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Rush Street Capital is a boutique financial advisory firm. Its services include debt private placements, debt advisory,
recapitalizations, working capital facilities, refinance of existing debt, mergers and acquisitions advisory, debt
restructuring, special situations, and capital markets. The firm also provides advisory services for acquisition
financing, mezzanine debt, bridge financing, and project financing services. It focuses on debt structures including
senior cash flow, asset based, second lien, mezzanine, and unitranche. The firm’s clients include lower middle
market private equity firms, independent sponsors, companies, business owners, and lenders.
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   Look  Out  Above:  For The Firs t  Time In A Long Time,   Look  Out  Above:  For The Firs t  Time In A Long Time,
Interes t  Rates  Are Going UpInteres t  Rates  Are Going Up

Th e  ye a r wa s 2 0 0 5Th e  ye a r wa s 2 0 0 5 . During the first 45 days of 2005, Condoleeza Rice was confirmed asSecretary of

State, replacing Colin Powell.  The New England Patriots beat the Philadelphia Eagles in Super Bowl 39(aka XXXIX),
Barack Obama was sworn in as a 1st-term Senator from Illinois,Arnold Schwarzenegger was in his 2nd year as
Governor of Californiaand Alan Greenspan was nowhere near retiring as Chair of the Federal ReserveBank.  Palm
PDA’s were still quitepopular, as were digital cameras, flip-phones and the iPod Classic.  If you asked someone
about a new “App”, theywould most likely think that you were referring to a new 1st coursemenu item at one of your
favorite restaurants.

The point here is a lot has changed in this world since thelast time that we were operating in a “rising interest rate
environment”.  The year 2005 saw the Fed Funds rateincreased by 200 basis points or a full 2.0% from 2.25% to
4.25%.  This was the last year that borrowers andlenders had to contend with rising interest rates.  

This means that if you look around your place of business,anyone who is under 35 years of age, probably does not
have any tangibleprofessional experience of working during a time when interest rates wereincreasing.   Those folks
have spenttheir entire careers during a period when interest rates were flat (most of2006), declining (2007 and 2008)
or pretty much zero (2009 to 2016).  For those readers and market participants whoare under 30 years of age, this
means that their entire work life has beenunder a zero-interest rate environment.

So what does all of this mean you may ask? What is the big deal about this? After all, interest rates are still very
lowand credit is easy to come by.

We wonder if many in our profession are in fullcontemplation of the positives and negatives of rising interest rates. 
We wonder if many professionals, who may nowbe thought to be seasoned decision-makers are fully prepared for
what liesahead.  We will endeavor to use analysisand research over the next few months to demonstrate some of the
twists andturns that can occur when “floating” actually can mean “increasing”.  Financial deal models can certainly
look verydifferent when interest rates move up during the life of the deal.

Certainly, no one can predict the future and/or the timingof changes in interest rates.  However,the trajectory of rates
is a bit more predictable.  That trajectory has definitely shifted upwardover the past year.  

At the risk of becoming insultingly obvious, we would liketo accentuate some of the challenges for borrowers when
interest rates begin torise.  Pardon us if some of the followinganalysis and commentary seem elementary, but
prolonged exposure to low interestrates may have necessitated some return to basic understanding of interest
raterisk.

One scenario that has increased in likelihood is an increaseof 100 basis points for some loans over the next 12 to 24
months.  The starting point when an increase occurs isan important discussion topic.  Given thefact that the Fed
Funds rate has remained historically low for the past severalyears, many commercial loans have been priced at
historically low levels, aswell.  And as is the norm, by far themajority of commercial loans have floating interest
rates.   Therefore, many of these loans may be in theearly stages of floating upward, as we begin 2017.

The lower the current level of interest rate, the moreexacerbated an effect that an increase in rates has on the
borrowingcosts.  Example being that an increase of100 basis points from an interest rate level of 7% to 8%, causes
the annualinterest expense to go up by 14.2%. However, an increase of 100 basis points from 5% to 6%, causes
theannual interest expense to go up by 20% and an increase of 100 basis pointsfrom 4% to 5% causes the annual
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interest expense to go up by 25% (see chartbelow). 

It is precisely this elementary analysis of interest raterisk that we believe may make an accelerated return to many
credit shops andunderwriting departments in 2017.  Loansthat make sense at lower interest rates do not always make
as much sense athigher interest rates, both for issuer and creditor.

We believe that scenario forecasting for accretive interestrates will need to make an immediate return to marketplace
participants, if ithas not done so already.  This couldimpact risk appetites and levels of new issuances, which we will
continue toexplore in subsequent articles and issues of our newsletter throughout 2017.
 

                            The Ris ing Interes t  Rate Dilemma                             The Ris ing Interes t  Rate Dilemma 

For nearly the last decade, interest rates have been at historically low levels.  With a cheaper cost of capital and the
incentives for businesses and consumers alike to spend and borrow, the Federal Reserve has tried to cushion the
blow dealt by the financial crisis of 2008 and spur economic activity.  That is the designed impact of low interest rates.
 Fast forward to 2017 and the Federal Reserve has begun to raise the Fed Funds Rate and has indicated that more
increases are coming.  These rate increases will have an impact on our economy and the debt markets.

The existence of interest allows borrowers to spend money immediately, instead of saving money in order to make a
purchase. Therefore, higher interest rates usually result in an aggregate increase in saving rather than spending, as
consumers and corporations have less disposable income. The raising of interest rates encourages being frugal and
spending less by increasing that amount of interest paid on items that might not be of necessity.  A rise in interest
rates could eventually result in fewer M & A transactions, but we aren’t sure how quickly that will materialize given
the current robustness in the markets.  In part because of rising interest rates, lenders will slowly begin to adjust the
criteria used for making loans in accordance with the likelihood that the borrower will be paying more interest.

On a larger scale, rising interest rates can also have a tremendous influence on inflation and the volatility of the
markets. The costs of goods and services may begin increasing in a recovering economy.  The Federal Reserve
raising interest rates prematurely can provide a false sense of security as to the overall strength of our economy
promoting inflation.  Investors looking to capitalize on the momentum shifts in the economy might be effected by the
impact that raising interest rates have on businesses and the volatility that arises from speculation as to when the Fed
might raise interest rates.

The adjusting of interest rates can have both positive and negative implications for our economy.  As always, with
uncertainty the best way to go about preparing for an interest rate hike is to understand the relationship between
interest rates and our economy and try to make the most informed decisions possible. It is still unclear when the Feds
will decide to raise their benchmark rate in 2017, but preparation is key in order to protect your financial stability. 

2016 marked another good year for Mergers &
Acquisitions. Though the year started off slow in terms
of the amount of M & A transactions completed, deal
value gradually increased to just over $1 trillion in total
deals completed for the year. The later part of Q4 not
only picked up in terms of transactions completed but
also demonstrated an increase the value of the deals that
were completed; offering insights into a much larger
trend witnessed throughout the past decade in M & A
activity.

As seen in recent years, deal volume while off to a slow
start in the beginning of 2016 eventually increased to
significantly towards the latter part of the year; with
December proving to be one of the strongest months in
Q4 for M & A activity.  Most pundits are expecting that
the final numbers for December M&A volume will be
very strong. This provides 2017 with some strong
tailwinds as we begin the new year and lends confidence
to the current robustness that we see in M&A and debt
markets.

D ecem ber  U .S M &A Ac t i v i tyD ecem ber  U .S M &A Ac t i v i ty    

    Source:  S & P Global M arket I ntelligence

The market has spoken on the fi rst round of 2017
leveraged loan deals,  wi th i nvestors offeri ng li ttle
resi stance to aggressi ve LBO structures and the
$48.34 bi lli on of mark -to-market repri ci ngs that
have launched si nce Jan. 1.  In a market that
thri ves on precedent,  more than a few appeared to
be set thi s week  as the techni cally fueled rally rages
on.

The Rank Group is injecting an additional $30 million of
equity into F r am  Gr oup H ol di ngsF r am  Gr oup H ol di ngs  to downsize the
accompanying Credit Suisse-led term loan to $215
million, sources said. Commitments were due Dec. 20,
at noon ET, sources said.

There’s no change to talk; Fram, a maker of filtration
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A few qui ck  poi nts:  M FN  sunsets are poi sed to
become routi ne;  si ngle B LBO paper i s movi ng
below L+300; non-LBO spreads hi t the M endoza
Li ne and could soon break  through; a second-li en
market that was closed a few months ago i s now
pri nti ng deals i n the low-to-mi d 700s; M FN
protecti on i s break i ng wi de of the 50 bps standard;
and M FN  carve-outs,  whi ch were negoti ated out of
many deals last year,  are starti ng to sti ck .

In a word, i t’s all about the techni cals.

Whi le loan mutual funds raked i n another $1.3
bi lli on thi s week , accordi ng to Li pper FM I,  the bi g
news i mpacti ng the techni cal landscape
was Broadcom’s move to exi t the i nsti tuti onal market
vi a the hi gh-grade bond market.  Wednesday’s
news, though a di sappoi ntment to buysi de accounts
already scrambli ng for paper,  hardly came as a
surpri se.  The very wi dely held TLB-3 due 2023
(L+300, 0% floor) had sli pped to the low pars on
M onday, from a 101.5-101.75 context Fri day, after
the company di sclosed i t would be meeti ng thi s
week  wi th i nvestors and potenti al i nvestors,  fueli ng
speculati on the i ssuer had some sort of refi nanci ng
exerci se up i ts sleeve. I t also follows on recent
upgrades to Baa2/BBB-/BBB from all three agenci es.

The repayment i s li kely late next week  wi th the bond
deal due to settle on Jan. 19, accordi ng to sources.
There was $6.578 bi lli on outstandi ng under the
i nsti tuti onal loan as of Oct.  30,  SEC fi li ngs show. To
put thi s i n context,  the pendi ng repayment
represents about 38% of the $17.2 bi lli on of net new
money currently i n market (gross volume i s a much
healthi er $66.4 bi lli on,  i nflated by repri ci ng and
refi nanci ng acti vi ty).

Along wi th dri vi ng a bi g calendar of repri ci ngs
and strong demand for new i ssues, i t’s logi cal to
assume that the di vi dend recap machi ne wi ll roar
back  to li fe i n early 2017. Whi le no recaps have
been launched to market i n the fi rst two weeks of the
year,  Trin ity Services Grou p has announced a fi rst-
and second-li en di vi dend deal for next week .

C ontac ts :  C ontac ts :  C hr i s  D onnel l eyC hr i s  D onnel l ey
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products and spark plugs for the automotive aftermarket,
is seeking to refinance via a five-year term loan that is
talked at L+650-675, with a 1% floor and offered at 98,
sources said. The loan comes alongside a $25 million
asset-based RC. It will include 5% amortization in years
one and two, and 7.5% annually thereafter. The term
loan will be governed by a net total leverage test,
sources noted. The loan includes 12 months of 101 soft
call protection.

With the increase, the equity contribution will now be
$74 million. The term loan was previously $245 million,
sources noted. Pro forma for the change leverage is now
3.75x, sources said. The borrower is Autoparts
Holdings.

The existing loan is priced at L+550 with a 1.5% floor
maturity and matures July 2017. 

C ontac t :  C ontac t :  C hr i s  D onnel l yC hr i s  D onnel l y   
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C H AR T  OF  T H E W EEKC H AR T  OF  T H E W EEK
Investment Banking Transactions

                     Source:  Wall Street Journal

          Source:  M & A I nsider
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“Discussion of an upcoming technology platform
dedicated to matching borrowers with middle market
lenders, being unveiled later in Q1-2017"

  Phi l  Kai nPhi l  Kai n , Managing Partner, Rush Street Capital

QU OT E OF  T H E W EEKQU OT E OF  T H E W EEK

"It's far better to buy a wonderful company at a fair price,
than a fair company at a wonderful price."

                                                    - Warren Buffett

  
U pcom i ng Events :U pcom i ng Events :

Opus  C onnec tOpus  C onnec t : IB & The Middle Market Environment
January 17, 2017  4:00 p.m.                 Chicago, IL

AM &AAAM &AA : Winter Conference
February 1-3, 2017                          Las Vegas. NV

AC G C hi cagoAC G C hi cago : Roundtable Growth Discussion 
February 9, 2017                                   Chicago, IL

                                                                         D EAL SPOT LIGH TD EAL SPOT LIGH T

Rush Street Capital recently represented an Independent Sponsor in a capital raise for the acquisition of a niche
manufacturing company, helping to raise $10.5 million of debt in less than 90 days.  

Some of the hurdles overcome during the debt capital raise process were: 

seller notes being a significant piece of the capital structure, 
seller note amortization payments, 
progress billings included in the A/R collateral,
management transition
Sale price was perceived by some to represent a Below-market valuation
Deal had to close at the end of 90 days
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