk  could  continue  to secure  attractive  financing  terms,  while those  facing  
greater  uncertainty  may  encounter  tighter  structures,  lower  leverage,  and  higher  borrowing  costs .

Widening Valuation Gap Between Vertical and Horizontal Software Businesses 1
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Scale Matters in an AI Economy

Developing  meaningful  AI capabilities  requires  substantial  investment,  and  AI remains  expensive . Large,  established  
businesses  often have  advantages  that smaller  competitors  may struggle  to match,  including  stronger  cash  flow 
generation,  broader  customer  bases,  and  greater  flexibility to absorb  the cost  of innovation  due  to their scale .

Within software,  those  advantages  are particularly  important as  companies  are  racing  to build AI-enabled  products  
while maintaining  competitive  positioning . Larger  firms may  be better equipped  to invest  in new  capabilities,  
experiment  with emerging  technologies,  and adapt  to changing  customer  demands . As  a result, there may  be investor  
opportunity  in market -leading  businesses  capable  of incorporating  AI into their offerings  rather than being  displaced  
by it.

While software  dominates  much  of the public  conversation  around  AI, we believe  industries  that can  be transformed  
by automation  and  productivity  gains  also  deserve  a closer  look. More specifically,  we see  legal  services,  business  
process  outsourcing,  and a range  of business -to-business  service  providers  as  areas  where  AI could  have  significant  
implications .

The  common  thread  among  these  sectors  is reliance  on repeatable  tasks . Any  business  whose  value  proposition  is a 
repeated  task  is potentially  threatened  by AI. At the same  time, this does  not necessarily  imply that these  businesses  
disappear . Increasingly,  the conversation  is shifting  toward  how companies  can  use  productivity  improvements  to 
enhance  profitability and  adapt  pricing  models  rather  than becoming  obsolete .

Sectors Facing Significant Risks

Few  areas  have  attracted  more attention than the massive  buildout of AI infrastructure,  including  data  centers,  
computing  capacity,  and supporting  technologies . The  scale  of capital  investment  has  led some  observers  to draw  
comparisons  with the telecommunications  buildout of the late 1990 s. However,  the current  environment  differs  in a key  
respect .

Unlike  the excess  fiber infrastructure  that remained  unused  after the telecom  bubble  burst,  much  of today's  AI-related  
infrastructure  already  has  committed  users  before  construction  is complete . For  credit  investors,  however,  financing  
these  projects  often depends  less  on predicting  future technology  outcomes  and  more on evaluating  the strength  of 
counterparties . Many  transactions  are supported  by large  hyperscalers  and investment -grade  corporate  borrowers  
whose  credit  profiles  provide  a meaningful  layer  of protection .

Financing the AI Infrastructure Buildout

IG / HY AI Data Center Bonds Outstanding by Month ($B )2 
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The  AI transformation  is also  reshaping  the private  credit  opportunity  set . While the asset  class  was  historically  
primarily associated  with sponsor -backed  leveraged  buyouts,  opportunities  are  increasingly  emerging  from large  
corporate  borrowers  and investment -grade  companies  seeking  flexible financing  solutions . As  private  credit  continues  
to mature, managers  are participating  across  a broader  range  of corporate  financing  needs,  including  the 
infrastructure  and  capital  investment  required  to support  AI development .

Conclusion

For  investors,  the central  lesson  may be that uncertainty  itself creates  opportunity . Neither  AI's  ultimate winners  nor its 
long -term effects  will be obvious  from today's  vantage  point. What matters  is maintaining  discipline,  diversification,  and 
a focus  on underlying  business  fundamentals .

We believe  strong  portfolio construction  requires  not only diversification  across  individual  investments  but also  across  
sectors . Exposure  to a broad  range  of industries  can  help investors  navigate  periods  of disruption  and market  shocks  
which,  in recent  years,  have  included  the COVID  pandemic,  elevated  interest  rates,  inflation, and  now major 
technological  changes .

As  AI continues  to reshape  the investment  landscape,  private  credit  managers  best  positioned  to succeed  may be 
those  that resist  simplistic  narratives,  focus  on cash -flow generation,  and  remain  disciplined  in identifying  opportunities  
amid change .

End Notes
1 Source : Lincoln  Lens  - Private Market Intelligence, BlackRock . As  of 1Q2026 . Industry classifications  as  well as  vertically and horizontally integrated software business  
distinctions based  on Lincoln  International estimates . Multiples above  reflect Lincoln  estimates  as  of the given valuation period.
2 Source : Bloomberg,  Barclays  Research,  BlackRock . As  of June  25, 2026 . Excludes  issuance  by neocloud  CoreWeave , which has  $6.5 billion of regular-way HY  bonds  
outstanding.
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PAST  PERFORMANCE  IS  NOT  NECESSARILY  INDICATIVE  OF  FUTURE  RESULTS . The  data and information in this material, which has  been prepared  by HPS  
Investment Partners, LLC  (“HPS”), are presented  for informational purposes  only. All charts, graphs  and images  are shown  for illustrative purposes  only. This  material 
does  not constitute an offer to sell or the solicitation of any offer to buy any interest, security, including any interests in any HPS  managed  funds or accounts,  which offer 
can  only be made by definitive offering documentation, which will contain material information with respect  to any such  interest or security, including risk factors  relating 
to any such  investment. All information provided herein is as  of the date set forth on the cover  page  (unless otherwise specified)  and is subject  to modification, change  or 
supplement  in the sole discretion of HPS  without notice to you. While this document  expresses  views as  to certain investment opportunities and asset  classes,  HPS  may 
undertake investment activities on behalf of one or more investment mandates  inconsistent  with such  views subject  to the requirements and objectives  of the particular 
mandate. The  investments and asset  classes  mentioned in this document  can  be highly illiquid, are speculative  and may not be suitable for all investors . This  document  
does  not provide tailored investment advice  and is primarily intended for distribution to institutional investors  (as defined under FINRA  Rule 2210(a)(4)). Investing in such  
investments is only intended for experienced  and sophisticated  investors  who are willing to bear the high economic  risks  associated  with such  an investment. Investors  
should carefully review and consider  potential risks  as  well as  their specific  investment objectives  and experience,  time horizon, risk tolerance, and financial situation 
before making any investment decisions . Nothing contained  in these materials constitutes investment, legal, tax or other advice  nor is it to be relied on in making an 
investment or other decision . HPS  makes  no representation or warranty (express  or implied) with respect  to the information contained  herein (including, without 
limitation, information obtained from third parties) and expressly  disclaims  any and all liability based  on or relating to the information contained  in, or errors or omissions  
(negligent or otherwise) from, these materials; or based  on or relating to the recipient’s use  (or the use  by any of its affiliates or representatives)  of these materials. This  
document  may contain “forward-looking” statements . These  are based  upon a number of assumptions  concerning  future conditions that ultimately may prove to be 
inaccurate . Such  forward-looking statements are subject  to risks  and uncertainties and may be affected by various factors  that may cause  actual results to differ 
materially from those in the forward-looking statements . Any forward-looking statements  speak  only as  of the date they are made, and HPS  assumes  no duty to, and 
does  not undertake to, update forward-looking statements  or any other information contained  herein. The  success  or achievement  of various results and objectives  is 
dependent  upon a multitude of factors, many of which are beyond  the control of HPS . The  document  may not be copied, reproduced,  republished, posted, transmitted, 
distributed, disseminated,  disclosed,  quoted, or referenced, in whole or in part, to any other person  without HPS’s  prior written consent . Certain information contained  
herein, including indices  and economic  trends, is based  on or is derived from information provided by independent  third-party sources . HPS  believes  that such  
information is accurate  and that the sources  from which it has  been obtained are reliable; however, it cannot guarantee  the accuracy  of such  information and has  not 
independently verified the accuracy  or completeness  of such  information or the assumptions  on which such  information is based . Any index information provided herein 
is included to show  the general  trend in the applicable  markets in the periods  indicated and is not intended to imply that any investment product  is similar to any index in 
composition  or element of risk. The  indices  are not available for actual investment. No index is directly comparable  to the investment strategy  of any investment product . 
Moreover, independent third-party sources  cited in these materials are not making any representations  or warranties and do not guarantee  the accuracy,  completeness  
or availability of any information attributed to them and shall have no liability in connection  with the use  of such  information in these  materials, including for any errors or 
omissions  (negligent or otherwise), regardless  of the cause,  or for the results obtained from the use  of such  content. 

General/Loss  of  capital : An investment in the asset  class  or in investment vehicles  that invest in the asset  class  described  herein involves a high degree  of risk. There  
can  be no assurance  that investors’ return objectives  will be realized, and investors  could lose up to the full amount of their invested capital. Limited  liquidity : An 
investment in investment vehicles  that invest in the asset  class  described  herein may provide limited liquidity and interests in such  vehicles  may not be freely transferable 
or redeemable . There  may be no secondary  market for interests in such  vehicles . Dependence  on  Manager : The  manager  of any investment vehicle that invests in the 
asset  class  described  herein may have total trading authority over such  vehicle. Decisions  made by such  manager  may cause  investors to incur losses  or to miss profit 
opportunities on which they would otherwise have capitalized. Volatility : Investment techniques  used  by an investment vehicle that invests in the asset  class  described  
herein may include the use  of leverage  and derivative instruments such  as  futures, options and short sales,  which amplify the possibilities for both profits and losses  and 
may add volatility to such  vehicle’s  performance . Regulation : An investment vehicle that invests in the asset  class  described  herein may not register as  an investment 
company  under the U.S . Investment Company  Act  of 1940 or similar laws or regulations. Accordingly,  the provisions  of such  laws and regulations  would not be 
applicable .

The  foregoing  risk factors  do not purport to be a complete  explanation of the risks  involved in an investment in the asset  class,  or in investment vehicles  that invest in the 
asset  class,  described  herein. Investors  in any security  should read the entire offering materials of such  security  before making investment determinations.

Where applicable, this material has  been distributed by HPS  Securities  LLC  (“HPS  Securities”), an affiliate of HPS  and a broker/dealer  registered  with the U.S . Securities  
and Exchange  Commission  and member of the Financial  Industry Regulatory  Authority (“FINRA”) and the Securities  Investor Protection Corporation  (www.sipc .org). HPS  
Securities  does  not provide research  reports.
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