Distressed Funds
Optimistic For Downturn

By Kenneth MacFadyen

ew want to think about distress at a
FT':me like this. Financing is readily

accessible; the default rate in the high
yield market is barely over 1%; and the
economy continues to churn ahead, Mot
to mention, buyout shops have already
completed more than $88 billion worth of
deals and have raised more than $81 bil-
lion in capital for new LBO funds this year.

However, most buyout pros do recog-
nize this as a nadir, and r2alize that it will
only take a couple meltdowns to under-
cut the cheer. But talking to the players in
the LBO space might give off the impres-
sion that their approach is to avoid dis-
cussing the impending turn, and it won't
happen.

For the past two years, buyout pros—
wha live and die with the capital markets—
have lauded the availability of financing.
They've seen purchase prices rise alangside
debt multiples, and whether it is to win
deals or take out a dividend in a recap,
leverage has only been pushed higher. And
though the market is barely three years
removed from the last downturn, the
emergence of the hedge funds as debit
providers and the resulting competitive fire
they helped light has set the stage for what
could be a new window for distressed
Opportunities.

“In every 10-year period you have two
years of absolute euphoria and two years

of financial destitution,” says Jeffrey
Schwartz, a partner at law firm Benesch
Friedlander Coplan & Aronoff LLP and
chair of the law firm’s business reargani-
zation practice group. “The more maoney
that flows into the market, the quicker
you reach that euphoria. Then people
start 1o overpay and over-leverage and
then comes the collapse.”

In the past couple years there has
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been record breaking high-yield issuance
and the leveraged loan market has been
nearly as robust. Siguler Guff & Co.
Principal Maria Boyazny notes that both,
the high yield and leveraged loan mar-
kets, have each approached a trillion dol-
lars in value, and increasingly higher risk
loans are making up a greater portion of
the total market. Last year, more than
40% of all high yield issuance was rated






