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Lower Middle Market: NXT-ID, a public company, 
refinances into $16M senior secured term loan at 

L+950 via direct lender Sagard Credit Partners

 NXT-ID Inc. (NASDAQ: NXTD) recently refinanced 
into a $16 million senior secured term loan provided 
by Canadian direct lender Sagard Credit Partners, 
according to the Melbourne, Fla.-based technology 
company. The term loan is priced at L+950 and matures 
May 24, 2023. It comes with warrants, but no mandatory 
debt amortization.
 The deal refinances a $15 million revolver via 
ExWorks Capital Fund that had been paid down to $12 
million. The RC was scheduled to mature on July 25 
and carried an interest rate of 15%. Covenants included 
an EBITDA requirement and a fixed charge ratio.  
 In addition to taking out the RC, NXT-ID stated 
that proceeds of the new term loan will support 
working capital needs, general corporate purposes 
and future capital expenditures.
 NXT-ID develops and markets solutions for 
payment and Internet of Things applications. Products 
include MobileBio, a suite of biometric solutions that 
secure consumers’ mobile platforms, the Wocket, a 
next-generation smart wallet, and the Flye, a digital 
credit card developed in collaboration with WorldVentures.
 Sagard Credit is sponsored by Sagard Holdings 
ULC, an investment platform that provides equity and 
debt to middle market companies in the U.S. and Canada.

—Kelly Thompson
kelly.thompson@levfininsights.com
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Lower Middle Market: Zemax Software LBO by EQT 
backed with debt from Ares, Carlyle

 Incumbent lead arranger Ares Capital and Carlyle 
Global Credit provided debt financing this month to EQT 
to back the buyout of Zemax Software from Arlington 
Capital Partners, according to sources.
 The Stockholm-based PE firm acquired Zemax 
through its U.S. middle market platform. The acquisition 
was announced this morning. Terms were not disclosed.
Zemax is an optical design software provider based in 
Kirkland, Wash. The software can be used across several 
applications including the design of telescope lenses, 
autonomous vehicles and products that can be used 
within the Internet of Things.
 Arlington acquired the business in 2014 from 
Radiant Vision Systems.  Zemax is found in the March 31, 
2018 portfolios of Ares Capital and Stellus Capital Investment 
Corp. Ares held $3 million in unfunded commitments 
toward an RC and delayed-draw term loan, while Stellus 
held $1.8 million of a second-lien term loan due April 23, 
2020 that was priced at L+1,000 plus a 1% floor. Stellus 
also owns equity that was valued at roughly $660k as of 
March 31.
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Lower Middle Market: EOS Worldwide LBO by Firefly Group 
backed with mezzanine debt from New Canaan Funding

 New Canaan Funding provided financing to 
the Firefly Group to support the buyout of Michigan-based 
EOS (Entrepreneurial Operating System) Worldwide, a 
provider of software and training for small business owners.
 Firefly Group announced the purchase last 
week. Terms were not disclosed.
 Firefly Group is a Carmel, Indiana-based PE 
firm that targets companies generating $1 million 
to $5 million of EBITDA. New Canaan Funding is a 
mezzanine debt provider with offices located in the 
greater New York and Chicago areas.

—Kelly Thompson
kelly.thompson@levfininsights.com
773.867.1080

Lower Middle Market: RedZone sponsor taps Monroe 
Capital for $21M in LBO financing

 Monroe Capital arranged $21 million in senior 
debt financing for Milestone Partners to back the 
buyout of RedZone Robotics, a provider of wastewater 
management services.
 Milestone announced the purchase on June 
7. ABS Capital Partners was the seller. Terms were 
not disclosed.
 ABS Capital Partners and Stephens Capital 
Partners invested in the Pittsburgh business in 2011. 
The company’s robots and software provide inspection, 
data collection and asset management services for 
wastewater pipeline systems for private and public 
works clients.

—Kelly Thompson
kelly.thompson@levfininsights.com
773.867.1080

Lower Middle Market: Chicagoland Smile nets add-on 
acquisition financing as part of recap via Madison Capital

 Madison Capital this month provided new 
debt financing to Chicagoland Smile Group, which 
provides practice management support and services 
to affiliated dental offices. Madison served as administrative 
agent, according to sources.
 Proceeds recapitalized the Chicago-based company 
and provided debt to support an add-on acquisition. On 
June 11 Chicagoland Smile announced the purchase 
of Advanced Family Dental and Orthodontics. The 
company said the deal adds 14 offices and expands 
Chicagoland’s network to 28 locations all of which are 
within 15 miles of the Chicago area.  The network 
includes 100 dentists and specialists.
 Shore Capital invested in Chicagoland Smile in 2015.

—Kelly Thompson
kelly.thompson@levfininsights.com
773.867.1080

 There’s a funny thing about humans, they’re quite intuitive. Survival is based on adaptation and 
invention. In economics this dynamic takes the form of markets, directing resources to uses that present the 
greatest opportunities for invention and survival. When outside forces intervene, this natural phenomenon 
can be disrupted, at times for the better and at times for the worse. The financial community’s response following 
the implementation of Dodd-Frank embodies this sort of dynamic. Capital, personnel and other resources have 
moved out of environments (banks) that have been hindered by regulation facing less scrutiny. 

 The emergence of non-bank financial institutions is in some ways a success for regulators as it has 
moved risk seeking investment strategies to non-depository firms. Moving risk within a system does not 
equate to reducing risk though. If the last crisis is any example, risk at non-depository institutions can quickly 
spread to risk in depository institutions threatening the entire capital market stability. The Dodd-Frank rule 
was introduced after the financial crisis to mitigate contagions of this type. This rule has not been without 
criticism, drawing the ire of large financial institutions over its burdensome and cumbersome process. Recent 
discussions and proposals have been brought forth to change the functioning of the Dodd-Frank legislation, 
with particular emphasis on changes to the Volcker Rule. The Volcker Rule, as it stands has disrupted the 
functioning of capital markets, more research is needed to properly analyze the scope of the Rule’s effect on 
capital markets. For this reason, alternative proposals should focus on rewriting portions of the rule that are 
ambiguous and removing other portions that are ineffective, in favor of focusing what has worked. 
 
 Much of the current public discussion around the Volcker Rule has focused on two issues, i.) the unnecessary 
burden placed on banks with little to no capital markets trading activity and ii.) the requirement that banks 
validate short term positions/trades or the “purpose test”. Debate on how to resolve these issues has been 
mixed amongst politicians (support has occurred on both sides of the isle) and major news publications. The 
Financial Times offered its support for the current legislation as its stands in a recent opinion piece arguing 
the Volcker rule has fulfilled its designed purpose. “Under the regulation…, banks and their affiliates cannot 
take big trading positions unless they are making markets for their customers, hedging their risks, or engaging 
in other ‘permitted activities’” (Financial Times). Essentially, by limited banks to permitted activities, such as 
trading on behalf of their clients’ regulators and tax-payers can rest assured banks are not taking exorbitant 
risks with depositors’ money. 

 The New York Times surprisingly offered supportive to rewriting the rule. The Times proposal much 
like others, argues for simplifying the legislation but finding alternative means to regulate trading activities. 
As will be discussed further, the article argues for the important role banks play in market making activity in 
capital markets such as for debt instruments and foreign exchange trading, which is being affected by the 
mentioned “purpose test” (New York Times). 

 These two articles have been purposely selected to highlight the ease in which the first issue of the 
Volcker Rule can be resolved. Currently, any bank with more than $10 billion of assets must adhere to the 
regulations in the Volcker Rule, even though most of the banks falling in this category don’t engage in activities 
that the Volcker Rule is intended to regulate. 

 A recent report by the U.S. Department of the Treasury provides a simple solution to reducing the 
regulatory burden on these banks, remove unnecessary requirements for banks that don’t fit the intent 
of the regulation (Treasury). This change should be made for the simple fact that the core focus of smaller 
banks has and will continue to be providing loans and financing to a local community. The competition and 
expenses inherent in building out a full-blown proprietary trading desk at a bank of this size is simply too 
great, and not economical. Additionally, the added regulation of the Volcker Rule undoubtedly adds to the 
bank’s cost structure hindering their ability to remain competitive. Uncompetitive costs structures are factor 
that leads to consolidation in the banking industry. This externality goes directly against the government’s 
attempts to slow consolidation in the finance community. 

 Recent analysis gives weight to this argument by assessing the impact of lending to small businesses. 
As the canned phrase goes, every politician wants to support “small-town America”. Unfortunately, lending 
to small businesses, since the end of the financial crisis, has experienced a slow recovery; hampering commercial 
activity. The Small Business & Enterprise Councils presents data to show that small business lending, as measured 
by outstanding loan balances is just now reaching the same level as 2008 loan balances (SBECouncil). Small 
business commercial loans outstanding as of June 2017 was $337 billion, which is just slightly above the 
2008 level of $336 billion.

 For all the talk about excessive lending, this is one area of the economy that needs to have a reliable 
source of capital. While small businesses present a greater credit risk, small businesses are vital to our economy’s 
ingenuity and future. Entrepreneurs who are willing to take risks are what lead to new technologies, new 
products and more efficient means of production. Ensuring that they have capital to try new business ideas 
is needed if the U.S. economy is going to continue to compete on the global stage. For this reason, it’s a 
no-brainer to reduce or eliminate the Volcker requirements on small banks who aren’t engaged in activities 
the Rule is intended to regulate. 

 Finding an amendable solution to the second topic of debate; validating short-term trading/positions 
will take require additional analysis and debate. Proponents of the Rule would argue that relaxing trading 
restrictions for banks strikes at the core of the legislation. As it stands the rule provides three tests that banks 
must adhere to in their trading activities, the first two are quantitative based. These two rules are named the 
“market risk capital rule test” and “status test”. The former requires banks to meet certain capital requirements 
related to their trading activities and the latter requires banks to be registered in the markets in which they 
are trading. These two rules are black and white, either they’re met or they aren’t. The third rule is the most 
controversial. The third provision is the “purpose test” – essentially a subjective test requiring banks to detail 
and justify trades and trading position whose holding period is less than 60 days (Treasury). 

 As one can infer, qualifying a trade with a “purpose” can be very problematic. The intent of this test 
was to prevent banks from making purely speculative trades, but instead of limiting the types of trades 
banks could engage in, it has pushed many of them out of trading all together. This sort of subjective exercise 
ventures into the purpose of banking and trading. It beckons questions such as should a bank function 
social institution providing a necessary service or, is banking purely a commercial enterprise with profits 
required for survival? Is trading’s ultimate purpose to provide liquidity and price discovery or its function 
purely for economic gain? While these questions will not be directly brought up or answered, the resolution 
on the Volcker Rule will implicitly answer these sorts of questions. 

 From the start The House Chamber of Commerce opposed the Volcker Rule at its inception because 
of its potential to negatively impact the market-making and equity markets (House Financial Services). The 
same report by the Treasury Department, as referenced above argues that 4 years after the rule has taken 
its full effect this regulation has affected market liquidity by requiring banks to hold extra reserve and the 
dismantling of bank’s proprietary trading desks. From this vantage point the Rule has achieved its intended 
objective but the additional effects on market liquidity are what require further discovery. 

 Following the passing of the Dodd-Frank legislation, banks started reacting. With accurate 
foreshadowing, an article by the Institutional Investor from 2010 analyzes the effects the regulation would 
have on proprietary trading at banks (Institutional Investor). It gives mention to the departure of key personnel 
at large firms banks such as Credit Suisse, and how banks, such as JP Morgan Chase have had to move their 
proprietary trading into its asset management division. Bank of America was one of the first firms to start 
reducing the size of its proprietary trading desk back in 2010 (New York Times), and Citigroup is a prime 
example of how the rule slowly, but surely pushed banks out of the activity (Wall Street Journal), Citigroup’s 
last prop trader exited in 2016. 

  The U.S. capital market’s efficiency and liquidity are two characteristics that make it the most effective 
and dominant market in the world. Characteristics of a well-functioning market include, narrow bid-ask 
spreads, efficient flow of information, effectively matching buyers with sellers, sufficient number of participants, 
etc. Therefore, if legislation is to affect our capital market efficiency, considerable debate should ensue to 
thoroughly vet and analyze the proposed changes. This is no small task, balancing efficiency and orderly 
functioning markets is a difficult act. Assessing market efficiency from one period to another and analyzing 
factors that affect it is even more difficult. 

 Banks have traditionally played an important function in facilitating capital markets for debt securities 
and foreign exchange. Large international banks have a scale and global network that few other financial 
firms can provide. Debt securities and historically foreign exchange have depended upon a network of 
dealers, investors, etc. to ensure an orderly market. Trading in these markets has functioned much differently 
than equities. Technology has brought about a number of changes to these markets, but proprietary networks 
are still of importance. 

 A report by the Brookings Institute from 2015 examines changes in market liquidity following the financial 
crisis, one market it analyzes is the liquidity of fixed income products. The report notes a decrease in liquidity in 
corporate bonds as exemplified by slightly wider bid-ask spreads. The increased spread in corporate related 
securities is only in the 10’s of bps or in the tenth of a percent (Brookings Institute). When put in the perspective 
of trading blocks in the tens or hundreds of millions those tenths of percent can add up. Also noted, is the 
decreased turnover in corporate bonds in the U.S. from the years 2007 and 2013. Decreased turnover in corporate 
debt securities can be a sign of decreased liquidity as market participants may be having a difficult time 
trading. Conversely, it could be a sign of changed behavior by market participants seeking buy-and-hold 
strategies. The report does not offer conclusive evidence that market liquidity has been affected by the Volcker 
Rule, nonetheless, it provides evidence for how market liquidity has changed. 

 Further, reports by the SEC, and by PwC examining the function of the U.S. capital market liquidity 
and efficiency shed light on the complexities of such an examination and the limits of analysis thus far. The 
SEC report, published in 2015, focuses on the effects of the Dodd-Frank Act (the parent legislation to the Volcker 
Rule) to primary market issuance and market liquidity. As the report mentions, it “[did] not find that the total 
primary market security issuance is lower after the enactment of the Dodd-Frank Act” (SEC). In a similar vein 
to the Brookings report, the SEC report found a marginal decrease in liquidity in corporate securities. But, 
just as in the Brookings report, the effects of the Dodd-Frank on debt market liquidity is inconclusive.

 Finally, PwC’s report provides a thorough overview of the “linkages between financial services regulation 
and capital markets liquidity” (PwC). Their report analyzes the impact of recent regulations in not just the U.S. 
but in Europe as well including the effects of the Dodd-Frank legislation and Basel III. The authors summarize their 
findings by noting that “[the] suite of regulatory reforms across banking and capital markets has undoubtedly 
led to a more resilient banking industry [but] these reforms do not necessarily improve financial markets 
liquidity.” Or put another way, financial market liquidity has not necessarily been improved as a result of 
changed behavior by market participants. 

 By examining the effects of increased regulation on markets such as fixed income and repurchase 
agreements, the authors found that participants (particularly banks) exhibited increased risk-averse behavior 
to avoid the economic disincentives included in the current regulations. Somewhat obviously, by increasing 
capital requirements or reporting requirements, this has decreased the economic benefits of certain markets. 
Markets that have been affected by these changes include corporate bonds, and small & medium cap equities. 
As a consequence of increased regulatory requirements, banks are now owning more liquid assets but less 
illiquid assets. These “illiquid” assets (e.g. corporate bonds) are now becoming more illiquid by forcing large 
participants out of the market. It is prudent to ensure banks are capable of withstanding a financial crisis but 
further analysis must be given to the effects on market dynamics as a whole. 

 Dodd-Frank and the Volcker Rule have disrupted capital markets, by changing the function of key 
market participants. Transferring risk seeking activity to non-depository institutions undoubtedly helps keep 
depositor’s money safer and should create less contagion in a financial crisis scenario. Consequently these 
regulations have created negative externalities that need to be addressed when proposing legislation for 
rewriting the Volcker Rule. Most simply, removing compliance requirements from small banks, those with 
less than $10 billion in assets and potentially those with $50 billion or less in assets should spur increased 
financial activity for small business financing. 

 Correcting the issues surrounding proprietary trading at banks will require additional analysis and 
debate. Limiting trading activities is a prudent measure, but ambiguous legislation should not be allowed 
to rule over an important function of capital markets. A rewrite to the Volcker Rule should provide clear 
guidelines for the activity a bank can engage in and should not outright penalize activity for perceived 
speculation. The spirit of the Volcker Rule need not necessarily be lost by creating quantitative and objective 
standards by which to assess a trading activity. Now that the financial markets have had over half a decade 
to respond, further analysis of Volcker Rule should be taken to assess its overall impact on market liquidity. 
Before a rewrite is complete this sort of analysis should take precedence over speeding through new legislation 
that may provide an inadequate solution. 

Rush Street Capital  
125 S. Clark St, 17th Floor

Chicago, IL 60603

Proud Members Of

Phil Kain Discusses The Purpose of St. Vitus Charity

 Summertime is traditionally a time when we get to take vacations, enjoy time with family and de-stress 
a little bit.  We certainly are hoping that this summer is that way for you and your families.  Times are good, and 
as we have noted before, we should all enjoy the good times as much as possible, for as long as possible.

 In the spirit of de-stressing a bit, we note that most commercial banks in the U.S. are feeling quite a 
bit less stress these days from regulators.  Stress and stress tests are relative, we guess.  However, it is fair to 
say that recent stress tests by regulators are a far cry from those same stress tests instituted back in 2009 on 
commercial banks.  

 While at the same time banks are experiencing challenges from a flattening yield curve and other 
market forces, not to mention steep competition from other banks, unbending stress tests and undue pressure 
from regulators appears to have abated in 2018.
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Rush Street Capital is a boutique financial advisory firm that specializes in all 
aspects of debt: debt private placements, debt advisory, debt market surveys, 

mergers and acquisitions advisory, debt restructuring, special situations, and 
capital markets.
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