THE LEAD'

https://thel eadl eft.com/l everaged-loan-insight-analysis-10-12-2020/

3Q20 MM sponsor ed loan issuance picks up from
2Q20's low, but still quite anemic

LSEG | October 15, 2020

25.0
B New money

= M Refinancing

@ 20.0

w

=)

[0}

e

g 15.0

R

c

©

el

< 100

p

o]

e

o]

a 50

=

= |

00 | .I|I|.“|| |||

M N < 0N 0 O~ O — N N M <t DWW O M~ 00 o8 O
O O O O O O 0O 0O 0 0O ™ ™™ ™ ™ ™ ™ ™ ™ ™ ™ ™ — — @
0000000000000 000Cc000g0go0gddagdag
— < M N ~— < 00O N — < 0N — < 00N <t 0N <M N

Sponsor-backed middle market volume showed a pick up in 3Q20 to US$5.6bn, up 120% from 2Q20’'s post
credit crisis low. But volume was still quite dire and over 62% behind 3Q19's level. While pricing has been
tightening dramatically month after month, refinancing activity remained few and far between with most loans
trading below par and spreads still elevated relative to pre-COVID levels.

The average spread on MM sponsored deals to hit the institutional loan market in 3Q20 was 562bps, up from
520bps in 2Q20. But with strong demand from loan investors aching for assets, PE shops did tap the syndicated
market for dividend recaps. In fact, dividend recap issuance of US$1.4bn comprised 25% of total activity, the
highest market share seen post credit crisis.

For most M&A transactions, private equity shops continued to bypass the syndicated market in 3Q20 and head
straight towards direct lending executions to avoid ratings and to eliminate flex risk. The syndicated loan market
only saw 10 middle market LBO deals hit in the quarter resulting in a mere US$1.1bn of volume. Lenders and
sponsors are hopeful for a more robust 4Q20 as PE shops try to close deals before the election and before any
potential COVID volatility returns.
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