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September 2018 – The Best of Times 

Middle Market: Monroe leads $32.7M credit and equity 
co-investment for S&S HealthCare

 Monroe Capital said today that it acted as sole 
lead arranger and administrative agent on a $32.7 
million credit facility and equity co-investment to 
support Level Capital Partners’ recapitalization of S&S 
HealthCare Strategies.
 Cincinnati-based S&S HealthCare is a 
third-party provider of administrative healthcare 
services, including claims adjudication and network 
management.
 Level Capital is a private investment firm focusing 
on the recapitalization of lower-middle-market companies 
in the business services, healthcare services, niche 
manufacturing and technology sectors. 

– Thomas Dunford
thomas.dunford@levfininsights.com
212.205.8552

Lower Middle Market: Solar Capital backs BioElectron 
Technology Corp. with $40M debt financing

 BioElectron Technology Corp. said today that it 
received $40 million of debt financing from Solar Capital 
Partners and its affiliates.
 The Mountain View, Calif.-based biotechnology 
company said it would use the financing to support 
activities related to the development and planned 
launch of EPI-743, a clinical-stage compound that 
targets inherited mitochondrial disease.
 The financing will also support BioElectron’s 
existing clinical and pre-clinical pipeline of therapeutics. 
The company noted it is developing a second clinical-stage 
compound, EPI-589, for the treatment of adult 
neurodegenerative disease.
 BioElectron has previously been supported by 
private investors and venture capital funds.
 Solar Capital Partners’ life science lending business 
provides financing for later-stage biopharma, medical 
device, healthcare IT and healthcare services companies 
from pre-revenue clinical to early-stage commercial. 

– Thomas Dunford
thomas.dunford@levfininsights.com  
212.205.8552

Lower Middle Market: Plexus and Private Advisors provide 
debt, equity to back Washington Equity’s deal for Accu-Tube

 Plexus Capital and Private Advisors provided 
debt and equity financing to support Washington Equity 
Partners’ acquisition of Accu-Tube Corp., a manufacturer 
of highly engineered small-diameter stainless steel 
tubing. Financial terms of the transaction, which was 
announced today, were undisclosed.
 Englewood, Colo.-based Accu-Tube manufactures 
standard and custom-size stainless steel tubing, ranging 
from 0.23mm to 9.35mm, largely for the medical, aerospace 
and industrial end markets.
 Washington Equity focuses on equity investments 
of $5 million to $50 million or more in aerospace, defense 
and government contracting companies, industrial and 
advanced manufacturing concerns, and software and 
technology businesses generating $3 million to $15 
million in annual EBITDA.

 – Thomas Dunford
thomas.dunford@levfininsights.com
212.205.8552

Lower Middle Market: Covercraft Industries, a Twin Brook 
borrower, acquires Marathon Seat Covers

 Covercraft Industries announced this month that 
it has acquired Marathon Seat Covers, a maker of custom 
seat covers for the auto industry. Terms of the transaction 
were not disclosed.
 Covercraft Industries was last in market in 
October 2017 for $40 million in financing that was used 
to acquire GT Covers and to refinance debt. Twin Brook 
Capital was the lead arranger.
 Covercraft is backed by Century Park Capital 
Partners, which acquired a controlling stake in June 
2015. The Oklahoma-based company serves the 
automotive accessory market, providing exterior and 
interior protection products such as car covers, seat 
covers, dash covers and floor mats.
 GT Covers was the second acquisition under 
Century Park Capital — Covercraft Industries acquired 
ADCO Products in January 2017.
 Century Park is an El Segundo, Calif.-based 
private equity firm that targets companies generating 
sales of $20 million to $100 million and EBITDA of $3 
million to $15 million. The firm will invest $10 million to 
$40 million per transaction.
 
— Kelly Thompson
 kelly.thompson@levfininsights.com
773.867.1080

 With increasing levels of debt rolling-over in the commercial and public sector, solvency will be an 
issue for years to come. The last two major credit crises in the U.S. caused significant domestic turmoil; the 
Great Depression helped contribute to a major war, and the Great Recession has led to the rise of political 
fringe groups throughout the Western world. The increasing nationalist furor has created a precarious economic 
environment as more political parties throughout the world shun globalization, stunting economic growth.

 Despite its horrendous consequences, turmoil, such as war or economic calamity, when properly resolved, 
provide the opportunity for an economic reset. Debts are forgiven, political institutions are changed, and 
hopefully economies are restructured to better position themselves for the future. This, however, is not to 
suggest a period of turmoil should befall the United States or other major economies. Instead, indebted nations 
such as the United States, Europe and Japan should examine the course of history and the consequences of 
consistent and growing indebtedness. 

 Much of this indebtedness is the result of monetary policy. The monetary experiments in these countries 
have dramatically altered the credit cycle. Unwinding these experiments will affect credit markets and will 
produce unknowable consequences. In the U.S., at the next sign or crossing of the yield curve, the Fed will 
be faced with a serious consideration; either continue its path of “normalization” or, reverse course and reintroduce 
these unprecedented monetary policies. Whatever the choice, the result will show that central institutions 
have less control and have flawed thinking in attempting to diminish the effects of the business cycle. The 
yield curve is showing the effects of credit compression, particularly, the cost of credit in the near term. 
Short-term Treasury rates are rising, long-term rates are hardly moving and sovereign debt levels remain at 
all time highs. The market seems to be questioning how much longer these policies can work, and who can 
meaningfully support national governments in the event of a default.  

 The western world has grown addicted to debt. What was once an extremely conservative and in 
some cultures a socially shunned practice, borrowing has grown into a snowballing problem that can’t be 
stopped. The Atlantic provides a useful chart for how debt financing was once used (sparingly) by the U.S. 
federal government (Chart I). Chart I is slightly dated, U.S. debt levels have increased steadily every since 2011.

Chart I

 

 The immediate post-war period was the only time public debt as a percentage of GDP reached unthinkable 
levels, those in excess of 100% of GDP. According to data retrieved from the Congressional Budget Office, as 
of Q1 2018, this ratio was at 105.23% of GDP (FRED). 

 Debt to GDP has been above 100% since the end of 2012 and shows no signs of abating. Following 
the most recent recession, there was no single cataclysmic event to reset the economic system. Instead, the 
past liabilities have been pushed down the road waiting to resurface at a more inconvenient time. While national 
and international monetary institutions have helped ease the pain and the burden of the past recession, 
nudging the economy to stand on its own strength will be more difficult.

 Today, the flattening yield curve is showing the limits of these policies and the difficulty in reversing 
them. Markets work best when information is readily available, transaction costs are low and the motives of 
participants are rational but not directly known. This last condition has been broken by the Big Three (Fed, 
ECB and BOJ). The flattening yield curve, as measured by the U.S. Treasury Market (Chart II) is evidence of 
how known actions disrupt market conditions. The green lines are the current nominal (circle points) and 
real (triangle points) treasury curves. The blue line are the corresponding yield curves from one year ago.
Chart III shows the difference in pricing between the 2-Year Treasury and the 10-Year Treasury, or the spread. 
The three main factors affecting the yield curve are interest rates, inflation, and economic growth. The only 
factor that central banks have direct control over are interest rates. The extent of this control is also questionable 
as evidenced by the current yield curve. 

Chart II

Chart III

 As of August 24, 2018 the spread between the 2-Year and the 10-Year was 0.21%. Although this 
compression is not an immediate cause for alarm, the continuation of the downward trend shown in Chart III 
may well lead to an inverted yield curve.

 One way to view this situation is that market participants are aware of the Fed’s actions. It’s well 
known that the Fed is seeking to rollover more short-term notes than long-term bonds (Treasuries and 
mortgage-backed securities) to keep prices high and yields low, and it’s also known that interest rate hikes 
are on the horizon. The decrease in the 2-Year and 10-Year spread suggests the market isn’t entirely buying 
this game plan. Little to no inflation is being priced into long term Treasuries, as evidenced by the green, flat 
real interest rate curve (>5 years in duration). Higher pricing in the near term can also be explained by an 
increased risk premium for the uncertainty over economic growth and fiscal stability in the coming years. 
Optimistically, the flat structure across long-term bonds could signal the market’s belief that great economies 
like the U.S. will resolve its issues over time. 

 From a historical perspective, in the post-WWII era an inverted yield curve is a strong predictor of 
recession. Over the last 60 years, an inverted yield curve has always come before an official economic 
recession. Chart IV shows this pattern, the black line is the difference between the 10-Year and the 2-Year. 
The dotted red-line shows the yield of the 2-Year and the dotted green line shows the yield of the 10-Year. 
The vertical gray bars are recessionary periods. 

Chart IV

 In an era when central banks have played such an active hand in the financial markets, how extensive 
can their response be to their respective economies that have even more debt than the last? Central banks 
have arguably overplayed their hand and the market’s expectations on the next go around may prove difficult 
to overcome. Truly, how much debt can a central bank purchase before it loses credibility? This leads to the 
final discussion, Chart V.

Chart V

 In late 2017, the Fed began Quantitative Tightening (QT), selling off their Treasury and mortgage-backed 
security assets and taking dollars out of the financial system, a reversal to QE. The contradiction amidst the 
tone of this report is all the positive economic factors across the U.S. The stock market has reached new 
highs; the NASDAQ broke 8,000 points, Q2 Economic GDP Growth came in above 4%, and banks are recording 
record profits. 

 Conversely, and what must be kept in mind. is consumer debt reached a new aggregate peak of 
$13.29 trillion in Q2 2018 (housing debt is still below Q3 2008 high of $9.99 trillion, currently at $9.43 trillion). 
The Fed is also reducing its holdings of mortgage-back securities, which has the potential to slow the housing 
market. Combining these factors with low wage growth and low productivity growth, it questions how well 
the economy can really function without excessive levels of credit. The use of credit in and of itself is not 
inherently bank, but the its uses in the past 10 years have extended beyond its useful scope. 

 To conclude, the compressing yield curve suggests a recession is on the horizon, but does not guarantee 
it. The yield curve must first invert and this would certainly require exogenous economic effects to justify 
this sort of reaction. Today’s potential or looming yield curve (however its viewed) is a warning that the Fed 
and the other major central banks, ECB and BOJ, are running out of time to normalize economic policy i.e. 
reduce their balance sheets. It’s not the recession itself that will challenge these institutions, but rather their 
ability to respond. In an economic climate where credit has been so freely available, economies will either 
be shocked by too little credit, or faced with stagflation as excessive levels of credit push inflation higher. It 
is arguably unthinkable that central banks would continue printing money to support their economies. Then 
again, the 21st century has seen a number of unprecedented policy decisions, and the next recession could 
see more of the same.
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 September has always been one of my favorite months – the weather is good in most places, the kids 
are back to school, everyone’s football team has hope for the season and the stress of the Holidays, final 
exams, tax season and fiscal year ends are nowhere to be seen.  Life is pretty good.  Just remember back to 
your Freshman year of college -- Is there any place in the world more brimming with positive energy than a 
college campus in September?  I can’t think of any. 

 This backdrop of positive vibes is emblematic of the current state of the economy and capital markets.  
Just like that first week of a college semester, we all know that times won’t stay great forever and at some point, 
things will change.  We will be tested.  We all know that every team can’t go undefeated, hot food goes cold 
and economies and markets can’t go up forever.  However, for the moment, these truly are the best of times.   

 As our readers certainly know by now, we are concerned about existing levels of debt across the spectrum 
and we are concerned about the stage of the current credit cycle.  Sovereign debt, corporate debt, personal 
debt, student loan debt all are hitting alarming levels without precedent.  All of that being said, these truly 
are the best of times for prudent investors, speculators and borrowers.  For disciplined borrowers, there are no 
shortage of opportunities and the current economic backdrop and capital markets framework is simply outstanding.  

 We recommend that everyone take advantage of the current state of affairs as much as possible.  Now 
is the time to restructure existing debt and deleverage.  Capital is plentiful, lenders are lending and interest 
rates remain relatively low. It is impossible to predict the future, but just like that first week of each college 
semester, chances are good that there are going to be some lean times ahead.  Life is about change and the 
good times are not going to last forever.  Plan accordingly.   

 But for now, let’s go enjoy some football and some great weather! 

 Source: The Daily Shot and FRED - Banks have reduced holdings at Federal Reserve Banks as credit is being 
pulled out of the system. 
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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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