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More on Dividends

Last week we covered dividend recapitalizations on sponsored leverage QUOTE OF THE WEEK

loans. Turns out the topic required more air time, based on the feedback

we received from readers. “In my opinion, it is too soon for
a rate hike... Why not wait until

One of the top investment bankers in the middle market reflected on the December? What's the harm?”

differences lenders perceive among recaps opportunities. "A primary

consideration is the vintage of the fund for the company being recapped," — Jim Caron, global fixed-

he said. income portfolio manager,
Morgan Stanley Investment

The theory is that if the portfolio company is in an earlier fund that has Management.

little capital left, many lenders will be cautious to provide a large

dividend. Sponsors often have limitations on investing across funds, so —

they can't put new money into old funds. That means if the borrower
struggles, the sponsor may not be able to support it. Eve ryone in the Pool!
30-DAY FREE MEMBERSHIP

Join the leading voice of the middle
market. Try us free for 30 days.

On the other hand, our veteran advisor related, some very successful
highly leveraged recaps have been accomplished for issuers only one year
after the original buyout. In those cases, the new fund vintage allows
lenders to feel comfortable letting cash out the door. If the company needs Lead Left
new capital, it's more freely available as necessary.

Another reader shared her thoughts on how an exit strategy affects
dividend policy.

"A lot depends on how the PE firm expects to realize its investment," she
said. "If the plan is to go public, it's common to allow the founding
entrepreneur to take some money off the table first." Then IPO investors

feel their cash is being put to more productive use. —r— e r—

 — = -
"Another variant on this theme," she continued, "is providing liquidity for = g =
existing shareholders if their participation in the next phase of the fe R
company's development is limited." This is often the case when founding e e

partners are giving way to the next generation of managers. -
JOIN

Some GP investments simply take longer to harvest than others. The Great

Recession wreaked havoc on the timing of sales, particularly with more

cyclical businesses. Even in this extremely frothy environment when

purchase price multiples have skyrocketed, some companies are not yet

ready for prime-time. The recap can be the perfect antidote.

The timing of fundraising also plays a critical role. If the sale of a portfolio
company has been delayed for whatever reason, LPs clearly recognize the
benefit of a well-timed dividend. As we discussed last week, return of




capital to investors is the fiduciary responsibility of the GP, however it's
best accomplished.

Our own recent experience includes a company that had de-levered
significantly since the original buyout five years ago. Indeed, the sponsor
had already taken a dividend, but had since thrown off so much cash that
total debt was now below 3.5x Ebitda.

While the sponsor had none of its original investment left in the business,
it had met the other two criteria for successful recaps we laid out last
week: it had met its projections since the original buyout, and recap
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Risk retention, Leveraged Lending
Guidance and Basel 3 are just a few

leverage didn't exceed that of the original buyout.

Our suggestion to the sponsor? Take another dividend!

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.

This week we chat with Tom Lesch,
Director, Livingstone. Livingstone is a
global M&A and debt advisory firm with
six international offices including
Chicago. Its core industry sectors include
Business Services, Consumer, Healthcare,
Industrial and Media & Technology.

The Lead Left: Tom, it's been a while since
we last talked. What's new at your firm?

Tom Lesch: Livingstone has continued to
grow internationally and domestically. In
May we announced the opening of an office
in Stockholm giving us 6 offices on three
continents. In the U.S., we continue to grow
our team in Chicago and recently
completed the buildout of our office in the
River North neighborhood. We are also
opening an office in Los Angeles later this
year.

TLL: What does it mean to be an
international middle market firm?

TL: We all know the world is getting
smaller and so it's harder to be relevant if
you don't have global reach. Being global
isn't that unique as you go up market, but
in our space - enterprise values between
$25-$250 million - it's pretty rare. Some
groups fake it through partnership and JV
arrangements, but in my opinion, it's not
the same as operating as one brand/one
team.

"Issuers are benefiting from

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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Buy-outs vs. Cash-outs

Despite their reputation as riskier loans, dividends to sponsors have a 20-
year history of lower defaults than the original buyout financings.

Leveraged Loan Defaults by Purpose (1995-2014)
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STAT OF THE WEEK

Jul 29 2015
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Shanghai Stock Exchange

3,789.17 1,728.79 5,954.77 113.94

Composite Index

Source: Yahoo! Finance
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lower pricing, larger hold-
sizes, and competitive
structures.”

TLL: What are the advantages over a more
domestic oriented firm?

TL: Our reach provides access to a much
bigger network of lenders, acquirers, and
financial sponsors. Given the ongoing
volatility in Europe, we've certainly noticed
a spike in cross border transactions and our
access to capital and foreign expertise has
been extremely advantageous to clients
exploring cross-border sales or financings.

TLL: How is your debt advisory practice
doing?

TL: Quite well, thank you. We have
expanded our European practice and we
are also looking to grow our U.S. practice.
As you can imagine, it's a very interesting
time in the debt markets as macro factors
are making the debt markets aggressive but
yet also unpredictable.

TLL: What can you tell us about financing
competition in the market right now?

TL: I would actually use the term "hyper-
competitive" to explain what's going on in
the marketplace - too much capital chasing
too few deals. To win financings, lenders
are pushing the envelope on terms and
structures. As is typical in this kind of
market, if you're not willing to stretch,
there's almost always someone who will.

TLL: Sounds like a great time to be a
borrower.

TL: It is. Financing terms are increasingly
more favorable to issuers and they are also
benefiting from lower pricing, larger hold-
sizes, and competitive structures. We
advise clients to be choosy while they still
can.

TLL: How do you see the dynamics of the
broadly syndicated market impacting the
middle market?

TL: There's always a trickle-down effect, as
large cap sponsors try to employ "big boy"
terms to smaller transactions. It always
comes down to a deal-by-deal analysis by
investors. Sometimes the more aggressive
terms stick, sometimes not.

TLL: Can you elaborate on the GE sale?

TL: Since GE announced it was spinning
GE Capital off in April, everyone has been
focused on the potential outcome of the
sale, particularly the sale of GE Capital

This Week Last Week 6MO Ago YR Ago

New-Issue Clearing Yields
$200M or less 631% 6.32% 6.80% 6.24%
5.82% 5.79% 6.18% 5.91%
5.57% 5.57% 6.42% 5.64%
4.66% 4.67% 5.95% 4.98%

Middle market (< $50M) 6.23% 6.20% 6.64% 5.99%
Large corporate (> $50M) 4.95% 4.94% 6.10% 5.30%
Large corporate single-B (> $50M) 5.15% 5.12% 6.27% 5.43%
Middle Market Credit Stats

Sr/EBITDA 4.9 4.4 4.8 4.8
Debt/EBITDA 49 4.7 4.8 49

Middle Market Index Data
Monthly Returns 0.50% 0.41% 0.35% 0.48%
Average Bid 97.34 97.20 95.12 98.96

Source: S&P Capital IQ

Contact: Cuong Huynh
cuong.huynh@spcapitalig.com
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M&A loan volume gets another boost via $27B bridge;
Pipeline north of $90 billion
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The M&A loan market - and more specifically investment grade lenders - got a
nice boost in the form of a $27 billion bridge loan backing Anthem Inc.'s $54.2
billion acquisition of Cigna Corp this week. The announced financing pushed
the M&A pipeline well north of $90 billion early in 3Q15. Moreover, the
Anthem/Cigna merger - which creates the largest US health insurer by
participant count - builds on substantial calendar of over fifty acquition
financings in the healthcare space so far this year. Most of this momentum has
come at the expense of buyout finances by private equity sponsors. With less
than $12 billion in the current M&A pipeline, LBOs represent a mere 12% of
3Q15 acquisition financings thus far.

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
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Sponsor Finance, home of GE Antares, to
CPPIB. Certainly that's a big platform with
real scale. It'll be interesting to see, given
the size of leveraged loans going on their
books, how current and prospective GE
borrowers react to new ownership.

TLL: How do you see this playing out?

TL: For high quality PE backed deals we
anticipate that the market leaders such as
Madison, NXT and Golub will look to
opportunistically take market share by
putting out aggressive structures to win
new business from GE. Add that to an
already hyper competitive market and
sponsors should be very pleased with the
debt markets through the end of the year.

To be continued the week of
August 3

Contact: Tom Lesch
lesch@livingstonepartners.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

InterGrowthA® 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
your room [Bang©]...

Click here

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

Provided by:

mark

Commodities strain Latam corporate credit

The recent commodity downturn has sent Latam corporate bond yields surging,
just as the US looks set to raise interest rates.

e Brazil's 5-yr CDS spread has widened 31bps over the past week as
commodity slump hits

e Latam corporate bond yields have diverged from their emerging market
peers

e Petrobras' 2024 bond yield back above 7%, but still 1% below the highs
seen in March

Market sentiment around Brazil is turning sour again. Weaker commodity
prices, the health of the economy and strong US dollar are all weighing in on
Latam's largest economy.

BRAZIL 5-yr CDS spread
bps
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Coinciding with the recent commodity downturn, Brazil sovereign 5-yr CDS
spread, a measure of credit risk, widened 31bps last week to 297bps. This level is
just 9bps away from the March 16 yearly high of 306bps, which was hit when
the price of WTI crude oil hit a six year low.

Commodities play a major role in Brazil's export sector, with significant
industries in mining (especially iron ore) and energy (oil). But for a period
between April and June, Brazil's credit risk receded as the price of oil stabilised
and the Petrobras scandal subsided.

While Brazil maybe the biggest economy in South America, it is far from
isolated. Neighbouring Chile, Peru and Colombia, all major commodity
exporters, saw their respective CDS spreads widen 9bps, 14bps and 15bps
respectively over the past week.

Corporates on the edge

The wider implications of the recent commodity slump are uncertain, but the US
Fed may play a part. Many emerging markets corporates, in Latam but also in
Asia and EEMEA, issue debt in US dollars. Rate hikes, expected later this year
therefore have the potential to further strain corporate debtors as the US dollar
strengthens. Brazil, for example, has already lost 15% to the US dollar over the
past two years. The potential impact of a stronger dollar was the primary reason
that the IMF warned the Federal Reserve against an interest rate rise this year.
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The Markit iBoxx USD Emerging Markets Corporates LatAm Index yield is
currently 6.75%, over 60bps wider month to month month and a new year to
date high. This is in sharp contrast to the Markit iBoxx USD Emerging Markets
Corporates EEMEA Index which is 18bps wider and the Markit iBoxx USD
Emerging Markets Corporates Asia Index which is 3bps tighter this month. The
differences in yield movements highlight the Latam region's sensitivity to
commodities.

2013's 'taper tantrum' was an example of how potential interest rate rises in the
US could impact emerging market corporate debt yields. During the period
between May and September 2013, Latam corporate debt yields spiked from 5%
to nearly 7%, showcasing the dangers of rising rates.

A similar move in rates in an already fragile environment in the Latam region
could trigger defaults. In today's integrated global economy, it comes as no
surprise the IMF remains deeply concerned about the Fed's impending decision.

Biggest decliners

Latam corporate bond yields

yield (%)
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Making headlines during oil's bottom in March was Brazilian state owned oil
and gas firm Petrobras. Its 6.25% bond due 2014 has seen its yield surge 40bps
this month to 7.11%. This is the first time the 7% threshold has been breached
since March, but it remains over a percentage point below 2015's high of 8.2%,
according to Markit's bond pricing service.

It's worth noting that the broader Brazilian corporate debt market has widened
44bps this month, according to the Markit iBoxx USD Corporates Brazil Index.

It also comes as no surprise that Chilean copper miner Codelco and Peruvian
miner Minsur have seen credit spreads widen. Pacific Rubiales, an oil and gas
producer in Colombia and Peru, was one of the biggest losers in the Markit
iBoxx USD Emerging Markets Corporates LatAm Index this month, with its
bond due 2021 widening 255bps.

Contact: Neil Mehta
neil.mehta@markit.com
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Better Data. Better Decisions.

% of N. American Public-to-Private M&A by Acquirer Type
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Take-privates making a comeback?

One of the big differences between today's M&A boom and 2007's comes down
to which buyers were involved. Almost a decade ago, PE firms were the muscle
behind M&A. Mega-buyouts in the $10B+ category were common, inflating
overall deal activity to record levels. Today's market is dominated by strategic
buyers. The deals are just as large (and seemingly just as frequent), but corporate
acquirers are getting immediate feedback from shareholders on proposed deals,
with buy-side and sell-side stock prices jumping once announcements are
released. That wasn't the case in 2007, when the credit bubble helped mask the
pitfalls of all those mega-deals. Arguably, today's optimism around M&A is
more warranted, at least on the strategic side. PE firms learned their lessons from
2007.

That's what makes this graph a bit curious. Relative to 2014, financial buyers
have taken more companies private as a percentage of overall M&A, up from
37% of 2014 activity to 43.1% YTD. One possible explanation: strategic M&A
may be running out of room to consolidate. You could argue that many of the
industry-defining transactions that could have happened have already wrapped
up. On top of that, PE firms have one big gust of wind at their back: activist
shareholders. Activists have played supporting roles in some of the biggest take-
privates the past few years, including Darden Restaurants and Petsmart. As
strategic M&A comes under a brighter spotlight from anti-trust regulators, we
might see a bit of a comeback for PE buyers this year. And if stock prices
stumble, those percentages could change pretty quickly.

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

Cast & Crew Entertainment (1L)(CL)(1) RBC Silver Lake Partners Services & Leasing 270 375-400 100 N/A NR/B3
Cast & Crew Entertainment (2L)(3) RBC Silver Lake Partners Services & Leasing 95 775-800 100 99 NR/B3
CHI Overhead Doors (1L)(CL)(1) UBS AG KKR Building Materials 300 400-425 100 99.5 B/B3
CHI Overhead Doors (2L)(3) UBS AG KKR Building Materials 135 800-825 100 98.5 B/B3
Consolidated Aerospace (CL)(1) Citizens Tinicum Aerospace & Defense 240 350-375 100 99.5 B+/B2
EagleView Technology (1L)(CL)(1) MS Vista Equity Services & Leasing 240 425-450 100 99 B/B3
EagleView Technology (2L)(3) MS Vista Equity Services & Leasing 100 800-825 100 98.5 B/B3
Jack's Family Restaurant (CL)(2) RBC Onex Corp. Restaurants 230 475 100 99 B/B3
Jackson Hewitt (3) RBC Bayside Capital Services & Leasing 200 700 100 B/B2
Mediaocean (CL)(1) Macquarie  Vista Equity Computers & Electronics 225 475 100 99 B/B3
Peacock Engineering (CL)(1) GE Charlesbank Capital Transportation 285 425 100 99.5 B/B2
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) BNP Shamrock Capital Printing & Publishing 107.5 450-475 100 99 NR/NR
V. Group (CL)(1) GS OMERS Capital Services & Leasing 90 400 100 100 B/B1
Vistage Worldwide (1) SunTrust TowerBrook Capital Services & Leasing 150 475-500 100 99 B/B2
Water Pik Technologies (1L)(CL) GE MidOcean Partners Healthcare 75 475 N/A 99.5 B/B3
Water Pik Technologies (2L)(AO GE MidOcean Partners  Healthcare 35 875 N/A  99.25 B/B3
Averages 174 520 100 99

* Senior only Call Schedules

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

NA Not Available . (2L) Second Lier_1 Flex Up (2) 101

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

Corporate ratings unless otherwise noted (D) Dividend Flex Down (4) 4 Months 101

(AO) Add-On

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