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CURRENT STATE OF THE CREDIT MARKETS

Significant Drop In Credit Issuance Through June 2008

Percent Change in Global Credit Issuance
January 1 – June 30, 2008
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SECURITIES ISSUANCES

New Issuances of ABS, MBS & CDO Securities
2003 – 2Q08 By Quarter

Securities Continue To Reside 
With:

Banks
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Insurance Companies

Sovereign Wealth Funds

Pension Funds

Municipalities

Academic Endowments

Wealthy Individuals

Essentially everyone…

Source:  Thomson Reuters
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SECURITIES OVERHANG

“…in the past year, 
financial institutions 

around the world have 
already written down 
$408 billion worth of 

assets…”

– Jan Hatzius, Economist
Goldman Sachs Group Inc.
SEPTEMBER 18, 2008, WSJ

“Residential mortgage 
losses alone could hit $636 

billion by 2012…”
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CAPITAL MARKETS ECOSYSTEM

Sources of CapitalSources of Capital IntermediariesIntermediaries UsersUsers

Federal ReserveFederal Reserve Senior Lenders / BanksSenior Lenders / Banks CorporationsCorporations

Consumer DepositsConsumer Deposits

Pension FundsPension Funds

University EndowmentsUniversity Endowments

Insurance CompaniesInsurance Companies

Foreign InvestmentForeign Investment
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EXPECTED RETURNS ON CAPITAL

Venture Capital

Private Equity

Mezzanine Funds

Corporate Bonds

Specialty Finance

Senior Lenders

FED 2%
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40% - 50%

Target Returns
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SEGMENTING DEBT CAPITAL

High

Mezzanine Capital

High-Yield Debt

Specialty
Finance

AAA Bonds
FLEXIBILITY

Senior
Lenders

Low COST High
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SEGMENTING EQUITY CAPITAL

High
Boot-strapping

Angel Funding

Venture CapitalACCESSIBILTY

Private Equity

Initial Public
Offering

Low HighCOST
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PE FUNDS RAISED

$450 Billion In Global Capital Commitments Not Yet Invested
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WHY PRIVATE EQUITY IS INTERESTED IN MEDIA

Growth of the media & communications industry consistently 
outpaces GDP growth

Strong cash flow characteristics

Minimal capital expenditures

Durable brands

Attractive platform roll-up dynamics

Highly liquid M&A market

Rapidly evolving business models
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200+ PE PLATFORM COMPANIES IN MEDIA SECTORS
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M&A DEAL VOLUME – ALL MEDIA SECTORS

Strategics
316 Deals

(80%)

338 Deals
(84%) 

PE
81 Deals (20%)

63 Deals (16%)

1H081H081H071H07

397 Deals 401 Deals
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M&A DEAL VALUE – ALL MEDIA SECTORS

$15.9 Billion
(75%) 

Strategics
$45.7 Billion

(70%)

$5.3 Billion
(25%)

PE
$20.1 Billion

(30%)

1H081H081H071H07

$65.8 Billion $21.2 Billion
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M&A DEAL VOLUME – ONLINE SECTOR

1H081H081H071H07

Strategics
112 Deals

(93%)

134 Deals
(92%) 

PE
8 Deals (7%) 12 Deals (8%)

120 Deals 146 Deals
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M&A DEAL VALUE – ONLINE SECTOR

1H081H081H071H07

$5.6 Billion
(94%) 

Strategics
$3.3 Billion

(78%)

$0.3 Billion
(6%)

PE
$0.9 Billion

(22%)

$4.2 Billion $5.9 Billion
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IMPACT ON PLAYERS IN THE DEBT CAPITAL MARKETS

Senior LendersSenior Lenders Specialty FinanceSpecialty Finance MezzanineMezzanine

Facing cash crunch to cover 
declining asset values

Preserving capital, limiting 
funds for portfolio 
companies

Pushing out prior funding 
commitments 

Highly selective about new 
facilities

Higher fees and interest rates

More restrictive covenants 
and best efforts underwriting

Workout situations filling the 
pipeline

Higher cost of capital 
is increasing interest 
rates to clients

Returns on public debt 
securities are more 
attractive than private 
transactions

Non-public debt 
securities are not 
marked to market – no 
margin calls

Market inefficiencies 
are providing 
opportunities for those 
with capital

Need for flexible 
mezzanine capital is 
increasing

Senior lender and high 
yield market retraction 
is creating higher 
demand for mezzanine 
players

Facing increased 
competition from 
specialty finance 
companies

Watching portfolio 
companies carefully
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IMPACT ON PLAYERS IN THE EQUITY CAPITAL MARKETS

Private EquityPrivate Equity Venture CapitalVenture Capital CorporateCorporate

New debt is difficult to 
secure and 
increasingly expensive

Uncertain economic 
environment

Business model 
transformation is 
accelerating (Internet)

Healthy balance sheets

Interesting 
opportunities…

Start-up companies 
based on Web based 
models need less 
capital

Beginning to move to 
later stage deals with 
higher capital needs

IPO market non-
existent

Lack of liquidity 
putting pressure on 
funds

Deal volume has 
declined, yet prices for 
high quality assets 
remain high 

Securing debt has 
become both difficult 
and expensive

Highly leveraged 
portfolio companies 
face defaults

Proactively drawing 
down credit lines to 
guarantee access
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LEVERAGED BUYOUT MARKET

Tight Credit Market Has Changed LBO Capital Composition

TodayTodayPre-Credit CrisisPre-Credit Crisis

Lower leverage and higher 
interest rates push PE 
funds toward growth 
companies

50%
Equity
30%

Senior
Debt
45%

20%

30% 
Mezzanine

25% 
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EXAMPLE

TermsTerms Pre-Credit CrisisPre-Credit Crisis TodayToday

EBITDA Multiple 10.5x to 12x 9x

Total Leverage 7.5x 3.5x to 4x

Pricing 7% (1st Lien)
10% (2nd Lien)

10% - 12% (1st Lien)
13% - 16% (Mezzanine)

Covenants Lite Strict
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LENDERS IN THE MARKET

Senior LendersSenior Lenders Specialty FinanceSpecialty Finance MezzanineMezzanine DistressedDistressed

GoldenTree Asset 
Management

HIGHLAND 
CAPITAL
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OUTLOOK

Turmoil will continue for several quartersTurmoil will continue for several quarters1

Banks will remain unpredictableBanks will remain unpredictable2

PE platforms are debt challengedPE platforms are debt challenged3
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OUTLOOK

PE funds are less likely to be competitive
with strategic buyers

PE funds are less likely to be competitive
with strategic buyers4

2009 – 2011 will test many PE and VC firms,
and a shake out will likely occur

2009 – 2011 will test many PE and VC firms,
and a shake out will likely occur5

PE capital will flood the market for acquisitions,
as soon as the credit markets stabilize

PE capital will flood the market for acquisitions,
as soon as the credit markets stabilize6
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KEY TAKEAWAYS

The days of the single bank relationship are over.
You need a tight and diverse network of capital partners

The days of the single bank relationship are over.
You need a tight and diverse network of capital partners

Strategics have a unique opportunity to accelerate 
acquisitions with less PE competition

Strategics have a unique opportunity to accelerate 
acquisitions with less PE competition



Access to Capital and Capital Markets 28

ACCESS TO CAPITAL AND
CAPITAL MARKETS

150 East 52nd Street, 18th Floor
New York, NY 10022

Phone: (212) 754-0710
Fax: (212) 754-0337

scottp@jegi.com 
www.jegi.com
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