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CURRENT STATE OF PRIVATE CAPITAL MARKETS

The high yield market is a leading B Unsecured ® Secured
indicator of conditions in the private
debt market

$70bn

- S60bn
= |ssuance has stabilized as borrowers

looked to improve and position $50bn

liquidity and capitalize on tightening $40bn

of spreads $30bn

= After a record setting Q2 & Q3 of $20bn
high yield bond issuances, November $1o

issuances subsided 310bn
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High Yield - Average Spread (bps)

= Spreads have tightened with L+1000
investors’ optimism rising (short u-

. L+900
shaped recovery) and new capital L+848
coming into the market L+800
= The Fed has instituted back stop L+684
L L+700 L+644
programs to ensure market liquidity
and initiated bond purchasing L+600 L+375 oo
rograms L+488
prog L+sop LH478 L+473 1458
L+424 L+428
L+388
L+400 I
L+300
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U.S. Middle Market Loan Amendments Q2 2020

= Banks appear well capitalized, unlike
. Covenants suspended or loosened
in 2009

= To date they are showing solid Price Adjusted

support for customers and working Min. Liquidity covenant added

with them to service their debt Restricts Payments

= Risk management will come front
and center heading into 2021

LIBOR floor added

Downsized Comm.

= Flight to quality with tightened credit
standards but more aggressive Anti-cash hoard added
pricing New Facility or Upsizing
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F OUNDERS Source: S&P Global; @theleadleft; @LPCLoans 2




CAPITAL MARKETS UPDATE | December 2020

CURRENT STATE OF PRIVATE CAPITAL MARKETS

Most of the financing deals that have mLBOs mAdd-on
be executed in the crisis are related
to M&A transactions and were

100%

generally committed prior to the 80%
crisis 60%
= Foundersis now seeing a flood of 40%

activity as borrowers try to close

20% :
deals by year end 33%

0%

1Q20 2Q20 3Q20

= New credits are being extended to Leveraged Loan Volume

industries that have COVID-19

tailwinds or are at least insulated

from the impact of COVID-19 $90bn
shutdowns

M Institutional M Pro Rata

S75bn
= Low cashflow leverage or strong loan

to asset values $60bn

= Leveraged loan issuances have been $45bn
slower to recover than the high yield

. . $30bn 22
market, evidencing the more onerous > $17 514
requirements on issuers to complete $15bn
a transaction I
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» |Leverage multiples began to decline Debt to EBITDA by Enterprise Value ($ in Millions)

in late-2019 as lenders began to

. M Senior Debt/EBITDA M Subordinate Debt/EBITDA
become more defensive over

economic concerns heading into 5.0x
2020
= September year-to-date leverage 4.0x
multiples began to reflect the effect
of the COVID-19 shut down and its 3.0x
economic impact
= Qverall, the trend of larger deals 2.0x
afforded more leverage continued
through 2020 Lo
= Anecdotally, Founders believes that
leverage multiples may decline by a 0.0
quarter of a turn going into the 10-25 25-50 50-100 10-25 25-50 50-100 10-25 25-50 50-100

fourth quarter 2018 2019 YTD Nov 2020
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Senior Debt Pricing by Enterprise Value

Enterprise

= Lenders appear to be willing to Value Q3 2019 Q2 2020 Q3 2020
compete on price as credit spreads $10 - 25mm L+4.1% L+ 8.0% L+5.4%
have tightened across the company $25 - 50mm L+3.1% L+ 5.2% L+ 4.1%
size spectrum $50 - 100mm L+3.5% L+3.9% L+5.8%

= Larger companies continue to be at

an advantage in leverage tolerance Subordinated Debt Pricing by Enterprise Value

and pricing Enterprise Q32019 Q2 2020 Q32020
Value

$10-25mm L+ 10.0% L+10.2% L+11.0%

$25 - 50mm L+ 9.4% L+11.7% L+10.8%

$50 - 100mm L+ 8.9% L+ 10.0% L+11.9%

Equity and Debt Contribution by Year

* Traditional mezzanine as a B Equity M Sub Debt m Senior Debt
percentage of the capital stack has

) . 100%
continued to decline

= More aggressive senior lending prior
to 2020

= Higher equity contribution in 2020 to
fortify deals

75%

50% 8.3%
0

= Founders expects that the cost of
subordinated debt will remain steady
as the supply of capital in the market
is offset by demand as senior lenders
pull back on leverage

25%

0%
2016 2017 2018 2019 2020 YTD
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BIRMINGHAM DALLAS HOUSTON
2204 Lakeshore Drive, Suite 425 180 State Street, Suite 225 3615 Wellborn Drive
Birmingham, AL 35209-8855 Southlake, TX 76092 Fulshear, TX 77441
Phone: 205.949.2043 Phone: 214.295.1055 Phone: 346.326.1782

In order to provide securities-related services discussed herein, certain principals of Founders are licensed with M&A Securities Group, Inc. or
Founders M&A Advisory, LLC, both members FINRA & SiPC. Founders M&A Advisory is a wholly owned subsidiary of Founders. M&A Securities
Group and Founders are not affiliated entities. For more information, visit www.foundersib.com.
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