Private Debt

Spread Compression and Increasing Occurrence of PIK

This report is excerpted from the Fourth Quarter 2025 Fixed-Income Sector Views.

Disciplined underwriting remains critical in navigating structural market changes.

Direct lending spreads compressed further in the third quarter of 2025, averaging the Secured Overnight Financing Rate (SOFR) +485
basis points across the market broadly and averaging SOFR+460 basis points for deal sizes greater than $1 billion, according to Pitchbook.
Consistent competition for deals and limited supply amid muted M&A volumes have contributed to the further compression of spreads.
Deal structures and documents in the upper middle market increasingly mirror those in the broadly syndicated market, with covenant-lite
terms and payment-in-kind (PIK) features becoming more common, reflecting weakening downside protections.

Sector Commentary

= The residual effects of tariffs and policy uncertainty from the
second quarter have persisted into the third quarter, driving
continued volatility and a decline in deals financed by private
credit loans.

= Private credit deal volume in 2025 has fallen short of
expectations, despite initial optimism that the second Trump
administration would implement looser regulations to
encourage dealmaking.

= The lack of M&A activity has posed challenges for market
participants reliant on volume-driven strategies, constraining
their ability to deploy capital effectively.

= Among the 12 largest publicly traded business development
companies (BDCs), new investment fundings in the first
half of 2025 declined by 11.6 percent year over year, while
repayments and exits increased by 13.7 percent, reflecting
a shift in market dynamics.

Investment Themes

The rising use of PIK interest in larger deals is a growing
concern, signaling a shift in market practices.

Among the 13 largest publicly traded BDCs, PIK as a share of
net investment income increased from 14.2 percent in the third
quarter of 2022 to 22.3 percent through the second quarter of
2025, with some BDCs reporting levels as high as 40 percent,
according to Pitchbook.

PIK interest has become standard in many middle-market
transactions, with borrowers often allowed to PIK up to

50 percent of current coupon at the time of origination.

We caution against the increasing prevalence of PIK structures.

By Joe McCurdy, Joe Bowen, Mark Pridmore, and Zac Huwald

PIK as a share of net investment
income has increased steadily in
BDC vehicles.
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This material is distributed or presented for informational or educational purposes only and should not be considered a recommendation of any particular security, strategy or investment product, or as
investing advice of any kind. This material is not provided in a fiduciary capacity, may not be relied upon for or in connection with the making of investment decisions, and does not constitute a solicitation
of an offer to buy or sell securities. The content contained herein is not intended to be and should not be construed as legal or tax advice and/or a legal opinion. Always consult a financial, tax and/or legal
professional regarding your specific situation.

One basis point is equal to 0.01%.

This material contains opinions of the authors, but not necessarily those of Guggenheim Partners, LLC or its subsidiaries. The opinions contained herein are subject to change without notice. Forward-
looking statements, estimates, and certain information contained herein are based upon proprietary and non-proprietary research and other sources. Information contained herein has been obtained
from sources believed to be reliable but are not assured as to accuracy. Past performance is not indicative of future results. There is neither representation nor warranty as to the current accuracy of, nor
liability for, decisions based on such information.

Investing involves risk, including the possible loss of principal. In general, the value of a fixed-income security falls when interest rates rise and rises when interest rates fall. Longer term bonds are
more sensitive to interest rate changes and subject to greater volatility than those with shorter maturities. During periods of declining rates, the interest rates on floating rate securities generally reset
downward and their value is unlikely to rise to the same extent as comparable fixed rate securities. High yield and unrated debt securities are at a greater risk of default than investment grade bonds
and may be less liquid, which may increase volatility. Investors in asset-backed securities, including mortgage-backed securities and collateralized loan obligations (“CLOs"), generally receive payments
that are part interest and part return of principal. These payments may vary based on the rate loans are repaid. Some asset-backed securities may have structures that make their reaction to interest
rates and other factors difficult to predict, making their prices volatile and they are subject to liquidity and valuation risk. CLOs bear similar risks to investing in loans directly, such as credit, interest
rate, counterparty, prepayment, liquidity, and valuation risks. Loans are often below investment grade, may be unrated, and typically offer a fixed or floating interest rate. Private debt investments are
generally considered illiquid and not quoted on any exchange; thus they are difficult to value. The process of valuing investments for which reliable market quotations are not available is based on inherent
uncertainties and may not be accurate. Further, the level of discretion used by an investment manager to value private debt securities could lead to conflicts of interest.

Guggenheim Investments represents the following affiliated investment management businesses of Guggenheim Partners, LLC: Guggenheim Partners Investment Management, LLC, Security Investors,
LLC, Guggenheim Funds Distributors, LLC, Guggenheim Funds Investment Advisors, LLC, Guggenheim Corporate Funding, LLC, Guggenheim Wealth Solutions, LLC, Guggenheim Partners Europe Limited,
Guggenheim Partners Japan Limited, GS GAMMA Advisors, LLC, and Guggenheim Private Investments, LLC.

Not FDIC insured. Not bank guaranteed. May lose value.
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