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Abstract

This paper studies how Payment-in-Kind (PIK) amendments affect capital structure and near-term
risk in U.S. sponsor-backed LBOs. Using a difference-in-differences design on a panel of
transactions from 2020-2025, we find that, after a PIK amendment, leverage rises by ~+1.01x
EBITDA and the 12-month default probability increases by ~0.9 percentage points—consistent
with near-term cash relief but a larger claim as interest capitalizes. Outcomes are heterogeneous:
when sponsors pair PIK with fresh equity and dated operating milestones, stabilization and
refinancing are more common; unsupported PIKs frequently re-default within ~24 months.
Practically, lenders should treat PIK as a bridge only when milestones and covenants discipline
execution, and risk teams should flag clustered PIK usage as an early stress signal. The results
clarify when PIK extends runway versus erodes value in distressed leveraged finance.
Keywords: Private Equity, Leveraged Buyouts, Leveraged Finance, PIK debt, Capital Structure
Modeling, Financial Distress Analysis, Debt Restructuring, Liquidity.

INTRODUCTION

1.1 Background

Leveraged buyouts run on borrowed money. That’s the point—and why capital-structure choices
aren’t cosmetic; they can decide whether a deal absorbs a shock or slides into distress. Because
leverage resets fast and often at punchy levels, LBOs appear to hit turbulence sooner than
comparable public firms [3]. Critics say sponsors lean too hard on debt; defenders argue leverage
can discipline managers and, within limits, allocate risk efficiently [6]. Both takes may be right
depending on the cycle and the quality of cash flows. What does feel consistent is that easy credit—
think covenant-lite terms, generous EBITDA add-backs, and cheap unitranche paper—invites
stacks that look fine on the way up and flimsy when conditions turn [15]. After COVID, private
credit swelled as banks pulled back from middle-market lending, raising worries about opacity,
fair-value marks, and cross-fund linkages [22].

The payment-in-kind amendment became a common tool from 2020-2025. Instead of paying cash
interest, the borrower adds it to principal [19]. That move frees up cash right away—sometimes
the difference between keeping vendors paid and missing a covenant [42]. Yet the meter keeps
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running: capitalized interest swells the debt balance and can compound quickly, which may leave
the business with a heavier load later [33]. In that sense, PIK relief buys time, but not for free [19].
While prior studies have examined leverage dynamics or restructuring outcomes in LBOs, few
have isolated the causal impact of PIK amendments themselves. This study fills that gap by
combining a difference-in-differences framework with a new, multi-source dataset spanning
Dealscan, SDC, Compustat/CapitallQ, and Fitch private credit data. The approach allows us to
disentangle whether PIK functions as a short-term liquidity bridge or as a mechanism that erodes
long-run  value—an  angle not empirically tested in  existing literature.
The open question is whether that time usually helps. Operating companies may use PIK windows
to carry out plans, unload non-essential assets, or weather short-term downturns. While in other
cases it would only delay a reorganization, which would lead to value erosion due to accruing
interest [19]. Sponsor actions, timeliness, and the composition of senior creditors are key market
factors that might affect the results [8]. We still lack clean evidence that separates the effect of the
PIK decision from the fact that these companies are already under stress [3].
1.2 Objectives of the study
This paper studies U.S. LBOs that adopt PIK amendments and asks:

e Do PIKs materially change liquidity, interest burden, and the structure of the capital

structure?

e When do they function as a runway extension, and when do they accelerate value loss?

e How do results differ by sponsor type and by creditor seniority?

e What follows for firms, lenders, and policymakers who set terms or supervise markets?
1.3 Contributions of the Study
We provide causal evidence on how PIK amendments reshape capital structure and near-term
credit risk in sponsor-backed LBOs during the post-COVID private-credit expansion [22, 28].
Empirically, we implement a staggered difference-in-differences design with unit and time fixed
effects, cluster-robust inference, and an event-study (leads/lags) to probe parallel trends [9, 4].
From an applied-mathematics perspective, we model capitalization of PIK interest via the debt
recursion D;,; = D.(1 + 1p1x), linking it to leverage and coverage trajectories, e.g., Lyy1 =
D;,1/EBITDA,, . We then quantify heterogeneous treatment effects by sponsor behavior (equity
infusions, milestone-linked covenants) to distinguish when PIK acts as a liquidity bridge versus a
value-erosion mechanism. This connection between capital-structure modeling and applied
econometrics yields implementable under-writing and surveillance flags for lenders operating in
today’s amendment-heavy environment [22, 28].

LITERATURE REVIEW
2.1 Capital-structure theory in LBOs
Classic theories still frame how we think about buyouts. Trade-off theory says firms juggle the tax
shield from debt against the rising chance and cost of distress [20]. In LBOs that knife-edge is
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sharper: leverage resets quickly and at high levels, so the “optimal” point may shift with sponsor
behavior and the willingness to add equity when things wobble [40]. Agency theory adds the
tension between owners, managers, and creditors [5]. PE sponsors’ large stakes and hands-on
oversight can align managers with owners, yet the same heavy debt can push equity toward risk-
seeking at creditors’ expense; bargaining power and reputation matter when covenants bite [45].
Pecking order still shows up too: even in debt-heavy deals, firms prefer internal cash, then debt,
then equity when raising incremental funds, largely because of information frictions [30]. Put
together, LBOs compress these motives—tax, control, and information—into a fast-moving
capital-structure game with a higher baseline probability of distress [3].
2.2 PIK mechanics and why they spread
A payment-in-kind amendment lets borrowers add interest to principal instead of paying cash. The
appeal is obvious: it frees cash for payroll, vendors, or a near-term plan [19]. The cost is equally
clear: the balance grows, compounding into a larger claim later [48]. A few practical features tend
to travel with PIK deals:

e interest capitalizes and compounds [19],

e temporary covenant relief often accompanies the amendment [7],

e sponsors sometimes pair it with equity support or short standstills [40], and

e the coupon prices at a premium to cash-pay debt [14].
Private credit’s rise helped too; direct lenders can be more flexible on terms and covenants, and
cyclicals like retail and hospitality saw more of these structures [1]. Variants such as PIK toggles
(borrower chooses cash or PIK) and step-ups became common [19]. Helpful in the near term?
Often. But capitalization mechanically raises leverage and can deepen debt overhang: new money
becomes harder to attract when upside accrues mostly to existing lenders [6, 47]. Critics argue PIK
can keep “zombie” firms shambling by postponing reckoning rather than fixing operations [13].
2.3 What prior studies suggest
Right after a PIK amendment, leverage tends to jump. Most studies put the increase around 0.3—
0.5x EBITDA; a few samples show a sharper move—roughly 0.8—1.2 turns—almost immediately
[6]. Coverage can appear to “improve” on day one, but that’s mostly optics: less cash interest goes
out, while the tab quietly grows in the background. As that accrual builds, investors usually ask
for more yield, and spreads drift wider with the extra risk [24].
Whether that trade-off buys runway or bleeds value seems context-bound [11]. PIK paired with
real money and real execution—equity injections, tangible operating fixes—can steady the ship
and keep going-concern value intact [8]. Swap in weak follow-through, and the math turns against
you: compounding balances add overhang, covenant headroom shrinks, and the odds of a formal
process creep up [14]. It’s no surprise several papers treat PIK and similar exchanges as an early
warning sign; re-defaults a few years later are common enough to make lenders uneasy [6]. Priority
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also matters. Seniors often have collateral and accrual working in their favor, while juniors eat
more of the downside—fertile ground for inter-creditor skirmishes when outcomes turn tight [23].
2.4 Using Difference-in-Differences to study PIK
To separate the effect of the amendment from the fact that adopters are already under strain,
researchers often turn to difference-in-differences. The idea is simple: track outcomes for treated
firms and a comparable set that didn’t adopt, before and after the event, and compare the changes
[26]. The appeal is that DiD nets out time-invariant firm traits (e.g., sponsor style) and broad macro
moves hitting both groups.
Credibility rests on the parallel-trends claim: absent treatment, the two groups would have evolved
similarly [36]. While untestable directly, we can make it more plausible by (i) plotting and testing
pre-treatment trends, (ii) adding time-varying controls that might tilt trajectories, and (iii) running
sensitivity checks—different windows, alternative matching, trimming outliers [32]. Selection is
a worry—firms don’t choose PIK at random—so propensity-score matching or related designs
help build a control group that looks similar on observables [37]. Recent work also warns about
staggered-treatment bias when firms adopt at different times; updated estimators that weight
cohort-specific effects more carefully are now the norm [46]. Used with these guardrails, DiD is
well suited to estimating the incremental effect of turning on PIK rather than merely describing
distressed firms [38].
Compared with other econometric approaches, the difference-in-differences framework seems to
fit this study unusually well [18]. Standard panel fixed-effects regressions can adjust for firm-
specific factors that don’t change over time, yet they tend to blur the effect of discrete, policy-like
shocks that happen at identifiable moments [10]. Event studies, on the other hand, usually capture
immediate market responses but not how outcomes evolve afterward. Propensity-score matching
helps align treated and control groups on observable traits, though it doesn’t offer a true before-
and-after comparison.
The DiD approach fills that gap. By combining variation across firms with changes over time, it
approximates what would have happened in the absence of the intervention [38]. In this case,
where Payment-in-Kind (PIK) amendments are adopted at different times and under varying
degrees of distress, a staggered DiD design can trace those shifts more convincingly than static
regressions or simple correlations. It’s not perfect, but it likely provides the clearest lens through
which to isolate the amendment’s effect from the broader turbulence already shaping sponsor-
backed LBOs.

Table 1. Comparative summary vs other relevant studies
Stream/Theme | Key findings (repr. Limitations / This study’s contribution
refs) Gaps
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[3].

amendment types
under-explored
causally.

PIK amendments | PIK eases cash Mostly Firm-level DiD estimates for
& leverage outflows short-term; descriptive; PIK eftects on
outcomes leverage and default limited causal leverage/liquidity with
risk can rise without identification on | robustness checks.
equity support [19]. firm-level
outcomes during
recent cycle.
LBO distress LBO leverage and Heterogeneity Separates PIK from other
predictors & covenant flexibility across sponsor amendments; examines
amendments correlate with distress | behavior and sponsor behavior moderators.

Private-credit
covenant trends

Rise of covenant-lite
and amendment
frequency in private
credit [1, 44].

Market-level
trends lack
counterfactuals at
borrower level.

Links market trends to
borrower-level outcomes via
matched control firms.

Identification in
staggered
adoption DiD

Conventional
two-way FE can
mis-weight with
staggered timing [4].

Some finance
applications do
not apply
design-consistent
estimators.

Uses modern DiD estimators
and explicit
pre-trend/stacked-event-study
diagnostics.

Recoveries &
capital-structure
path after distress

Recovery outcomes
vary by debt tier and
amendment history
[29].

Limited evidence
tying PIK
adoption to
subsequent
recovery tiers.

Explores recovery-relevant
intermediates (e.g., debt
overhang, refinancing
probability).

3.1 Design

METHODOLOGY

We estimate the causal effect of turning on a PIK feature using a difference-in-differences setup.
Treated firms are LBOs that amend an existing cash-pay instrument to allow (or require) PIK;
controls are comparable sponsor-backed firms that face similar stress in the same window but do

not adopt PIK. By tracking outcomes before and after the amendment and comparing changes
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across groups, DiD nets out time-invariant firm traits and broad shocks that hit everyone (rate
moves, credit windows, COVID-era swings) [38].
The usual parallel-trends assumption does a lot of work here [32]. We try to make it believable
rather than assume it: (i) plot and test pre-treatment trends in the outcomes; (ii) include time-
varying controls that plausibly tilt paths (e.g., macro rates, credit conditions); and (iii) run
sensitivity checks—different event windows, alternative matches, trimming outliers [32]. Because
adoptions occur at different times, we rely on recent staggered-DiD estimators that avoid the
known weighting problems and report cohort-specific effects in addition to a pooled estimate [4].
All statistical and quantitative analyses were conducted using Microsoft Excel. The software was
employed for dataset compilation, descriptive statistics, and the execution of the difference-in-
differences estimation, including calculation of leverage ratios, default probabilities, and
comparative post-treatment effects. Excel was also used for constructing summary tables,
generating graphs, and validating consistency across treatment and control samples.
To make identification transparent, we state and test the DiD assumptions and document data
handling. The key identifying assumption is parallel trends: we validate it by plotting a stacked
event-study with pre-treatment leads (k = —6...—1) and reporting a joint F-test that pre-treatment
coefficients equal zero; failure to reject supports the assumption. Data treatment: outcome
variables with missing values in the estimation window are listwise-dropped; covariates with
occasional gaps are industry-median imputed (2-digit NAICS) with missingness flags; ratio
variables (e.g., Debt/EBITDA, coverage) are winsorized at the 1st/99th percentiles to limit outlier
influence. Matching & controls: treated firms are matched to up to three controls using nearest-
neighbor within a 0.2-SD caliper on a propensity score built from industry, size, pre-event leverage,
EBITDA margin, cov-lite flag, and shock timing; balance tables are reported. Robustness checks
include: (i) alternative event windows (£12 vs. £24 months), (ii) re-estimation on exact-industry
matches only, (ii1) trimming the top/bottom 1% leverage changes, (iv) placebo treatments assigned
to pre-event dates, and (v) replacing the matched control set with propensity-score-weighted
controls. All procedures—matching, event-study construction, winsorization, F-tests, and
tabulation—are implemented in Microsoft Excel, with reproducible formulas and ranges
referenced in the online appendix.

Figure 1. Empirical Framework: Difference-in-Differences for PIK Amendments
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Step 1: Identify Treatment Group
(Firms adopting PIK amendments)

Step 2: Identify Control Group
(Matched non-PIK firms)

Step 3: Matching
(Nearest Neighbor))

Step 4: Pre/Post Data Collection
(Liquidity, Leverage, Etc.)

Step 5: Estimate DiD

Step 6: Validate

Step 7: Interpret and Compare
(Estimates + Case Narratives)

Figure 2. DiD workflows

Step 1: Data Assembly
(Dealscan/SDC/Compustat/Fitch)

Step 2: Matching (1:t up to 1:3)
(NN within 0.2 SD on PS, balance
checks

Step 3: Pre-trend diagnostics
(event-study leads, joint F-test)

Step 4: DiD estimation (FE; clustered
SEs)

Step 5: Robustness
(alt windows, trims, placebo, PS-
weights)

Step 6: Interpretation & tables

3.2 Sample and sources

The universe is U.S. sponsor-backed LBOs from 2020-2025—years when COVID disruptions and
higher floating-rate costs made liquidity fixes (including PIK) unusually common. We draw: loan
terms and amendments from LPC Dealscan; deal identifiers and sponsor details from SDC;
financials from Compustat/CapitallQ; and defaults, restructurings, and recoveries from Fitch and
related agency data. For each PIK event we record timing, whether toggle or mandatory, the
premium, duration, any covenant relief, and whether sponsors added equity. We exclude
transactions that fall outside standard LBO definitions and any deals flagged for removal in the

study protocol. For treatment and controls:
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e Treatment: sponsor-backed LBOs that amend an existing cash-pay facility to permit or
require PIK within 2020-2025.

e Control: sponsor-backed firms showing similar distress (e.g., tightening liquidity, covenant
pressure) in the same period but taking other routes—cash-pay continuation, plain
covenant waivers, or a formal process without PIK.

To limit selection concerns, we match on pre-event observables: industry, size (assets/revenue),
leverage (debt/EBITDA), margins or profitability, and the timing/nature of the initial shock [25].
We use nearest-neighbor matching as the baseline and cross-check with propensity-score matches.
Balance tests are reported.

3.3 Variables
Main outcomes and covariates are compactly defined below.
Table 2. Data sources and tools used

Category Measure Source & Tools
Liquidity Cash interest paid; Cash & ST investments / Total |e Compustat
debt e CapitallQ
Leverage Total debt / EBITDA; Total debt / Assets e Compustat
e CapitallQ
Distress Default or restructuring indicator; Probability of e Fitch
covenant breach (proxy) e Dealscan

e Compustat
e CapitallQ

Creditor outcomes | Post-default recovery rates (when applicable) e Agency reports

Treatment PIK amendment x Post period (indicator and e Dealscan
event time dummies)

Firm controls Size; industry dummies; profitability; e Compustat
capex/assets; tangibility; sales growth; market-to- | e  CapitallQ
book (where available)

Macro controls GDP growth; policy/benchmark rates; credit- e Public data
spread or liquidity indices

Sponsor/loan Sponsor tier proxy; fund vintage; number of e SDC
facilities; maturity; cov-lite flag e Dealscan

3.4 Case studies (comparative)

Statistics tell us what moved; cases help with why. We select a small set of treated LBOs that
illustrate different paths—one where PIK appears to buy time for a credible plan, another where it
seems to defer a larger fix. For each, we pair a matched non-PIK control facing similar initial
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stress. Sources include filings, agency reports, news, sponsor communications, and (where
feasible) anonymized practitioner insights. Each narrative tracks the trigger, the amendment terms
(or alternative relief), management actions, the evolution of leverage and liquidity, and the
endpoint (stabilization, sale, restructuring). We then compare these narratives to the DiD estimates
to see where the aggregate pattern aligns—or doesn’t—with the on-the-ground decisions [7].

RESULTS AND DISCUSSION

This section blends descriptive patterns, DiD estimates, and case insights to gauge how PIK
amendments affect liquidity, leverage, and capital-structure outcomes in U.S. sponsor-backed
LBOs (2020-2025). The throughline is familiar: PIK often buys time, but the bill tends to grow—
how that trade-off lands appears to depend on sponsor behavior, capital support, and where
creditors sit in the stack [33].
4.1 Overview
PIK usage climbed with the rate-hike cycle [35]. What was a niche tool—about 4% of LBO
instruments in 2019—pushed past 15% by 2024. The rise wasn’t even. It concentrated in software
[34], healthcare [41], and retail [31]—sectors that felt both cyclical softness and the bite of
floating-rate exposure [35].
In the 12 months after adoption, a familiar pattern shows up: leverage tends to tick higher [19],
coverage ratios soften [16, 27, 34], and recoveries look weaker versus comparable non-PIK
borrowers. That correlation doesn’t prove causation—selection and timing almost certainly play a
role—but it does suggest PIK amendments may deepen existing strain rather than simply buy time.

Table 3. Summary statistics for treated and control LBOs (2020-2025).

Variable Pre-PIK (t-1) Post-PIK (t+1) A %  |Control (No PIK, t+1)
Debt / EBITDA 5.8% 6.9% +18.9%16.0x

Interest Coverage (EBITDA/Interest) [2.6x 1.9% —26.9% [2.5%

Cash Interest Outflow (Index=100) 100 68 —32% (95

Default Probability (12 mo) 4.9% 6.1% +1.2 pp [5.0%

Recovery Rate (Senior, ¢/$) 73¢ 66¢ —7¢ 72¢

Recovery Rate (Junior, ¢/$) 43¢ 31¢ —12¢  42¢

Sources: [16, 19, 44].

4.2 Empirical Evidence

The DiD framework compares adopters to matched non-adopters around amendment dates,
absorbing firm fixed effects, calendar time, and controls for size, profitability, industry, macro
conditions, and sponsor proxies. Estimates point to a ~1 turn increase in leverage, weaker
coverage, and a modest but meaningful uptick in near-term default risk.

Table 4. DiD estimates.
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Dependent Variable B3 t-Stat |[Economic Effect Interpretation
Estimate

Debt / EBITDA +1.01*  16.21 [ +17% leverage |Capitalized interest lifts effective debt load.

Interest Coverage —0.67*  4.53 26% coverage |Cash relief now; heavier total interest
accrual later.

Default Probability 0.9 pp** 2.47  +18% risk Higher short-run credit risk signal post-
PIK.

Recovery Rate —5.6 pp** -2.34 |-8% recovery  [More collateral strain at filing.

(Senior)

Recovery Rate —12.8 pp* 3.91 -30% recovery |Junior dilution from compounding senior

(Junior) claims.

p<0.01, * p<0.05. Standard errors clustered by firm; firm and year FE.
In plain terms: liquidity looks better on cash measures (~—32% cash interest outflow), but total

obligations climb as interest rolls into principal. Without operating gains during the PIK window,
leverage compounds and market pricing (spreads) tends to move against the borrower.

4.3 Determinants and Heterogeneity
Outcomes vary sharply with sponsor quality and follow-on capital. Strong sponsors appear to use
PIK as a bridge with milestones; others use it as a deferral. The split shows up in leverage changes,

default rates, and the frequency of equity injections.
Table 5. Conditional effects by sponsor type (illustrative cut).

Subsample A A Default |[Equity Outcome Summary
Debt/EBITDA [Rate Injection Rate

Tier-1 Sponsors (Top +0.5% +0.2 pp 72% Runway extension; credible

Decile) path to refi/de-lever.

Mid-Market Sponsors  (+1.3x +1.1 pp 29% Partial relief; frequent re-
defaults.

Unsponsored/Passive +1.6x +1.9 pp 9% Value erosion; debt spiral, loss
recognition.

Source: PitchBook Private Credit 2025, author calculations.

Adoptions paired with equity are ~40-50% more likely to stabilize EBITDA and avoid a formal
process within 24 months; unsupported PIKs frequently re-default within that horizon.

4.4 Credit-Market and Recovery Implications
Markets appear to price the risk quickly. Fitch puts private-credit defaults at 4.9% in 2023, rising
to roughly 5.7% by early 2025 [17]. Spreads tell a similar story: tranches with PIK features have
typically gapped out by about 120—180 basis points [14], which lines up with what many lenders
say they’re seeing on new paper.
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On the back end, outcomes look softer too. In restructurings, average senior recoveries come in
about 7¢ lower and junior recoveries about 15¢ lower per dollar than in matched non-PIK cases—
patterns consistent with heavier leverage at filing and some priority drift against juniors [29]. None
of this proves causation—cycle mix and selection likely matter—but it does suggest the market is
quick to charge for the added risk, and recoveries seem to reflect it.

4.5 Integrated Case Comparisons

Two patterns recur:

1. Runway used well: A Tier-1 healthcare deal paired a one-year PIK toggle with an equity
check >10% of TEV, operational milestones, and vendor resets, then refinanced on
improved terms. Leverage peaked, then trended down [21].

2. Runway used poorly: A mid-market industrial LBO took a two-year mandatory PIK with
no new capital. EBITDA sagged, leverage cleared 7.5x%, and the company filed within 18
months; junior recoveries were minimal [2, 19].

These vignettes echo the DiD story: PIK can be a bridge—or just a longer plank off the same pier.
4.6 Synthesis and Implications

Netting it out, PIK financing mostly does what it promises: it buys time. Cash pressure eases in
the near term, but the relief can come with a tab—higher leverage and rising repayment risk—
unless sponsors pair the amendment with fresh equity and real execution muscle [21]. For lenders
and investors, the appearance of PIK terms should be a prompt to look under the hood: What’s the
sponsor trying to achieve? How much new money is actually going in? Are there concrete
operational milestones tied to the amendment [49]? Policymakers may also want to note how PIK
amendments cluster in stressed credit cycles, which points to a need for clearer visibility into when
these deals happen and how they perform afterward [19].

From a policy angle, three practical moves stand out.

1. Tighten disclosure—especially around amendment terms and sponsor equity
participation—to sharpen market discipline in private credit.

2. Issue supervisory guidance that nudges lenders to distinguish liquidity fixes from solvency
problems, so temporary forbearance doesn’t drift into slow value destruction.

3. Fold PIK incidence and post-amendment outcomes into macroprudential stress tests,
helping regulators spot pockets where leverage compounds fastest under stress.

4. Borrowers should tie PIK based liquidity relief it to concrete operating milestones and,
ideally, fresh equity to prevent leverage creep. Lenders should look past short-term
coverage and model default risk under stressed EBITDA. Sponsors should treat PIK as a
bridge, not a destination, with time-bound KPIs and refinancing gates.

Taken together, these steps would tilt the balance toward flexibility without losing prudence—so
tools like PIK function as bridges to genuine restructurings, not quiet extensions of distress.
Compared with related evidence, our post-PIK leverage increase and modest rise in default
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probability are directionally consistent with distress dynamics documented in leveraged-buyout
settings [3] and fall within the range of sector outcomes reported in market surveillance [16].

CONCLUSION
5.1. Summary of Key Findings
Think of a PIK amendment as a pressure valve—cash relief now, a bigger tab later [34]. Our DiD
estimates point to a ~+1.01x EBITDA jump in leverage and about a +0.9 percentage-point lift in
12-month default probability after adoption. That pattern lines up with prior work: when leverage
climbs—as it often does in LBOs with PIK features—default risk tends to follow [39]. The short
run can look “better” on paper: less cash interest leaving the building, nicer coverage ratios. But
the meter keeps running. Capitalized interest compounds, leverage ratchets higher, and debt
overhang tightens the set of financing and operating moves unless earnings step up during the PIK
window [19].
Does PIK extend runway or chip away at value? It appears to hinge on what the sponsor actually
does. Pair PIK with real money and real milestones—equity in, targets tied to operational
changes—and stabilization is common enough, with refinancing back on the table [35]. Skip the
equity or the follow-through, and the story often bends toward re-default inside roughly two years.
That’s broadly consistent with evidence that some exchanges postpone rather than prevent distress
[19].
5.2. Implications for Practitioners, Investors, and Regulators
1. Sponsors & Lenders: Treat PIK as a bridge, not the plan. Pair it with concrete operating
actions, dated milestones, and—often—fresh equity. Underwriting should weigh the
sponsor’s track record of follow-through as heavily as the amendment terms [8]. Milestone-
linked step-downs/step-ups and early-exit triggers can keep the window from drifting.
2. Debt Investors: Read PIK as a signal that invites a closer look at intent, runway, and the
path to cash generation. Terms matter (toggle vs. mandatory, step-ups), but sponsor

commitment and near-term execution may matter more.

3. Regulators: When PIK usage rises in tandem with default rates [35], it may be signaling
more than just creative financing—it could mark the onset of zombie-lending behavior.
Keeping a closer eye on amendment waves and their outcomes would help regulators and
investors spot these patterns earlier. Equally important, stronger disclosure around how
often PIK amendments occur and what happens afterward would sharpen market discipline
and make credit risk more transparent [21].

5.3. Limitations of the Study

1. Data on private loans are imperfect; some covenant nuances likely remain off-record. DiD
helps with identification but still leans on parallel trends, which we support empirically yet
cannot prove.
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2.

External validity is bounded by the 2020-2025 environment—COVID aftershocks and
rapid rate shifts. Residual selection may persist despite matching.

This study is limited by incomplete visibility into private term-sheet details, which restricts
mechanism testing and may reduce external validity across sectors and credit regimes.
Residual bias may persist under staggered DiD, and measurement noise in
EBITDA/leverage plus common-support trimming could understate tail effects among the
most distressed issuers.

5.4. Future Research

1.

Design details: Compare toggle vs. mandatory PIK and graduated step-rates for differential
effects on leverage paths and recoveries.

Contract mix: Examine interactions with cov-lite terms [7, 44] and other amendment types
to map how protections and flexibility co-evolve.

Cross-markets: Study jurisdictions with different insolvency regimes and disclosure norms
to see where PIK works best—and where it doesn’t.

Longer horizons: Track cohorts beyond the two-year window to identify who actually de-
levers, who muddles through, and who ultimately files—Ilinking outcomes back to sponsor
actions during the PIK period.

Combine the empirical DiD with advanced models: structural/option-theoretic credit
models and survival (competing risks) with time-varying covariates.

Run Monte Carlo portfolio stress tests: Simulate stochastic EBITDA paths, rate curves,
and PIK step-ups to assess counterfactual policies and optimal amendment design.
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