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Last week we kicked off our special series examining the differences between lending to
middle market companies and those backed by private equity sponsors [link]. We
discussed how these companies often are founded by visionaries with great creativity, but “The bull market ends on a recession,
lack the management skills to execute the business plan to its full potential. it doesn't end on a rate hike.”

- Michael Antonelli, equity sales
Let's turn to how private equity sponsors can help accomplish these goals. The first thing (g LTt Wo 1
these firms look for is a partner. "There's a common myth that we buy companies to take
them over and manage them," one managing partner of a New England middle market

firm told us. "We buy them so that the management team can manage them." _

. o Back ecial!
He went on. "What we do is give the team the tools to grow. For example, many of these

businesses don't have the access to capital they need to finance their growth. In many 30-DAY FREE MEMBERSHIP

cases, they don't even have the experience or sophistication at the financial management Join ﬂ;e |e$din9 Vfoicefof t3hoe dmlddle
t. .

level to know what's available out there. We can help with that." market. Ty us free for avs

Our own experience as a lender reinforces this point. CFOs of smaller companies tend to
be more in the mold of treasurers or controllers. But given the increased demands of a PE-
owned company taking on leverage, the skill sets required for the position are more akin
to public companies. Knowing this, debt providers make credit decisions based on the
strength of financial management. A weak presentation by a CFO at a lender meeting can
do more damage to credibility than one by the CEO.

Another theme is distribution. How do you get your product to market?

A portfolio company we know had a fast growth skin-care line with excellent
penetration in health food stores, but couldn't get into the bigger retailers. "I had been
trying for years to break into CVS," the founder told us, "but it wasn't until the buyout
when our [sponsor] partners helped crack the code." She continued. "They had been
successful with several other launches, so brought the experience with the retailers we
didn't have."

This is particularly true for middle market companies who look to expand overseas. By
their nature, smaller companies lack the resources and capabilities to leverage LSTA 21 Annual Conference
partnerships with international vendors. But PE firms with global reach can tap their Hilton Hotehes

. : : . November 3™ 2016
connections to pave the way to build these relationships. Or buy them.

We'll cover add-ons in future issues, but helping companies execute an effective M&A
strategy is one of the hallmarks of a good sponsor. Being able to successfully identify, Click Here
finance, and integrate acquisitions can make or break your returns and growth plan. (Rpegetet

Corporate development help comes naturally to sponsors employing operating partner
models. These former Fortune 100-quality executives, whether as on-the-ground
consultants or replacing management, give less seasoned teams access to decades of
experience in working through complex growth or cost streamlining projects.

Next week we look closer at what motivates a family run company to sell to a private equity firm.
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Monroe Capital Slow Flow

Innovative Capiral Creating Value

This week we continue our Loan volume for both sponsored and non-sponsored middle market transactions have
conversation with Ted Koenig, generally slumped since 2014.

president and CEO, Monroe

Capital. Monroe is and has been a
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The Lead Left" Monroe has two Z ] Source: Thomson Reuters LPC

different businesses, correct?

Ted Koenig: Yes, we have the direct

Sources: Thomson Reuters LPC
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and agented loan origination

business I've just described and we
have a "flow" business. The flow

business takes advantage of our .
Commercial Paper

ability to originate and distribute to 963.7 1,120.3 2,2225 1,272.2

Outstanding ($Bs)
Source: FRED

LOAN STATS AT A GLANCE

others by creating high quality club
investment opportunities with other

high quality asset managers. Those
deals are proprietary relationship Provided by:
loans that we do with other like \

a ’ S&P
minded credit focused managers. CAPITALIQ

We create alpha in that business by This Wook Last Week 6MOAgo YR Ago

utilizing those proprietary club New-lssue Clearing Yields

transactions and then sprinkling in $200M or less 6.49% 6.49% 7.09% 6.78%
6.12% 6.26% 6.91% 5.86%
5.80% 5.82% 6.35% 6.02%
5.11% 5.21% 6.04% 5.10%

some of our own "home cooking"
Monroe agented deals.

o . Middle market (< $50M) 6.32% 6.32% 7.10% 6.30%

TLL: How much of your business is
) Large corporate (> $50M) 5.32% 5.43% 6.18% 5.41%
PE sponsor-backed: PIUNENME PO 5.69%  5.82%  6.64%  5.50%

Middle Market Credit Stats
Sr/EBITDA N/A N/A 4.6 5.8

. . Debt/EBITDA N/A N/A 5.1 6.1
year, but we like to keep it around T R e e

60-70% PE sponsored and 30-40% Monthly Returns 0.54%  0.28% 0.55% 0.45%
non-sponsored. By doing high Average Bid 93.38 93.26 92.16 96.47

quality non-sponsored transactions

TK: It varies a little from year to

Contact: Cuong Huynh

cuong. huynh@spglobal.com
lower leverage, we can pick up 200-

300 basis points annually of net LP MIDDLE MARKET DEAL TERMS AT A GLANCE

with generally better pricing and

returns. The PE sponsored deal Provided by:
market is more competitive and SP CAPITAL
L. PARTNERS
sophisticated.
September Update

"Most financial firms don't fail
because of losses, they fail
due to a lack of liquidity."

TLL: What's the largest check you
can write?

TK: We can write a $150 million
check across our platform today.
However, the biggest check we have
actually written is around $110
million. The average size for us in



the portfolio today is about $55
million for our directly originated
and agented deals.

TLL: What about the flow business?

TK: That's our club business that we
developed from our origination
business. It's easy to create scale
there. However, if we can't create
alpha, I really don't want to scale
that business. We can't hold
everything; diversification is critical.
We want to sell certain assets and
when we do, that creates
reciprocation from others. The flow
business for us is about being a
good partner to other managers.
We're working to develop our flow
business; we have issued several
CLOs over the last couple of years.
We have a strong loyal following of
CLO investors, particularly in
Europe. Everything we do in that
area is both U.S. and European risk
retention compliant.

TLL: How are you able to maintain
and reward your people as your
growth has been very impressive?

TK: As I mentioned earlier, we have
not and are not going to grow for
growth sake. That being said, we
have grown our firm at a 28%
CAGR since the financial crisis in
2008. That growth is a direct result
of increasing our market share in
our space at a time when the
traditional regulated financial
institutions have largely left the
market. This has allowed us to
attract the best talent from many of
those same financial institutions we
used to compete against in the early
and mid 2000s. I think it is critical to
create opportunities for career
development for our employees and
staff. It's important for our firm to
help our people succeed -
professionally, personally and
financially. For example, last year in
2015, we closed on two separate
funds totaling around $1 billion of
LP commitments or about $2 billion
of total buying power after
considering leverage. 56 people in
our firm have been allocated carry
with those two funds. That's pretty
atypical in our industry.

Deal Component

Cash Flow Senior Debt
b [ERIMTDAY, Midcap 3.00x-4.00x
Total Debt Limit

e [EEITDAY Midcap 4.00x-5.50x

Senior Cash Flow Pricing

(0.50%-1.00% fl)

Lien Prici
Second Lien Pricing (Avg) (0.50%1.00% i)

(0.50%-1.00% fl)

Subordinated Debt
Pricing

specia\ situations;

(0.50%-1.00% fl)

(0.50%-1.00% fl)

Unitranche Pricing

*Micro Cap= <$7.5mm EBITDA

al 3| EBITDA
*Midcap= >$20mm EBITDA
*Changes from last month are in redl

Contact: Stefan Shaffer
stefan@sppcapital.com

September 2016
Micro Cap 1.50x-2.50x
Small Cap 2.50x-3.50x

Micro Cap 3.00x-4.50x
all Cap 3.00x-4.50x

Bank: L+3.00%-4.50%

Non-Bank: <$10.0MM EBITDA L+6.00%-8.00%
Non-Bank: >$15.0MM EBITDA L+4.50%-6.50%
(potential for a 0.50%-1.00% floor)

Micro Cap L+8.00%-11.00% floating

Cap L+7.00%-8.50% floating

Midcap L+6.00%-7.50% floating

Second lien may buy down to ~9.0%.

L+7.00%-8.50%

Midcap L+6.00%-7.50%
(0.50%-1.00%-1.50% fl)

Fixed rate alternatives available. Most
unitranche lenders allow a small ABL facility

September 2015
Micro Cap 1.50x-2.00x

Small Cap 2.00x-3.50x

Midcap 3.00-4.25x

Micro Cap 3.00x-4.00x

Small Cap 3.75x 4.50x

Midcap 4.00x-5.50x

Bank: L+1.75%-3.50%
Non-Bank: L+4.00%-6.00%

Micro Cap L+8.00%-11.00% floating
(1.00% fl)

Small Cap L+6.00%-9.00% floating
(1.009% fl)

Midcap L+5.50%-7.50% floating
(1.00% fl)

Micro Cap 11.0%-14.0%

Small Cap 10.0%-13.0%

Midcap 10.0%-12.0%

Warrants limited to sub $5 million EBITDA and

Micro Cap 12.0%-14.0%

Small Cap 11.0%-13.0%

Midcap 10.0%-12.0%

Warrants in special situations;
Second lien may buy down to ~9.0%.

Equity co-invests readily available.

Micro Cap L+8.00%-11.00%

Micro Cap L+8.00%-11.00%

(1.00% fl)

Small Cap L+6.50%-8.50%

(1.00% fl)

Midcap L+6.00%-7.50%

(1.00% fl)

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

outside of the unitranche facility though pricing gmall ABL facility outside of the loan with
likely to be impacted by size of revolver if

external to unitranche. Capex, acquisition lines, provided direcﬂy by unitranche lenders
and equity co-investments readily available.

an ABL lender; larger ABL facilities are

and internally arranged.
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Lender Survey: Are you seeing cracks in your portfolio?

Yes, some companies are falling
below targets

Maybe, pace of growth has
slowed down

No, EBITDA growth remains
steady

Source: Thomson Reuters LPC

0% 20% 40% 60% 80%

% of survey respondents

Yes, we are seeing signs of cracks in credit quality in our portfolios, said roughly 35% of the attendees
gathered at the Marriott in Times Square for Thomson Reuters LPC's 22nd Annual Loan & CLO Conference
on Thursday. While these respondents said some companies are falling below targets, 46% of respondents
said that they may be seeing some cracks as the pace of growth for some companies has slowed down.
Conversely, 18% said that EBITDA growth remains steady and they are not seeing much change in their
portfolio companies. Of course the majority of issues have been centered around metals, mining, oil and gas.
Results were somewhat similar when nearly 400 attendees gathered at the Marriott in Times Square for
Thomson Reuters LPC's 4th Annual Middle Market Loans Conference this spring and 42% reported seeing
signs of cracks in credit quality in portfolios, about half reported a slower pace of growth and only nine
percent said that EBITDA growth remains steady and they are not seeing much change in their portfolio
companies. This figure is half of last week's figure, a sign that in other sectors, there are also signs of

improvement.

Contact: Ioana Barza
ioana.barza@tr.com

THE PULSE OF PRIVATE EQUITY
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A PitchBook



TLL: Ted, what keeps you up at
night?

TK: Two primary concerns, and
then a host of other minor ones that
are no less important. First, it's all
about the portfolio. In this business,
asset managers need to be all over
their portfolios. If you take your eye
off things, and don't monitor
borrowers properly and proactively,
problems will occur. This is true in
both the larger and more traditional
middle market as well as the lower
part of the middle market where we
play. Justlook at the BDC market
for evidence of this. Many BDCs fell
victim to lax portfolio surveillance
practices and poor credit
underwriting. Those same BDCs are
now trading at less than 80% of their
NAVs and are actively reducing or
cutting their dividends. Early
detection of problems and early
intervention are keys to not losing
money. In our business, not losing
money means we are creating alpha
and generating high risk adjusted
absolute returns for our investors.
We have 25 people on portfolio
surveillance, actively monitoring
our borrowers. The private credit
middle market allows us to receive
lots of information, almost an
unlimited amount about our
borrowers on a timely basis. The
important thing is to utilize that
information.

My second concern relates to
liquidity. Most financial firms don't
fail because of losses, they fail due
to a lack of liquidity. That is what
the financial crisis taught us.
Leverage, albeit a modest amount, is
an important part of our business in
generating returns. We are non-
regulated but indirectly, we get
some of our money from regulated
banks in warehouse leverage loan
facilities. I'm very focused on what
the banks are able to do in the
leverage lending area to firms like

ours.

My third, fourth and fifth concerns
all revolve around taking care of our
people and compensating them
properly. Our business is people.
People execute and generate deal
flow and returns. Iam proud to say

Global B2C-focused PE fund return multiples by vintage

mm Median of DPI Median of RVPI Median of TVPI

2.12x

Source: PitchBook
*
1.57x 150x 151x As of 12/31/2015
5 1.38x 1.37;
o “129x 120x 133 1.27x
I x 1.18x

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

0.44x
0.36x
0.44x
0.55x
0.89x
1.02x
0.97x
0.99x

[810c

Recent consumer-focused PE vintages have a ways to go

Consumer spending has been on the rise, but private equity managers of youthful consumer-focused funds
still have a ways to go when it comes to either increasing overall value or realizing gains. The median fund of
the 2010 vintage, for example, has a total-value-to-paid-in (TVPI) multiple of 1.33x, with 0.30x for the multiple
of what has been actually distributed back to limited partners (DPI). Returns data is as of the end of 2015, per
normal reporting cycles, which further illustrates how funds from 2010 should be entering a period of greater
realization sooner rather than later. Granted, the PE industry's typical fund life has been extending as of late,
but it's worth noting the phenomenon. Vintages closer to the recession understandably may take even longer
to translate paper gains into reality. In addition, it's not necessarily just the economic impact of the slowdown,
but rather the shifting landscape of the consumer industry in general that is potentially prolonging PE
managers' efforts. Certain strategies have been able to capitalize early on the fast-casual space, but others in
more traditional restaurant areas have not been quite as fortunate. In addition, niche or low-cost retail
businesses have avoided-to at least some extent-the troubles faced by giants such as Nordstrom. It's not just
about adapting to millennials' experience-based tastes, but also blending e-commerce with brick-and-mortar
and keeping supply costs low while investing in more sustainable product sourcing. In short, PE fund
managers of recent vintages have their work cut out for them still.

@ Read PitchBook's Benchmarking Report here.

Contact: Garrett Black
garrett.black@pitchbook.com
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Having the distinction of being the widest constituent in the Markit iTraxx Europe is clearly one that most
companies would prefer not to have. Yet Glencore has held this dubious honour since the last index roll in
March and beyond. It had a challenger in fellow miner Anglo American, but Anglo's downgrade to junk and
consequent removal from the investment grade index left the field open to the Swiss firm.

Glencore's current CDS 5-year spread of 227bps has an implied rating of 'B', suggesting that its membership of
the index is also precarious. But this single fact obscures what has been a remarkable credit story. In January
of this year, Glencore was trading in excess of 1,100 bps, firmly in distressed territory and an incredible level
for an investment grade credit. Since then it has tightened by more than 900bps, comfortably the best
performance in the investment grade universe.

Some would say that this is evidence that the CDS market is prone to overshooting. But this ignores the fact
that Glencore's fundamentals have changed significantly during the period of spread tightening. The
company has reduced net debt from €30bn in the middle of last year to $23.6bn at June 30, mainly through
selling assets, cutting capacity and suspending dividend payments. It aims to cut new debt to $16.5bn to



that we have most all of the same
senior people from the start still
together over our 14 years.

TLL: What does the future hold for
the business?

TK: I think the future is bright for
the private debt space. Investors
need yield. Pension funds continue
to grow. Regional banks are on the
sidelines for transactional lending.
There will always be middle market
deal flow. The middle market
represents 60-70% of all U.S. deal
flow. There will always be deals
generated from family transfers of
ownership among privately held
companies. And there will always
be private equity sponsors buying
from middle market businesses
from other private equity firms.

TLL: What has been the biggest
difference in the last 10 years?

TK: Eighty percent of the middle
market loans made back in the mid
2000s were made by regulated
financial institutions. Today that
number is 20% which means that,
80% are being made and managed
by firms like Monroe.

The asset class will continue to be a
mainstream element of an investor's
portfolio. But unless managers
continue to generate alpha, they risk
that they will become irrelevant. The
amount of data available to
investors today is much improved
vs. ten years ago. Like with private
equity, LPs want to invest in top tier
performance rated funds.
Institutional LPs will have their
choice and they will choose alpha
over beta in this space.

Segmentation of the market will
continue. Ultimately, investors will
want to invest in all segments of the
market: companies with less than
$25 million of EBITDA, those that
have greater than $25 million of
EBITDA but less than $100 million,
and finally, those companies with
greater than $100 million of
EBITDA. Like private equity,
institutional investors will want the
best in class asset managers for each
market segment. That creates

$17.5bn by the end of the year. Glencore has also benefitted from the recovery in natural resource prices,
though this has been partially offset by a prudent hedging policy.

So the movement in Glencore's CDS spread can be justified by the change in the firm's financial strategy, as
well as a shifting outlook in its core energy markets. Liquidity was not an issue - Glencore was heavily traded
during its difficult period and regularly ranks in the top 10 most active corporate names. The company's share
price rose above A£2 a share for the first time since August 2015 from a low of 69bp in January, demonstrating
that the credit deterioration was not an anomaly.

Can the same be said for Deutsche Bank? The German institution is the latest contender to take the "top" spot
it in the Markit iTraxx Europe. Its spreads hit 237bps on September 20, just 5bps tighter than Glencore. This
was the roll day, so it was expected that spreads would widen. But Deutsche's CDS was trading at just 95bp at
the beginning of this year, while the Markit iTraxx Senior Financials index widened from 77bps to 100bps
over the same period, so it is clear that the German bank is underperforming its peers. Like Glencore, there is
a solid explanation why the CDS market has reacted in such a manner. Deutsche was hit by a $14bn fine this
week from the US Department of Justice, though there are reasons to believe that the final figure will be
lower.

But the real reason behind the credit deterioration - and why its stock is trading at a fraction of book value - is
the perception that the bank is undercapitalised. In particular, its leverage ratio of 2.68% is lower than all of
the world's major banks, according to the FDIC. On a risk-weighted basis the capital picture may look
different, but the markets focus on the more transparent measure, so it is little surprise to see a risk premium
on Deutsche. Another bout of negative new flow in the coming weeks could see Deutsche take Glencore's
crown.

Contact: Gavan Nolan
Gavan.Nolan@ihsmarkit.com
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Average Free-and-Clear Tranche as a Multiple of PF EBITDA

0.9x
0.7x
0.5x
Q1 Q2 Q3 Q4 Q1 Q2 Jun-Aug
2015 2016

Contact: Steven Miller
smiller@covenantreview.com
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Breakdown of Asia-Pacific-Based Private Debt Fund Managers by
Location
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The Private Debt Universe in Asia-Pacific



diversity of managers and is a . . ) ) B . .
Preqin's Private Debt Online tracks 152 Asia-Pacific-based private debt fund managers, of which 32 are

thoughtful way to construct an located in Hong Kong, the most of any country. However, with regulators such as the Securities and
institutional investment portfolio of Exchange Board of India requesting the Reserve Bank of India to ease regulations on Alternative Investment
Funds (AIFs), there is a chance that India may replace Hong Kong as the most prevalent country for private
debt fund managers in the Asia-Pacific region. India currently accounts for 19% of firms within the region,
only slightly fewer than the 21% located in Hong Kong.

private credit today.

Contact: Theodore L. Koenig
tkoenig@monroecap.com Private Debt Online also tracks 249 private debt investors based in Asia-Pacific. Preqin data shows that Japan
is home to the largest proportion (21%) of active institutional investors in private debt, which in turn could
incentivize more non-traditional lenders to set up headquarters in the country. The three nations of Hong
Kong, India and Japan together make up over half of all private debt fund managers in Asia-Pacific by

number.

Of the remaining Asia-Pacific markets that are home to private debt fund managers, Singapore comes in next,
accounting for 12% of firms in the region. It is interesting to note that although China is home to just 9% of
private debt fund managers in Asia-Pacific, it is responsible for 24% of aggregate capital raised for private
debt in the region in the past 10 years, and currently holds an estimated 25% of all dry powder in the region.
Australia also accounts for 9% of fund managers headquartered in Asia-Pacific. However, with a wide variety
of institutional investors such as superannuation funds, it accounts for a fifth of private debt investors in the
region.

Private debt as an asset class is still relatively new in the Asia-Pacific region, and as countries provide
differentiated offerings, such as tax breaks, to alternative lenders and institutional investors, the popularity of
the asset class may yet increase.

Contact: William Clarke
william.clarke@preqin.com

SELECT DEALS IN THE MARKET

Arranger Sponsor Industry Facility* Spread LIB Fir OID Rating

Cross Country Healthcare SunTrust Charterhouse Equity Services & Leasing 40 225 N/A N/A NR/NR
AmSpec (1) Antares Olympus Partners Services & Leasing 170 500 100 99 NR/NR
Parts Authority (1) BMO Jordan Company Automotive 145 475 100 99 NR/NR
Mister Car Wash (CL)(AO) Jefferies Leonard Green Automotive 20 400 100 N/A B/B2
Beaver-Visitec (1L) (1) UBS AG Texas Pacific Group  Healthcare 170 500 100 99 B/B3
Beaver-Visitec (2L) (4) UBS AG Texas Pacific Group  Healthcare 80 875 100 98 B/B3
Tronair (1) SocGen Golden Gate Capital Aerospace & Defense 125 450-475 100 99 NR/NR
Ortholite (1) GS Blue Point Capital Retail 200 475-500 100 99 NR/B2
Zest Anchors (AO) Deutsche Avista Capital Healthcare 70 550 100 N/A B/B3
Averages 113 504 100 99

* Senior only Call Schedules

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

unfunded revolver (2L) Second Lier.l Flex Up (2) 101

NA Not Available (CL) Covenant Lite (3) NC-2/104/102

All dollar amounts in $MM (D) Dividend Flex Down (4) 102/101

Corporate ratings unless otherwise noted (AQO) Add-On

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