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[music]
Speaker 1: The Investment Podcast, brought to you by M&G.
Speaker 2: This podcast is for investment professionals only.
Riccardo Cumerlato: On 11 March 2020, the World Health Organization declared that Covid-19 could be characterised as a
pandemic.
As the world tried to make sense of the pandemic, a record number of distressed funds hit the road to raise capital in the
expectation of an avalanche of investment opportunities. This expectation soon failed to meet reality. We can call it the
mysterious case of the missing distressed deal.
This is The Investment Podcast brought to you by M&G investments. I'm your host, Riccardo Cumerlato, and joining me today
to help solve this mystery are Biliana Sourlekova and Mustafa van Hien, Directors in [the] M&G restructuring and debt
solution team. Hello, Biliana and Mus.
Mustafa van Hien: Hi, Ricardo.
Biliana Sourlekova: Hi, Ricardo. Thanks for having us.
Ricardo: My pleasure. Mus, let's start with you. From the beginning, how did the distressed deal go missing?
Mustafa: Sure. When we're considering the distressed debt market, it's important to distinguish between the more liquid
parts of the market, like leveraged loans and high-yield bonds, and less liquid parts of the market, like private debt and what
we call "special situations." Now, the liquid markets did sell off in the opening period of the first lockdowns. There was so me
opportunities to buy the debt of good companies at distressed levels, although most investors invested with so me caution
given the unprecedented nature of the pandemic and the unknowns at the time.
This was relatively short-lived, though, and liquid markets then rallied within a few months as government support programs
and central bank intervention reinsured investors. Government support programs included furlough and the landlord
moratoriums. Central bank intervention in the markets kept asset prices high and lender and investor support also helped to
rally liquid markets through a combination of liquidity injections into businesses and forbearance on covenant defaults of
issuers.
As a result, during the remainder of 2020, distressed debt opportunities in liquid markets were limited to companies that
were facing challenges pre-Covid anyway, most notably physical retail. On top of that, there were industries are heavily
reliant on footfall, such as travel, leisure, and hospitality. Now, the story in the less liquid and less visible part of the
market, like private debt and special situations was different. Companies in this part of the market tend to be smaller and are
more likely to be starved of capital when credit conditions tighten.
While leveraged loans and high-yield bonds rallied, smaller companies found it a little harder to find capital. Investors with
the ability to source opportunities in private debt and special situations, and a willingness to work in a more hands-on way
with smaller companies would have continued to see interesting high-return opportunities throughout 2020 and 2021.
Ricardo: Mus, what you're saying is that the distressed deal didn't go completely missing? It was there all the time, but in [a]
different form and size than expected. As my kids would say: "spooky." Is it the end of this mystery then? Or do we think that
the guess we originally expected, the big public distressed debt here, will make its appearance sooner or later? Biliana, do
you want to take this one?
Biliana: Yes. You have to bear in mind all of the factors that kept a cap on distress that Mus discussed have a temporary
nature to them. Government support programs such as furlough and landlord moratoriums have started to roll off now, and
central banks have indicated intentions to pull back their activities gradually, which may reduce market liquidity, and we may
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see that knock on to asset prices. In some cases where lenders or shareholders provided support, the businesses or recovery
plans in which that support was predicated haven't really come to fruition.
This would be the case in some companies in the travel sector, for example, which have been slower than others to recover
for all of the obvious reasons. In practice, this will mean those lenders or shareholders who initially supported them will f ace
another question as to whether or not they can support even further. For some, the answer will be no, and that will
necessitate assistance from investors with capital set up for those types of situations. While the impact of lockdowns has
largely subsided now, the impact of Covid is still being felt.
Rising interest rates and energy prices, and the sharp increase in the cost of living more generally will unfortunately also
cause problems for businesses and households. We very sadly now also have a conflict in Europe and a highly uncertain
geopolitical environment, which is already amplifying all of these issues.
The problems caused by inflation and supply chain issues were already being borne out in a variety of idiosyncratic
opportunities this year, including the provision of rescue financing for a biomass plant, an events company, a European shoe
manufacturer, and retailer, as well as various real estate situations. We had also seen an increase in banks selling portfolios
of non-performing loans and assets that they have been forced to take onto their balance sheets.
Mustafa: Yes, I agree, Biliana. In addition to that, the developments in Russia and Ukraine have led to turbulence in debt
markets, which have added to these problems, and yields have risen markedly on issuers in a range of sectors. There are
some businesses who have historically counted on Russia as a key source of revenue, but who no longer will, and whose
capital structures may need to adjust to reflect that. There's also evidence of yields going up on businesses without any direct
links to Russia or Ukraine at all, but whose exposure to commodities or energy pricing means they're in need of assistance.
On top of all that, at the time we are speaking, the high-yield and leveraged loan markets are, by and large, still closed to all
but the very strongest issuers. If that persists, companies are going to need to look for alternative sources of capital for
refinancings and other needs.
Ricardo: Thanks, Mus and Biliana. Yes, sombre considerations, of course. Yes, I can see how these macro events will lead to
distress – and to the closing of our missing deal case. Now, Columbo would say: "just one last question." Are there other
high-yielding opportunities hiding out there and how can they be tracked down?
Mustafa: Yes. Even absent the recent bump in distress, we've been seeing plenty of opportunities to invest in growth or
turnaround situations that offer healthy, risk-adjusted returns. For example, the pandemic has led to a fundamental shift in
thinking around the uses of different types of real estate, and this is leading to value opportunities in various markets across
Europe. In the last few months, we've witnessed this through the opportunity to acquire retail park assets and a brownfield
development scheme, to name but a couple.
On top, bank de-leveraging also continues around Europe, and we have seen opportunities to participate in that through the
purchase of non-performing loan portfolios, and also to step into other financing areas where bank appetite is waning, such
as the provision of revolving credit facilities. We're also looking at a range of opportunities in what might be labelled
"alternative asset classes" that are growing, such as music rights or agriculture.
Biliana: Yes, precisely right. The common theme here is that these are the types of businesses and assets that don't normally
attract traditional capital. Then in times of uncertainty and change, such as now, new business platforms arise and the use o f
assets change, which creates opportunity for those with flexible capital. Then the question is, how would you access them
successfully? As well as having a flexible capital mandate, you'd be looking for expert investment appraisal and structuring
capabilities and then a deep network of contacts in the market able to connect you with the opportunities.
Ricardo: Thanks, Mus and Biliana. If we wanted to summarise what we discussed about this mystery, we were expecting a
certain type of deal, it was the big public distress deal. The pandemic, in fact, led to more special situation distress deal s that
were still distress deals but a different form, and that they continue to be available today.
The last point is that macro-events and the end of government support suggests that what we were expecting at the
beginning, the big public distress deal, might well be coming soon. That's all we have time for in today's episode of The
Investment Podcast. Biliana and Mus, thanks for helping solve this mystery.
Mustafa: Pleasure.
Biliana: Thanks, Ricardo.
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Ricardo: Thanks to you, our audience, for tuning in. I hope you will join us next time. Goodbye for now.
[music]
Speaker 2: For further information, please view the notes which accompany this episode. This podcast is for investment
professionals only. The value of investments will fluctuate, which will cause prices to fall as well as rise, and investors may
not get back the original amount they invested. Past performance is not a guide to future performance. The information and
views expressed should not be taken as a recommendation, advice, or forecast.
[END OF AUDIO] [00:09:20]

For Investment Professionals only. Not for onward distribution. No other persons should rely on any information contained within. This
guide reflects M&G’s present opinions reflecting current market conditions. They are subject to change without notice and inv olve a
number of assumptions which may not prove valid. The distribution of this guide does not constitute an offer of, or solicitation for, a
purchase or sale of any investment product or class of investment products, or to provide discretionary investment management services.
These materials are not, and under no circumstances are to be construed as, an advertisement or a public offering of any securities o r a
solicitation of any offer to buy securities. It has been written for informational and educational purposes only and should n ot be considered
as investment advice, a forecast or guarantee of future results, or as a recommendation of any security, strategy or investme nt product.
Reference in this document to individual companies is included solely for the purpose of illustration an d should not be construed as a
recommendation to buy or sell the same. Information is derived from proprietary and non -proprietary sources which have not been
independently verified for accuracy or completeness. While M&G Investments believes the informati on to be accurate and reliable, we do
not claim or have responsibility for its completeness, accuracy, or reliability. Statements of future expectations, estimates , projections, and
other forward-looking statements are based on available information and management’s view as of the time of these statements.
Accordingly, such statements are inherently speculative as they are based on assumptions which may involve known and unknown risks
and uncertainties. Actual results, performance or events may differ mater ially from those expressed or implied in such statements. All
forms of investments carry risks. Such investments may not be suitable for everyone. United States: M&G Investment Management
Limited is registered as an investment adviser with the Securities and Exchange Commission of the United States of America under US laws,
which differ from UK and FCA laws. Canada: upon receipt of these materials, each Canadian recipient will be deemed to have represented
to M&G Investment Management Limited, that the inve stor is a ‘permitted client’ as such term is defined in National Instrument 31 -103
Registration Requirements, Exemptions and Ongoing Registrant Obligations. Australia: M&G Investment Management Limited (MAGIM)
and M&G Alternatives Investment Management Limited (MAGAIM) have received notification from the Australian Securities & Investments
Commission that they can rely on the ASIC Class Order [CO 03/1099] exemption and are therefore permitted to market their inve stment
strategies (including the offering and provision of discretionary investment management services) to wholesale clients in Australia without
the requirement to hold an Australian financial services licence under the Corporations Act 2001 (Cth). MAGIM and MAGAIM are
authorised and regulated by the Financial Conduct Authority under laws of the United Kingdom, which differ from Australian laws.
Singapore: For Institutional Investors and Accredited Investors only. In Singapore, this financial promotion is issued by M&G Real Estate
Asia Pte. Ltd. (Co. Reg. No. 200610218G) and/or M&G Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R), both regulated by the
Monetary Authority of Singapore. Hong Kong: For Professional Investors only. In Hong Kong, this financial promotion is issued by M&G
Investments (Hong Kong) Limited. Office: Unit 1002, LHT Tower, 31 Queen’s Road Central, Hong Kong. South Korea: For Qualified
Professional Investors. China: on a cross-border basis only. Japan: M&G Investments Japan Co., Ltd., Investment Management Business
Operator, Investment Advisory and Agency Business Operator, Type II Financial Instruments Business Operator, Director -General of the
Kanto Local Finance Bureau (Kinsho) No. 2942, Membership to Associations: Japan Investment Advisers Association, Type II Financial
Instruments Firms Association. This document is provided to you for the purpose of providing information with respect to investment
management by Company’s offshore group affiliates and neither provided for the purpose of solicitation of any securities nor intended for
such solicitation of any securities. Pursuant to such the registrations above, the Company may: (1) provide agency and intermediary
services for clients to enter into a discretionary investment management agreement or investment advisory agreement with any of the
Offshore Group Affiliates; (2) directly enter into a discretionary investment management agreement with clients; or (3) solicit clients for
investment into offshore collective investment scheme(s) managed by the Offshore Group Affiliate. Please refer to materials s eparately
provided to you for specific risks and any fees relating to the discretionary investment management agreement and the investm ent into
the offshore collective investment scheme(s). The Company will not charge any fees to clients with respect to ‘(1 ) and ‘(3) above. M&G
Investments is a direct subsidiary of M&G plc, a company incorporated in the United Kingdom. M&G plc and its affiliated compa nies are
not affiliated in any manner with Prudential Financial, Inc, a company whose principal place of busi ness is in the United States of America
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or Prudential Plc, an international group incorporated in the United Kingdom. This financial promotion is issued by M&G Luxem bourg S.A.
in the EU and M&G Investment Management Limited elsewhere (unless otherwise stat ed). The registered office of M&G Luxembourg S.A.
is 16, boulevard Royal, L-2449, Luxembourg. M&G Investment Management Limited is registered in England and Wales under number
936683, registered office 10 Fenchurch Avenue, London EC3M 5AG. M&G Investment Management Limited is authorised and regulated by
the Financial Conduct Authority. M&G Real Estate Limited is registered in England and Wales under number 3852763 and is not a uthorised
or regulated by the Financial Conduct Authority. M&G Real Estate Limited forms part of the M&G Group of companies.

