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A Review of European Direct Lending (Last of a Series)

As we wrap up our series on direct lending in Europe, let's examine the
supply/demand dynamic we expect to drive deal activity for providers
and users of private debt.

As our Chart of the Week shows, European funds have almost $30 billion
in dry powder available to support loans. On the supply side, private
equity firms have $140 billion available to deploy for investments. That
would seem to give direct lenders plenty of opportunity to put money
to work.

But the total annual volume of new issue leveraged loans in Europe is a
fraction of the activity in the US. Last year, according to S&P Capital IQ,
there was just under $45 billion in new institutional European deals.
That compares to over $257 billion in the US for the same period, or
almost six times as much.

Plus, as we've discussed, banks in Europe have been aggressive about
defending their market share, particularly with relationship sponsors.
That has pushed direct lenders to offer unitranche financings as well as
more risky lower-in-the-capital stack solutions. While volume
information on this activity is not readily available, Preqin estimates
that 233 European private equity deals have been closed in the past
twelve months with a total valuation of $90 billion.

What financing options do sponsors have in Europe versus the US?
Pretty much the same variety of alternatives are available in both
markets, though American direct lenders are several years ahead of
their European counterparts in both size and sophistication.

According to one source, mezz has largely disappeared in Europe.
Banks don't like it because, unlike in the US, European mezz is
structured as second lien so presents inter-creditor concerns.

Another worry expressed by credit veterans is that the direct lending
market in Europe is less mature than in the US. That results in more
competition for fewer opportunities, thus increasing the likelihood of
great concentration in portfolio positions.

One further difficulty with nation-oriented lending is that each country
has its own economic strengths and weaknesses. As one pan-European
lender told us, "country-specific funds are compelled to follow the
credit cycle of that country." To avoid that trap you need to toggle
among economies, depending on your view of their outlook. Timing
cycles is tricky, and adds a layer of complexity US managers don't have.

QUOTE OF THE WEEK

“Investors have really come to terms
with the fact that recession risks are
receding in the U.S.”

- Mike Baele, senior portfolio

manager, U.S. Bank Wealth
Management.
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Finally, noted one top manager, European funds face a potential
mismatch between funding costs, which are at rock-bottom, and
lending spreads. "There will likely be a shakeout of direct lenders down
the road," he said. "The US experienced this in 2009 as poorly
performing (or inadequately funded) managers flushed away in the

Marriott Marguis, New York City

downturn. For Europe, the day of reckoning may still be ahead."

Wednesday April 27, 2016

Join hundreds of bankers, investors
and borrowers for a day of in-depth
discussion of the history of - and
future potential for - this sector and
its components, with panels
featuring industry experts.

wwwloanpricing.comimmeconferenca1s
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This week we continue our
conversation with Ron Kubick,
Managing Partner and founder of
Cadence Credit Partners, an
independent capital markets advisory
firm that provides middle market
companies (public, private, and
sponsor owned) with capital markets
advisory expertise when companies
seek financing from traditional or
alternative credit providers.

Second of two parts - View part one

The Lead Left: You mentioned ABL.
That seems to be a big part of your
focus.

Ron Kubick: There are lots of ABL
opportunities driven by the tightness of
regulations. One common strategy is to
help borrowers "term out" the ABL
facility. It's going to be at a higher cost,
but will generally lead to greater
availability. Lots of middle market
companies use ABL and with an asset
heavy business model, this strategy of
asset optimization tends to work well
for issuers and lenders.

For example, let's say you have a $125
million ABL revolver. Because of
ineligibles under the borrowing base,
advance rates, etc. - the company only
has a little over $100 million of
availability. But by terming out the ABL
with a $50 million TL, they may have

Deployment Overseas

European debt funds have $28.8 billion in dry powder dedicated to direct
lending; private equity has almost five times that to put to work.

B Private Equity Dry Powder
~——Direct Lending Dry Powder
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137.7 Rk 139.6

Sources: Pregin; European Dry Powder - Private Equity & Direct Lending (USD bn)

STAT OF THE WEEK

3/11/2016

8/27/2010 1/23/2004 11/11/1994

Commercial Crude Oil
523,178

361,707 263,666 344,957

Inventory (Thousand Barrels)

Source: EIA
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This Week Last Week 6MO Ago YR Ago

New-Issue Clearing Yields

more access to liquidity overall, even
under the remaining $75 million RC.

$200M or less 7.20% 7.04% 6.78% 6.51%
Rite Aid used the same structure back $201M - $350M 6.96% 6.96% 5.86% 6.29%
during the credit crisis to create market $351M - $500M 6.35% 6.35% 6.02% 6.21%
depth for a syndication. By suppressing $501M+ 6.04% 5.92% 5.10% 5.45%
the advance rate on receivables down to Middle market (< $50M) 747%  7.07%  630%  6.74%
5 oml & e ol e, gy Large corporate (> $50M) 623%  618%  541%  571%
created a "first-in-last-out” term loan Large corporate single-B (> $50 6.75% 6.74% 5.50% 5.81%
that was added to improve the overall Middle Market Credit Stats

access to those assets that only went up Sr/EBITDA 4.9 51 58 50
to 85%. Debt/EBITDA 4.9 5.1 6.1 5.0
Middle Market Index Data

Monthly Returns 0.55% 0.15% 0.45% 0.59%
Average Bid 92.16 91.92 96.47 96.56
Source: S&P Capital IQ

RK: Pure play oil and gas is generally Contact: Timothy Stubbs
not where I'm looking. It's frankly near

) ) ) ) timothy.stubbs@spcapitaliq.com
impossible to raise debt or equity

dollars for exploration and production MIDDLE MARKET DEAL TERMS AT A GLANCE

today, at least in the middle market.

TLL: Are there industries you like?
Don’t like? What do you think of
energy?

But for an industrial company with 10% Provided by:

exposure to energy that's experiencing SP CAPITAL
a hiccup because it's tangentially PARTNERS
exposed...that's something where we

can add value. March Update

Deal Component March 2016 March 2015

Micro Cap 1.50x-2.50x Micro Cap 1.50x-2.00x

Asset light companies like staffing

businesses are very tough to obtain fa:;:;i‘)"’ Sl sall Cap 2.50%-3.50 Small Cap 2.00x-3.50x
. . . g . X . "
financing for during a transition since felezp SO0 iz U
that transaction could only be viewed T Micro Cap 3.00x-4.00x Micro Cap 3.00x-4.00x
Small Cap 3.75x-4.50x Small Cap 3.75x 4.50x
based on leverage. ¢AETER) Midcap 4.00x-5.50x Midcap 4.00x-5.00x

Bank: L+3.50%-5.00%
Non-Bank: <$10.0MM EBITDA L+7.00%-8.00%

. 93,509
[T PPN NI Non-Bank: >$15.0MM EBITDA L+4.50%-6.50% E‘a”k’B sz'_oﬂ/z 355/2 0%
(potential for a 1.00% floor) on-sani et

"Lots of middle market companies
use ABL and with an asset heavy

business model, this strategy of _ .
Micro Cap L+9.00%-12.00% floating (1.00% ) 10 Cap L+8.00%-11.00% floating

asset optimization tends to work Small Cap L+ 7.50%.9.00% floating (100|/f'> 65768 50% g
well for issuers and lenders." Second Lien Pricing (avo) - (Sl (1.009% i
Midcap L+5.50%-7.50% floating Midcap L+6.00%-7.50% floating
(Ti00%i) (1.00% fl)

TLL: How about retail or consumer? Micro Cap 12.0%-14.0%

Small Can 11.0%-13.0% Micro Cap 12.0%-14.0%
Small Cap 11.0%-13.0%

. small Cap 11.0%-13.0%
. ; . R |\/iclcap 10.0%-12.0% " e
RK: There will be some winners and Subordinated Debt Pricing Warrants in special situations; Midcap 11.0%-12.0%

. . . Warrants in special situations;
losers in middle market retail, for S e ey oy @la o <505
instance. But obtaining incremental
financing is possible given those sectors

Second lien may buy down to ~9.0%.
Equity co-invests readily available.

Micro Cap L+8.50%-11.00% MilteroE7 LoaEsIeES

1.00% fl
tend to have favorable assets that can (1.00% fl) ( o L46.00%.8.00%
. Small Cap L+7.50%-8.50% D OEEEEEER
be levered and that market will m’ . * (1.00% fl)
. Unitranche Pricing - " " Midcap L+5.50%-7.50%
continue to evolve. Midcap L+6.00%-7.50% gy botentia

(1.00%-1.50% fl)

Potential for fixed rate with BDC or mezz lender.
lender.Most Unitranche lenders allow a

small ABL facility outside of the loan.

*Micro Cap= <$7.5mm EBITDA for fixed rate with BDC or mezz

: .
“Midcap= >$20mm EBITDA Equity co-invests readily available.

*Changes from last month are in red

TLL: What's your ideal financing size?

RK: Anywhere from $25 -250 million in Source: SPP Capital Partners

size.
Contact: Stefan Shaffer
TLL: I assume you end up competing stefan@sppcapital.com
with lots of folks.
LEVERAGE LOAN INSIGHT & ANALYSIS
RK: Investment banking advisory is a Provided by:

highly competitive business with many
great firms out there, however as
markets evolve, banker specialization
will always be the key differentiator in
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getting engaged. Sponsors,
management teams, and boards have
many choices in advisory firms, the
goal is to put the best team on the field
for that client.

TLL: What's been your biggest surprise
through this whole thing?

RK: While it has only been a month and
a half since our launch, I have been
pleased with the markets receptivity
towards a pure play capital markets
advisory firm that specializes in
Strategic Finance. Our goal is to
provide best execution and hopefully
our reputation will find more clients.
We are still in the early days of a cycle
and also the life of Cadence Credit
Partners, since we are built on the
success of our clients, I am hopeful that
we will be talking this time next year
with The Lead Left and provide an
update on what our year two will look
like!

Contact: Ron Kubick
ron@cadencecp.com

Gioiwith

Tipping Point

Danny Meyer startled the restaurant world
in October with a dramatic announcement-
he was eliminating tipping from all his
Union Square Hospitality Group fine
dining locations.

Many revolutionary ideas seem obvious in
hindsight. This one is being launched
against a firmly entrenched practice that
defies common sense yet remains the
economic foundation for many service
sector employees in the United States.

The reaction on op-ed pages was favorable,
thanks to Mr. Meyer's sterling reputation
among cuisine cognoscenti. Since launching
the Union Square CafA®© in 1985, he has
consistently been on the forefront of
restaurant trends, propelling him to the role
of industry statesman.

It is also a campaign years in the making,
dating back to Meyer's partnership at
Gramercy Tavern with chef...

U.S. CLO holdings of Valeant Pharmaceuticals at $3.8 billion, or 0.9%

of assets

U.S. CLO holding ($Bils.)
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Valeant Pharmaceuticals, the most widely held name in U.S. CLOs, announced
last week it was cutting its revenue forecast and that a delay in filing its annual
report put the company at risk of defaulting on its debt. In response, Valeant's
shares plunged by more than 50%. The company's loans ended Tuesday with a
weighted average bid of 94. While it is the most widely held name in U.S. CLOs,
with holdings totaling US$3.8bn, it still represents only 0.9% of CLO assets, based
on the most recent data available in LPC Collateral. Valeant is held by 754 U.S.
CLOs, with 53% of deals having sub-1% exposure. On the other hand, 7% of CLOs
have exposure in the 2-3% range, with 1% of deals having exposure above 3% of
assets. In terms of trading activity, since the middle of last year CLOs have bought
US$625m of Valeant (at a weighted average price of 96.93) and sold US$541m (at
an average price of 93.77). After Valeant, the most widely held names in U.S. CLOs
are First Data Corp. (US$3.4bn), Asurion Corp. (US$3.1bn), and Albertson
(US$2.8bn.).

Register now! TR LPC's 4th Annual Middle Market Loans Conference on April 27
2016.

Contact: Colm Doherty
colm.doherty@thomsonreuters.com
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Investors embrace HY ETFs as sentiment turns

High yield credit has enjoyed a sustained rally over the past five weeks and
investors have taken advantage through ETFs.

e High yield bond ETFs have seen five consecutive weeks of positive inflows

e Markit iTraxx Europe Crossover index has seen its spread fall from 486bps
to 332bps

e Qil & Gas, Basic Materials, Utilities and Financials have led the HY
recovery

The recent rally in risky assets has seen investors continue to embrace high yield
(HY) exchange traded funds (ETFs), with positive inflows into the funds now
entering their fifth consecutive week.

A rebound in commodity prices from February's lows and stimulatory action from
major central banks has improved global macroeconomic sentiment. As a result
HY bond risk has fallen across the board, with credit indices seeing spreads
considerably tighter - the Markit iTraxx Europe Crossover index has seen its
spread fall from 486bps to 332bps over the past five weeks.



Markit iTraxx Europe Crossover
5-yr spread (bps)
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Click here to read Randy Schwimmer's
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Source: Markit

Investors have been keen to take advantage of the improving macroeconomic
backdrop by taking on risk through HY ETFs. The last five weeks have seen
consecutive inflows totalling $6.1bn, reminiscent of the inflows seen last October
as global credit markets rallied on diminishing fears over a China/emerging
markets slowdown.

Investors go to ETFs

ETFs have been increasingly gaining popularity amid volatile market conditions
as a method for investors to express their macro view, due to their ease of access
and liquidity.

This is particularly evident in credit markets, where underlying bonds are traded
less often. As macroeconomic sentiment has improved, strong HY ETF inflows
have followed.

HY bond ETFs inflows/outflows ($bn)
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Source: Markit

According to Markit's ETP service, the week starting February 29t saw inflows of
$2.82bn, the largest since the second week of October last year. In total, $6.1bn of
new money has entered over the past five weeks - over 10% of total AUM in the
HY ETF space.

Blackrock's iShares iBoxx $ High Yield Corporate Bond ETF ($HYG) saw inflows

of $1.22bn the week starting February 22nd; the highest weekly inflow on record.
Already the largest HY ETF by AUM, it also saw its number of shares outstanding
top 200m for the first time ever, illustrating heavy investor demand... READ MORE

Contact: Neil Mehta
neil.mehta@markit.com

THE PULSE OF PRIVATE EQUITY
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Global PE funds:’ annualized cash flow by year
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Will Net Cash Flows Decline for PE Fund Investors?

Source: PitchBook

-z of 6/30/2015

Since 2010, there has been a markedly recurrent yearly increase in total
distributions to investors in private equity funds. This increase, as well as
relatively plateaued contributions, has produced a significantly positive net cash
flow for global PE funds. Through the first half of 2015, net cash flow has trended
down somewhat, likely due to PE fund managers calling down substantial sums
of capital to cut deals in an environment marked by heated multiples.

Distributions have also remained strong, bolstering net cash flow somewhat, but
it's probable that the heights of 2013 and 2014 will remain above final 2015
numbers. One reason why is an increasing spread in quality between targeted
assets, with specialized vehicles potentially increasing activity throughout the rest
of this year, which would result in significant contributions, pushing down future
cash flows. Another potential cause could be a decrease in selling: Secondary
buyouts have remained a highly utilized exit route for many PE firms, yet if they
wane in popularity due to the aforementioned issues of typical company quality
across prospective targets as well as issues around potential financing, overall exit
activity could slide. How robust the level of M&A remains is another question
mark, but, by and large, many of the drivers behind elevated M&A over the past
few years are still in place, so PE selling shouldn't decrease overly much.

Consequently, distributions could remain healthy, yet not enough to keep net cash
flows from declining.

Contact: Garrett Black
garrett.black@pitchbook.com

SELECT DEALS IN THE MARKET

Arranger Sponsor

Alpha Media (2) Citizens Stephens Group
API Technologies Corp (1) BNP J.F. Lehman & Co
Edgewood Partners (2) JPM Carlyle Group
Imagine! Print Solutions (2) RBC Oak Hill Capital
Lago Resort & Casino (1L)(4) CS Peninsula Pacific
Lago Resort & Casino (2L)(3) CS Peninsula Pacific
MedRisk (1) Antares TA Associates
Survey Sampling (AO) Antares Huntsman Gay
Vivid Seats Ltd (1) RBC Vista Equity
Averages

* Senior only

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

NA Not Available

All dollar amounts in $MM

Corporate ratings unless otherwise noted

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

Lead Left

Industry

Services & Leasing
Computers & Electronics
Insurance

Printing & Publishing
Gaming & Hotel

Gaming & Hotel
Healthcare

Services & Leasing

Film

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

(AO) Add-On

y* Spread LIB Fir

265 600
115 600
200 600-625
325 600
225 950

85 N/A
202.5 525
30 500
253 600
189 625

Flex Up

Flex Down

100
100
100
100
100
100
100
100

100
100

OID Ra
95 B/B2
98 NR/NR
98 B/B3
98.5 B/B2
98 B-/B3
97.25 B-/B3
99 B/B2
99 B/B2
93 B/B3
97

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

(3) NC-2/104/102
(4) NC-2/102/101
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Churchill Asset Management LLC
430 Park Avenue 7th floor

New York, NY 10022



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.



