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Down the Home Stretch

Our thoughts are with our friends in PaI‘I.S this week, as events prove again QUOTE OF THE WEEK
our world can be a troubling and unpredictable place.
“Most investors are becoming more

confident about private equity’s
ability to beat the public markets.”

We mark the fourth quarter's midway point with a brief review of what we
are seeing from our private equity clients and key middle market lender
relationships.

— Erik Hirsch, chief investment

Let's start with deal volume. Despite data suggesting somewhat slower officer, Hamilton Lane.

transaction activity relative to earlier this year and 2014, our platform has
seen a steady flow of both buyout, recap, and refinancing loans. This seems

unrelated to any year-end deadlines, but rather the natural evolution of _
sponsors and lenders putting money to work. .
@ Talking Turkey

The overhang of uncommitted LP capital remains over $500 billion from 30-DAY FREE MEMBERSHIP
both newly raised and earlier vintage funds. The fundraising environment Join the leading voice of the middle
is also propitious for private credit, and financing is relatively cheap and market. Try us free for 30 days.
available, with some exceptions. -
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Loan terms continue to be sell-side friendly, particularly for repeat issuers
and larger ebitda companies. While August's market volatility served as a
brush-back pitch for covenant-lite in the middle market, debt baskets,
covenant cushions, and "adjusted ebitda" definitions reflect continued
aggressiveness by debt arrangers and sponsors.

As we covered at length in our recently concluded series on unitranche
financings [link], this one-stop credit solution has firmly taken hold across
the middle market. A growing number of credit providers are offering
both single and bifurcated tranches, encompassing various options
including ABL revolving credits and mezzanine. i:éllllllhlh .||l i
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EVERAGE LOAN INSIGHT & ANALYSIS

As our Chart of the Week shows, leverage has risen, particularly among non-
bank lenders. Four times senior and six times total is the new 3.5x/5x.

Indeed, the better credits are now bumping up to seven times total JOIN

leverage.

But in large part this is because purchase price multiples are expanding as
well. This is increasingly true of smaller middle market borrowers (below
$25 million ebitda) where double-digit multiples are increasing. Sponsors,
though, are maintaining equity-to-capital ratios at levels comfortably over
40% - a far cry from the toppy days of 2007.

Thanks to a combination of factors, including regulatory pressures that
continue to push banks to the sidelines for highly leveraged transactions,
loans spreads have widened 25-50 bps for first-lien debt, and even more
for second lien tranches. Loans that launched last summer at L+425-450 bps
would now be in the 450-475 range. Story credits ("issuers with issues")




need at least L+550-650 to get investor attention.

Besides the aggressiveness of competitive bids in auction, an on-going
frustration expressed by PE firms is the increased velocity of sale
processes. Due diligence that formerly took months has been compressed
to weeks. Under such rushed timetables, partners fret, it's increasingly
difficult to fully vet the tough business issues.

"There's no way some of these firms can really know what they're getting,"
one partner told us. "They're taking properties off the market just to figure

out what they bought."

Now Available
(For Subscribers Only)
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Attention Subscribers! Our Lead Left Special Report: The Unitranche - What it is, and Why it Matters is now available for

download. Click here to access this report.
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This week we chat with Mickey D.
Levy, chief economist of the Americas
and Asia, Berenberg Capital Markets.
Mickey is a long-standing member of
the Shadow Open Market Committee
and conducts research on a wide range
of global economic, financial and
policy issues.

The Lead Left: Mickey, we seem to be at
an inflection point in the economy. If
you were the Fed, would you raise
rates?

Mickey Levy: The economy has been
growing at a comfortable rate-not
rapid, but OK-and the probability of
recession is very low. Inflation is
modestly below the Fed's longer run
2% target. Keeping the Federal funds
rate anchored to zero is absolutely
inconsistent with these conditions, and
the Fed should definitely hike rates.
Keeping rates artificially low has costs:
economic and financial distortions and
risks are mounting. And most people
and even the Fed are seemingly
unaware of history: in all prior Fed rate
increase cycles, economic performance
is unharmed, with sustained growth,
and the stock market maintains recent
gains or goes up further.

TLL: Where are we in the cycle?
Relative to the next downturn, what

inning are we in?

ML: Bottom of the 5th. Troublesome

Risk/Return Rising

Halfway through the 4Q, middle market deals are showing sharp
increases in both leverage and yield.

Total leverage (x:1)
Yield (3-year)

1Q14
2Q14
3Q14
4Q14
1Qag
2Qag
3Q15
4Qa15TD

Source: Thomson Reuters LPC; based on cohort of middle market deals with both leverage

and yield data.

STAT OF THE WEEK
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imbalances that tend to emerge in the
latter stages of prior expansions and
provide cautionary signals are not
apparent. Importantly, the real Federal
funds rate is negative and the yield
curve is fairly steep. In the real sector,
unit labor costs are low, businesses are
managing inventories, and there are no
signs of excess employment relative to
output. One troubling sign that's
important to monitor is profits. They've
flattened and are under pressure from

the stronger US dollar and weaker Asia.

The 7th inning stretch is a ways off.

"Keeping rates artificially low
has costs: economic and
financial distortions and risks
are mounting. "

TLL: The concern seems to be about
slowing growth in China. How do you
measure that?

ML: China's potential growth is
decelerating, and that trend will
continue. Its earlier robust productivity
gains stemming from its massive
migration from an agricultural-based
economy to manufacturing one is
ebbing. Also, China's unit labor costs of
production have increased significantly
at the same time the trade-weighted
renminbi has appreciated: no wonder
its exports are declining. It's obvious
that China is "managing" its economy
toward specified growth objectives, so I
also look around Asia's production
supply chains to see if Asian nations'
trade data with China are consistent
with China's official data. So far, the
data are consistent with China slowing
moderately, not sharply, with strong
consumption but falling exports.

TLL: How important is China to US
growth?

ML: Because China has been the
world's growth engine for 15 years and
because it is the manufacturing hub of
Asia, it's important for US and global
economic performance. But remember,
China's impact must simultaneously
consider the associated impacts of
lower oil and commodity prices and
currency fluctuations because they are
all related. The net impact on the US
will be modestly negative, with
sustained solid gains in domestic
demand offset by weak exports. This
means profits will be vulnerable.
Europe will be little affected, benefiting

This Week Last Week 6MO Ago YR Ago

New-Issue Clearing Yields

$200M or less 7.78% 7.78% 6.36% 6.84%
$201M - $350M 6.81% 6.83% 6.01% 6.24%
$351M - $500M 6.85% 6.68% 5.62% 6.37%
$501M+ 5.42% 5.32% 4.74% 5.51%
Middle market (< $50M) 6.59% 6.58% 6.33% 6.42%
Large corporate (> $50M) 5.81% 5.66% 5.01% 5.84%
Large corporate single-B (> $50M) 6.13% 6.02% 5.17% 6.08%
Middle Market Credit Stats

Sr/EBITDA 5.8 5.8 4.0 4.2
Debt/EBITDA 5.8 5.8 4.7 4.5
Middle Market Index Data

Monthly Returns -0.06% -0.10% 0.53% -0.31%
Average Bid 95.17 95.26 97.35 95.92

Source: S&P Capital IQ

Contact: Daniel Mena
daniel. mena@spcapitalig.com
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U.S. CLO AUM reaches $417B, European CLOs at €65B
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Source: Thomson Reuters [LPC

U.S. CLO assets under management (AUM) have edged higher recently to $417
billion, while European CLOs are at €65 billion. The climb in U.S. CLO AUM this
year allied with the relatively stable size of the institutional loan market has
pushed the CLO share of the market up six percentage points to 50%. That said,
U.S. CLO AUM has struggled to grow since July as CLO issuance hit a slower
patch. CLO issuance fell in each month in 3Q15, though it did pick up in October
to $8 billion, its highest level since June, bringing year to date volume to $86.2
billion. Still it's below the monthly average posted in the first half of the year and
has been impacted by wider liability spreads recently. It's the same story in
Europe as issuance has slowed in recent months, with €2.5 billion pricing in 3Q15
and around €12 billion year to date through October. Lower demand from AAA
investors and higher yields on other structured assets has negatively impacted
issuance.

Contact: Colm Doherty
colm.doherty@thomsonreuters.com
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from lower oil prices and the weaker
Euro.

TLL: Are you worried about deflation
as measured by falling commodity
prices globally?

ML: No, I'm not worried about
deflation risks stemming from lower
prices of oil and commodities. These
lower prices are clobbering oil and
commodity exporting nations, but net
importing nations reap economic
benefits and their price declines only
temporarily suppress inflation trends.
That is, so-called headline inflation is
lower, but that's a one-time impact.
Historically, central banks worry that if
people expect deflation, they will save
rather than spend and hurt the
economy. Japan has had difficulties
getting rid of expectations of deflation,
but core inflation in Europe and the US
are modest, and I see absolutely no
signs that expectations of deflation are
deterring spending in the US.

TLL: What's your outlook for rates if
the Fed opts to defer any action until
next year?

ML.: If the Fed delays raising rates,
bond yields will drift up, but only
modestly to reflect the moderate
growth in the economy and low
inflation, and because markets know
that the Fed must eventually raise rates.
Also, the Fed has committed itself
reinvesting the proceeds of maturing
assets on its balance sheet, so that it will
continue dominate the Treasury bond
market.

To be continued the week of
Nov 23

Contact:
Mickey D. Levy
Mickey.Levy@berenberg-us.com

Growth
Information, Please

I've always been a passionate fact-finder.
From a young age my Christmas list
included the annual World Almanac, which
I consumed cover to cover. What's the
second highest peak in China? K2. How
many types of penguins are there? 17.
What's the population of Wyoming?

Emerging market credit has had a volatile second half (H2) in 2015. Falling
commodity prices, slowing global trade and a strong US dollar have all impacted
credit risk, nowhere more than in the Asean region.

5-yr CDS spreads, which measure implied credit risk, rose steadily in August and
September with Malaysia's 5-yr CDS spread more than doubling over the period.
Stronger credits such as China and the Philippines were also not immune and saw
spreads widen near 150bps, according to Markit's CDS pricing service. Since
September's wides, however, credit risk across the Asean region has fallen in
tandem, signifying the macro element of the contagion.

Whereas sovereign credit risk across the region has been largely interconnected,
bond investors have had mixed results in the second half of this year. According
to Markit's iBoxx indices, Malaysia's government bonds suffered particularly from
falling commodity prices and the impact on the ringgit, having shed over 6% from
June to September on a total return basis. More recently Singapore and the
Philippines have seen returns dive 1.1% and 2.9%, respectively, month to date,
even as 5-yr CDS spreads across the region have fallen.

From an investor's perspective, the standout performer in the region has been
Thailand, whose government bond returns have sustained the global challenges
and remained in positive territory throughout H2. The iBoxx GEMX Thailand
index has returned 2.4% so far in H2, 1.4% more than its closest Asean peer.
Reduced policy uncertainty, infrastructure spending and tourism have helped
investor sentiment in the country while the bigger commodity exporting nations
such as Malaysia and Indonesia are expected to suffer more from weaker global
trade.

Thai government bond returns have also stood up against the larger nations in the
Asian region. Undeterred by a slump in commodity prices, both China and India
are expected to grow at a faster rate than Thailand, according to the IMF.
Meanwhile central bank policy is swaying towards further easing, driving yields
down and boosting bond returns. Yet Thailand's government bonds have
managed to provide returns on par with Chinese government bonds in H2,
although they have lagged India. The performance does, however, demonstrate
the resilience of Thai government bonds compared to the riskier end of the Asean
spectrum, and may prove to be the safe haven asset if more market turmoil
festers.

Contact: Gavan Nolan
Gavan.Nolan@markit.com
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584,153. UNIQUE PE INVESTOR COUNT BY LOCATION
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My father encouraged my habit. One day

he took me out to his car and opened the 20

trunk. There were six boxes filled with the 150
entire set of Encyclopaedia Britannica (1949 122
edition), leather-bound and gilt-edged. My 100

eight-year-old brain reeled at the

50
undiscovered worlds stored within. I

carried the books to my bedroom and 0

reassembled them alphabetically on my 2006 2007 2008 2009 2010 2011 2012 2013 2014  2015*
bookcase. That was when I discovered my

first fact: the penultimate volume-Vol. 23 U.S. Interest in Canada Remains Strong

(Vase-Zygo)-was missing.
For the fifth straight year in a row, the number of unique U.S. private equity firms

Not to spoil the moment, I kept that active in Canada has exceeded domestic firms by a considerable margin, with a

information secret. In the years of schooling disparity of 33 through the end of September 2015. Although unlikely to surpass

that followed, I made constant use of those the height of 2013, the number of PE investors active this year indicates a

tomes, somehow avoiding subjects like sustained interest in the Canadian scene, particularly the core and lower middle

Vonnegut and Zoroaster... markets. Looking at deal flow broken down by size, the proportion of deals
within the C$25 million to C$500 million range is approaching 50% of all

Click here Canadian PE activity, indicating how the rising tide of PE interest is largely

to read Randy Schwimmer's MidPoints column centering in the center of the Canadian middle market. That said, given the depth

in the latest issue of Middle Market Growth and breadth of the Canadian mid-market, over 40% of all 2015 deal flow is still

magazine. sub-C$25 million in size. Given current market conditions in the U.S., as well as

the rising level of PE investment firms targeting mid-market companies, the
balance of activity may well tilt a little more toward the center of the middle
market, while overall investment levels should remain fairly strong. The
Canadian dollar has slid considerably over the past year, while ongoing weak
commodity prices haven't helped, contributing to overall faltering economic
growth. The troubled environment could create further opportunities for U.S. PE
investors to bring their resources to play, especially in the business products and
services sector, which is still accounting for the vast majority of all Canadian PE
activity.

Contact: Garrett Black
garrett.black@pitchbook.com

SELECT DEALS IN THE MARKET

Arranger Sponsor Industry Facility* Spread LIB Fir

Ascensus (CL)(2) (65 Genstar Capital Services & Leasing 400 450 100 98.5 B/B3
DigiCert (CL)(2) Jefferies Thoma Bravo Computers & Electronics 220 500 100 97 B-/B3
GENEX Services (AO) RBC Apax Partners Services & Leasing 25 425 100 99 B/B3
Higginbotham & Associates (2) SunTrust Stone Point Capital Insurance 190 525 100 99 B/B3
Oasis Outsourcing (AO) RBC Stone Point Capital Services & Leasing 80 475 100 N/A B/B2
Primeline Utility Services (CL)(2) BNP First Reserve Corp  Building Materials 270 550 100 99 B/B3
Quorum Business Solutions (AQ) RBC Silver Lake Partners Computers & Electronics 42.4 475 100 N/A B/B2
Rhode Island State Energy Center (2) MS Carlyle Group Utilities 325 450-475 100 98.5 NR/NR
Shoes for Crews LLC (CL)(1) Antares CCMP Capital Retail 233 500 100 99 B/B3
Averages 198 488 100 99

* Senior only Call Schedules

** May be estimate based on leverage. Assumes unfunded (;::; ;:z:;rl;:jerl_\ien :3 ?Ol‘:‘mth 101

(o o ol (00) Covenant Lite AL (3) 102/101

i D) Dividend 4) NC-1/103/101
égri‘;l:::eaggﬁ;;SJ:I:snlMotherwise noted EA()J) Add-On e @ e

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




