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BENCHMARK INDICES

Index                        Dec-2018 Dec-2017
3-Mo. LIBOR 2.81% 1.69%
5-Yr. UST 2.51% 2.20%
10-Yr. UST 2.69% 2.40%

S&P 500 2,507 2,674
DJIA 23,327 24,719
NASDAQ 6,635 6,903

LOWER MIDDLE-MARKET DEBT METRICS

Pricing Leverage
Unitranche L+6.00-10.00% 2.75-4.50x
2nd Lien L+6.50-10.50% 3.75-5.75x
Mezzanine 9.50-14.00% 4.00-6.25x
LIBOR Floor 1.75% N/A

GENERAL MARKET OVERVIEW

Despite uncertainties that impacted year-end market indices and capital flows,

the fundamentals of the U.S. economy continue to bode well for England &

Company’s core client base: growth and acquisition-oriented middle-market

public and private companies.

GDP – Economic growth slowed somewhat in Q4-2018, with a quarterly

annualized GDP growth rate of 2.6% through December, down from 3.5%

through September. The December ISM Purchasing Managers Index still stood

at 54.3, which marked the 116th consecutive month of growth in the overall

economy and the 30th straight month of growth in the manufacturing sector.

Employment – U.S. labor market continued to exhibit strength: December

payrolls increased to 312,000, beating the market consensus of 184,000, while

November and October indicators were upwardly revised by 58,000. A total of

2.6 million jobs were created in 2018, an 18% improvement from 2017, and the

8th consecutive year that the U.S. economy has produced over 2 million new

jobs. Wages rose at 3.2%, exceeding the market consensus, and the

unemployment rate rose modestly to 3.9%, partially attributable to a modest

0.2% rise in the labor market participation rate.

Inflation – Inflation increased by 2.2% for the 12 months ending in December

2018. Two additional Federal Reserve rate hikes occurred in Q4-2018, bringing

the Federal Funds Rate up to 2.25%-2.50%, though continued rate hike rhetoric

has softened.

Credit Rating Trend – In general, the credit landscape has become more

pragmatic, and ratings more conservative. Correspondingly, credit ratings have

generally shifted lower since 2007, with about 45% of loans rated B or lower in

2018, vs. less than 28% prior to the financial crisis in 2007.

Source: PitchBook

Source: PitchBook

Source: Federal Reserve Economic Data

Source: England Securities Market Survey; Industry Reports
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SPOTLIGHT: PRIVATE DEBT CAPITAL FUNDRAISING TRENDS

According to Prequin, private debt fundraising declined by 15% in 2018 to $110

billion, led by a significant pullback in the formation of direct lending vehicles.

These non-bank entities, which include senior debt investment funds, raised

nearly one-third less capital during 2018, a period marked by a succession of

Federal Reserve rate hikes, significant fund outflows in the syndicated loan and

high yield bond sectors, and looming uncertainty over trade policies that could

affect broad swathes of the U.S. economy.

In contrast to the slowdown in private senior debt capital lending capacity, 2018

witnessed a resurgence in mezzanine investment capital formation, with a

150%+ increase in capital raising to $31 billion.

Mezzanine capital, which is typically fixed rate and unsecured, is designed to fill

the funding gap between cheaper senior debt and more expensive (i.e. dilutive)

equity. By virtue of light warrant coverage and/or equity co-investment rights,

controlling shareholders can enjoy an alignment of interests with mezzanine

capital partners that can be a source of growth capital and fulcrum liquidity

when capital markets tighten and rates are rising.

Given the current market environment, credit rationalization in the senior debt

and rated credit markets, and the general thrust of prevailing U.S. monetary

policy, we believe the deployment of mezzanine capital is poised to increase in

2019.
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LEVERAGED LOAN MARKET

• CLO institutional vehicles, which consume approximately 80% of broadly syndicated loan (“BSL”) volume, posted another record year
with over $128 billion in new funds, including nearly $16 billion in middle-market CLOs.

• Institutional leveraged loan activity of $730 billion was down 21% vs. 2017, driven by a net decline in refinancing activity that was only
partially offset by a rise new money financings in general, and M&A financings in particular (up 22%). The trend toward non-bank
institutional dominance of the primary leveraged loan market continues, with banks comprising less than 10% in 2018.

• Influenced by rising fears of a slowing economy, inflation, trade wars, a government shut-down, and the threat of a flattening yield
curve, loan funds posted net outflows in Q4-2018 of $17.4 billion; high yield bond funds also ended 2018 with significant net outflows
of $43 billion.

• According to The Loan Syndicated and Trading Association, the loan pipeline, which ranged from $50 – 100 billion in 2018, has
continued to shrink and is now less than 50% of the pre-financial crisis level of over $200 billion.

Borrower Amount ($million) Sector Sponsor or Purpose Pricing

$90.0 Services & Leasing Wedbush Capital L + 400bps

$150.0 Manufacturing & Machinery First Reserve Corp
L + 425bps, 100bps L-
Floor

$200.0 Medical Devices
Linden Capital 
Partners

L + 450bps, 0% L-Floor

$99.0 Consumer Nondurable Bain Capital 
L + 500bps, 100bps L-
Floor

$94.0 Forest Products Lindsay Goldberg
L + 475bps, 100bps L-
Floor

$75.0 Computer & Electronics Sequoia Associates L + 250bps

$80.0 Restaurant MSD Partners L + 775bps

Source: S&P LCD

RECENT MIDDLE-MARKET TRANSACTIONS

MIDDLE MARKET

• In contrast to the BSL, annual middle market loan (“MML”) volume of $183 billion was up 7% over 2017.

• While average Q4-2018 Debt/EBITDA leverage levels declined from 6.9x to 6.4x for BSL LBO transactions, the drop for MML LBOs was
more dramatic, from 7.2x to 5.4x, illustrating the influence of economic concerns and a corresponding decline in leverage risk appetite
by fundamentally-driven MML lenders.

• In line with an increasingly conservative credit market environment, average MML credit spreads increased in 2018 by about 19bps as
lenders seek additional risk compensation.
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Source: Thomson Reuters
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ABL STRUCTURES

• Overall 2018 ABL volume was $98 billion, close to
the historical peak of $101 billion in 2011. With
aggregate activity up 8% over 2017, the average
financing size increased as the number of
transactions contracted slightly.

• Average pricing fell from L+195bps in Q3-2018 to
L+176bps in Q4-2018, highlighting a persistent
supply/demand imbalance and keen competition
for assets by bank and non-bank ABL lenders.

• 2018 ABL activity also included $31.8 billion of new
money transactions, up 31% over 2017. Despite
the $4.1 billion refinancing of Ashtead Group, the
overall proportion of straight refinancing deals has
continued to decline as interest rate compression
has decelerated.

SECOND-LIEN STRUCTURES

• Global second lien issuance ended 2018 on par with 2017,
returning to pre-financial crisis levels of over $40 billion.

• Middle-market second lien volume of $360 billion, though down
5% from 2017, showcased a 17.5% increase in average deal size
as larger issuers accessed the market.

• Second lien pricing demanded a 43 bps greater yield premium
over first lien tranches in 2018 of 400bps, vs. prior year, as
investors, led by unregulated non-bank lenders, seek greater risk
compensation. The Q4-2018 median middle-market second lien
yield of 12.66% was roughly 250bps higher than the prior year

period.

ABL Pricing Trends

Second-Lien Volume

Source: LevFin Insights, and Citizens Capital Markets

Source: Thompson Reuters

Borrower Amount ($million) Sector Pricing

$50.0 Natural Resources L + 400 bps

$175.0 Media & Telecom L + 250 bps

$150.0 Natural Resources L + 200 bps

$140.0 Industrials L + 150 bps

$100.0 Apparel L + 175 bps

Source: S&P LCD
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• M&A, DIP, and exit financing activity has continued to increase since 2015; 2018 M&A transactions accounted for 15% of ABL
financings (up from 11% in 2017), including United Natural Foods’ acquisition of SuperValu ($2.0 billion). DIP and exit financings
comprised 7.0%, up from 4.5% in 2017.

• Sponsor-related issuance, which comprised nearly one-third of Q4-2018 activity, exceeded $10.4 billion.

• 2018 ABL activity was diverse across industrial sectors, including Energy (10.6%), Wholesale (16.2%), Retail (23.3%), and
Manufacturing (17.5%). In particular, England & Company observed relevant activity in the Healthcare sector (5.0%), which
included a $450 million financing for Kindred Healthcare, and in the Business Services sector (3.9%), which welcomed a $575
million transaction for Ahern Rentals.
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ABOUT ENGLAND & COMPANY

England & Company is an independent investment bank focused on providing financial advice on mergers, acquisitions, restructurings,
and capital-raising to owners, executives, and boards of directors of public and private companies. The firm's clients include leading
companies in the Healthcare, Energy & Industrial Growth, and Business Services markets. Founded in 2003, England serves its clients
through offices in Houston, New York, and Washington, DC.

All securities transactions offered through England Securities, LLC – member FINRA/SIPC.

The information contained in this report has been obtained from sources believed to be reliable. England Securities, LLC (“England”) is dependent upon such sources (including company reports, public filings, press

releases, and related news articles) for its information and does not guarantee or warrant the accuracy or completeness of these data sources or of the analyses and data contained herein. Nothing in this report

constitutes an offer to buy or sell, or the solicitation of an offer to buy or sell, any security. Nothing contained in this publication is intended to be a recommendation of a specific security or company, nor is any of the

information contained herein intended to constitute an analysis of any company or security reasonably sufficient to form the basis for any investment decision. Additionally, England does and seeks to do business with

companies covered in its publications. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this publication. Moreover, officers and/or employees of

England and its affiliates, or members of their families, may from time-to-time have long or short positions in securities of companies mentioned in this publication. Unless otherwise indicated, information presented

herein with respect to the experience of England also includes transactions effected by the principals of England prior to the date they joined the firm.

CONTACT US:
For more information about England & Company’s private finance capabilities, please contact: 

REPRESENTATIVE TRANSACTIONS

Craig W. England

Chief Executive Officer

(713) 357-9441

cwengland@englandco.com

Craig C. MacKay

Partner – Private Finance

(212) 235-0851

ccmackay@englandco.com

VENTURE CAPITAL

• Annual venture capital investments exceeded
$100 billion for the first time since the dot-com
boom in the late 1990s/early 2000s.

• Q4-2018 deal value achieved a high water mark
for 2018, due in part to the high profile $12.8
billion capital raise for Juul.

• Large round sizes and high valuations continue
to dominate the deal making environment, as
2018 closed with a slight decline in completed
financings, despite the record aggregate capital
invested figure.

$15,000,000
Senior Notes

Exclusive Placement Agent

has been acquired by

Sell-side AdvisorExclusive Placement Agent

has been acquired by

Sell-side AdvisorExclusive Placement Agent

Private Equity Volume
PRIVATE EQUITY MARKET

• In 2018, the U.S. private equity middle-market
recorded four consecutive quarters with over
$100 billion in total deal value for the first time
in history.

• 2018 deal value increased by 14.8% and deal
volume was up by 15.1% YoY, highlighting a
slight decline in median deal size from $178
million to $175 million.

• The middle market accounted for 53.3% of
overall U.S. PE deal value in 2018, the second
lowest value since the financial crisis.

Venture Capital Volume

Source: PitchBook

Source: PitchBook
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Senior Notes
$55,000,000

Second Lien Term Loan
$15,000,000


