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Not everyone cheering Dell-EMC deal

The huge volumes of debt involved in the Dell-EMC merger have credit markets worried as
bondholders on both sides of the table feel the impact.

— Dell's CDS spread has jumped by a third in the last month to levels not seen since 2014
— EMC bonds have seen their spread over benchmark rates more than double
— WNMware short interest tripled in the wake of the deal coming to light

Dell’s deal to take over cloud storage and
virtualisation firm EMC involves many working
parts on both company’s balance sheets. The
$67bn deal, which would make it the largest
technology tie-up upon completion, will see
Dell take on $32bn of new debt onto its
balance sheet, taking its total leverage to
$50bn. This level of debt looks to have
spooked some market participants, given that
Dell’'s CDS spread has surged to levels not
seen since the company was taken private
last year in a $29bn leveraged buyout.

The latest Dell five year CDS spread stands
at 390bps, more than a third higher than the
levels seen just prior to the deal coming to
light last week, which underpins the market’s
views on the large amount of debt that will sit
on Dell’'s balance sheet after the deal

completes.
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Dell had largely answered investor doubts
about its LBO as seen by the fact that the
CDS spread more than halved in the nine
months since the company went private to a
low of 146bps in March. The slowdown in PC
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sales, which was one of the reasons for the
EMC tie-up, had seen the spread revert,
however, with the spread reaching 370bps
during the worst of the recent market volatility.
Interestingly, Dell’s bondholders have
experienced the same volatility in the wake of
the EMC deal. The benchmark spread
demanded by investors to hold Dell’s 4.625%
April 2021 note was only 50bps wider at
400bps, less than the highs seen last month
when investors required 420bps of extra yield
to hold these bonds.

EMC bonds also suffer

While Dell bondholders have felt little of the
credit volatility seen in the CDS market,
existing EMC bondholders haven’t been so
lucky. The $5bn of bonds issued by EMC
didn’t have change of control clauses which
would have forced Dell to cash them out at
par. This would have come in handy given
that the takeover means that these bonds
now roll-up to a lesser rated parent company.

Dell current BB credit rating, two less than
EMC’s, means that the extra yield required by
investors to hold EMC bonds more than
doubled overnight to 390bps to match those
of the lesser rated purchasing company.
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VMware investors also out cold

Another stakeholder in the takeover
acquisition left out cold in the deal is VMware
equity holders. Dell will issue tracking stock in
VMware to existing EMC shareholders,
essentially diluting existing shareholders. This
development saw VMware shares trade at a
new two year low while short interest in the
firm tripled to 2% of shares outstanding.
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