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Running Through Red Flags On The Way To A Deal Closing

We have all run a red light – admit it.  It happens to even the safest drivers.  When driving, we are forced 
to make quick decisions and sometimes, that can mean going through a yellow light that turns red before 
we are completely clear of the intersection.   And then other times, we simply make a mistake and go 
through a red light.

The analogy also works with reviewing, underwriting, approving and funding loans.  Sometimes, we 
are forced to make quick decisions and often due to competitive forces, we don’t have enough time to 
review every single detail during a loan underwriting process.  As capital providers in the deal business, 
we are constantly battling the forces of risk management and customer service.  We are managing risk, 
while at the same time trying to manage an income statement and manage customer expectations.  In 
today’s world, if we don’t give the customer what they want – chances are someone else probably will. 

Ironically, in my experiences, it is often with existing borrowing relationships that it can be easiest to 
overlook key details – and potentially run a red light (or ignore a red flag).  Familiarity can sometimes 
breed minor complacency.   Once a borrower or “relationship” is deemed to be honest, honorable and 
trustworthy, we can sometimes skimp on some items, with which we would never dream of skimping 
on with a new borrower.  In our zeal to get a deal done, we can possibly forget to get answers to all of 
our questions.  One of the most dreaded terms facing any business development person in our business 
can be “incumbent lender”.  This term often refers to a lender who, due to familiarity, will quickly approve 
below market terms for an existing borrower in an abbreviated time frame.  This often makes it impossible 
for a new lender to have any chance of being competitive in the deal process.

It can also sometimes lead to a running through a red flag or two on the way to a deal closing.  Like a 
distracted driver in rush hour traffic, we are overwhelmed by input and can minimize or overlook some 
risk factors.

We are all competitive by nature, whether it is sports or driving or lending and investing money.  This 
is one the main drivers for growth and for capitalism.  Competition is healthy and good.  But too much 
competition can lead to imbalances and eventually to less than ideal decisions.
 
As Benjamin Graham once said, “Even the intelligent investor is likely to need considerable will power to 
keep from following the crowd.

Competition is a reality every day in our business.  And so is risk.  Experience with certain types of deals, 
certain industries and certain borrowers can help a lender to compress time frames and speed up the 
approval process.  So experience can be a key differentiator in winning a deal and appropriately measuring 
and pricing risk.

And hopefully our experience can get us through that intersection while the light is still yellow.  Or 
maybe pink…

Lower Middle Market: Creative Foam LBO backed with 
senior debt from JP, Comerica, mezzanine from Hancock 
Capital, Norwest JP Morgan and Comerica provided senior 
debt financing behind this month’s buyout of Creative 
Foam Corp. by Industrial Opportunity Partners (IOP). Hancock 
Capital Management and Norwest Mezzanine Partners 
provided subordinated debt financing.

Creative Foam is a Fenton, Mich.-based manufacturer and 
supplier of custom engineered die cut, formed foam, nonwoven, 
and multi-material components to the automotive, medical 
and wind energy markets.

The deal is the first for IOP’s third fund, Opportunity Part-
ners III and the private equity firm’s largest to date, accord-
ing to IOP. 

- Kelly Thompson

kelly.thompson@levfininsights.com

773.867.1080

Lower Middle Market: Spectrum Vision Partners nets 
financing from Twin Brook, Portfolio Advisors to create 
new platform with Blue Sea Capital Twin Brook Capital 
and Portfolio Advisors are providing the financing behind 
the creation of Spectrum Vision Partners, a joint venture 
between Blue Sea Capital and Ophthalmic Consultants of 
Long Island (OCLI). The company will provide administrative 
management services for OCLI and serve as a platform for 
future acquisitions.

Closing of the transaction is pending. OCLI operates a network 
of 15 modern locations across Nassau and Suffolk counties 
on Long Island, N.Y., including a brand new ophthalmic 
surgery center, Island Eye Surgicenter.  

Blue Sea Capital is a spin out from Brockway Moran & Partners. 
The firm was formed in 2013 in West Palm Beach, Fla. with 
a $327 million debut fund. The private equity firm makes 
majority investments of up to $60 million in companies 
that generate up to $30 million of EBITDA in the aerospace, 
defense, healthcare, and industrial sectors.  

The PE firm has closed four other deals: DDS Labs (2014), 
Sun Valley Machine Works (Sunvair, 2014), Deca Dental 
Group (2015) and NSi Industries (2016). 

- Kelly Thompson

kelly.thompson@levfininsights.com
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Rush Street Capital Knows Healthcare
We’ve advised and closed a healthcare related financing in each of the last three months.

We are generalists by nature, but we’ll work hard to understand the intricacies of your business, determine 
the optimal capital structure and provide you with various financing options.
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Pitchbook: The State of the US PE Market in 13 Charts
https://pitchbook.com/news/articles/the-state-of-the-us-pe-industry-in-13-charts    

Commentary: Not surprisingly when referencing the two charts PE activity; Closed Deal Value and Number 
of Deals Closed has slowed down in 2017. While there is still ample time to complete deals in 2017, and we 
will likely see a flurry of activity to end the year, the higher valuations are certainly driving a slow-down in the 
buyer appetite. 

Middle Market Research 

Pensions and Investments: Institutional appetite for private credit remains voracious

http://www.pionline.com/article/20170417/PRINT/304179995/institutional-appetite-for-private-credit-re-
mains-voracious 

Commentary: In a recent article from Pension and Investments, they note the increased demand institutional 
investment has played in driving the growth alternative credit funds. 

“Observers are concerned about the frothiness of alternative credit markets, noting prices go up and returns 
fall when money managers follow lots of institutional money and create a crowded space. Some investors are 
becoming more selective in credit strategy investment options.”

The chart below shows that in Q1 2017 investment into “direct lending” funds has grown by ~50% from the 
year prior. One such reason for the growth in alternative credit styles is the reallocation of pension funds to 
more yield rich credit opportunities. As these pensions facing mounting shortfalls and the need for stable 
returns the private credit market has become a popular destination. This has created a girth of supply. 

Preqin: Private Debt Spotlight September 2017

https://www.preqin.com/docs/newsletters/pd/Preqin-Private-Debt-Spotlight-September-2017.pdf 

Commentary: The September 2017 Private Debt spotlight noted a record level of dry-powder of $65 billion 
in Private Credit funds (for the funds that Preqin tracks). Despite the rising dry-powder and overall perceived 
“frothiness” Preqin does not see the market as fundamentally overheating as it estimates that there is a $417 
billion direct lending capacity for the market. 

Preqin estimates this market size by assuming a typical 40/60 split between equity and debt for buyout transactions. 
The report notes that PE buyout fund managers have $605 billion of dry powder available of which 46% ($278 
billion) has been dedicated to buyout transactions below $1 billion in deal size (middle market transactions). 
Therefore, under the typical 40/60 split, debt would need to be able to provide $417 billion of capital to match 
the available equity commitments in the middle market. 

At a dry powder level of $65 billion, Preqin argues that there is still plenty of runway for private debt fund raising 
to continue. This data suggests that private debt is not the driver of growth in private investment but that the 
market is simply responding to a supply shortage to meet the demands of private equity activity. 

SPP Capital Partners: Market Update September 2017 

Leverage continues to creep up from a year ago, traditional middle market deals >$10MM EBITDA have seen 
an increase in total leverage of approximately half a turn of EBITDA while pricing has remained relatively flat. 

LevFin Insights: Credit Stats Covenant Review

https://www.capital-structure.com/clientfacing/getuploadeddocument?doc_id=30&type=ms 

Commentary: The table below gives a more detailed breakout of leverage in the middle market. A noticeable 
takeaway is the increasing amounts of EBITDA adjustments that are being included, which have risen steadily 
since 2015. This trend appears to be driving the Total leverage on Reported EBITDA, which reached 7.20x in 
Q3 of 2017 but is keeping Total Leverage on an Adjusted EBITDA basis relatively flat at only 5.42x in Q3 2017. 
This is disparity suggests lenders are accepting higher leverage under the assumption that the adjustments 
allowed will produce additional cash flow to support the loan size. 

Recent Lower Middle Market Transactions 

Constellis Holdings: a provider of operational support and risk management services focused on counter 
terrorism, force protection, law enforcement and security operation 

Array Canada Inc. provides in-store marketing services for retailers and brand manufacturers.
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