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Insights — Distressed Assets Q3 2018

Distressed assets market update

It’s a sellers’” market for distressed assets, across troubled bonds, bankruptcy claims and NPLs.

Record amounts of dry powder keep pricing extremely firm.

Waiting for the next crisis

In anticipation of the next credit crunch investors have piled into distressed funds over the past few years. Is it the
inevitable turn of the interest rate cycle, the bursting of a bubble, or a political shock that will trigger the next big
downturn? No one knows for sure. We do know, however, that chance favours the prepared. We believe that is
why so much capital has been allocated to distressed funds recently, and demand for distressed investment

opportunities is as big as ever.
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Dry powder waiting
for the next crisis

Figure 1: Dry powder in distressed debt funds, 2000 to April 2018; source: Preqin
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Reorganisations in the US, non-performing loans in Europe

To gain a better understanding of the opportunities, we look at the supply side and the various segments of
distressed markets. In the US, we observe distressed investing predominantly around Chapter 11-related
reorganisations, with most of the action in the energy, and now also increasingly in the retail sector.
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Figure 2: Number of bonds traded at yields greater than 1000bps above benchmark treasuries; source:
Bloomberg

In Europe, non-performing loans (NPLs) are by far the most relevant distressed market. While Italy is in the
spotlight now, the attention of the NPL market shifts across countries year-by-year, depending on where they are
in coping with banking legacy issues. Pan-European investing in NPLs is a difficult task, however. Local rules differ
substantially across jurisdictions, and some legal systems appear to favour insiders and local players. Real estate-
backed loans are seeing the largest deal volumes, regardless of jurisdiction.
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Figure 3: European NPL activity; source: Deloitte

In China and India, we are only starting to see banks face pressures to clean up their balance sheet and bring their
overdue loans to the market. These two countries probably make up the bulk of the next wave of supply. Shipping
is a sector that Multiplicity has specifically covered for the past five years. Many segments of the container
market in particular still suffer from a massive oversupply of ships and charter rates at unsustainably low levels.
This will keep delivering potential distressed purchase opportunities for some time.



Page 3|5

Dreaming of double digit returns

While most areas of the distressed market have become more intermediated and transparent, any meaningful
pricing data is still hard to come by. In the US, any sizable reorg opportunity is highly competitive. To some
degree, this is reflected in Figure 2 showing only few bonds trading at yields above 10%. Another way of looking
at this is the performance of distressed private equity funds (typically control-oriented and more longer-term)
and hedge funds (typically as minority investors with limited control). The subdued performance can well be
interpreted as an indication that investors overpaid for distressed assets.
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Figure 4: Rolling 12-month net returns of distressed private equity and hedge funds; source: Preqin
Distressed Private Equity Performance Index, HFRI Distressed

In the European NPL market we note that some parts have been flooded with money from non-traditional buyers,
e.g. large institutional investors, family offices or servicers that have lower yield targets. Realistically, most larger
transactions will not be underwritten with double-digit IRR targets, and if so, only because of less-than-realistic
recovery assumptions.

Leverage returns to the stage

Another factor that keeps pricing firm is the re-emergence of leveraged buyers. It's again possible to lend against
less liquid assets. Remember how banks used to avoid this practice after the financial crisis of 2008?

Whatever your motivations to consider a sale of some of your distressed positions, do not hesitate to contact us
for an indicative pricing. Please write to Thomas today at tr@mpag.com, or call him at +41 44 500 4553.
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Thomas Ritter is a founding partner of Multiplicity Partners. He is responsible for
the firm’s distressed assets business and has more than 17 years of experience in
alternative investment industry with focus on secondary markets, portfolio
management and structuring. Prior to founding Multiplicity Partners, he held various
roles at Horizon21, Man/RMF and Credit Suisse. Thomas holds a MSc in Finance
from the ICMA Centre, University of Reading, and is a CFA and CAIA Charterholder

About Multiplicity Partners

Multiplicity Partners is an investment boutique specialised in providing liquidity solutions to holders of private
market funds and distressed assets. The firm also offers a range of advisory and governance services across
alternative assets.

Multiplicity Partners has been an active participant in the secondary market for fund interests and distressed
assets since 2010, acting as buy- and sell-side advisor, investment manager and principal investor. The team has
successfully completed dozens of transactions across a wide range of illiquid and complex financial assets and
established a global network of industry contacts. Each partner contributes more than 15 years of relevant
experience, giving us the collective capabilities to effectively identify, analyse and execute attractive investment
opportunities in hard-to-value assets.

Multiplicity Partners is an independent and management-owned company. Personal accountability of senior
professionals ensures quality of work, reliability and attention to details.

Multiplicity Partners is a member of the Financial Services Standards Associations (VQF), a self-regulatory
organization in Switzerland pursuant to the Anti-Money Laundering Act — officially recognized by the Swiss
Federal Financial Market Supervisory Authority (FINMA). The company is authorized by FINMA to distribute
collective investment schemes to qualified investors in Switzerland. Multiplicity Partners is audited by
PricewaterhouseCoopers (PwC), Switzerland.

Multiplicity Partners is a member of Invest Europe and an Associate Member of SECA (The Swiss Private Equity &
Corporate Finance Association).

Contact information
Multiplicity Partners AG

Bodmerstrasse 5 For enquiries:
CH-8002 Zurich Thomas Ritter, Partner
E info@mpag.com E tr@mpag.com

T +41 44 500 4550 T +41 44 500 4553
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Disclaimer

This communication is from Multiplicity Partners AG (MPAG) and is for information purposes only. The information contained in this
communication, including any attachment or enclosure, is intended only for the person or entity to which it is addressed and may contain
confidential, privileged and/or insider material. Any unauthorized use, review, retransmissions, dissemination, copying or other use of, or
taking of any action in reliance upon this information by persons or entities other than the intended recipient is prohibited. If you received
this in error, please contact the sender and delete or shred the material immediately.

This communication does not and is not intended to constitute investment advice or an offer or solicitation for the purchase or sale of any
financial instrument or as an official confirmation of any transaction. No partner of MPAG gives any warranty as to the security, accuracy or
completeness of this communication after it is sent or published. MPAG accepts no responsibility for changes made to this communication
after it was sent or published. Any liability for viruses distributed via electronic media is excluded to the fullest extent permitted by law.
Any opinion expressed in this communication may be personal to the sender and may not necessarily reflect the opinion of MPAG or any of
their respective partners.
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