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Dividends Without Tears

It's that time of year again. We're not referring to barbecues and Slip 'N _
Slides, although both hot and liquid could be used to describe conditions QUOTE OF THE WEEK
in leveraged lending today. No, we mean it's time to sit back and watch as o
dividend recaps come alive again. “A decision on our part to
raise rates will say no, the
S&P Capital IQ's Steve Miller had a great note last week on 2Q dividend economy doesn’t stink.”
activity and expectations for the current quarter. As our Chart of the Week
highlights, dividends to private equity sponsors are on the rise over the - Janet Yellen, chairwoman,
past three quarters, thanks in part to the frothy market conditions issuers Federal Reserve.
have enjoyed for months.

Recap volume picks up during times when more "productive" deals, such —

as new buyout transactions, are absent. That's the case with equally
opportunistic loan refinancings and repricings. As Miller points out, Everyone in the Pool!
though, the current wave of dividends may not enjoy the same head of

steam as have prior trends. For one thing, bank regulation has created a 30'_DAY FR_EE MEMBERS_HIP
Inore subdued environment for lenders, particularly regarding toppy Jomatriztlle?.ﬁj;ngsVf(ﬁéceefgf,t:,)h; g'fgle
everage.
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Another damper has been that many recap issuers took advantage of past
market conditions so have already sent cash back to investors. Not to say a
reprise recap won't get done in this climate marked by a paper shortage.
Still, dividend deals aren't always warmly welcomed by loan or bond
buyers.

Why the allergic reaction to recapitalizations? In part because taking cash ———
out of portfolio investments reduces a sponsor's "skin in the game," thus i
diminishing incentive to inject dollars to fix future problems. It also
burdens the company with incremental debt without the benefit of
corresponding cash flow from capex, or add-on acquisitions.

Of course, returning LP capital is a central fiduciary obligation of GPs, o i
whether in the form of distributions, or an outright sale. Fund performance -
is also not measured solely by dividends to shareholders. Nice to take the JOIN

original investment off the table, but would hardly make investors happy
with no subsequent return from an exit. Nor are sponsor reputations
helped by abandoning borrowers in distressed situations.

Studies have shown that dividend deals offer no more investor risk than
other-purposed loans. What really drives higher defaults is higher
leverage. Nevertheless lenders consistently approach dividends with
trepidation.




To remedy buyer angst, we pose three questions for evaluating
prospective recaps:

1. Has the company met its projections since the original buyout?

2. Is the recap leverage equal to or less than the original buyout?

3. Has the sponsor left some of its original investment in the
company?

If all the answers are Yes lenders should be favorably disposed towards
the transaction. Then consider how deal terms, particularly pricing and
covenants, should change compared to the original buyout. No's,
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particularly to the first two questions, suggest more of an uphill battle.

Finally, particularly for new lenders to the deal, a question to reflect on:
how should we feel about putting our money in just as the sponsor is

taking their cash investment out?

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

access this report.
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CREDIT PARTNERS

This week we continue our conversation
with John Brignola, managing partner,
LBC Credit Partners. LBC is a leading
provider of middle market financing
solutions supporting sponsored and non-
sponsored transactions. LBC has over
$1.75 billion of capital commitments and
has made over $3.2 billion in investments
in a wide range of industries located
throughout North America.

Second of two parts - View part one

The Lead Left: Speaking of which, where
are we?

John Brignola: We're certainly in a low-
growth environment. When rates move,
there will be businesses that can manage
that and those that can't. For example, I'm
worried about manufacturers of large
consumer discretionary items like
recreational vehicles or boats. They could
be seeing the end of low-cost financing for
their products.

TLL: How long until a downturn?

JB: I think we're still 3-5 years out before
the next cycle. The bond market may be an
indicator. Two years ago, high yield [prices]
traded off when Treasuries traded off. Now
we're actually seeing high yield prices go in
the other direction as Treasury prices have
been declining.

Guidance and Basel 3 are just a few
factors impacting the loan market.

Join LPC this September for our
21st Annual Loan and CLO
Conference, where industry experts
will discuss the dramatic changes
coming to the loan market - and
what they might mean for you.

loanpricing.com/2015conference
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Just to Recap

Seller friendly market conditions have spawned a revival of dividend
recaps, though volume is still short of the comparable period two years
ago.

Quarterly leveraged finance volume backing dividends
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Sugar Price
(Cents/Pound)

11.42 27.11 17.90 6.22

Source: barchart
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"If you understand the drivers
of enterprise value, you're
comfortable with the
downside."

TLL: What's your perspective on
regulation?

JB: There will be more deal flow for
alternative lenders. You'll see larger deals
syndicated by alternative lenders. The non-
regulated entities tend to be structured with
more patient capital which tends to
alleviate the pressure that regulated entities
may feel when dealing with troubled assets.
Patient capital gives the lenders more
flexibility and may help to mute the down
cycle.

TLL: And if we do end up in a down cycle
sooner than you think?

JB: We have an experienced team of
portfolio management professionals who
are in a position to spot trouble ahead of the
curve. We have implemented a successful,
repeatable process by which we manage
and address any issues with our borrowers.
We feel well positioned, however we
certainly aren't complacent.

TLL: Walk us through how you approach
the process of underwriting transactions.

JB: It's all about understanding the drivers
of enterprise value. If you understand that,
you're comfortable with the downside.

TLL: Even trying to figure out EVin a
frothy market?

JB: Like an investment bank coming up
with a value opinion, we triangulate to a
value.

TLL: What do you make of all the synergies
and adjustments to Ebitda these days?

JB: Our view on add-backs and adjustments
is that they need to be clear and well-
defined. There's always somebody pushing
the boundary.

TLL: Do you find there’s any difference in
how you look at smaller companies?

JB: Yes, we spend more time understanding
the drivers of enterprise value and running
sensitivities against those drivers.

TLL: Who's your competition? BDCs?
JB: It's really different with every deal, with

every capital structure, with every sponsor.
There's certainly not one competitor that we

This Week Last Week 6MO Ago YR Ago

New-Issue Clearing Yields
$200M or less 6.33% 6.34% 6.80% 6.24%
$201M - $350M 5.94% 5.92% 6.18% 5.91%
$351M - $500M 5.60% 5.68% 6.42% 5.64%
$501M+ 4.67% 4.69% 5.95% 4.98%

Middle market (< $50M) 6.20% 6.18% 6.64% 5.99%
Large corporate (> $50M) 4.99% 5.03% 6.10% 5.30%
Large corporate single-B (> $50M) 5.18% 5.21% 6.27% 5.43%
Middle Market Credit Stats

Sr/EBITDA 44 3.9 48 48
Debt/EBITDA 47 4.1 4.8 49
Middle Market Index Data

Monthly Returns
Average Bid

Source: S&P Capital IQ

0.41% 0.16% 0.17% 0.35%
97.20 97.03 95.05 98.94

Contact: Cuong Huynh

cuong.huynh@spcapitalig.com
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2Q15 ABL volume at lowest level in nearly 2 years; 1H15 total down 17% y-o-y
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ABL volume tumbled in 2Q15 to close out the period at just over $18 billion, the
lowest quarterly volume results since 3Q13. 1H15 issuance settled at $38.5
billion, a drop of nearly 17% compared to the year ago period. More
significantly, only $2 billion of 2Q volume represented new loan assets, bringing
year to date totals to less than $7 billion, the lowest recorded total of new money
raised during the first six months of a year. With 94 percent of total issuance
concentrated among refinancings, M&A lending was limited to 6 percent of total
volume. Compare this to trends pre-credit crisis and pre-regulatory
implementation when M&A lending made up well over 20 percent of issuance
(and as much as 35 percent in 2007) and sponsored lending represented about 50
percent of issuer volume. Given the current strength of the stock market and
valuations, there is little to suggest that there may be any imminent increase in
buyout financings, so any increase in ABL volume through 3Q15 remains
uncertain at best.

THE NEW LOAN MARKET - READY OR NOT, HERE IT COMES -
Register and join us on September 101 for TRLPC's 218t Annual Loan & CLO
Conference

Contact: Maria Dikeos
maria.dikeos@thomsonreuters.com




see. There's a great deal of capital being
deployed out there.

TLL: What do you make of the GE Capital
news?

JB: There will be a measure of dislocation
for everybody, until the GE teams get
reconstituted or find new homes.

TLL: What's been your biggest surprise?

JB: The biggest surprise has been the speed
and impact of the regulatory changes. The
pressure has been pretty strong,
highlighted by a number of associates
we've seen moving from a regulated
environment to a non-regulated one.

TLL: Will we all benefit from this wave?

JB: Collectively, we will. What we need is
continued loan demand, which I think we'll
get. More and more borrowers are turning
toward alternative lenders, there's plenty of
room for us to grow market share.

Contact: John Brignola
jbrignola@lbccredit.com

Growth

2020: A Business Travel
Odyssey

Monday, 5:30 a.m. // [Up&AtomA© wrist
alarm vibrates]. Ugh, time to get up. Can't
believe I have to fly to Havana tonight.
Well, I haven't missed an ACG

InterGrowth”® in 30 years. Not about to

start now. [Checks PhoneDroneA© app on
wrist]. My lift arrives soon so better get

going.

7:30 a.m. // [en route to JFK, aloft at 1,000
feet]. Glad I'm not in that traffic! Don't
know why everybody doesn't use these
personal airlifts. Really great time-saver.
Let's see how my flight is doing. [Checks
A®

AirAware’*~ app]. On-time departure.

And they've booked me for a massage
[RubwaysA©] while I'm going through
security. Sweet!

9:30 a.m. // [on plane]. Let me see if I can
get a better hotel. [FlyingRoomers.com]. So
much easier than that corporate service we
used before. Hotels, motels, houses, even
student housing! Love the way your
luggage gets sent right from the plane to
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The all-important deadline of July 20 has passed without incident, Greece having
redeemed its debt to the ECB with the help of a bridging loan. This doesn't mean
the crisis in Greece is resolved - far from it - but it does give the market some
breathing space.

We remarked last week that China may fill the gap temporarily left by Greece,
and it has, though in a roundabout way. Commodity names have felt the
pressure of China's slowing economy, and the sector was by the worst
performing over the last week. In particular, gold producers have seen their
spreads widen sharply after the price of the precious metal fell to a five-year low.
China is the biggest consumer of gold, and massive selling on the Shanghai Gold
Exchange exacerbated the decline that began in US markets.

The troubled Chinese economy (though it is still growing at 7%, according to
official numbers) is not the only negative influence on the gold price.
Expectations that the US will raise rates this year have inevitably had an impact -
perhaps a harbinger of things to come in other asset classes, such as emerging
market and high yield debt?

Barrick Gold, the world's biggest gold producer, unsurprisingly was among the
main CDS names affected. It saw its spreads widen from 150bps in May to
280bps on July 22, with most of the credit deterioration occurring over the past
week. The company has significant amounts of debt, and the drop in the price of
gold may affect its ability to sell assets, a key part of its debt reduction strategy.
It is an investment grade name but is now trading with a junk implied rating of
'BB', according to Markit data.

Newmont Mining, a rival of Barrick that it tried to merge with, saw a similar
deterioration, though it trade about 60bps tighter. European commodity firms
such as Glencore have also seen some spread widening. However, Glencore's
diversified businesses and its large trading operation mean that the moves have
been modest in comparison.

Contact: Gavan Nolan
Gavan.Nolan@markit.com
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your room [Bang©]... SECONDARY BUYOQUTS BY YEAR
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Secondary buyouts are down by value but consistent by volume. With news of
First Data going public, it's worth remembering how few 2006-2008 PE
investments ended up transferring to other PE sponsors, at least $10B+
companies. Realistically, those buyouts needed to be exited via IPOs or, in some
cases, through strategic sales. PE buyers are having a harder time justifying the
kinds of mega-buyouts we got used to seeing ten years ago, which isn't
necessarily a bad thing. Blackstone's Joseph Baratta spoke for many (particularly
LPs) when noting that the 2012/2013 SBO boom was "not a sign of health in our
market." Studies have shown that secondary purchases generate lower returns
for subsequent buyers, and distribute $0.40 less cash per $1.00 of cash invested
(per Harvard Business School) and 15% lower IRRs compared to primary
buyouts.

Last year, 432 SBOs were finalized, a record by volume. Average deal sizes are
down, not surprisingly, with the largest SBO deal since 2014 checking in at $5
billion (Carlyle's purchase of Acosta last July). Most of the billion-dollar buyouts
made pre-2008 and sold to other PEGs last year were relatively small, namely
MultiPlan ($4.4B), 24 Hour Fitness ($1.85B) and The Warranty Group ($1.53B).
Though small, there were a number of $1B+ SBOs done last year, helping prop
up 2014 totals to a combined $73 billion, good for third-highest all-time. Through
the first half of 2015, only $20 billion worth of SBOs have gone through, well off
the annual paces going back to 2012. It's hard to imagine the back end of the year
making up much ground, especially with the looming interest rate increase and
fewer GPs willing to do "club" deals with other sponsors. Going forward, we
expect SBO values to be subdued compared to prior years, at least until the
M&A and public markets cool off.

Click here to download PitchBook's 3Q U.S. PE Breakdown
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I Report.

Contact: Alex Lykken
alex.lykken@pitchbook.com
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Arranger Sponsor Industry Facility* Spread LIB Fir

EagleView Technology (1L)(CL)(1) MS Vista Equity Services & Leasing 240 425-450 100 99 NR/NR
EagleView Technology (2L)(3) MS Vista Equity Services & Leasing 100 800-825 100 98.5 NR/NR
Jack's Family Restaurant (CL)(2) RBC Onex Corp. Restaurants 230 475 100 99 B/B3
Jackson Hewitt RBC Bayside Capital Services & Leasing 250 575-600 100 99 B/B2
Kendra Scott (1) BNP Norwest Venture Textile & Apparel 70 600 100 99 NR/NR
Mediaocean (CL)(1) Macquarie Vista Equity Computers & Electronics 225 475 100 99 NR/B3
PDC Brands (CL)(2) GE Yellow Wood Consumer Nondurables 250 450 100 99 B/B2
Peacock Engineering (CL)(1) GE Charlesbank Capital Transportation 285 425 100 99 NR/NR
Plz Aeroscience (CL)(1) GE Pritzker Org. Chemicals 315 450 100 99 B/B2
Precyse Solutions GE Pamplona Capital Services & Leasing 110 475 100 99 NR/NR
Ravn Air (1) BNP J.F. Lehman & Co Transportation 95 450 100 99 NR/NR

Recorded Books (1) Shamrock Capital Printing & Publishing 450-475

Averages

* Senior only Call Schedules

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

NA Not Available (2L) Second Lien Flex Up (2) 101

All dollar amounts in $MM (CL) Covenant Lite (3) 102/101

Corporate ratings unless otherwise noted (D) Dividend (4) 4 Months 101
(AO) Add-On Flex Down
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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.




