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Five Year Dow Jones Industrial Average 

Roundtable Subjects 
 

 --  2016 Distressed Investment Outlook  
 
 -- Valuations in the Context of Successful Distressed Investment Strategies 
 
 -- Distressed Valuations – Cash Flow vs. Asset Based 
 
 -- Evaluating Commodity Price Risks 
 
 -- Impact of “Rich” Valuations on Distressed Investment Strategies 
 
 -- The Opportunistic Activist Distressed Investor – Creating Value Through  
   Advocacy 
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Valuation Methodologies 
-- The Supreme Court has stated that the best indicator of value, whether valuing a 
particular asset or an entire business, is the actual sale price.  See Bank of America Nat'l Trust 
and Sav. Ass'n v. 203 N. LaSalle St. P’ship, 526 U.S. 434, 457 (1999) ("the best way to determine value is 
exposure to a market"). 
 
-- Recent scholarly debate has focused on whether a sale provides sufficient value to 
the estate.  See Lynn M. LoPucki & Joseph W. Doherty, Bankruptcy Fire Sales, 106 Mich. L. Rev. 1 (2007) 
(363 sales undervalue companies when compared to reorganizations) and James J. White, 
Bankruptcy Noir, 106 Mich. L. Rev. 691 (2008) (responding to Bankruptcy Fire Sales). 
 
-- In many situations, multiple valuation methodologies are used to eliminate outliers 
and derive as accurate an estimate of values as possible given that valuation is an 
inexact science .  See Constructora Maza, Inc. v. Banco de Ponce, 616 F.2d 573, 577 (1st Cir. 1980); 
Lippe v. Bainco Corp., 99 Fed.Appx. 274, 278 (2d Cir. 2004). 

Valuation in the Current Economic Climate 
-- The current economic climate places additional importance on the methodologies 
employed by experts when valuing companies or assets in a distressed or reorganization 
scenario
 
-- Market volatility in recent years raises the question of whether the market is the 
appropriate mechanism to value a company (i.e., for example, whether a section 363 
sale is more favorable than distributing equity in the reorganized company to creditors) 
 
-- Similarly, the multiples and comparable companies used by experts to value a 
company on a going concern basis will receive higher scrutiny 
 
-- Obviously, valuation is foundational in determining whether to execute on a 
potential opportunity 
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Default Rate on High Yield Bonds 

NYU’s Altman Says U.S. Defaults to Climb 
-- “There is no question in my mind this year default rates will go beyond the average 
rates, maybe a lot more.”  
 
-- “The high-yield markets have grown so big, you don’t need to have a large default 
rate to have tons of debt in trouble.” 
 
-- The default rate on high-yield bonds was 2.8 percent in 2015, compared with a 
weighted average of 3.7 percent, according to Altman.  At a 2.8 percent rate, as much 
as $45 billion of U.S. debt defaulted last year . 
 
-- Professor Altman expects  Chapter 11 cases to rise in 2015 led by companies in 
energy, coal and metals and mining. 
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Stress in the High Yield  Markets 

Leveraged Debt Maturity Profile 
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New Issues Rated B- or Below ($ Issuance) 

US Credit Markets Overview – January 2016 

Yield Spread (bps)(1)

High 9.96% 810 1/15/2013
Mean 8.94% 659
Median 8.94% 650
Low 8.18% 637 5/9/2013
Current 9.96% 793

Yield Spread (bps)(1)

High 7.82% 596 1/15/2013
Mean 6.97% 463
Median 6.97% 458
Low 6.04% 423 5/9/2013
Current 7.72% 569

Yield Spread (bps)(1)

High 5.45% 251 9/6/2013
Mean 4.46% 212
Median 4.41% 207
Low 3.75% 207 2/2/2015
Current 4.93% 290

Yield
High 3.04% 12/31/2013
Mean 2.35%
Median 2.32%
Low 1.66% 11/16/2012
Current 2.03%

B

BB

BBB

US 10 Yr

2013 through Today* LTM Yields 

Source: KPMG LLLP from S&P Capital IQ. 
*As of January 15, 2016. 
(1) Spread to US 10 Yr Treasury. Dates correspond with the yield, while spread represents the 

spread on that date. 
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Investment Perspectives 

Goldman Sachs 2016 Investment Outlook 

Middle Market Credit Conditions – January 2016 

■ The credit markets continue to support high 
leverage levels, and middle market liquidity 
conditions remain competitive  
– However, there have been some significant 

regulatory, market, and “flight to quality” 
concerns in the greater debt capital markets 

– Credit downgrades far outnumber upgrades, 
default rates are on the rise, yields for lower 
quality credits (sub “BB”) are rising, and there is 
clear retreat from high risk assets in the larger 
high yield and traded markets 

– As the market becomes more risk sensitive, there 
is likely to be an expectation for investor scrutiny, 
especially for cyclical or “storied” situations 

– There is significant and growing interest in 
“structured” equity products to supplement 
financings that are equity light 

■ High-yield bond prices have significantly dropped in 
the past few days, especially those of risky and 
distressed companies 
– Some higher quality bonds were also negatively 

impacted, but they were isolated to particular 
credit challenges (e.g., commodity-linked firms) 
 

Commentary 
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Average Leverage Multiples for Middle Market LBO’s (1) 

Debt Multiples of Middle Market Loans (1) 

(1) Source: KPMG LLP from Standards & Poor | Leveraged Commentary & Data 
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Capital Markets Perspective 
--This new credit approval paradigm is opening up the doors for many 
non-bank lenders to act as an alternative source of capital in leveraged 
and distressed transactions 
 
-- Increasingly, we expect to see large alternative asset managers 
trying to fill the vacuum created by commercial and investment bankers 
being either unable or unwilling to finance difficult leveraged transaction 
 
-- However, given the size of the balance sheets of these alternative 
managers, no single lender will likely be able to take on multi-billion loan, 
which means borrowers are going to need to 'club up' those deals if 
banks will not participate 
  

Capital Markets Perspective 
-- The likelihood of closing any lending transaction (including rescue 
financings, DIP financings and Exit Financings) is an essential factor for 
borrowers to consider when seeking capital – and the rules have 
changed 
 
-- Leverage lending guidelines established in 2013 by the OCC and 
FDIC and which are applicable to banks and bank holding companies 
impact the ability of banks and most large investment banks to provide 
leveraged loans to borrowers -- these guidelines are applicable to all 
transactions -- whether they are best efforts or underwritten, whether the 
bank will take a hold position or not 
 
-- It will be very difficult for any lender to know whether a leveraged 
deal can be completed unless the part of the bank that has approval for 
such issues, typically credit and compliance, will approve it 
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An Investor’s Perspective 
-- The complexity of the bankruptcy process also often creates 
additional valuation discount – being able to successfully navigate such 
a process can result in value creation 
 
-- Being able to invest in both equity and credit is essential -- we first 
estimate the enterprise value of a business and then factor in how that 
value is and could be distributed across the capital structure under a 
variety of scenarios -- in some cases distressed debt offers the most 
attractive risk/reward 
 
-- In other cases, understanding a company’s actual restructuring risk 
introduced by its debt structure (covenants, etc) can result in the 
determination that significant value should accrue to the common equity 
(i.e., often the equity market overestimates true default risk and over-
discounts equity values as a result) 
 

An Investor’s Perspective 
-- We spend considerable time analyzing the aggregate leverage of a 
business – financial leverage, operating leverage (exposure to cyclicality) 
and industrial leverage (exposure to increased competition, regulatory 
pressure or secular decline) 
 
-- The goal is to minimize the risk of permanent capital loss – high 
aggregate leverage increases the risk of a restructuring 
 
-- Low valuation coupled with moderate aggregate leverage increases 
margin of safety  
 
-- Oftentimes dislocation events/overhangs result in depressed 
valuations -- bankruptcy filings and other types of distressed restructurings 
are good examples of dislocation events  
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Future Outlook and Observations 
-- Debt and equity markets are volatile – and will remain so 
 
-- Energy and other commodity prices are affecting many markets and 
transactions – and will continue to do  
 
-- Liquidity constraints in the leveraged and high yield markets are 
affecting  some M&A transactions and impacting restructurings – 
although liquidity constraints are less evident in the lower middle market  
 
-- Disruption creates value -- ugly disputes by parties with little 
economics at stake are continuing – genuine need exists to generate 
value from each other if not available from the business enterprise – 
mostly intercreditor with company and other stakeholders as bystanders 
 
 

An Investor’s Perspective 
-- Restructuring is generally cyclical – identifying good businesses going 
through bankruptcy proceedings can result in outsized returns  
 

-- The drivers of those returns can be generated through: 
• a successful financial restructuring; 
• a successful operational restructuring;  
• further business optimization and intelligent capital allocation 
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Future Outlook and Observations 
-- In chapter 11 cases, expedited sale processes are accelerating as “in 
the money” stakeholders indicate little interest in cost, delay, uncertainty 
and external event risks associated with traditional reorganization cases – 
as the markets have reset to these new norms, more bidders are showing 
up at auctions and competing for control 
 
--  Escalating intercreditor disputes are leading to more “first impression” 
judicial decisions – but new decisions are being “priced into the system” 
 
-- Chapter 11 venue disputes are escalating particularly in energy 
cases where employees and unsecured creditors believe they will fare 
better in an oil and gas state 
 
-- Cashless transactions are more prevalent with very little cash to 
creditors or value distribution 
 
 




