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LOWER MIDDLE-MARKET DEBT METRICS 
Mean Pricing Leverage 

Unitranche L+8.63% 4.06x   

2nd Lien L+10.03%  4.41x   

Mezzanine 12.75%    4.43x   

LIBOR Floor 1.00%     N/A 
SOURCE: ENGLAND SECURITIES SURVEY 

BB/B LEVERAGED LOAN SPREADS 

 

 

 

GENERAL MARKET OVERVIEW  

Solid growth in the U.S. economy in Q2-2015, as illustrated by a 3.7% 

seasonally adjusted expansion in GDP, reflects an improving labor market, 

strong consumer spending (up 3.1%), rising construction spending, and 

growing inventory levels. 

 Employment – Aided by a continued decline in the ranks of long-term 

unemployed and broad-based gains in the health care, engineering 

services, financial services, and transportation sectors, June quarter 

unemployment improved to 5.3%.  Civilian participation in the labor 

force, however, still hovers near its all-time low at 62.6%. 

 Housing – Pending home sales increased for 5 of the first 6 months of 

2015; existing home sales were up 3.2% in June to the highest pace 

since the Great Recession, pushing the national median sales price to 

an all-time high of over $236,000 and capping 40 consecutive months 

of improvement (National Association of Realtors). 

 Manufacturing – The ISM Purchasing Manager’s Index increased to 53.5, 

up from 51.5 in March, the 30th consecutive month of economic 

expansion in the manufacturing sector.  With the notable exception of 

oil and gas, most sectors reported growth, including electrical 

equipment, chemicals, and metal products. 

 Inflation – June’s 0.3% increase in the Consumer Price Index, the 5th 

consecutive monthly increase, was driven by rising food and energy 

prices.  The Consumer Confidence Index rose to 101.4 in June, breaking 

above 100 for only the 3rd time since 2007 and beating the 97.5 forecast 

by MarketWatchTM.  Strong consumer sentiment reflects improving 

employment, rising business prospects, and increased home values 

over the past 3 years, together with cheaper gasoline prices. 

 Regulatory – The ongoing impact of Dodd-Frank and Basel III 

requirements as implemented by the Federal Reserve Bank, the Office 

of the Comptroller of the Currency and the Federal Depository 

Insurance Corporation has materially impacted the underwriting 

standards and middle-market credit appetite of the regulated banking 

sector.  The unintended consequence of heightened regulation is the 

increased importance of non-bank lenders to lower and middle-market 

borrowers; it has never been higher. 

 

SPOTLIGHT: RECENT M&A ACTIVITY 
 
 

 England Securities is pleased to have served as exclusive financial 

advisor to Forbes Consulting Group in its sale to Dentsu Aegis Network 

Ltd., a subsidiary of Dentsu Inc. (TSE: 4324), one of the world’s five 

largest advertising holding companies.  Forbes is a leading consumer 

insight agency known for its pioneering work in the field of emotional 

measurement and is best known for MindSight®, a patented, award- 

winning, scalable solution that provides marketers with a quantitative 

understanding of the motivations that drive consumer behavior.  The 

company’s services include ideation, concept testing and product 

development to identify emerging market opportunities. 

Index                            June 2015  Mar 2015 

3-Mo. LIBOR 0.28% 0.27% 

5-Yr. UST 1.63% 1.37% 

10-Yr. UST 2.35% 1.94% 

S&P 500 2,063 2,068 

DJIA 17,620 17,776 

NASDAQ 4,987 4,901 
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LEVERAGED LOAN MARKET 

 Total leveraged loan new issue activity in H1-2015 of $225.8 

billion declined by 30% from the prior year period and 

highlights the increase in credit conservatism by regulated 

bank lenders.  This contraction in net new loans further 

contributes to the supply/demand imbalance that has kept 

loan values elevated and pricing spreads tight for several 

quarters.   

 According to LCD, new issue reverse price flex (reductions in 

pricing below initial indications) outpaced pricing increases by 

a ratio of 3:1, with new issues regularly pricing in the L+425-

450bps range, which is 50-75bps tighter than Q1-2015.  

 Middle-market loan issuance, in particular, has experienced 

lower volume, lower leverage levels, and less aggressive 

structures.  New-issue middle-market volume of $5.2 billion in 

H1-2015 was down by 19% from the prior year period, 

reflecting the continued impact of regulatory constraints on 

bank lending, a growing scarcity of refinancing candidates, and 

global financial market uncertainty.  

 Overall middle-market leverage levels have begun to contract, 

as the decline in total leverage levels from 5.0x in 2014 to 4.5x 

in Q2-2015 further illustrates the practical impact of 

conservative federal regulatory “guidance”. 

 Second-lien and mezzanine debt have become correspondingly 

more expensive as they provide the missing fulcrum capital 

that banks can no longer underwrite.  Average second-lien 

pricing has increased by 63bps since H1-2014 and mezzanine 

debt now accounts for 3.7% of the capital structure, up from 

2.1% in 2014. 

 Notwithstanding the decline in overall loan activity since 2014, 

Q2-2015 middle-market loan issuance of $3.0 billion was up 

40% over Q1-2015, due to relatively strong new issuance 

activity in healthcare (20.0%), computers and electronics 

(15.3%), and services and leasing (13.2%). 

Middle-Market LBO Activity 

 LBOs were a big component of Q2-2015 loan volume, 

accounting for $1.7 billion, or 56%, of the quarter’s lending 

activity.  Competitive financial sponsor auctions increased the 

mean purchase price multiple to 9.8x from 9.4x in Q2-2014. 

 Leading sectors included computers and electronics (29.4%), 

healthcare (24.5%), and manufacturing and machinery (13.4%). 

 Since peaking at 5.3x in 2014, average middle-market LBO 

leverage has leveled off at 5.2x, well in excess of overall middle-

market leverage of 4.5x.  At 0.7x, the LBO leverage premium 

has grown significantly since 2011 and suggests that buyers and 

lenders have become more comfortable with relying upon 

post-buyout value creation strategies (i.e. cost savings, 

synergies) to substantiate higher purchase price and leverage 

multiples.  

Recapitalization Activity 

 In contrast to yearend 2014, when the average middle-market recapitalization was levered 5.0x, H1-2015 recapitalization leverage has 

declined to 3.8x and the volume of reported middle-market recapitalization transactions has declined by nearly 40% (LCD).  
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Non-Banks 

 Under the current regulatory regime, bank lenders are generally only able to “stretch” leverage above 3.0x senior/4.0x total for borrowers 

with substantial scale and equity backing.  In the absence of such regulatory constraints, non-bank institutional lenders have been known 

to achieve over 6.0x total leverage, as they aggressively compete for creditworthy loan assets. 

 Business development companies (BDCs) are significant participants in the minimally regulated institutional lending community and have 

recently lobbied for a relaxation of their leverage funding constraints and investing criteria.  As part of the Small Business Investment 

Company Act of 2015, fund limits will be raised from $225 million to $350 million, providing BDCs with a material increase in funding 

capacity that should enhance their competitiveness as alternative sources of institutional leverage. 

RECENT MIDDLE-MARKET TRANSACTIONS  

Borrower Amount ($mm) Industry Purpose (Sponsor) Pricing 

(2L) $72.5 Insurance 
Acquisition  

(J.C Flowers & Company) 
L+825bps, 100 floor 

 
127.5 Logistics Services 

Acquisition 
(Jordan Company) 

L+450bps, 100 floor 

 
50.0 

IT Consulting & 
Outsourcing 

Acquisition 
(Clearlake Capital) 

L+500bps, 100 floor 

(2L) 100.0 Application Software 
Acquisition  

(Vista Equity Partners) L+800bps, 100 floor 

 109.0 Food & Beverage 
Acquisition  

(Tricor Pacific Capital) 
L+450bps, 100 floor 

 70.0 Textile and Apparel 
Recapitalization  

(Norwest Venture Partners) 
L+500bps, 100 floor 

       (2L) 70.0 Medical Software 
Acquisition 

(GI Partners) 
L+800bps, 100 floor 

 
25.0 Printing and Publishing 

Acquisition 
(Fortress Investment Group) 

L+625bps, 100 floor 

 95.0 Transportation 
Acquisition  

(J.F. Lehman & Company) L+475bps, 100 floor 

 107.5 Printing and Publishing 
Acquisition 

(Shamrock Capital Advisors) 
L+450bps, 100 floor 

 
200.0 Apparel 

Acquisition 
(Golub Capital) 

L+450bps, 100 floor 

(2L) 62.5 Computers and Electronics 
Acquisition  

(Searchlight Capital) 
L+825bps, 100 floor 

“2L” connotes second lien loan     Source: S&P LCD 

Asset-Based Loans 

 ABL loan volume declined in Q2-2015 to $18.0 billion, yielding H1-2015 volume of $38.5 billion, down 17% from the prior year period.  

 New money financings totaled $2.0 billion in Q2-2015, comprising a mere 11% of quarterly ABL volume and highlighting the 

supply/demand imbalance that continues to drive pricing improvements for ABL borrowers. 

 Mean ABL pricing has therefore tightened from L+192bps to L+185bps since Q1-2015. 

RECENT ASSET-BASED TRANSACTIONS 

Borrower  Amount ($mm) Industry Pricing 

 
$175.0 Health Services L+175bps 

 
  100.0 Natural Resources L+450bps 

 
  150.0 Industrial L+125bps 

                                                                                                                                                                                                                                              Source: S&P LCD 
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VENTURE CAPITAL MARKET 

 Venture capital investment activity exceeded $20 billion 

in Q2-2015, a 30% increase partially driven by the influx 

of non-traditional investors participating in large, late 

stage deals; at this pace, 2015 could potentially match 

2014 activity of over $65 billion. 

 Q2-2015 volume was punctuated by 26 mega deals (over 

$100 million) and included: 

o A high concentration of software company issuance 

which, at $7.3 billion, was up 30% over Q1-2015. 

o Life sciences increased by 41% to $3.1 billion and 

biotechnology investment increased by 32% to 

$2.3bn, its highest level in 20 years (PWC). 

 Angel/seed stage capital investing increased by 38% and, 

together with early stage investing, accounted for over 

45% of Q2 venture capital activity.  

 The Q2-2015 volume advance also revealed a 43% year-

over-year increase in first time financings to $2.6 billion, 

or about 13% of all venture capital activity.  

 In similar fashion to the improved pace of investment, 

quarterly fundraising was strong, exceeding $10.3 billion 

and up 27% vs. the prior year period. 

 Over 90% of venture capital funds met or exceeded their 

fundraising targets in H1-2015, and 75% of funds 

exceeded their predecessor fund size. 

 IPO activity for venture-backed companies mirrored the 

investment picture, reaching $3.4 billion (up 242% vs. Q1); 

the average IPO increased by 50% to $126.4 million, albeit 

skewed by a few large issues including the FitBit (FIT) 

$841.2 million IPO. 

RECENT VENTURE CAPITAL TRANSACTIONS 

Target Amount ($mm) Industry Series 

 
$55.0 Pharmaceutical Series C 

 
    7.6 Database Software Early Stage 

 
  15.0 Gene Therapy Series B 

 
  15.0 Database Software Series B 

 
  41.0 Information Systems Series B 

 
  21.0 Surgical Devices Late Stage 

 
 10.0 Social/Platform Software Early Stage 

 
 40.0 Social/Platform Software Series C 

   Source: PitchBook 
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PRIVATE EQUITY MARKET 

 Despite intense competition from strategic buyers for attractive 

platform and add-on opportunities, private equity firms displayed 

leverage and purchase price restraint in Q2-2015, resulting in a 

7.2% decline in transaction volume. 

 A 2015 Pepperdine Capital Markets Report that illustrates 

competitive buyer dynamics found that 52% of business sales 

involved strategic buyers; 49% of deals involved strategic buyers 

that paid premiums of up to 20% over financial buyers. 

 At 1.7x, the Investments-to-Exits ratio has continued a decline that 

began in 2010, reflecting both heightened competition for the 

pool of private equity investments, and the impact of a vibrant IPO 

market that has apparently cannibalized some private buyout 

volume. 

 

RECENT PRIVATE EQUITY TRANSACTIONS  

Target Acquirer EV ($mm) Industry Seller 

 
HIG Capital $100.0* Data Management 

Founding 
Shareholders 

 
CC Industries 48.0 Metal & Plastic Products Clarcor 

 
Audax Group 131.0 Surgical Devices Cortec Group 

 
American Securities 80.0* Industrial Chemicals Arsenal Capital 

 
Boot Barn    147.0 Apparel Gryphon Investors 

*Estimated value    Source: PitchBook 

 In contrast to the 7.2% decline in overall private equity transaction volume in Q2-2015, middle-market private equity activity was up by 

7.7% in volume and 12.0% in value. 

 The middle market has comprised an increasing proportion of overall buyout activity since the end of the Great Recession, and now 

accounts for a commanding 72% of deal activity. 

 As private equity funds have moved further down-market, the average fund size has fallen; nearly 80% of funds are now under $500 million 

in scale, improving their ability to target the higher expected growth and lower purchase multiples achievable in small and middle-market 

companies. 

 

U.S. PE INVESTMENTS-TO-EXIT RATIO  

MIDDLE-MARKET PE ACTIVITY  MIDDLE-MARKET AS % OF ALL BUYOUTS 
 

Source: PitchBook 

Source: PitchBook Source: PitchBook 
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PIPES MARKET 

 Q2-2015 PIPE volume was up 28.8% vs. prior year, and the amount 

of capital raised increased by over 200% to $35.4 billion, driven by a 

spate of mega transactions including a $4.3 billion PIPE for Charter 

Communications (CHTR), a $4.4 billion PIPE issued by Liberty 

Broadband, and a $4.7 billion PIPE by Reynolds American (RAI). 

 Healthcare remained the most active new issuance sector with 107 

deals comprising 32% of volume, followed by technology at 14.8%, 

and energy at 12.7%; together with the increased contribution of real 

estate and financial institution issues, H1-2015 registered a 100% 

increase in capital raised to $53.0 billion vs. prior year and the 

median market capitalization increased by 30% to $83.5 million. 

 Although hedge funds still dominate PIPE investing, accounting 

for 41.6% in Q2-2015, the proportion of non-traditional buyers 

(private equity, venture capital, strategic buyers) doubled to 

over 21% vs. Q2-2014 as these investors sought out relative 

value in a low volatility market environment (the DJIA was 

effectively flat for Q2-2015). 

 Amendments to Regulation A as mandated under the JOBS Act 

(also known as “Reg A+”) will now allow companies to raise up 

to $50 million annually without the significant regulatory 

disclosure costs and delays of an IPO; national offerings may 

now be achievable without requiring state registration. 

RECENT PIPES TRANSACTIONS  

Issuer Ticker Amount ($mm) Structure Industry 

 
AAT $100.0 Senior Notes Financial Services 

 
CBLI 25.0 Common Stock Biopharmaceutical 

 
EGLT 60.0 Convertible Notes Pharmaceutical 

 
XCO 10.0 Common Stock w/Warrants Oil and Gas 

 ALSO 5.0 Convertible Notes Application Software 

 MELA 42.5 Convertible Notes w/Warrants Surgical Devices 

 
NWBO 40.0 Common Stock Biotechnology 

 
PHM 46.5 Common Stock w/Warrants Health Services 

 
RLJE 15.0 Preferred Stock Movies, Music, and Entertainment 

 VIVMF 12.0 Common Stock Women’s Health 

 
ZBB 33.4 Common & Preferred Stock Renewable Energy Storage 

Source: The PIPEs Report
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ABOUT ENGLAND & COMPANY 

England & Company is an independent investment bank that provides financial advice on mergers and acquisitions, restructurings, 

and financing transactions to owners, executives and boards of directors of public and private companies.  The firm's clients 

include leading companies in the Energy & Industrial Growth, Financial Services, Healthcare and Technology & Media markets.   

Founded in 2003, England serves its clients through offices in Washington, DC, Baltimore, Houston, and New York.  

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

REPRESENTATIVE TRANSACTIONS 
 

 

 

 

 

 

 

 

 

CONTACT US: 

For information about England & Company’s private finance capabilities, please contact Craig MacKay, Managing Director of 

Private Finance, or one of our other senior bankers: 

Craig W. England 
Chief Executive Officer 

(713) 513-7181 
cwengland@englandco.com 

Scott R. Cousino 
Managing Director 

Healthcare 
(410) 385-5281 

srcousino@englandco.com  

J. Andrew Cowherd 
Managing Director 

Healthcare 
(212) 386-0855 

acowherd@englandco.com 

Bruce A. Craig 
Managing Director 

Energy & Industrial Growth 
(202) 386-6502 

bacraig@englandco.com 

Corey D. Luskin 
Managing Director 

Technology & Media 
(212) 235-0852 

cluskin@englandco.com  

Craig C. MacKay 
Managing Director 

Private Finance 
(212) 235-0851 

ccmackay@englandco.com 

Paul D. Teitelbaum 
Managing Director 

Healthcare 
(212) 235-0857 

pteitelbaum@englandco.com 

Glenn T. Tofil 
Managing Director 

Energy & Industrial Growth 
(202) 386-6503 

gtofil@englandco.com 

Christopher G. Lally 
Senior Vice President 

Private Finance 
(212) 235-0854 

cglally@englandco.com 

Patrick J. O’Shea 
Senior Vice President 

Energy & Industrial Growth 
(212) 235-0853 

pjoshea@englandco.com 

Howard P. Zitsman 
Senior Advisor 

Corporate Finance 
(202) 386-6523 

hzitsman@englandco.com 

 
 
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.
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