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Churchill 4.0

Many of you saw the announcement yesterday [link] that TIAA-CREF has
launched a new effort focused on middle market senior lending. Churchill Asset
Management LLC is a new majority-owned subsidiary of TIAA-CREF Asset
Management and expands TIAA-CREF's private credit capabilities.

The senior management team comprises the founders of our former firm,
Churchill Financial, and has worked together for nearly a decade. We will be
headquartered in New York and maintain our focus of originating, underwriting,
and managing senior debt investments in middle market companies, primarily
those owned by leading private equity investment firms. The Lead Left will be a
critical element of our branding, marketing, and thought leadership in the middle
market space.

We believe our affiliation with TIAA-CREF, one of the most respected financial
service companies in the world, will benefit our private equity clients, our
institutional investors, and the readers of our publication in many exciting ways.
You can expect of us the same high standards of excellence you've experienced
over the years. We will demand no less of ourselves.

Private Equity is Done...Well, Not Quite

It was apparently too much for Jerry. With things over-frothy in the buyout
market, mega deals proliferating and purchase price multiple escalating, the co-
founder of the largest buyout shop in the world announced he was leaving to start
his own smaller practice.

In moving on, Jerry said in an interview he would look for more modestly sized
opportunities. "I won't restrict myself to small transactions,” the exiting founder
reported, "but I'll stick with deals where reason still prevails."

One of his remaining two partners ventured an explanation for their friend's
departure: "Jerry may have felt that the deals were getting too big."

Recent news? Guess again. "Jerry" was Jerome Kohlberg, Jr., who in June 1987 left
KKR to form Kohlberg & Company, one of the pre-eminent middle market buyout
shops in the US. The firm raised seven funds and $5.3 billion of committed capital
to create 64 platform companies and 133 add-ons, with an aggregate transaction
value of $9 billion.

Our trip down memory lane was prompted by last Monday's WS] op-ed by Andy
Kessler. The investor/author pronounced private equity "done," stating it's "glory
days are over." Having witnessed the buyout scene for years, and read similar
obituaries in the kingdom of capital, we revisited the 28 year-old story to prove a
point.
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“An extraordinary networking event.”
- JIM HUNT, Chairman, THL Credit

Vigorous Discussion. Great Networking.

QUOTE OF THE WEEK

“It is like every time when the
Fed tries to raise interest rates,
there is a disappointing release
that tells them to be patient.”

- Mark MacQueen, co-founder,
Sage Advisory Services Ltd.

Wednesday May 6, 2015
Marriott Marquis, New York City

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.

loanpricing.com/mmconference15
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Private equity, like all capital formation, is cyclical. The industry has gone through
at least seven stages since first coming to prominence in the early 1980's. The first
ended soon after Kohlberg left KKR and the market peaked with the RJR and
Safeway LBOs. The second stage (1990-1992) marked a period of retrenchment as
firms grappled with the collapse of Drexel and the shutdown of the high-yield
market.

The institutionalization of leveraged loans in the early 1990's helped fuel the
resurgence of private equity, a boom which lasted until the tech bubble burst in
2000. Some larger firms struggled, but others refocused their efforts to smaller
deals. As interest rates declined and the economy healed, PE began another climb
upwards. Thus began what has been called "The Golden Age of Private Equity," a
time of heady growth that would only halt with the onset of the Great Recession.

To be continued next week.
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New Release
For Subscribers Only

This week we speak with Doug
Cruikshank, Managing Partner and Rafael
Castro, Director, Enhanced Capital.
Enhanced Capital is a small business
investment firm focused on established
lower middle market companies often
overlooked by traditional sources of
capital due to location or size.

The Lead Left: Gents, not many people
may have heard of Enhanced Capital, but
you "ve actually been around for a while.
Tell us a bit about the history of the
company.

Doug Cruikshank: Thanks, Randy. Our
firm was started in 1999 by Andy Paul, a
former managing partner at Welsh Carson.
His practice was primarily healthcare, and
he invested $2 billion of capital during his
time there. He left Welsh Carson and
founded the Enhanced Equity Fund with
$200 million.

Rafael Castro: Andy's focus again was
healthcare, but more on lower middle
market transactions. That first fund was
separate from Enhanced Capital which is
our lending fund.

TLL: I see from your website you ve
grown considerably in terms of your
national presence since then.

DC: Yes we have offices in sixteen states.

"We view the GP guaranty as a "fox-
hole" guaranty - to make sure there's
a moral impetus and everyone's
incented alike. "

TLL: How did you get started on your
current lending strategy?

RC: In 2012 we raised an SBIC fund with
the track record we had built over the
previous decade. Our support came from a
family office as well as other private
investors. There's $110 million of LP equity
with $50 million of leverage for $160
million total capital. About 50% of that fund
is deployed today.

DC: That was primarily a lower middle
market mezzanine fund. As we were
originating for that fund, we came across a
private equity owned company that was a
bit of a challenge from a credit perspective.

Off The Shelf

The universe of private equity backed companies in the US has leveled
off, but still represents significant opportunities for future deal-making.

INVENTORY OF CURRENTLY PE-BACKED U.S. COMPANIES

Source: PitchBook

STAT OF THE WEEK

2000 1970

U.S. Immigrant
Population (MM)

Source: U.S. Census Bureau
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This Week Last Week 6MO Ago YR Ago

New-Issue Clearing Yields
$200M or less 6.61% 6.61% 7.75% 5.70%
$201M - $350M 6.47% 6.47% 6.31% 5.59%
$351M - $500M 6.12% 6.11% 6.52% 5.27%
$501M+ 5.47% 5.46% 5.32% 4.64%

Middle market (< $50M) 6.85% 6.85% 6.81% 6.04%
Large corporate (> $50M) 5.72% 5.72% 5.76% 4.92%
Large corporate single-B (> $50M) 5.78% 5.78% 5.94% 5.04%
Middle Market Credit Stats

Sr/EBITDA 4.8 4.8 4.8 5.2
Middle Market Index Data

Monthly Returns 0.15% 0.89% -0.11% 0.02%
Average Bid 97.04 96.63 97.62 99.26

Source: S&P Capital IQ

Contact: Cuong Huynh
cuong.huynh@spcapitaliq.com




Our capital was going to look a lot like
equity, so we told the sponsor we needed a
back-stop. We discovered, somewhat
surprisingly, there was quite a bit of
appetite for this type of approach.

TLL: Meaning that you could get a
guaranty from the GP.

RC: That's right. So in December 2012, we
talked to Hamilton Lane about raising a
fund for us dedicated to this approach. We
started investing about a year later and
held our final close this past December.

DC: We've financed 12-15 companies since
we raised that fund. The thesis is that some
deals can't get done without sponsor
support, so our capital is structured as debt
so to be non-dilutive to the equity.

TLL: Has your strategy - deals supported
by GP support - been a challenge in terms
of fundraising?

DC: At first the LPs didn't understand the
nature of the debt. They were coming at the
questions from the wrong angle. Is it sub
debt? Is it senior? First lien? Second lien?
The real way to think about our strategy is
to ask what the net asset value of our GP
fund guaranties is versus the debt. That
answer is 15.5x the debt, so we're 14.5x
covered!

RC: We did ten loans in year one from the
new fund, with one already realized. Our

expected yield is about 12.25%, including

cash and PIK.

TLL: What's the average loan size?

RC: The average is $5 million. We could do

$20 million, but our preferred hold is $10-15

million.

TLL: Talk to us about your origination
strategy.

RC: It's very simple, actually. There's a
finite world of PE firms. We look at market
research data bases - like Prequin,
PitchBook, and Capital IQ - looking for
funds in the 2005-2010 vintage. Ideally
$100-800 of million AUM with multiple
funds. But you need to engage partners in a
conversation. It's usually taboo to talk
about GP guaranties, but we'll do some
unnatural things. For example, other than a
minimum cash balance test, we don't
require financial covenants on the
borrower.

TLL: That gets their attention.
DC: We will be a first lien lender to a

negative ebitda company. We'll go five
years in tenor - which compares favorably

LEVERAGE LOAN INSIGHT & ANALYSIS
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U.S. CLO issuance hits monthly record in March
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Source: Thomson Reuters LPC

CLO issuance hit a monthly record of $14.7 billion in March as managers
overcame uncertainty around the onset of risk retention to finish the quarter in
strong fashion. Issuance increased in each month of the quarter and total 1Q15
volume of $29.3 billion even exceeded last year's first quarter figure of $22.6
billion. Investor appetite was robust as AAA spreads averaged around 150bp in
March. The new issuance pushed U.S. CLO assets under management to $393
billion as of month-end March. There was also steady new issue activity in
Europe as CLO issuance amounted to €3.3 billion during the first quarter,
bringing European CLO assets under management to €66.5 billion. CLO creation
in both markets helped keep the demand for loan assets above that of the limited
new supply in the first quarter, therefore increasing the technical pressures in the
loan market.

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

Contact: Colm Doherty
colm.doherty@thomsonreuters.com

MARKIT RECAP
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The macro picture has dominated the credit markets in recent months, but the
low interest rate environment is creating conditions ripe for M&A activity and
single name stories.




to working capital lines or equity. Our key
differentiator is that we look to the NAV.
Our loan is an unsecured obligation of the
fund.

TLL: So it's not always a GP guaranty.

RC: Sometimes, not always. We view it as a
"fox-hole" guaranty - to make sure there's a
moral impetus and everyone's incented
alike. For the sponsor it's a low risk since
we're not changing fund economics.

TLL: How have your results been? Have
you ever had to call on a guaranty?

DC: We've never lost a dime. We've only
had to call a guaranty twice. Both times we
were paid in full.

To be continued the week of
April 13

Contact:

Doug Cruikshank
DCruikshank@enhancedcapital.com

Rafael Castro
rcastro@enhancedcapital.com

March Madness
30-DAY FREE MEMBERSHIP

Join the leading voice of the middle
market. Try us free for 30 days.
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This week saw FedEx buy Dutch rival logistics firm TNT Express for an agreed
€4.4bn. The deal, if it is completed, appears to be beneficial for both parties.
FedEx gets greater access to the European market, particularly the UK and
France, where is has limited penetration. TNT will now have a global distribution
platform and FedEx's air fleet, allowing it to compete with large rivals such as
DHL and UPS.

From a credit perspective, the clear winner is PostNL. The Dutch firm is the
largest shareholder in TNT (14.7%), and will use the proceeds to reduce debt. The
CDS market reacted accordingly; the firm's spreads tightened 11bps to 60bps.
FedEx has a strong BBB balance sheet, and despite the acquisition being funded
by debt, its spreads barely budged at 51bps following the announcement. As the
deal approaches finalisation - and it is likely that it will go through - then we can
expect the spreads of the two firms to converge.

The strength of the dollar to the euro has no doubt made European targets more
attractive for US companies. However, the biggest deal of the year involved two
European companies. Royal Dutch Shell agreed to buy BG Group - the former
exploration arm of British Gas - for £47bn, creating a combined company worth
about £180bn. BG was thought to be a target for US firm Exxon, but Shell's
generous cash and shares offer looks to have secured the deal.

Of course, market conditions and macroeconomic circumstances are quite
different now compared to 2012, and Lufthansa's credit profile is weaker than
Carnival's. Nonetheless, it is worth bearing in mind that the markets can
sometimes struggle to price tragic forms of event risk.

BG is a very illiquid name in the CDS market, but it is clear that the combination
is credit positive. Shell has a very strong AA credit profile, and its CDS spreads
were steady at 50bps after the deal was announced. The decline in the oil price
led to some credit deterioration last year, but the damage was limited and Shell
has since recovered some ground. Indeed, the low oil price places behemoths like
Shell at a competitive advantage compared to weaker firms in the sector, and it
would be no surprise to see further consolidation among energy companies this
year.

Contact: Gavan Nolan
Gavan.Nolan@markit.com
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U.S. PE DEAL FLOW BY QUARTER
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2015 Off to a Slow Start

Who am I?

We expected to see a strong start this year for PE deal flow in the U.S. What we
According to the U.S. Census Bureau, I'm a found was pretty subdued, especially considering the relatively soft fourth
baby boomer. So are 78 million other quarter that closed out 2014. Typically, fourth quarter numbers areartificially
Americans. Unlike the generations after us- high, due to impending tax changes or a number of other reasons. So it was a bit
Generation X and the millennials-boomers surprising to see such a steep drop-off in both counts and value in 1Q 2015, down
are now entering retirement; the youngest 26% and 22%, respectively, from 4Q 2014 and 30% and 26% from 1Q 2014 levels.
just turned 50. Over the next 17 years,
10,000 boomers will retire every day. To download PitchBook's 1Q 2015 Global PE Deal Multiples & Trends

Report, please click here.
Here's another fact: Nine million of the total
15 million businesses in the United States
are owned by boomers (or older). Of those,
4 million- two-thirds of all companies with
employees-could change hands. For both
buyers and sellers, these numbers have
profound implications...

Click here

to read Randy Schwimmer's MidPoints column Contact: Alex Lykken

in the lletest issue of Middle Market Growth alex lvkken@pitchbook.com
magazine.

SELECT DEALS IN THE MARKET

Arranger Sponsor Facility* S LIB Fir OID

American Beacon Advisors (1L)(2) RBC Kelso Services & Leasing 230 450 100 99.5 B+/Ba3
American Beacon Advisors (2L)(3) RBC Kelso Services & Leasing 80 875 100 98 B+/Ba3
EveryWare Monomoy Capital Home Furnishings 40 900 100 NR/NR
Longview Power (2) MS First Reserve Corp Utilities 300 600 100 99 NR/NR
Nellson Nutraceutical (AO) GE Kohlberg & Co. Food & Beverage 50 500 100 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 Clearlake Capital Automotive 30 500 100 99 B/B2
Travel Leaders (AO)(1) UBS AG One Equity Partners  Entertainment & Leisure 80.6 600 100 99.5 B+/B2
Averages 106 625 100 99

* Senior only Call Schedules

** May be estimate based on leverage. Assumes unfunded (1L) First Lien (1) 6 Month 101

revolver (2L) Second Lien FI (2) 101

NA Not Available (CL) Covenant Lite exvp (3) 102/101

All dollar amounts in $MM (D) Dividend Flex Down (4) 103/102/101

Corporate ratings unless otherwise noted (AO) Add-On (5) 1 Month 101

Source: S&P/LCD, Thomson Reuters/LPC, market sources

O+
Stay Connected: ¥ [in q

The Lead Left, LLC
ea e 15 East Putnam Avenue Suite 205
Greenwich, CT 06830

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.



