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Lower Middle Market: Global Restoration nets $60M 
unitranche loan from Breakwater Management to 

back dividend recap

 Global Restoration, a Delos Capital company, 
has obtained $60 million in unitranche financing 
from Breakwater Management. The financing 
included an ABL revolver from Wells Fargo, according     
to Breakwater.
 Proceeds refinanced debt, funded a dividend 
and will support future growth.
 Global Restoration provides disaster restoration, 
reconstruction and renovation services for residential, 
industrial and commercial property in response to 
general loss and catastrophic events.
 Delos Capital formed the company in June 
2016 through the merger of Interstate Restoration, 
based in Fort Worth, Texas and FirstOnSite Restoration, 
based in Mississauga, Canada, two existing portfolio 
companies. At closing, the combined entity generated 
$300 million in revenue, according to Delos Capital.
 New York-based Delos Capital was formed in 
2013 to invest in lower middle market companies.
Breakwater Management is a Los Angeles-based PE 
firm with a direct lending platform. The credit business 
typically makes $5-25 million loans to companies 
that generate up to $150 million in revenue and up 
to $20 million in EBITDA. 

- Kelly Thompson
kelly.thompson@levfininsights.com
773.867.1080

Lower Middle Market: ACG Materials makes eighth 
acquisition with Kelly Limestone; Medley owns sizable 

position in senior secured term loan due this year

 ACG Materials, an H.I.G. Capital company 
and formerly known as Harrison Gypsum, yesterday 
announced its eighth purchase, Kelly Limestone, a 
Missouri-based producer of limestone, gypsum and 
dolomite. Terms of the deal were not disclosed.
 The Kelly Limestone acquisition follows last 
summer’s purchase of Diamond Gypsum.
 As of Dec. 31, 2017, Medley Capital held a 
$51.6 million position in a senior secured term loan 
due Dec. 21, 2018 for ACG Materials (booked under 
Harrison Gypsum) that is priced at L+850, plus 1% 
PIK and a 1% floor. The holding accounts for 12.3% 
of Medley’s net assets and is the BDC’s largest investment. 
The loan was booked at par and is marked to market 
at par.
 ACG Materials has been a portfolio company 
of H.I.G. since 2012. The company mines and processes 
industrial minerals and aggregates.

 - Kelly Thompson
kelly.thompson@levfininsights.com
773.867.1080

Lower Middle Market: Platinum Equity’s JM Swank 
acquires Lentz Milling, Owl Rock is sole lender at 

L+750

 Platinum Equity’s JM Swank, a national food 
ingredient sourcing and distribution company, 
has acquired Lentz Mill Company, the sponsor  
announced today.
 Owl Rock Capital is the sole lender for JM 
Swank and upsized existing financing for the purchase, 
according to sources.
 The BDC last year underwrote a $74.5 million 
first-lien term loan for the Iowa-based borrower. As 
of Sept. 30, 2017, the term loan was priced at L+750 
with a 1% floor and had a July 25, 2022 maturity. Owl 
Rock’s schedule of investments for the period ending 
Dec. 31, 2017 is not yet available.
 Platinum Equity acquired JM Swank in 2016 
from ConAgra Foods. 

- Kelly Thompson
kelly.thompson@levfininsights.com
773.867.1080

Lower Middle Market: American Pain Consortium 
sponsor hits JPM for $21M in financing

 J.P. Morgan has provided $21 million in 
financing to support a growth investment by American 
Discovery Capital in American Pain Consortium 
Holdings, according to the sponsor.  
 The Indianapolis-based company is a new 
entity formed by the contribution of certain assets 
and operations formerly part of Shadeland Anesthesia 
& Pain Associates, Center for Special Surgery and 
Center for Southside Surgery.
 American Pain will provide pain management 
services to practices and surgical centers across the 
Midwest. The practice currently operates three clinics 
and two surgery centers.
 American Discovery Capital is a Los Angeles-based 
private equity firm that invests in family-owned and 
middle market businesses that typically generate at 
least $3 million of EBITDA and $20 million of revenue. 

- Kelly Thompson
kelly.thompson@levfininsights.com
773.867.1080

 2018 has already brought a flurry of activity to the financial markets. A revolutionary new tax law 
went into effect, the major stock indices experienced a notable pull back, volatility continues, and the Federal 
Reserve elected a new Chairperson. One thing that has stayed constant is the Federal government’s deficit 
spending (no real surprise). While government issuances are nothing new, the rising interest rate environment 
is. Examining the effects of the increased interest rate expense for the U.S. Government will give a “big-picture” 
example of how these changes will affect businesses throughout the U.S., particularly with new effects on interest 
expense deduction and what this means for commercial lending. After nearly 10 years of a zero-interest rate 
environment, the world is finally waking up to the effects of rising interest rates, and after years of easy 
credit, there may be some surprises. (As a note, throughout this report, the discussion of interest rates will be 
based as of 2/1/18, when possible.)

Chart I

Source: https://www.treasurydirect.gov/govt/rates/pd/avg/2018/2018_01.htm

 Chart I displays the rising cost of short term interest rates for U.S. Treasury notes. From a recent low of 
sub-0.5% on Two-year bills, to 2.165% by February 1st, borrowing costs are slowly starting to ripple through 
the system. The six-month Libor increased to 1.99% in February, up 0.6% from 1.38% in February 2017 (Macrotrends). 
Two-year rates are now at levels not seen since 2008. 
 The Federal government has been able to keep its effective interest rate quite low though as evidence 
of the following blended debt schedule for Treasuries, below. Short term borrowing costs have risen but 
long-term rates have actually decreased, causing the effective rate for total Treasuries to rise only slightly. 
One notable change, or lack thereof, is the very minimal increase in TIPS pricing as of 1/31/18 in Table I. The 
recent market volatility suggested inflation was a factor to be reconsidered again, but the TIPS pricing has 
hardly moved. 

Table I

 To get a sense of how the increased interest rate will affect federal borrowing, Chart II displays the 
aggregate dollar amount of U.S Federal Government receipts and the percentage interest payments comprise total 
receipts. Interest expense as a percentage of receipts has been lower than average in recent years but 2017 saw a 
noticeable uptick to 14.3%. The higher percentages in prior years can likely be explained by higher interest rates in 
the years 2000-2008, and then low growth from 2009-2012 following the recession. 
 An interest expense in the mid to high teens in future years is far from extraordinary, but the rising level of 
total debt brings caution as to the potential consequences during a recession. Debt to GDP has risen to some of 
its highest levels in recent years, the government’s interest expense could easily expand to 25% or 30% of receipts 
in a downturn. Seeing a mountain of debt outstanding and interest payments consuming a larger portion 
of government revenue, investors may become less certain of treasury repayment, thereby selling treasuries and 
pushing market interest rates higher. 

Chart II

LevFin Headline – March 4, 2018
“Outflows from U.S. HY funds more than doubled last week; inflows to loan funds nearly evaporated”

 We’ll be following this headline in the coming months and tracking net inflows in the credit markets. 
As the article mentions, the trailing-four-week average outflows was at $2.5 billion. Given the recent rise in 
volatility, investors appetite for risky assets appears to be waning. Additionally the effects of the new tax law 
are likely to reduce the aggregate interest tax deduction for levered businesses. These two conditions are 
making high yield debt less appealing.

 “Outflows from U.S. high-yield funds deepened to roughly $703 million during the week ended Feb. 
28, by the weekly reporters only to Lipper, from outflows of $335 million the week prior. While it’s a seventh 
consecutive withdrawal from the asset class, for approximately $16 billion pulled out of the funds over that 
span, it’s still notably lower than a 14-week high outflow of $6.3 billion two weeks ago.

 With steady outflows, the trailing-four-week average remained elevated, at negative $2.5 billion this 
past week, from negative $2.8 billion two weeks ago and from negative $3 billion previously. And with the 
ongoing outflow streak—there have been seven weeks of redemption after two modest inflows to start the 
year—the year-to-date tally is now redemption of approximately $13.2 billion over just nine weeks, following 
$14.9 billion of outflows during all of 2017.

 Market sources close to the data relayed that the influence of high-yield ETFs this past week was 
significant, with outflows of roughly $981 million from mutual funds filled back in with approximately $278 
million of ETF inflow, for an inverse 40% cash flow figure. In contrast, the big year-to-date outflow is about 
one-third tied to ETF withdrawals.

 Over in loans, there was an inflow of just $25 million during the week, from inflows of $218 million 
the week prior. The year-to-date reading ticked higher, to an inflow of approximately $925 million after the 
nine weeks, following $9.9 billion of inflows during 2017 in total.

 While small, the fresh one-week infusion of cash is the fifth positive reading in six weeks, for a net 
inflow of $1.2 billion over that span. However, with reduced inflows the four-week trailing average contracts 
to positive $160 million per week, from positive $170 million last week and positive $235 million two weeks 
ago.
 Market sources close to the data relayed that the inflow this past week was mixed on fund segments, 
with inflows of $47 million to ETFs dented by $22 million of mutual fund outflows. And for the year, ETFs 
represent about one half of the $925 million total input.”

– Matt Fuller

matthew.fuller@levfininsights.com

917.654.0321

Follow Matthew on Twitter for leveraged-finance deal flow, credit-trading news, fund flows, and more @
mfuller2009

Effects of Increased Interest Rates On Business Lending 
 Businesses have steadily added more debt to their balance sheets and the use of leverage has helped 
drive ever higher multiples. The use of debt for buyouts could see a drastic change in the coming years as 
the interest deduction cap sets in. In the table below, we’ve laid out a hypothetical example of a buy-out of 
a capital-intensive industry, such as manufacturing or distribution. Table II displays the effects of the interest 
rate expense cap for a hypothetical capital-intensive company that has all in leverage of 4.0x. 

Table II

 

 

 Table II is a very rough example of how the new tax law’s treatment of interest expense will affect 
profitability going forward. The purpose of Table II and Table III is to show that the new treatment of a widely 
applicable and commonly used deduction (particularly in the PE/LBO space) is going to affect all parties 
involved in the credit market. 
 The new treatment of interest expense is going to affect commercial lending, albeit at a slower pace, 
as increased interest rates work their way through the markets. Capital intensive industries are going to have 
the most amount of adjusting to do when it comes to calculating costs associated with borrowing and leverage. 
The interest rate expense deduction cap (30% of EBITDA through 2022) is going to have a pronounced effect 
on leverage and overall lending to industries with lower margins and to those with a considerable amount of 
depreciable assets. Table II displays the effects of the interest rate expense cap for a hypothetical capital-intensive 
company that has all-in leverage of 4.0x.  
 The new tax law’s rules will become more of a challenge following the initial 5-year period (2018-2022), 
when, in 2022 the immediate deductibility of CAPEX and R&D disappears and the metric for calculating 
interest expense deductibility becomes less favorable (changing from EBITDA to EBIT). In this hypothetical 
situation a company under the same capital structure in 2022 faces a much higher tax bill all else equal as 
the add back for depreciation is no longer include. When combined with a higher interest rate the tax law 
change becomes even more pronounced as Table III shows. While it’s impossible to predict when or to what 
degree interest rates will change, the growth of credit in the past decade plus the new tax law changes will 
make managing the cost of debt more burdensome in the coming years 

Table III

Tectonic Shifts Within the Retail Space
Chart III

 

 

Source: Bloomberg

 It is no secret that the retail industry is suffering considerably, as mom and pop shops and major 
chains alike try to fight obsolescence. Oddly enough, high consumer confidence, low unemployment, and 
a growing economy suggest growth and continued consumer spending in the retail industry. During 2017, 
retailers closed down a record number of locations, as they tried to maximize profits and reduce the number 
of physical locations to cut expenses (Graph III). The changes in the industry are now becoming more worrisome 
from a debt capital market’s perspective. 
 A considerable number of these retail chains are private equity owned, meaning that the financial 
sponsors used debt and at times relatively high levels of debt to acquire these businesses. In recent years, 
both the private equity funds and strategic players had no issues refinancing their debt on retail portfolio 
companies, but the current outlook on the retail space has changed lenders’ perspectives drastically. Without 
the support of flexible refinancing opportunities from lenders, trouble is on the horizon for private equity-backed 
retailers who cannot afford to increase the equity component of their capital structure. 
 If one also takes into account publicly traded retail companies, their issues are evident by the state of 
the bond market. With $1.9 BN in high-yield bonds becoming due in 2018, the underlying issue of refinancing 
is again called into question. A telltale sign of the danger haunting the retail industry is the interest rates the 
founding family of Nordstrom faced when they attempted to privatize the company in 2017. The creditors 
demanded a 13% interest rate, which is typically twice that a retailer of that size would expected to 
pay (Bloomberg).
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That’s the Thing About the Future - We Have to Wait For It
 It is a strange dose of humility when one finds out that an urban legend isn’t true.  Like the age-old 
myth that frogs will jump out of boiling water - but if you put a frog in cold water and slowly heat it up, then 
the frog will get cooked.  This is a great story and illustrative about how things in nature can be lulled into 
great peril slowly, without realizing that they are in grave danger.  The problem is that isn’t true.  Frogs can’t 
jump out of boiling water.  If you put a frog in boiling water, well, the frog boils.

 We live in a world full of tall tales and urban legends and false news stories. In a world driven by constant 
news, social media, quick service and instant gratification, no one has any time to wait for old-fashioned 
things like facts. No one has time to draw conclusions slowly, to wait for the proper amount of research.  We 
need to know now.  Jumping to conclusions is no longer much of a jump. Go ahead and conclude whatever 
you want. You can pretty much live in whatever reality that you like. Just change the channel.

 In business and economics, no one wants to wait and see what will happen. Everyone wants to know 
right away, right now. We get paid to guess what will happen in the future, right?  But in life, the reality is 
that we need to wait to find out what is going to happen. Whether we like it or not, we cannot live in the 
future, we have to live in the present.  And in the present, we simply don’t know what is going to happen in 
the future.

 The same is true right now in the capital markets and in our economy. Some big changes are taking 
place and as always, things are dynamic. How will the combination of significant changes to our tax code, 
corporate tax cuts, rising interest rates, higher growth in the U.S. economy, steel tariffs, rising asset prices 
and other changes affect our economy, the housing market, the debt markets, the stock market? The truth 
is we don’t know. Things are changing and they are affecting markets.  Some things are having positive 
effects and some are having negative effects. Some industries are being helped, some are being hurt;  Some 
regions are being buoyed by these changes, some are facing headwinds. What will the aggregate result be?  
We simply have to wait to find out. We have to live in the present.

 The good news for most market participants is that the present reality is favorable.  Times are actually 
pretty darn great for most of us and despite changes, the U.S. economy is growing, interest rates are still relatively 
low and there is positive momentum for most industries.  Changes are happening and changes can happen 
quickly, but for just this moment, the future can wait, and the present will have to suffice.
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