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Greek Week

A banker friend vacationing in Greece this week reports asking a fifty-something _‘ VE
customer in an Athens coffee shop what he did for a living. The man responds GULHCITHE S
he's been unemployed for the last four years. "The Greeks invented everything,"

1" 7 .
he said, "and now I'm taking a rest." You shouldn’t commit

suicide because you're afraid
Certainly seems like dA@jA EU all over again: Greece on the precipice of default, of dying.”
on and off negotiations with the European Union, and both sides playing a
governmental game of chicken. Meanwhile, global capital and currency markets

. . i - Jean-Claude Juncker,
seesaw in response, and the world waits to see where it all shakes out.

president, European

Even Puerto Rico's governor got into the act, jumping onto the bailout bandwagon Commission.

and declaring Monday its $72 billion debt was "unpayable." Compared to Greece's

$390 billion, the obligations of the 515t state seem a drop in the bucket. (The state _

and local debt of Massachusetts is $90 billion.) But the news added to general . TN
unease. Fireworksl! /

=
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30-DAY FREE MEMBERSHIP
Back in the US, investors pondered whether these latest kerfuffles would derail Joi . - ' §' ‘
oin the leading voice of the middie

the Fed's plan to raise interest rates later this year. Economists had predicted market. Try us free for 30 days.
September as the most likely month for a hike, but some now say that may be

pushed out.
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A lot depends on what happens this week. If history is any indicator, we should
expect the usual brinksmanship leading to can-kicking and half-measures from
the EU. In the unlikely event of a "No" vote on the Greek referendum, things could
get more interesting.

At the Buyouts conference in Chicago last week, much of the chatter (besides the
usual complaints about high valuations) surrounding the deleterious effects of the
zero-rate environment. The frantic search for yield creating too much cash chasing
too few deals could only be stopped, many said, by a good old-fashioned
correction.

How and when would that start? One long-time observer told us, "We're in the 7
inning of this recovery, so we're due for a correction. Any exogenous event could
trigger one." Know of any?

Of course, the distressed crowd has been on the look-out for shoe-dropping since
2010. The prospect of market spreads blowing out warms the cockles of some
managers' hearts, even if it takes a sovereign default to get us there.

A Grexit might create temporary dislocation, tampering down secondary loan
prices in the broadly syndicated market. Some volatility would be welcomed by
loan buyers. But the impact of past headline events has proven transitory on this
seller's market. Not that we wish for a cataclysmic end to the current crisis. Just a
soupA§on of stress.

Meanwhile loan and bond investors are watching for signs of rising rates. As the
Fed signaled a move, junk funds hemorrhaged $6.6 billion over the past three
weeks. Loan buyers vote with their feet, depending on rate expectations (Chart of
the Week), but market jitters and mixed monetary messages sent $800 million out




the door in June.

The good news for middle market loan players is that smaller issues will be more
insulated from market choppiness. And if large cap spreads widen, we expect
midcaps to follow. Whether Greece stays or goes.

ANDREESSEN Follow the Flows
HOROWITZ

Not surprisingly, investors' views of where interest rates will go track

This week we chat with Scott Kupor, investing decisions on floating rate instruments.
managing partner and COO, Andreessen

HOI‘OWItZ. Andreessen HOI'OWltZ 1sa $4 Lo Retail Loan Fund Flows and !llterest Rate Expectations o
billion venture capital firm, founded in Basie of 3yrfud K0 yrrate minus 10V =R
2009 by Marc Andreessen and Ben - |

Horowitz. The company is headquartered
in Menlo Park, California.
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The Lead Left: Scott, thanks for taking the
time to speak with us. How did the tech

bust of 2000-01 affect the way you look at
tech companies and the way the industry .
operates? 8 :
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Scott Kupor: The biggest lessons from the Source: Wells Fargo, Desktop Q3 2015 CLO Outlook.

technology bubble of 99-00 are the

customer economics in developing sound,

venture-financed businesses. In 1999, we Jun 30 2015 Jun 272015 Jun 30 2012 Jun 30 2007
had about 400 million people globally on
the Internet and - although this was a
significant growth from the 40 million in
the very early days of the Internet (1995) - it

was too small of a market to be able to LOAN STATS AT A GLANCE
sustain large, standalone businesses. At the

Greece 2-Year Bond
Yield (%)
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37.09 21.27 347.61 4.44

same time, the individual customer Provided by:
economics were not viable. The cost of a S&P
servers, data centers, infrastructure ’ CAPITAL |Q

software, bandwidth, and so on, to support

customers were too high. The costs to This Week Last Week 6MO Ago YR Ago

acquire customers were also prohibitively New-lssue Clearing Yields

h.igh -in Part because of the smaller m.arket $200M or less 6.45% 6.46% 6.91% 6.19%
size 'a%nd in part 'because of the expensive, $201M - $350M 580% 589% 6.23% 593%
tradl.tlonal media advert.lsu.lg methods $351M - $500M 556% 549% 6.40% 5.53%
required to reach those limited number of $501M+ 470% 4.74% 5.90% 5.04%
customers. Today, all of these trends have

progressed positively to make these Middle market (< $50M) 6.08% 6.08% 6.64% 5.95%
businesses more economically viable. The Large corporate (> $50M) 5.03% 5.05% 6.08% 5.33%
overall market size has grown nearly Large corporate single-B (> $50M) 5.16% 5.17% 6.35% 5.44%
another 10x - we now have about 3 billion Middle Market Credit Stats

global internet users - and the growth of Sr/EBITDA 38 3.8 4.5 53
smartphones will enable not only further Debt/EBITDA 43 4.9 49 5.4
market size growth, but also more and new Middle Market Index Data

uses cases, given the far greater utilization Monthly Returns 0.11% -0.07% -1.04% 0.65%
of mobile phones relative to personal Average Bid 97.10 96.92 95.12 98.99

computers. Input costs have fallen

dramatically, as the advent of cloud Source: S&P Capital IQ

computing now allows on-demand

infrastructure, combined with 10-100x Contact: Cuong Huynh

declines in technology input costs (e.g., cuong.huynh@spcapitalig.com

storage, networking, servers) over the same

time period. And finally, the costs of LEVERAGE LOAN INSIGHT & ANALYSIS
acquiring customers has fallen both as a

result of the growth in market size and the Provided by:
advent of more efficient social media-based




platforms (e.g., Facebook, Twitter) that
enable better customer targeting.

TLL: The pace of change in tech is so
disruptive today - how can you tell a
company won't be pushed aside by the
"next big thing?"”

SK: This is part of what makes investing in
technology such an exciting endeavor.
However, as you note, it is true that there
are no guarantees that some startup
working in a garage somewhere won't
develop a new breakthrough that can
upend an incumbent in dramatic fashion. In
fact, the opposite is true - all companies
need to remain paranoid about the pace of
technological change and its impact on
incumbents. The only way to handle this is
to vigorously invest in R&D to remain on
the cutting edge of product cycles. And this
is an area in which the public markets - I
believe - are doing a dis-service to
incumbent players - by making it very
difficult for companies to invest in R&D or
transformative M&A to stay ahead of the
competition. The rise of activist
shareholders - assets under management
are up more than 10x over the last decade -
and the unholy marriage between activists
and more traditional value-oriented
shareholders have had a dramatic impact
on the level of R&D/M&A investment in
public technology companies. The push
from these shareholders has been to
increase dividends and stock buybacks, at
the expense of the investment in forward-
looking technology projects or
transformative M&A. This also explains the
level of split-up (e.g., Symantec, HP, eBay)
activity in public technology markets. I
believe that the long-term effect of these
short-term oriented shareholder strategies
will be to enable newer companies to
disrupt existing markets and displace
incumbents in a way that we haven't seen
before in a technology product cycle.

"More and more regulated
industries will face competition
from technology-enabled startups."

TLL: What are the signs of a sector ripe for
disruption (e.g. taxis and Lyft)?

SK: One of the themes in which we have
invested is the concept that "software is
eating the world." The basic idea behind
this is that software (and automation more
generally) is beginning to permeate
industries that may have traditionally been
protected from such intervention. Netflix,
for example, is a good illustration of
software eating the traditional TV/film
industry - streaming just recently passed
DVD rentals/purchases in terms of annual
spend. As a consequence of software eating
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Institutional calendar rises to highest level in over two years
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The institutional pipeline has ballooned in recent weeks on the back of several
sizeable M&A deals. Last week, the calendar reached almost $80 billion, which is
the highest level since February 2013. The driver of the jump is mostly two
jumbo sized M&A deals for Charter Communications and Avago Technologies.
Together, those two institutional deals make up almost 40% of the calendar.
Strategics have been dominating M&A activity this year given hoards of cash,
strong equity valuations and long term time frames to allow for
synergies. Lenders believe this trend will continue for the remainder of 2015,
while private equity funds will continue to struggle to compete with corporates.
LBO volume showed another light quarter in 2Q15. After only reaching $19
billion in 1Q15, volume stayed flat so far in 2Q15 at around $18.7 billion.
Furthermore, volume has remained low because most of the activity continues to
occur in the middle market, which is outpacing large corporate two to one.
Further boosting the institutional pipeline has been strong refinancing activity.
After plummeting to only $8.6 billlion in 1Q15, completed institutional
refinancing volume skyrocketed in 2Q15 to $96 billion.

Contact: Fran Beyers
frances.bevers@thomsonreuters.com
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Puerto Rico credit risks largely isolated

Puerto Rico's unsustainable debt problems have intensified this week, but the
wider municipal bond market has so far remained resilient.

e Puerto Rico's 2035 general obligation bond has seen its price drop from 77
on Friday June 26 to 66.2 on June 30 as default looms

e Credit markets shook off the news as the MCDX widened only 2bps since
last Fridays close

e MBIA has seen it's 5-yr CDS spread widen 112bps since last Fridays close

Puerto Rico's long standing debt problems took a turn for the worse last
weekend when its governor stated that the US territory was unable to repay its
upcoming debts.

Puerto Rico currently has $72bn in debt outstanding and the highest debt/GDP
ratio of any US municipality, by a wide margin. A default in Puerto Rico would
be the largest issuer default in municipal bond history.




the world, we believe that the intersection
of regulated industries and technology will
continue to increase. The taxi market that
Lyft and Uber (and others) are going after is
a prime example - regulation designed to
protect the incumbents also left the
industry vulnerable to a modern, software-
based approach to service delivery that
brought with it significant customer value.
Where the customer benefit becomes so
significant - e.g., Lyft for transportation;
AirBnB for accommodation - we believe
that more and more regulated industries
will face competition from technology-
enabled startups.

To be continued the week of July 6

Contact: Scott Kupor
scott@al6z.com
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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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Puerto Rico's general obligation bonds sold off sharply on the governor's
comments. The 8% coupon bond due 2035 has dropped 11pts (cash basis to par)
so far this week, with yields widening to 12.6%, according to Markit's Municipal
bond pricing service. Investors recently appeared to be more optimistic of a
resolution to the situation, as yields on the 2035 bond had tightened 50bps from
this past May to June.

The fact that general obligation bonds exerted such volatility marks a turning
point in the crisis. In March, Puerto Rico's sales tax revenue bonds came under
pressure after a bill to reform VAT was rejected; a situation that had little effect
on the price of its general obligation bonds, which are seen as safer.

Attractive yields and tax free benefits have enticed US investors to the municipal
bond market over the last few years. ETFs tracking the US municipal bond
market have seen staggering growth over the years, with year to date net inflows
amounting to $2.07b. But June saw the first monthly outflow since December
2013, although investors had reduced exposure well before the latest
developments in Puerto Rico. In fact, there have been small inflows into muni
bond ETFs this week, suggesting the recent events have not put off investors.

Puerto Rico 5-yr CDS vs MCDX (spread in bps)

1800 105
=—PR
1700
==MCDX 100
(RS)
1600
95
1500
20
1400
1300 8
1200 80

Jan/15 Feb/15 Mar/15 Apr/15 May/15 Jun/15 Jul/1s
Source: Markit

Credit markets have also reflected the calm mood in the wider municipal bond
market. The Markit MCDX, a credit index referencing municipal single name
CDS, widened 6bps on the back of the developments in Puerto Rico; the largest
one day move since April. This level has since tightened; with the latest June 1
St spread level 97bps, only 2bps wider than last Friday. A comparable long
duration bond, California's general obligation bond due 2045 maturity barely
budged, with yields actually tightening, although of course worth noting that
California is a higher grade issuer.

This was in stark contrast to Puerto Rico's 5-yr CDS spread, which has widened
344bps so far this week to 1759bps. Interestingly, these levels are not too
dissimilar to Greece's a month ago, as media draws parallels between the two
independent crises. But the situation in Puerto Rico is significantly different as it
has not triggered volatility in the muni bond market, which remains relatively
flat so far this week. It is also who noting that munis are held by the general
public and not governments like in the case of Greece.

But risk did spread to the bond insurance market. MBIA, a monoline insurer of

municipal bonds, saw its 5-yr CDS spread widen 112bps from last Friday's close
and was largest credit widener among single name CDS in North America over
the past week. Puerto Rico did however manage to make interest payments due




yesterday, calming nerves. MBIA has a large exposure to Puerto Rico and a
default has the potential to trigger contagion indirectly through insurers.

Contact: Neil Mehta
neil.mehta@markit.com

THE PULSE OF PRIVATE EQUITY
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Multiples are having an impact, and that's a good thing

Global private equity activity was down in H1, by several metrics. Compared to
H1 2014, deal flow declined 16% by count and 21% by total value, to 2,728 deals
worth $404.7 billion. Last year's numbers were 3,265 deals worth a combined
$514.7 billion. Q2 numbers don't compare favorably year-over-year, down 20%
by count and 28% by value versus Q2 2014. While it may be true that PE
investors are still competitive in today's market, and they still have the dry
powder and flexible debt markets to work with, it might be the case that high
valuations are having a negative impact on deal flow, despite investor optimism.
As is, for investors willing to pay double-digit multiples, they need to assume
that exit multiples will be significantly higher in four or five years. We may be
seeing the PE industry hitting its breaking point, at least for the moment.

For evidence, Exhibit A is platform buyouts, which reached their lowest level (by
count) in Q2 2015 since 2011. The 398 platform acquisitions done in the second
quarter were down 13% QoQ and down 29% YoY. Strategic acquirers are picking
off many would-be PE platforms, and the platform deals that are getting done
often have extra promises behind them, like add-on acquisition financing and
pre-configured "100 day plans."

Observers have gotten into the habit of comparing today's froth with the pre-
crisis heights of 2006 and 2007. That just isn't the case. Investors are being much
pickier in 2015 than they were a decade ago, and it shouldn't be concerning to
see healthy drops in deal flow when multiples get this high. PE investors,
quintessential long-term thinkers, have short memories, as well.

Contact: Alex Lykken
alex.lykken@pitchbook.com

SELECT DEALS IN THE MARKET




Arranger Sponsor Facility* Spread LIB Flr OID
American Gaming Systems(4) Jefferies Apollo Management Gaming & Hotel 265 825 100 99 B/B3
Aria Energy Corp (1) Barclays Energy Investors Fund Utilities 200 400 100 99 B/Ba3
Compusearch Software (1) SunTrust ABRY Partners Computers & Electronics 115 450 100 99.75 NR/NR
ConvergeOne (5)(A0) Ccs Clearlake Capital Services & Leasing 50 500 100 99.5 B/B3
Gold Standard Baking (1) BNP Tricor Pacific Corp Food & Beverage 109 450 100 99.5 NR/NR
The 1. Jill Group (1) Jefferies TowerBrook Capital Retail 250 500 100 99.5 B/B2
TouchTunes Music (1L)(1) Citizens Searchlight Capital Computers & Electronics 170 475 100 99.5 B/B2
TouchTunes Music (2L)(3) Citizens Searchlight Capital Computers & Electronics 62.5 825 100 98.5 B/B2
Averages 153 5558 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 Lien 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) 6 Months 102/101
(AO) Add-On (5) 2 Month 101
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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.




