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“An extraordinary networking event.”
- JIM HUNT, Chairman, THL Credit

Vigorous Discussion. Great Networking.

Private Equity is Done...Well, Not Quite (Last of a Series)

This week we wrap up our three-part response to the contention, as argued in an
articulate WSJ op-ed by Andy Kessler that the glory days of private equity are
over.

One interesting contention made by Mr. Kessler is that PE is "holding back the
economy." He uses examples of buying drugstores and car-rental companies,
leveraging them to the hilt, and then being unable to invest in new products and
services.

Having operated around private equity sponsors for decades, we've observed
them to have missions other than just driving the economy. Their goal is to create
value for their shareholders and limited partners. To do this, PE firms seek to buy
companies for which they can make specific operational and strategic changes that
enhance that value.

For example, if a company makes a terrific consumer product, but has limited
distribution, the sponsor can leverage its management experience and help the
company get on the shelves of major retailers to take revenues to the next level.

But if the company has bloated inventories, unprofitable SKUs, and money-losing
stores, the sponsor will take the necessary steps to reduce losses, improve margins,
and do whatever is needed to turn the business around. That may involve closing
stores and plants, and reducing headcount in the short-run. But without
intervention, those things would have happened eventually, perhaps in
bankruptcy. With PE involvement, there's a better chance the company will
survive to reinvent itself to a better future.

Speaking of employment, the notion that private equity destroys jobs in the
economy has enjoyed almost mythical status, particularly during the last
presidential campaign. Certainly the media has done its share of spreading this
fable around. Our experience, and some solid statistics, points a very different
conclusion.

Two years ago the Association for Corporate Growth (of which your
correspondent is a board member) commissioned a study from three independent
databases that analyzed 23,211 private equity backed companies compared to an
overall set of 52 million US businesses. The study showed that from 1995-2010 the
cumulative job growth of PE-owned businesses was 64.4%, while all businesses
was only 18.3% [link].

Finally, Mr. Kessler argues PE is out of "fat targets" and needs to start "new
companies rather than squeezing the last life out of old ones." We agree. The best
PE firms, particularly in the middle market, understand the days of achieving top-
tier returns with leverage alone are over. Generalists are at a disadvantage to those
with differentiated industry knowledge. Sponsors with networks of experienced
executives trolling for opportunities have an edge over those whose deal flow
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“The alternative lending world
is operating at full speed at the
same time traditional lenders are
licking their wounds.”

— James Hunt, chairman, THL
Credit Inc.
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relies solely on auctions.

Private equity is not done, far from it. It is a mature industry going through a Y
perhaps
consolidation. Some firms will thrive in the new normal, and some won't. The
days of effortless 30% returns may indeed be gone. But it's a zero growth world
out there. With $535 billion of undeployed capital, and thousands of companies
trying to create value for themselves and their employees, it seems as if private

period of portfolio harvesting,

equity has plenty of work still to be done.

Attention Subscribers! Our State of the Capital Markets - First Quarter 2015
Review and Second Quarter 2015 Outlook is now ready for download. Click kere to

access this report.
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AHEAD OF THE CURVE?
RESILIENCE AND STRENGTH
N THE MIDDLE MARKET

Join hundreds of bankers, investors
and borrowers for a day of in-depth
discussion of the history of - and
future potential for - this sector and
its components, with panels
featuring industry experts.
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David M. Walker

This week we continue our conversation
with the Hon. David M. Walker, Senior
Strategic Advisor, PwC, Founder,
Comeback America Initiative, and former
Comptroller General of the United States.
Dave Walker is the author of Comeback
America: Turning the Country Around
and Restoring Fiscal Responsibility (2010),
and will be a keynote speaker at the 22nd

annual Atlantic Conferences Symposium
on Mezzanine & Middle Market Finance,

May 5 -6, NYC: The Summit for Middle
Market Debt Finance™.

Second of two parts - View part one

The Lead Left: Back to interest rates for a
moment, do you see any increase this year?

Dave Walker: Until there's a real threat of
inflationary pressures, the Fed probably
won't raise rates. And as I've said, there's a
bigger underemployment problem than
many realize. I think we should eliminate
the Fed's dual mandate [of inflation and
unemployment], but we can't do that until
the President and Congress make some real
progress on economic growth and our
structural deficit challenges. People forget
that because of the failure of the President
and the Congress acting, the Fed has been
the only game in town.

Back from the Dead

Cash flowed into retail loan funds for the first time in two months. The
$530 million figure was also the largest such in-flow in more than a year.

Loan Fund Flows (US)
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TLL: Where do you see the risks and
opportunities for private capital?

DW: I don't think there are any significant
rate risks in the near term. But the real
question is how much leverage are you
taking on, and over what period of time?

"Government is treating the
symptoms not the disease. You
don't want private gain if things go
right and public loss if things go
wrong."

TLL: As a plug for the Association for
Corporate Growth, they've been
highlighting for years how small and
medium sized businesses have been the
engine for growth and jobs in the US.

DW: So it's clearly counterproductive to
restrict capital to that sector. But there are
bigger issues. For example, "too big to fail,"
and the idea of which risks should be borne
by shareholders and which by society. We
still haven't figured out what to do with the
large banks and how to prevent future
problems. Government is treating the
symptoms not the disease. You don't want
private gain if things go right and public
loss if things go wrong.

TLL: Sounds like you would be in favor of
bringing back Glass-Steagall.

DW: During the credit crisis, the
investment banks got bailed out, so clearly
the distinction between those firms and the
commercial banks wasn't there when it
came to government stepping in.

TLL: Do you think anything will get done
legislatively before the 2016 elections?

DW: Not much will happen. Maybe some
trade deals, but nothing major on
healthcare, immigration, tax reform, or
infrastructure. Because of the dysfunction
in Washington, a disproportionate share of
the leadership burden will be put on the
President. We'll just have to see who the
new one is.

TLL: How should we prioritize what needs
to be fixed?

DW: First, we are on a burning platform, so
we need a sense of urgency. Then, what are
our goals and objectives? Then, what are
our core values? Only then can we ask,
what do we want to do? In surveys we did
as part of our "$10 million a minute" tour,
we found that 92% of respondents agreed
on the core values. Around 90% agreed on a
package of specific reforms of defense

This Week Last Week 6MO Ago YR Ago

New-Issue Clearing Yields

5.91% 6.05% 7.75% 5.70%
6.27% 6.26% 6.31% 5.59%
5.90% 6.07% 6.52% 5.27%
5.33% 5.35% 5.32% 4.64%

Middle market (< $50M) 6.09% 6.47% 6.81% 6.04%
Large corporate (> $50M) 5.57% 5.60% 5.76% 4.92%
Large corporate single-B (> $50M) 5.64% 5.72% 5.94% 5.04%
Middle Market Credit Stats

Sr/EBITDA 4.7 5.0 4.8 52
Debt/EBITDA 5.1 5.0 4.8 52
Middle Market Index Data

Monthly Returns 0.40% 0.21% -0.63% 0.17%
Average Bid 97.03 96.97 96.81 99.13

Source: S&P Capital IO

Contact: Cuong Huynh
cuong.huynh@spcapitalig.com
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Yields on institutional term loans inch up in April
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Yields on institutional term loans have inched higher so far in April, after
dropping in March. The average yield, assuming a three-year term to repayment
is 5.66 percent in April, up from 5.28 percent in March. Still April levels are below
the 6 percent threshold, which was topped every month since October 2014 until
February. Higher yields at the end of last year and the beginning of this year
curtailed refinancing activity, and most of the institutional term loans that priced
were for M&A purposes. With limited supply, investors jumped in to put their
money to work and yields tightened. March saw an increase in refinancings and
April has seen an even split of M&A and refinancings so far. There has also been
an increase in dividend recap deals as sponsors take advantage of reduced costs
to take some money off the table. Despite the slight widening, flex actilvity has
favored issuers so far this month. Downward flexes have outnumbered upward
price flexes by 4 times in April.

We hope to see you at our 3rd Annual Middle Market L.oans Conference on May
6th!

Contact: Diana Diquez
diana.diquez@thomsonreuters.com
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spending, healthcare, entitlement, etc.

TLL: What did you think of Simpson-
Bowles?

DW: It was a great effort, but the process
was not appropriate to achieve concrete
results. It's not just what needs to be done,
it's how you need to go about getting things
done. You need up engage the people
outside Washington's Beltway and get the
people to put pressure on their elected
officials in order to get things done. The
President also has to be directly engaged.
For example, when I was a partner at
Arthur Andersen, I was asked to join
President Clinton and Vice President Gore
at several public events to pave the way for
Social Security reform. That was the right
approach and I believe we would have
achieved Social Security reform in 1999, if it
hadn't been for President Clinton's personal
challenge that led to his impeachment.

TLL: David, what’s been your biggest
personal surprise of your career?

DW: I'd have to say it was the only time I
ran for office. Last year I ran for Lieutenant
Governor of Connecticut against two life-
long residents of the state. It ran a positive,
fact-based, and solutions focused
campaign. I won both debates and all
newspaper endorsements. I lost in the
closest three-way race in state history, due
to poor ballet design. The name of the
gubernatorial candidate who endorsed me
was visually aligned with one of the two
women who were running against me for
the Lt. Gov. position. I was in first place
and she was in third place in every poll.
Ballot design and uninformed voters
caused me to lose. That just shows how
superficial politics can be!

Contact:
David M Walker
dave@davidmwalker.net

deficitranger.com

Growth
Demographics Are Destiny

Who am I?
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Earnings season has started strongly with most firms beating expectations, but
Greece's uncertain status within the eurozone continues to dampen positive
momentum.

The latter part of the last sentence is all too familiar to market participants, and it
certainly won't be the final time we will encounter its sentiment. The Markit
iTraxx Europe hit 62bps, 9bps wider than the tight reached on April 10 and the
widest level since mid-January.

Greece's CDS are illiquid, with only a handful of dealers and just $41 million in
gross notional traded last week. Even if we bear this caveat in mind, the levels
quoted are a clear indication that Greece's situation is deteriorating, a trend
supported by bond prices dropping sharply. At 53 points upfront - not much
lower than Ukraine and Venezuela - the sovereign's CDS point towards a high
probability of default (about 80%, to be exact).

The latest bout of pessimism was triggered by the looming deadline of May 12,
when Greece is due to pay the IMF €774 million. It is debatable the government
has the requisite funds to meet both this payment and its obligations to its people
- pensions and public sector wages - without external assistance. Talks are
ongoing with eurozone governments, but there appears to have been little
progress. Hence the talk of 'Grexit' and the consequent widening in spreads.

In general, the markets are a lot more comfortable with handling Greece than
they were at the height of the sovereign debt crisis. Most of Greece's debt is owed
to the official sector and Europe's banking sector has better insulation from any
potential fallout. But in the last week there were signs that investors are starting
to get nervous about the eurozone's periphery. Portugal's spreads widened by
40bps to 168bps, while Italy went from 104bps to 140bps. These movements need
to be placed in context - Portugal was trading at over 200bps at the start of this
year, and peripheral spreads are a far cry from the levels seen less than two years
ago. Nonetheless, it is an indication that some of the complacency on 'Grexit" and
the potential effects on the inviolability of the eurozone is fading.

It may be that the real deadline is not May 12, but July 20. This is when Greece is
scheduled to pay the ECB €3.5bn in bond redemptions - a significantly larger
amount than the imminent IMF payment. If a deal with eurozone governments
hasn't been reached in the interim, then a default will follow and the fragility of
Greece's banking system will be fully exposed. It could be a rocky road for risk
assets over the next few months.

Contact: Gavan Nolan
Gavan.Nolan@markit.com
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According to the U.S. Census Bureau, I'm a MIDDLE MARKET DEAL FLOW BY QUARTER
baby boomer. So are 78 million other s1z0 €0
Americans. Unlike the generations after us-

Generation X and the millennials-boomers

are now entering retirement; the youngest
s 235 2
just turned 50. Over the next 17 years, ol | *
10,000 boomers will retire every day.
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Here's another fact: Nine million of the total

Capital Invested ($8) s of Deals Closed

15 million businesses in the United States U.S. Middle Market Sh No Si £ Slowi
.S. oNOWS INO o1gns of slowing
are owned by boomers (or older). Of those, 1eEe Narkel Shows X0 olgns oL olowin

4 million- two-thirds of all companies with . . . . . . .
PE picked up where it left off in the middle market, notching 418 deals in the first

quarter for a combined $69 billion. Both totals are in line with typical quarter
numbers in 2014, which turned out to be a record year. Much of 1Q's deal flow
strength was in the lower ($25m-$100m) and upper middle market ($500m-$1b)
segments. Barring any major world or economic events, we suspect deal flow will
maintain its strength throughout the year given the amount of fresh dry powder
raised for the middle market. Another $33 billion was raised in the first quarter

employees-could change hands. For both
buyers and sellers, these numbers have
profound implications...

Click here

to read Randy Schwimmer's MidPoints column
in the latest issue of Middle Market Growth
magazine.

on top of a post-crisis record $140 billion last year.

One big question mark for 2015: With GE selling off its U.S. middle market
lending arm, as well as its PE lending division, what effect will that have on the
market? GE Capital has been a mainstay in the market for years, and many of its
mandates have come from long-time clients. GE's exit immediately fragments the
industry and opens the door for other lenders to gain market share. Demand is
expected to remain pretty strong this year, which may lead to temporarily wider
spreads.

We've heard more than a few anecdotes of middle-market lenders being more
aggressive today compared to recent years. There's a good chance we'll see even
more of that this year.

To download PitchBook's 2Q 2015 U.S. Private Equity Middle Market
Report, please click here.

Contact: Alex Lykken
alex.lvkken@pitchbook.com

Fir

Services & Leasing
Home Furnishings 40
verage

Element Materials (1)(CL(AO)
EveryWare NR/NR
Food & Beverage 50

Nellson Nutraceutical (AO) GE Kohlberg & Co.

Clearlake Capital

Averages

* Senior only
** May be estimate based on leverage. Assumes unfunded

(1L) First Lien

500 100 99 B/B2
Pet Supplies Plus (1) BNP Irving Place Capital Retail 125 475 100 99 NR/NR
PSA Healthcare (1L) BMO J.H. Whitney & Co Healthcare 94 500 100 99 NR/NR
PSA Healthcare (2L) BMO J.H. Whitney & Co Healthcare 35 850 100 98.5 NR/NR
Sage Automotive (AO) UBS AG Automotive B/B2

Call Schedules
(1) 6 Month 101

revolver

NA Not Available

All dollar amounts in $MM

Corporate ratings unless otherwise noted

(2L) Second Lien
(CL) Covenant Lite
(D) Dividend

(AO) Add-On

(2) 101

(3) 102/101

(4) 103/102/101
(5) 1 Month 101

Source: S&P/LCD, Thomson Reuters/LPC, market sources
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This publication is a service to our clients and friends. It is designed only to give general information on the market developments actually covered. It is not intended to be
a comprehensive summary of recent developments or to suggest parameters for any prospective financing opportunity.




