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Feature Article

Private High-Yield, an Attractive Alternative
by Ryan Jordan, 612 303-6831,

An increasingly common form of financing seen in the middle market today is private high-yield debt. Much like the evolution of the junk bond
market in the late 1980s and early 1990s that provided new capital to firms previously unable to issue bonds, middle market companies are
finding new sources of capital in the private high-yield market. Compared to public high-yield, private high-yield is a more flexible, cost-effective
and efficient form of debt that offers numerous benefits to both the issuer and investor.

Similar to public high-yield notes, private high-yield issues can be used in debt structures at the senior secured, unsecured or subordinated
tranche. Other similar features to public high-yield bonds include a fixed interest rate, no required amortization, a seven- to ten-year maturity
period and no maintenance covenants. However, rather than being broadly marketed to public investors such as mutual funds and asset
managers, private high-yield issues are sold to hedge funds, mezzanine investors and other sophisticated private investment funds. The rapid
acceptance of private high-yield can be largely attributed to the numerous advantages it offers compared to the public investments. Namely,
private high-yield note issues are not registered with the SEC, thus do not require public filings or a public debt rating for the company issuing
them. Additionally, private high-yield offerings are generally marketed to a limited number of investors (1 to 5 versus 30 to 50 in a public deal),
resulting in a cost-effective and faster execution. A limited group of holders also allows for a more dynamic structure resulting in increased
structural flexibility.

Significant advantages exist for private high-yield investors as well. Investors are able to deploy significant amounts of capital and drive deal terms
and pricing to a greater degree than would be possible in public high-yield deals because of the limited consortium size involved in private high-
yield offerings. Moreover, because the debt is not public, small holders’ irrational selling behavior will not drive down bond prices, resulting in a
more rational valuation. Lastly, greater all-in returns can be captured through rate, fees, equity co-invest and potential take-out premiums. The
result is a win-win situation for both the company and the investors.

Driven by the torrid pace of the recent LBO and M&A markets, private high-yield has gained a significant foothold in the middle market financing
arena. Moreover, as the tangible and intangible costs of being public continue to climb, more companies, especially those in the middle market,

are finding it advantageous to remain or go private. As such, private high-yield issuances are expected to continue to gain popularity as private

companies seek creative and advantageous financing solutions.
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Domestic Transactions

LTM: 2006 $1,080.1 8,703

LTM 2006 vs. LTM 2007
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*Total value based on deals with reported values
Source: Thomson Financial Securities Data Corporation

LTM median deal value for 2007 is $35.0 million compared to $30.0 million for 2006

LTM Transaction Multiples

Less than $25 14.1x 6.5x

$100 to $250 16.8x 12.3x

Over $1,000 14.7x 10.0x

Current data as of January 10, 2007
Source: Thomson Financial Securities Data Corporation
Based on multiples between 3x and 25x; excluding media and telecom.

Public Company Premiums

4 weeks prior to announcement 26.2%

Current data as of January 10, 2007
Source: Thomson Financial Securities Data Corporation

Deal Financing

Leveraged Bank Loan 8.6% 6.7%

Total Debt/EBITDA* 4.9x 5.2x
Current data as of January 10, 2007

Source: Portfolio Management Data, The Wall Street Journal and LCD Comps
*Represents leverage statistics for middle market LBOs (less than $50 million of EBITDA)
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The M&A Monitor is published every two weeks by the M&A Group within the Investment Banking Department at Piper Jaffray. To report any
technical difficulties with this e-mail transmission, please contact Cindy Zebro at .
Visit our Web site—no password required:

Information contained in this publication is based on data obtained from sources we deem to be reliable, however, it is not guaranteed as to
accuracy and does not purport to be complete. Nothing contained in this publication is intended to be a recommendation of a specific security or
company nor is any of the information contained herein intended to constitute an analysis of any company or security reasonably sufficient to
form the basis for any investment decision. Nothing contained in this publication constitutes an offer to buy or sell or the solicitation of an offer to
buy or sell any security.

Notice to customers in Europe: This material is for the use of intended recipients only and only for distribution to professional and institutional
investors, i.e., persons who are authorized persons or exempted persons within the meaning of the Financial Services and Markets Act 2000 of
the United Kingdom, or persons who have been categorized by Piper Jaffray Ltd. as intermediate customers under the rules of the Financial
Services Authority.
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