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Why Revolvers Matter

It's been called the most mispriced security on Wall Street. It's also the QUOTE OF THE WEEK

least-known casualty of bank regulatory reform. Welcome to the revolving

credit facility. “Party time at the expense of
For decades the workhorse of commercial financing, a revolving credit others ”,,,l Greece has come to
operates like a credit card supporting a corporate borrower's receivables an end.

and inventory. It's typically made available by commercial banks in the . .

form of small) undrawn facilities, usually between $2 and $10 million for - Dalia Grybauskaiteng,
mid-market borrowers. PreSident, Lithuania.

Private equity-backed companies use RCs for similar purposes, including

small acquisitions. No one paid much attention to them until recently. _

What's changed? In three words: Leveraged Lending Guidelines.
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Since regulators' crack-down on "risky loans," banks have been reducing 57 g.
their funded debt exposure to the most leveraged issuers. As that occurs, 30'D'°r‘]Y lFR;EE MEMfBER§H| ~

. . . g Join the leading voice of the middie
non-banks are stepping into the void, and are being asked by PE sponsors market, Try L?S free for 30 days.
to provide the same undrawn capacity to borrowers that banks hitherto

allocated effortlessly on their balance sheets. Lead Left

Non-banks are discovering that this pedestrian financing tool, once an
afterthought in leveraged buyout financings, is anything but effortless to
deliver. First, there's the cost of capital. RCs for leveraged borrowers can
be drawn at any time, yet the 50 bps commitment fee typically charged on
the undrawn amount is a fraction of funded loan spreads.

RCs are also labor intensive. Companies may borrow and repay frequently
and employ various interest rate options. If there's a lending syndicate, the
agent must track each participant's share. There are fees for this, but it's e ==
rarely a money-maker since considerable back office support is required. J.I g —
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Being able to provide RCs has become a key differentiator in winning R — ===
buyout financings. New debt platforms are entering the leveraged loan o
market with ingenious credit solutions, only to discover that what issuers JOIN

are looking for is good old-fashioned revolving credit.

Attempts have been made to solve this puzzle. After the 2000 internet
bubble a few intrepid lead arrangers essayed charging higher commitment
fees to cover the cost of standby liquidity. Instead of 50 bps, they boosted
fees to 125-150 bps. But this experiment failed as liquidity swept into the
market and undrawn fees fell back to 50 bps, where they have remained
ever since.

Other approaches have been tried. One variant is the delayed-draw term
loan. This tranche is available to be drawn down in stages for a period up
to 18 months after closing, and then termed out over five years. DDTL's
cannot usually be repaid and re-borrowed.




Lenders have also exerted pressure on issuers to settle for smaller RCs -
just enough to handle occasional working capital shortfalls. But
competition for lead business remains fierce. To make matters worse,
sponsors are demanding outsized revolvers for acquisitions, capital
expenditures, even dividends.

Would-be agents must face the fact that providing RCs is a reality of
leveraged lending. Success will mean somehow cracking the code of
providing immediate and flexible capital availability at a competitive cost.

Perhaps somewhere out there is a new investor class eager to take on just

this type of obligation.

This column first appeared in the weekly newsletter of Creditflux, a leading global
information source for the credit trading and investment market.
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THE NEW LOAN MARKET -
READY OR NOT, HERE IT COMES

Risk retention, Leveraged Lending
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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THE LEAD LEFT SPOTLIGHT CHART OF THE WEEK

Yield Signs

ANDREESSEN
HOROWITZ

Regulatory pressures have buoyed spreads since early 2014, with middle
market at a consistent premium to large caps.

This week we continue our conversation
with Scott Kupor, managing partner and
COO, Andreessen Horowitz. Andreessen
Horowitz is a $4 billion venture capital
firm, founded in 2009 by Marc Andreessen
and Ben Horowitz. The company is
headquartered in Menlo Park, California.

Yield (3-yrterm)

Second of two parts - View part one

The Lead Left: As a top unicorn investor,
are you as nimble with smaller start-ups
that may need?

Scott Kupor: As a venture capital investor,
the vast majority - about 75% - of our
investments is in very early stage startups -
are well before they ever become
"unicorns." To help these early-stage
companies accelerate their growth on a
path toward hopefully becoming unicorns, Uber's Market Value
we've built a unique operating model in the ($B)

venture industry. We employ more than
100 professionals in the firm, 2/3 of whom
are engaged full-time to help our
companies post-investment achieve their
growth initiatives. We are using the brand
and reach of the firm to, among other
things, connect our portfolio companies
with large, Fortune 500 companies that
might be likely customers or business
development prospects, connect them with
top executives and engineers who might be
interested in working for our portfolio
companies and to connect with the

Source: Thomson Reuters LPC

Source: WS] & Dow Jones VentureSource
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appropriate leaders in the business press
and trade press who can help with broader
PR coverage. The central goal of all of these
operating functions is to accelerate the
growth of our companies in a way that
increases the likelihood of them becoming
large, self-sustaining businesses.

TLL: Seems like fewer VC-backed tech
companies going public or selling to
strategics. Is this a blip or something more
fundamental?

SK: There is a real sea change in both the
IPO environment for technology companies
and the M&A environment. Regarding
IPOs, we are at approximately 35-year lows
in terms of the number of technology IPOs
being transacted. We are also at 35-year
highs in terms of the time from founding of
a company to IPO - 11 years in 2014. These
trends are a function of a number of
changes, among them being the structural
changes in the capital markets that make it
very hard for companies to go public at low
market caps (sub-$2b) because they lack the
necessary support infrastructure - research
coverage, market makers and, thus,
adequate trading liquidity. At the same
time, due to the activist pressures on large
cap companies to return cash (in the form
of dividends or buybacks), transformative
M¢&A activity is also at historic lows. The
net effect of both of these trends is that
liquidity for venture investors is likely to
continue to be elongated.

"Investors who buy "growth"
companies need to invest earlier in
the cycle - into private financing
rounds - to capture the appreciation
attendant to such companies."

TLL: What's the state of VC financing?
Other than Silicon Valley Bank, it's tough
to see banks doing it.

SK: I don't expect traditional commercial
banks to play a significant role in venture
capital in large part because the loss ratios
in the business are simply too high. But, we
have seen a number of structural changes in
venture financing in recent years. First, we
have seen the growth in the number of seed
stage funds; there have been 50+ seed stage
funds formed over each of the last six years.
These are small funds - assets under
management average less than $50m - that
target the earliest stages of financing for
startup companies. In prior years, seed
investing was done largely by individuals
investing out of their own checkbooks, but
the recent growth in funds has
institutionalized funding for seed capital.
This is largely a function of the lower costs
of capital required to start companies;

This Week Last Week 6MO Ago YR Ago

New-Issue Clearing Yields

$200M or less 6.45% 6.45% 6.80% 6.24%
$201M - $350M 5.85% 5.78% 6.18% 5.91%
$351M - $500M 5.59% 5.61% 6.42% 5.64%
$501M+ 4.69% 4.71% 5.95% 4.98%
Middle market (< $50M) 6.29% 6.29% 6.64% 5.99%
Large corporate (> $50M) 5.03% 5.03% 6.10% 5.30%
Large corporate single-B (> $50M) 521% 5.20% 6.27% 5.43%

Middle Market Credit Stats

Sr/EBITDA 3.9 3.8 4.8 4.8
Debt/EBITDA 4.4 4.3 4.8 4.9

Middle Market Index Data
Monthly Returns 0.00% 0.03% 0.02% 0.07%
Average Bid 97.02 97.10 95.40 98.98

Source: S&P Capital IQ

Contact: Cuong Huynh
cuong.huynh@spcapitalig.com

LEVERAGE LOAN INSIGHT & ANALYSIS

Provided by:
% THOMSON REUTERS
500.0
450.0 ® High Yield Bonds
— 4000 .
) Institutional Loans I
@ 3500
“* Pro Rata Leveraged Loans
(] 300.0
g 250.0 I I
2 oo I n
= 2000
3 [
o) 1500 l I I -
© -
3 1000 = I II I b
G = |
) 50.0

0.0

Source: Thomson Reuters LPC

After a slow start to the year which generated less than $224 billion in high yield
financings - of which a thin $138 billion represented leveraged loan volume - in
1Q, high yield financings picked up momentum in the second quarter. Nearly
$325 billion in high yield debt cleared the market in 2Q15, a 45% increased over
1Q15 totals, although shy of 2Q14 figures. Leveraged loan volume specifically,
was up 69% in 2Q at $233 billion compared to 1Q15 totals but down on a
quarterly basis year over year. In the absence of LBO deals, a surge of
refinancings supported the pipeline bringing 1H15 total leveraged volume to
$548 billion, down 25 percent compared to 1H14 but up nearly 6% compared to
2H14. Volatility was reintroduced to the market prompting a more cautionary
investor outlook, with expectations of a slowdown in 3Q15, ahead of what many
hope will be a more robust 4Q15. Against this backdrop, HY bond issuance
topped $91 billion in 2Q15, down slightly compared to 2Q14 totals, but up
steadily over the last four quarters.

THE NEW LOAN MARKET - READY OR NOT, HERE IT COMES -

Register and join us on September 10t for TRLPC's 218t Annual Loan & CLO
Conference

Contact: Maria Dikeos
maria.dikeos@thomsonreuters.com




advances in technology have driven down
the costs associated with starting
companies. On the complete other end of
the spectrum, we have seen the entrance
into the private financing space of non-
traditional investors - in particular, public
markets investors - into late stage venture
capital. Mutual funds, hedge funds and
large cap private equity buyout funds have
all begun investing in the pre-IPO rounds
of private venture companies in recent
years. I believe this is a function of
companies staying private longer (and thus
deferring IPOs for a longer period of time);
for these investors to buy "growth"
companies, they need to invest earlier in the
cycle - into private financing rounds - to
capture the appreciation attendant to such
companies.

Contact: Scott Kupor
scott@al6z.com

Growth

Take Two and Call Us in the
Morning

Generic drugs were once the
pharmaceutical versions of knockoffs:
cheap, low quality and unreliable. Not
anymore.

From Allegra to Zyrtec, formerly patented
meds are not only available for much less
than we used to pay, but thanks to the
expedited approval process afforded by the
1984 Hatch-Waxman Act, generics account
for about 80 percent of all drugs on the
market...

Click here

to read Randy Schwimmer's MidPoints column
in the latest issue of Middle Market Growth
magazine.
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Pressure on Euro banks pushes spreads wider

European financials have seen their credit risk nearly double since March,
steered by the prospect of less government aid for banks and the ongoing Greek
crisis.

e Markit iTraxx Europe Senior Financials is at its widest level since March
2014

® British banks RBS and HSBC have led widening with a 40%+ move over
the last six months

e The extra risk priced in for financials over corporate debt is at new yearly
highs

On the July 7%, the level on the Markit iTraxx Europe Senior Financials index,
consisting of 30 European financial single name 5-yr CDS, ended the day at
100bps for the first time in 16 months. After reaching a multi-year low of 53bps
in March, driven by European QE euphoria, the credit spread has since nearly
doubled.

European financials creditindices (bps)
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Credit spreads in the financial sector have been widening since March and the
recent Greek turmoil only exacerbated the trend. In fact, the constituents of the
Markit iTraxx Europe Senior Financials index have seen an average spread
widening of 23% over the past month. The prospect of a potential Grexit could
potentially spark contagion in the eurozone, with financials one of the most
exposed corporate sectors to any downturn. While direct exposure to Greece is
limited, banks do have exposure to European periphery debt as well as
European households and corporations.

While Greece continues to dominate headlines, European banks have also had to
deal with the prospect of legislation being passed that will limit government
help during a time of crisis. Unlike in 2008, when banks were bailed out by the
general public, the new rules will put the onus on bondholders. Naturally, those
lower down the capital structure, such as subordinated bond holders, face a
heightened credit risk.

It is no surprise then that the move in senior financials was also mirrored by
subordinated financial debt. The Markit iTraxx Europe Sub Financials index has
widened to levels not seen since October 2013.

Single name wideners
The increased risk perception is unanimous, as every single one of the 30

constituent of the Markit iTraxx Europe Sub Financials index has seen its 5-yr
CDS spread widen in the last six months.

(bps) July 7th 6 months ago % change
The Royal Bank of Scotland 105 56 46%
Svenska Handelsbanken AB 80 43 46%
HSBC BANK PLC 80 47 42%
ING Bank N.V. 93 57 38%
Allianz SE 57 36 38%

Among the biggest wideners were British and German names. S&P downgraded




major UK and German banks earlier this year as it considers government
support for these banks uncertain. RBS now resides just above junk status after
having seen its CDS spread widen by 46% to 105bps; the biggest deterioration in
the index over the last six months.

(bps) July 7th 6 months age % change
SOCIETE GENERALE 102 98 3%
STANDARD CHARTERED BANK 104 96 %
DANSKE BANK AIS 97 78 19%
BNP PARIBAS 90 71 21%
INICREDIT, SOCIETA PER AZIOI 164 129 21%
CREDIT AGRICOLE SA 97 74 24%

The single names that widened the least were dominated by major French Banks.
SociA©tA© GAOnACrale saw only a 4bps change from six months earlier, while
BNP Paribas and CrA@dit Agricole saw widening well below the index's 30%
average over the last six months.

European Financials vs corporates (bps)
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Financials' credit spreads have also started to deviate away from the broader
corporate credit market. For much of 2014, the ratio between the spread levels of
the Markit iTraxx Europe Main and the Markit iTraxx Europe Senior Financials
was flat at 1.0. But the recent developments have seen this ratio reach 1.23.
Looking back at recent years, this ratio rose as high as 1.5 in April 2013, but
rarely are financials less risky than the broader corporate market, like briefly in
October 2014 when the ratio fell below 1.

Contact: Neil Mehta
neil. mehta@markit.com
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U.S. PE FUNDRAISING BY SIZE ($)

1009
90% W S5B+
- m$1B-$58B
609 $500M-
50% ’
40% Sc00M
f-]r OM-
209
m Under

[ $100M

PE's New Sweet Spot: $1bn-$5bn

Private equity seems to have a new sweet spot for fund sizes. 53% of total capital
raised in the U.S. went to the $1-$5bn range, the third time since the crisis that
it's closed a majority of LP dollars. The big exception is 2013, when $5bn+ funds
made a "comeback, "but mostly because large blue-chip firms hadn't been able to
raise their mega-funds until then. The last year and a half, $5bn+ funds have
commanded less than 30% of the market share for PE dollars versus 48% at its
peak in 2008. Conversely, the $1bn-$5bn range brought in less than a third of the




AmeriLife (1L)(1)
AmeriLife (2L)(3)
Aristotle (1)

ATX Networks (1)
Belcan (1)

Capstone Logistics (1)
CareCentrix (1)
Creganna (CL)(1)
Dayton Superior (1)

Jackson Hewitt
Kendra Scott (1)
New Media (AQO)
PDC Brands (CL)(1)
Ravn Air (1)
Salient (2)

Zep (2)

* Senior only

NA Not Available

Jack's Family Restaurant (CL)(2)

All dollar amounts in $MM
Corporate ratings unless otherwise noted

Arranger Sponsor

SunTrust

SunTrust

BNP

BNP

cs

GS

RBC

RBC

cs

RBC

RBC

BNP

Citizens

GE

BNP

Macquarie
Jefferies

Lead Left

total haul in 2007 and 2008 before hitting its stride in 2011 at 62%. It's not a fluke
that the U.S. middle market has really picked up steam following that vintage. In
2011, 67% of all U.S. buyouts were done in the middle market. Through the early
innings of 2015 that percentage reached 78%. That dry powder won't be drying
up any time soon.

"Bigger" has been historically better in PE. For years, bigger meant multi-billion
dollar take-privates, which are looking more like fossilized remains by the day.
But LPs have always clamored to get into $1bn+ funds, since their IRRs typically
outpace smaller funds by at least 300 basis points. Many of those funds are now
focusing solely on the middle market. The easiest corner of that market to cut
large check sizes and include more debt is the upper MM, where activity
continues to grow on both an absolute and relative basis.

Those $1bn-$5bn fund managers are also benefitting from LPs rapidly
consolidating their PE portfolios. The larger the fund, the larger the
commitment, and a higher likelihood we'll see the $1bn-$5bn range be the most
popular destination for a while.

Click here to download PitchBook's 3Q 2015 U.S. Private Equity

Breakdown Report.
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Contact: Alex Lykken
alex.lvkken@pitchbook.com

LECT DEALS IN THE MARKET

Industry

Facility* Spread LIB Fir

J.C. Flowers & Co Insurance 177.5 425 100 99 B/B3
J.C. Flowers & Co Insurance 285! 825 100 98.5 B/B3
Wasserstein & Co Healthcare 130 450 100 99 NR/NR
HIG Capital Telecom Equipment 126 475-500 100 99 NR/NR
AE Industrial Partners Services & Leasing 190 550 100 99 B/B2
Jordan Company Services & Leasing 127.5 450 100 99 B-/B3
Summit Partners Healthcare 175 475-500 100 99 B/B2
Permira Healthcare 184.5 375 100 100 B/B2
Oaktree Capital Metals & Mining 185 475-500 100 99 B/B2
Onex Corp. Restaurants 230 475 100 99 B/B3
Bayside Capital Services & Leasing 250 575-600 100 99 B/B2
Norwest Venture Textile & Apparel 70 500-525 100 99 NR/NR
Fortress Investment Printing & Publishing 25 625 100 99 B/B2
Yellow Wood Partners Consumer Nondurables 260 450 100 99 NR/NR
J.F. Lehman & Co Transportation 95 475 100 99 NR/NR
Summit Partners Services & Leasing 100 650 100 98 BB-/B2
New Mountain Capital Consumer Nondurables 360 475 100 99.5 B/B3

** May be estimate based on leverage. Assumes unfunded revolver

Averages 162 519 100 99

Call Schedules
(1) 6 Month 101
(2) 101

(3) 102/101

(4) 4 Months 101

(1L) First Lien
(2L) Second Lien
(CL) Covenant Lite
(D) Dividend

(AQ) Add-On

Flex Up

Flex Down

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

= OF
Stay Connected: ¥ [in Q

The Lead Left, LLC
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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.




