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Software is a primary source of vintage risk in the private markets
Premium valuations in 2020 to 2022 are a reason for vintage valuation risk
Price to sales ratio for the software sector (April 2010 – April 2026)

Private market funds that invested in software are facing two 
concerns:

1. Valuation risk: Certain credits have always had vintage 
valuation risk—those transactions that were underwritten at 
peak valuations. 

2. Operating risk: AI has introduced uncertainty to the viability 
and forward growth of the sector. 

The sharp valuation correction is a sticking point for managers 
looking to exit software investments and in having confidence in 
future valuations.

Source: Bloomberg, as of April 30, 2026. Software sector is proxied by index members of the IGV software ETF as of April 2026. Price to sales ratio is based on trailing 12-month revenue. Data is subject to change as final data is reported. For illustrative purposes only. 
Past performance is not indicative of future results. Future results are not guaranteed.
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Source: Bloomberg, company filings. Note: data is from public BDCs in the S&P BDC Index that have reported March 2026 results, as of May 8. 2026. Note: A basis point (bps) is a hundredth of 1%. Data is subject to change as final data is reported. For illustrative 
purposes only. Past performance is not indicative of future results. Future results are not guaranteed.

Private credit loan books are again starting to reflect credit concerns

Credit quality concerns are starting to appear with credit funds 
placing more loans on non-accrual status. Q1 2026 non-accruals 
increased 70 basis points (bps), or about 10%, and are up over 
100 bps over the last two years. 

Non-accruals are a proxy for loans that are more likely to generate 
realized losses. 

Loans that were made at peak valuations—where valuation 
compression has hit the hardest—are one reason for the uptick in 
non-accruals. 

Loans on non-accrual status ticked up in Q1 2026 (publicly traded BDCs)
Loans on non-accrual status as a percent of the total investment portfolio (amortized cost) 
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Source: SEC filings, iCapital analysis as of May 13, 2026. Note: data is from the 12 largest non-traded BDCs by net assets. Software categorization is defined by each fund. Data is subject to change as final data is reported. For illustrative purposes only. Past 
performance is not indicative of future results. Future results are not guaranteed.

Fair values of private credit loan portfolios have also been marked down

Another indicator of private credit performance is the fair value 
of the underlying loans. Software seen the more drastic fair value 
markdowns with portfolios now marked at 97.4%, a 214 bps 
reduction from December 2025.

Importantly, markdowns don’t always reflect credit quality or 
indicate a loss will occur. A private credit manager can markdown a 
healthy credit simply because market rates, or the spread of newly 
originated loans, has changed.

For example, a lender that originated a loan at SOFR + 500 a year 
ago could mark down that loan if a comparable new loan is 
originated at SOFR +550. 
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What does this mean for credit quality and performance?

Non-accruals and fair value marks are different 
measures and reflect different risks. The process to 
determine fair value includes:

• Pricing inputs reflects the return component. 
Loan prices are adjusted to reflect the current 
return needed for the risk of the investment. For 
example, if spreads on newly originated deals 
widen, the loans prices in the portfolio are marked 
down to reflect the required return to compensate 
for the newly priced risk.

• Credit inputs focus on the likelihood of getting 
back the original investment. A loan is marked 
down if there is a higher probability that the loan 
principal will not be repaid.

Q1 2026 revisions in fair value marks reflect 
downward revisions in pricing inputs and select 
credit inputs, primarily with software credits.
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Source: (LHS) Houlihan Lokey Private Credit Databank, Q425 Market Trends and Insights, dated March 2026. (RHS) Software investment categorization across the 12 largest non-traded BDCs measured by net assets, as of May 2026. All other included equity and 
unclassified. For illustrative purposes only. Past performance is not indicative of future results. Future results are not guaranteed.

Even with credit concerns, the portfolio is lower-risk and has protections
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75% of software borrowers have loan-to-value (LTV) ratios below 50%
LTV distribution for direct loans: software sector
 

75% of loans are < 50% LTV… … but 25% are above 50%

Software investments held by private credit funds are largely first lien
Portfolio composition for software investments held at the largest private credit funds 
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Source: Pitchbook, May 2026. Note: Data is through December 2025. Software is proxied by industry definitions provided by PitchBook. Data is subject to change. For illustrative purposes only. Past performance is not indicative of future results. Future results are not 
guaranteed.

The equity side has fewer protection features and is generally first loss
Since 2010, software has become a larger piece of private equity portfolios
Private equity capital deployment in software and as a percent of total portfolio ($ in billion)
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Common Equity

The riskiest part of the capital stack. 
Shareholders get paid last, there’s no 
guaranteed return or repayment, and 

returns can be volatile

Preferred Equity

Sits between debt and common stock. It 
typically pays a dividend and tends to be 
less volatile than common equity, but the 

upside is limited compared to equity. 

Subordinated Debt
Second Lien

Mezzanine Debt

Typically, not secured but pays a higher 
interest rate than senior debt. These 

investors get paid after senior debt holders 
in a credit event.

Senior Debt
First Lien

Generally secured and the least risky. 
Losses would have to hit every other layer 

first before affecting senior lenders, and 
they’re first in line to be repaid in a default.
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Source: PitchBook, Preqin, Barclays Research and iCapital analysis, as of May 2026. Private equity is measured by all private equity buyout capital invested in software. Private capital is measured by capital invested by BDC and direct lending drawdown funds 
invested in software. For illustrative purposes only. Past performance is not indicative of future results. Future results are not guaranteed.

Private equity capital in software is nearly 2x that of private software debt
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Investments in software (2015 – 2025):
Private Equity: $2.0 trillion
Private Credit: $1.3 trillion

For all the private credit software debt, PE has invested nearly double in these companies
Private equity and private credit capital invested in software ($ billion, except where stated)
 

Private equity and private credit have a symbiotic relationship – 
many PE sponsor-based deals are underwritten with private credit.

Private software debt is the smaller and more senior piece. Meaning, 
for all the private credit in software, there is almost 2x private 
equity invested in these companies.
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Source: Bloomberg,, PitchBook as of April 30, 2026. Software sector valuation is proxied by index members of the IGV software ETF as of April 2026. Software sector capital invested is proxied by industry definitions provided by PitchBook  Price to sales ratio is 
based on trailing 12-month revenue. For illustrative purposes only. Past performance is not indicative of future results. Future results are not guaranteed.

Concentration of peak valuations deals can lead to performance issues
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Capital Invested in Software P/Sales: Software

Private equity investments 
in software expanded at 

peak valuations 

Average: 7.3x

Private equity investments at peak valuations are bound to produce losses 
Private equity capital deployment and average P/Sales valuation of software ($ billion)
 

Transactions in the 2020-2022 era, done at 10x to 18x revenue, 
can are the vintage risk assets. There is not a clear exit path for 
these investments as widespread valuation compression is a sticking 
point, leading to longer holding periods.

If a private equity manager needs a realization or liquidity, it can 
crystalize losses. But there will be a cohort of companies that adapt. 
They will adjust to the agentic era, change business models and 
could see valuation expansion. There will also be others that don’t

It’s important to remember that there will be software winners. 
Here, private equity has all the upside exposure.
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Equity and credit markets are not responding the same way to concerns

Credit
Private credit managers goal is to avoid loss. 

Portfolios that consistently avoid losses will be top performers 
while performance of lower tier funds are undermined by 
losses. Lenders cannot offset losses with excess return, or 
alpha.

Loan mark downs due to pricing risk are unrealized, or paper 
losses. Non-accruals signal a more likely loss.

Equity
Private equity investments will have successful and 
unsuccessful investments. Managers can be successful with 
both outcomes in a well-diversified portfolio.

Equity managers rely on alpha generation. Consequently, 
software assets can be good “credit assets” while at the same 
time be much more uncertain “equity assets”. 

Private market investments should be looked at differently due to different objectives
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A framework for evaluating problem investments 

Workstream
For the loans placed on non-accrual status or have been 
marked down

For private equity investments financed with private credit 
that are under pressure

Diagnose the issue

• Why was the loan placed on non-accrual?

• For marked-down loans, how much of the change reflects market 
pricing versus borrower fundamentals?

• What factors are driving the current pressure on the investment?

Assess the severity

• What is the weight of this investment in the portfolio (available in 
filings for most credit funds)?

• What is the expected recovery outcome?

• For markdowns driven by underperformance, how was fair value 
determined and has the valuation methodology changed? Note 
that distressed loans can be marked across a much wider range 
(0% to about 80% of cost) versus performing loans (typically 95% 
to 100%)

• What is the expected outcome for the investment? 

• What is the position size within the portfolio?

• How have the enterprise value multiples used in the valuation 
changed since the original investment? For a software 
investment, you should expect the manager to be using a lower 
multiple today than when the deal was closed. 

• What is the expected holding period, and exit path? 

• Is the company in compliance with its lenders?

Evaluate manager 
response

• What actions are being taken to stabilize or recover value? These 
may include forbearance (wait and see), restructuring (in or out of 
court, contentious or consensual), or a sale of the company. 

• What operational improvement or value creation initiatives are 
underway?
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Important Information 
INDEX DEFINITIONS

IGV iShares Expanded Tech-Software Sector ETF: The iShares Expanded Tech-Software Sector ETF seeks to track the investment results of an index composed of North American equities in the software industry and select North American equities from 
interactive home entertainment and interactive media and services industries.

S&P BDC Index: The S&P BDC Index is designed to track leading business development companies that trade on major U.S. exchanges.

IMPORTANT INFORMATION

The material herein has been provided to you for informational purposes only by Institutional Capital Network, Inc. (“iCapital Network”) or one of its affiliates (iCapital Network together with its affiliates, “iCapital”). This material is the property of iCapital and may not be 
shared without the written permission of iCapital. No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission of iCapital. This material is intended for U.S. “institutional investors” only. “Institutional 
investors” are defined as the following in the U.S.: institutional investors including any: (A) person described in FINRA Rule 4512(c), regardless of whether the person has an account with a member;  and (B) person acting solely on behalf of any such institutional 
investor. This Presentation is not intended for, or directed to, any person other than to any institutional investors as defined above and should not be relied upon by any other persons or redistributed to any other persons.

This material is provided for informational purposes only and is not intended as, and may not be relied on in any manner as, legal, tax or investment advice, a recommendation, or as an offer or solicitation to buy or sell any security, financial product or instrument, or 
otherwise to participate in any particular trading strategy. This material does not intend to address the financial objectives, situation, or specific needs of any individual investor. You should consult your personal accounting, tax and legal advisors to understand the 
implications of any investment specific to your personal financial situation.

ALTERNATIVE INVESTMENTS ARE CONSIDERED COMPLEX PRODUCTS AND MAY NOT BE SUITABLE FOR ALL INVESTORS. Prospective investors should be aware that an investment in an alternative investment is speculative and involves a high degree of risk. 
Alternative Investments often engage in leveraging and other speculative investment practices that may increase the risk of investment loss; can be highly illiquid; may not be required to provide periodic pricing or valuation information to investors; may involve 
complex tax structures and delays in distributing important tax information; are not subject to the same regulatory requirements as mutual funds; and often charge high fees. There is no guarantee that an alternative investment will implement its investment strategy 
and/or achieve its objectives, generate profits, or avoid loss. An investment should only be considered by sophisticated investors who can afford to lose all or a substantial amount of their investment.

STRUCTURED INVESTMENTS ARE CONSIDERED COMPLEX PRODUCTS AND MAY NOT BE SUITABLE FOR ALL INVESTORS. Please note that there is no public secondary market for structured investments. Although the issuer may from time to time make a 
market in certain structured investments, the issuer does not have any obligation to do so and market making may be discontinued at any time. Accordingly, an investor must be prepared to hold such investments until maturity. Any or all payments are subject to the 
creditworthiness of the issuer. Before investing in any product, an investor should review the prospectus or other offering documents, which contain important information, including the product’s investment objectives or goals, its strategies for achieving those goals, 
the principal risks of investing in the product, the product’s fees and expenses, and its past performance.

iCapital Markets LLC operates a platform that makes available financial products to financial professionals. In operating this platform, iCapital Markets LLC generally earns revenue based on the volume of transactions that take place in these products and would 
benefit from an increase in sales for these products.

The information contained herein is an opinion only, as of the date indicated, and should not be relied upon as the only important information available. Any prediction, projection, or forecast on the economy, stock market, bond market, or the economic trends of the 
markets is not necessarily indicative of the future or likely performance. The information contained herein is subject to change, incomplete, and may include information and/or data obtained from third-party sources that iCapital believes, but does not guarantee, to 
be accurate. iCapital considers this third-party data reliable, but does not represent that it is accurate, complete and/or up to date, and it should not be relied on as such. iCapital makes no representation as to the accuracy or completeness of this material and 
accepts no liability for losses arising from the use of the material presented. No representation or warranty is made by iCapital as to the reasonableness or completeness of such forward-looking statements or to any other financial information contained herein.

Securities products and services are offered by iCapital Markets LLC, an SEC-registered broker-dealer, member FINRA and SIPC, and an affiliate of iCapital, Inc. and Institutional Capital Network, Inc. These registrations and memberships in no way imply that the 
SEC, FINRA, or SIPC have endorsed any of the entities, products, or services discussed herein. Annuities and insurance services are provided by iCapital Annuities and Insurance Services LLC, an affiliate of iCapital, Inc. “iCapital” and “iCapital Network” are registered 
trademarks of Institutional Capital Network, Inc. Additional information is available upon request.

© 2026 Institutional Capital Network, Inc. All Rights Reserved. 
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