
Pepperdine University Pepperdine University 

Pepperdine Digital Commons Pepperdine Digital Commons 

Pepperdine Private Capital Markets Report Pepperdine Private Capital Markets Project 

1-2-2012 

2012 Private Capital Markets Report 2012 Private Capital Markets Report 

John K. Paglia 
Pepperdine University 

Follow this and additional works at: https://digitalcommons.pepperdine.edu/gsbm_pcm_pcmr 

 Part of the Corporate Finance Commons, and the Finance and Financial Management Commons 

Recommended Citation Recommended Citation 
Paglia, John K.,"2012 Private Capital Markets Report" (2012). Pepperdine University Graziadio School of 
Business and Management. http://digitalcommons.pepperdine.edu/gsbm_pcm_pcmr/5 

This Article is brought to you for free and open access by the Pepperdine Private Capital Markets Project at 
Pepperdine Digital Commons. It has been accepted for inclusion in Pepperdine Private Capital Markets Report by 
an authorized administrator of Pepperdine Digital Commons. For more information, please contact 
bailey.berry@pepperdine.edu. 

https://www.pepperdine.edu/
https://www.pepperdine.edu/
https://digitalcommons.pepperdine.edu/
https://digitalcommons.pepperdine.edu/gsbm_pcm_pcmr
https://digitalcommons.pepperdine.edu/privatecapitalmarkets
https://digitalcommons.pepperdine.edu/gsbm_pcm_pcmr?utm_source=digitalcommons.pepperdine.edu%2Fgsbm_pcm_pcmr%2F5&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/629?utm_source=digitalcommons.pepperdine.edu%2Fgsbm_pcm_pcmr%2F5&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/631?utm_source=digitalcommons.pepperdine.edu%2Fgsbm_pcm_pcmr%2F5&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:bailey.berry@pepperdine.edu


SURVEY REPORT I  2011-2012

By Dr.  John K.  Paglia 
Denney Academic Chair and Associate Professor of Finance



Build and monitor your business credit with our SelfMonitorTM credit building solutions  
Get 20% off any SelfMonitor solution when you use the promo code below

SelfMonitor helps businesses impact their D&B® scores and ratings with continuous 
monitoring and the ability to add good payment history.

•  Unlimited access to your D&B scores and ratings

•  Add credit references, pending verification by D&B 

•  Get email alerts when there are changes in your D&B business credit profile

•  Receive notification and information on any suits, liens or judgments filed against your company

Call 877-572-6603 today and receive 20% off the regular price 

of any SelfMonitor credit building solution or visit us online at 

http://smallbusiness.dnb.com/manage/12303821-1.html

Please use promo code: Pepperdine20Off when you call or at checkout.
Offer good until March 31, 2012 on all purchases made with a credit card.

Is your Business Ready to Access Capital?
Banks and lenders use the scores and ratings in your business credit file when making decisions about your credit.
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EARN A CERTIFICATE  
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FOREWORD 

Growth Capital Fixated on Large Companies 

By JOHN PAGLIA 

 

 

 

Since  it’s  onset  in  late  2007,  the  Great  Recession  has  created  never‐before‐seen  economic  conditions  for 

economies around  the world. Private  capital markets have endured  significant  turbulence during  the economic 

downturn. From business closures to bank failures to financial service bailouts, we have seen some survivors and 

many, many losers. 

 

Since the 2008 passage of the Troubled Asset Relief Program (TARP), we have seen rapid evolution of the capital 

providers industry. At the same time, capital seekers have struggled to secure funding. The era of effortless credit 

lines and bank loans for small businesses is little more than a fond memory. Venture capitalists have become more 

focused  on  investments  in  safer,  more  established  companies.  Angel  Investors  are  increasingly  taking  up 

opportunities vacated by VCs. Private equity and investment bankers are enduring longer periods to profitably exit 

deals. 

 

These rapid changes have left policy makers fumbling for hastily formed government based solutions to correct the 

markets.  At the same time, overstretched business owners and capital providers are struggling to create workable 

market based solutions.  

 

One  thing  is clear; businesses, capital providers, policy makers and economists would benefit  from more up‐to‐

date, precise information to aid the private capital markets. Improved understanding of the entire market, not just 

individual  segments,  from  capital  providers  to  individual  businesses  would  improve  operations  and  market 

efficiency.  It also would save business owners incalculable hours spent chasing capital and capital providers’ time 

reviewing only those companies that are deserving of investment. 

 

The Pepperdine Private Capital Markets Project is the first comprehensive set of data to look at the market from 

businesses  to  capital provider’s perspective.  The Capital Markets  2011‐2012 Report  allows  capital providers  to 

better understand the  issues as determined by peer  lenders across the major capital segments.   The report also 

shares behind‐the‐scenes insights into the minds of capital providers. 

 

The Capital Markets 2011‐2012 Report has uncovered data  that highlights  the  state of  the overall market.  For 

example, Private equity firms and Investment bankers have closely matching points of view regarding accessibility 

of capital. According to the most recent data, 76% of the 253 investment bankers surveyed said that the number of 

companies with $1 million EBITDA  (a company's earnings before the deduction of  interest, tax and amortization 

expenses) who are worthy of investment exceeds the amount of capital available. Whereas, 58% of the investment 

banker  respondents  said  the  capital available exceeds  the number of companies with $100 million EBITDA  that 

meet investment criteria. In terms of private equity respondents, 63% of the 288 surveyed say that the number of 

companies with $5 million EBITDA that are  investment worthy exceeds the capital available. On the other hand, 

58% of private equity respondents said that the capital available exceeds the number of companies with over $100 

million EBITDA who are worthy of investment.  
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Historically, agreement among  investment bankers and private equity firms  is uncommon but their agreement  is 

corroborated  by  the  fact  that  larger  “safer”  companies  enjoy  access  to  growth  capital.  However,  smaller 

companies seeking capital greatly outweigh the available capital. 

Other revealing findings include: 

 Deals are taking longer. Respondents in private equity survey said only 12% planned IPOs.  Respondents 

exit strategies include selling to a private company at 28%, another 26% of respondents plan to sell to 

another private equity group and 22% say they would sell to a public company. PE funders also said they 

are waiting 4 years or more to exit regardless of investment size. 

 

 Refinancing comprises almost half of bank loans. Respondents to the banks survey said refinancing 

accounted for nearly 49% of all lending activity followed by expansion (22%) and working capital (11%). 

The largest concentration (58%) of loan sizes was between $1 million and $25 million.  

 

 Private equity fears future regulation. While 11% said they feared government regulation and taxes 

today, 28% said it was an emerging issue.  This could be in response to a recently approved rule from the 

Commodity Futures Trading Commission (CFTC) (October 31st) requiring the largest U.S. hedge funds and 

private equity funds to report financial information to the government starting next year. The CFTC rule 

was also passed by the Securities and Exchange Commission. The reporting requirements were mandated 

under the 2010 financial overhaul law.  

 

 

In 2004, Robert T. Slee wrote "Private Capital Markets: Valuation, Capitalization, and Transfer of Private Business 

Interests,”  in which he discussed  the  importance of  the private capital markets but  relatively  little market wide 

understanding  or  research.  The  Private  Capital Markets  Project’s  Capital Markets  2011‐2012  Report  seeks  to 

improve  the  inner‐workings  of  the  private  capital markets  based  on  real world  responses  and  reactions  from 

professionals.  Through  improved  understanding  of market  wide  conditions  and  interconnectedness  based  on 

responses from business owners and capital providers, public and policy makers will be better able to encourage 

market‐driven solutions. 
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The cost of capital data presented below  identifies medians, 25th percentiles (1st quartile), and 75th percentiles 
(3rd quartile) of annualized gross financing costs for each major capital type and its segments. The data reveal that 
loans have the lowest average rates while capital obtained from angels has the highest average rates. As the size of 
loan or investment increases, the cost of borrowing or financing from any of the following sources decreases. 
 

 
 
 

Table 1. Private Capital Market Required Rates of Return 
 

1st quartile Median 3rd quartile 

Bank ($1M CF loan) 6% 6% 7% 

Bank ($5M CF loan) 6% 6% 7% 

Bank ($10M CF loan) 5% 6% 7% 

Bank ($25M CF loan) 5% 6% 6% 

Bank ($50M CF loan) 5% 5% 6% 

Bank ($100M CF loan) 4% 5% 5% 

ABL ($1M loan) 4% 7% 9% 

ABL ($5M loan) 4% 7% 9% 

ABL ($10M loan) 4% 7% 9% 

ABL ($25M loan) 3% 5% 5% 

ABL ($50M loan) 3% 4% 4% 

ABL ($100M loan) 3% 4% 4% 

Mezz ($1M EBITDA) 21% 23% 25% 

Mezz ($5M EBITDA) 21% 21% 24% 

Mezz ($10M EBITDA) 18% 19% 21% 

Mezz ($25M EBITDA) 18% 18% 19% 

Mezz ($50M EBITDA) 16% 18% 18% 

Mezz ($100M EBITDA) 15% 18% 18% 

PEG ($1M EBITDA) 25% 30% 34% 

PEG ($5M EBITDA) 24% 26% 30% 

PEG ($10M EBITDA) 24% 25% 30% 

PEG ($25M EBITDA) 23% 25% 30% 

PEG ($50M EBITDA) 23% 25% 30% 

PEG ($100M EBITDA) 21% 23% 30% 

VC (seed) 28% 38% 46% 

VC (startup) 23% 30% 46% 

VC (early stage) 23% 28% 51% 

VC (expansion) 18% 28% 38% 

VC (later stage) 18% 28% 38% 

Angel (seed) 30% 45% 95% 

Angel (startup) 28% 45% 83% 

Angel (early stage) 28% 40% 70% 

Angel (expansion) 18% 38% 47% 

 



EARN YOUR EDGE

Pepperdine University’s Graziadio School of Business and 

Management, home of the Pepperdine Private Capital Markets 

Project, is proud to host the CM&AA Certification Program. 

Who Should Attend: 

CPAs, M&A intermediaries, investment bankers, private equity 

professionals, attorneys, business valuators, management 

consultants, and financial advisors/executives focused on M&A 

corporate development. 

Objectives: 

•Establish M&A advisory services as a recognized advanced 

professional business credential by identifying the role of the 

professional, the underlying body of knowledge, and a course of 

study by which such knowledge is acquired. 

•Encourage higher educational standards in the middle market 

M&A and corporate financial advisory fields. 

•Establish an objective measure of an individual’s knowledge and 

competence in the fields of middle market M&A and corporate 

financial advisory fields. 

•Encourage ethical conduct and continued professional growth 

and development.

register for classes today by calling 
1.877.844.2535

The Certified Merger &  
Acquisition Advisor Certificate Program

DEC. 9-11, 2011
FEB. 13-17, 2012

or
dec 3-7, 2012

Pepperdine University
6100 Center Drive, Ste. 314 

Los Angeles, California 

90045

For any questions or a FREE  

CM&AA Preview Video, 

call or email AM&AA headquarters. 

877.844.2535 

info@amaaonline.org

CM&AA Self Study Materials
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Respondents indicated increases in deal flow, margin pressure on companies, strategic buyers making deals, and 
worsened general business conditions relative to six months ago. 
 

Table 9. General Business and Industry Assessment: Today versus Six Months Ago 
 

  

Decreased 
significantly

Decreased 
slightly 

Stayed 
about the 

same 

Increased 
slightly 

Increased 
significantly

% 
increase 

% 
decrease

Net 
increase/ 
decrease

Deal flow 9% 21% 23% 32% 14% 46% 30% 16% 

Leverage multiples 8% 15% 47% 29% 0% 29% 23% 6% 

Deal multiples 5% 19% 42% 31% 2% 34% 24% 9% 

Amount of time to sell business 2% 12% 47% 25% 14% 39% 13% 26% 

Difficulty financing/selling business 2% 13% 50% 23% 11% 35% 15% 20% 

General business conditions 10% 42% 29% 17% 2% 19% 52% -33% 

Strategic buyers making deals 3% 14% 35% 40% 7% 48% 17% 31% 

Margin pressure on companies 2% 7% 34% 41% 16% 58% 9% 49% 

Buyer interest in minority transactions 13% 20% 49% 16% 1% 17% 34% -16% 

 
	
During the next twelve months, respondents expect further increases in deal flow, margin pressure on companies, 
strategic buyers making deals, and worsening general business conditions. 

 
Table 10. General Business and Industry Assessment Expectations over the Next 12 Months 

	

  

Decrease 
significantly

Decrease 
slightly 

Stay about 
the same

Increase 
slightly 

Increase 
significantly

% 
increase 

% 
decrease

Net 
increase/
decrease

Deal flow 2% 15% 27% 46% 9% 55% 17% 38% 

Leverage multiples 4% 18% 43% 35% 0% 35% 22% 13% 

Deal multiples 3% 24% 34% 39% 1% 39% 27% 13% 

Amount of time to sell business 1% 20% 42% 29% 7% 37% 21% 16% 

Difficulty financing/selling business 0% 24% 42% 26% 9% 35% 24% 11% 

General business conditions 10% 28% 36% 25% 2% 27% 38% -11% 

Strategic buyers making deals 2% 10% 40% 40% 8% 48% 12% 36% 

Margin pressure on companies 2% 9% 40% 38% 11% 49% 11% 38% 

Buyer interest in minority transactions 8% 16% 55% 19% 3% 22% 23% -1% 
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Compared to six months ago, respondents indicated increases in deal flow and difficulty financing or selling business, 
increase in margin pressure on companies and deteriorated general business conditions. Respondents also indicated 
decreased deal multiples. 
 

Table 13. General Business and Industry Assessment: Today Versus Six Months Ago 
 

  

Decreased 
significantly

Decreased 
slightly 

Stayed 
about the 

same 

Increased 
slightly 

Increased 
significantly

% 
increase 

% 
decrease

Net 
increase/ 
decrease

Deal flow 11% 10% 32% 36% 11% 47% 21% 26% 

Ratio of businesses sold/total listings 13% 4% 49% 28% 6% 33% 17% 16% 

Deal multiples 3% 23% 59% 13% 3% 16% 26% -10% 

Business exit opportunities 6% 26% 30% 33% 6% 39% 31% 7% 

Amount of time to sell business 0% 11% 39% 38% 11% 49% 11% 38% 

Difficulty selling business 4% 16% 36% 24% 20% 44% 20% 24% 

Business opportunities for growth 4% 20% 42% 28% 6% 33% 25% 9% 

General business conditions 15% 33% 29% 22% 0% 22% 49% -26% 

Margin pressure on companies 1% 8% 37% 39% 14% 54% 10% 44% 

 
 

During the next twelve months, respondents expect further increases in deal flow, margin pressure on companies, and 
worsening general business conditions. 

 
Table 14. General Business and Industry Assessment Expectations over the Next 12 Months 

 

  

Decrease 
significantly

Decrease 
slightly 

Stay about 
the same 

Increase 
slightly 

Increase 
significantly

% 
increase 

% 
decrease

Net 
increase/ 
decrease

Deal flow 10% 14% 34% 32% 10% 42% 24% 19% 

Ratio of businesses sold/total listings 12% 12% 47% 27% 2% 29% 24% 5% 

Deal multiples 7% 24% 59% 9% 2% 10% 31% -21% 

Business exit opportunities 8% 28% 30% 30% 3% 33% 37% -3% 

Amount of time to sell business 2% 17% 37% 32% 13% 45% 18% 27% 

Difficulty selling business 2% 15% 37% 25% 20% 46% 17% 29% 

Business opportunities for growth 5% 24% 37% 29% 5% 34% 29% 5% 

General business conditions 12% 33% 30% 25% 0% 25% 45% -20% 

Margin pressure on companies 2% 14% 41% 34% 10% 44% 15% 29% 
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ANGEL cont. 

Respondents reported on a variety of stats pertaining to their investments. 

Table 18. General Information on Investments by Company Stages 

 
Seed Startup Early stage Expansion 

Number of investments made in last six months 

1st quartile 1 1 1 1 

Median 1 2 1 2 

3rd Quartile 4 2 2 3 

Average size of investment ($ thousands) 

1st quartile $25 $75 $75 $75 

Median $150 $150 $150 $150 

3rd quartile $250 $150 $250 $250 

Average % of total equity purchased (fully diluted basis) 

1st quartile 5% 4% 3% 1% 

Median 15% 6% 6% 2% 

3rd quartile 25% 20% 10% 9% 

Total EXPECTED returns (gross cash on cash pretax IRR) on new investments (%) 

1st quartile 30% 28% 28% 18% 

Median 45% 45% 40% 38% 

3rd quartile 95% 83% 70% 58% 

Expected time to exit (years) 

1st quartile 4 4 3 3 

Median 5 5 4 4 

3rd quartile 5 5 5 4 

Average company “pre-money” value ($ millions) 

1st quartile 0.45 0.65 1.5 0.95 

Median 1.5 1.5 2.5 2.5 

3rd quartile 1.5 2.5 4.5 10 

Average company value at time of investment (post-money $ millions) 

1st quartile 0.750 1 2 1.5 

Median 1.5 2 3 3.5 

3rd quartile 3.5 4.5 7 8 
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VENTURA CAPITAL cont. 

Respondents reported on a variety of stats pertaining to their investments. 

Table 22. General Information on Investments by Company Stages 

  Seed Startup Early stage Expansion  Later stage 

Number of investments made in last six months 

1st quartile 2 1 1 2 1

Median 2 2 2 2 1

3rd quartile 3 3 3 4 4

Average size of investment ($ millions) 

1st quartile < 1 < 1 < 1 < 1 $3  

Median < 1 $2  $2  $3  $3  

3rd quartile < 1 $3  $3  $4  $8  

Average % of total equity purchased (fully diluted basis) 

1st quartile 15% 15% 5% 5% 5% 

Median 25% 15% 15% 15% 5% 

3rd quartile 25% 25% 20% 15% 15% 

Total expected returns (gross cash on cash pretax IRR) on new investments   

1st quartile 28% 23% 23% 18% 25% 

Median 38% 30% 28% 28% 28% 

3rd quartile 78% 45% 50% 38% 55% 

Expected time to exit 

1st quartile 5 4 3 3 2 

Median 5 5 4 3 2 

3rd quartile 7 6 5 5 2 

Average company “pre-money” value 

1st quartile 1.5 2.5 3.5 8.0 25.0 

Median 1.5 2.5 8.0 15.0 35.0 

3rd quartile 2.5 8.0 15.0 35.0 80.0 

Average company value at time of investment (post-money $ millions)   

1st quartile 1.0 3.5 3.5 15.0 25.0 

Median 2.5 8.0 8.0 25.0 45.0 

3rd quartile 3.5 10.0 15.0 35.0 90.0 
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VENTURA CAPITAL cont. 

Respondents indicated increases in demand for venture capital, quality of companies seeking investment, follow‐on 
investments, and presence of super angels in space formerly occupied by VCs. They also reported decreased size of 
venture capital industry and worsened general business conditions. 
 

Table 23. General Business and Industry Assessment: Today versus Six Months Ago 
	

  

Decreased 
significantly 

Decreased 
slightly 

Stayed 
about the 

same 

Increased 
slightly 

Increased 
significantly

% 
increase 

% 
decrease

Net 
increase/ 
decrease 

Demand for venture capital 1% 10% 40% 30% 18% 48% 12% 36% 

Quality of companies seeking 
investment 

1% 7% 46% 34% 12% 46% 9% 37% 

Follow-on investments 0% 5% 41% 33% 22% 55% 5% 50% 

Average investment size 2% 9% 56% 26% 8% 33% 11% 23% 

Exit opportunities 4% 34% 26% 25% 10% 35% 38% -3% 

Time to exit deals 0% 12% 32% 44% 12% 56% 12% 44% 

Expected returns on new 
investments 

0% 33% 43% 16% 7% 24% 33% -9% 

Value of portfolio companies 1% 28% 33% 30% 7% 37% 30% 7% 

General business conditions 15% 36% 31% 16% 1% 18% 51% -33% 

Presence of super angels in space 
formerly occupied by VCs 

0% 11% 26% 43% 20% 62% 11% 51% 

Size of venture capital industry 14% 47% 29% 8% 3% 11% 61% -50% 

 
Respondents expect further increases in all business characteristics except general business conditions and size of 
venture capital industry. 

 
Table 24. General Business and Industry Assessment Expectations over the Next 12 Months 

 

  

Decrease 
significantly 

Decrease 
slightly 

Stay about 
the same 

Increase 
slightly 

Increase 
significantly 

% 
increase 

% 
decrease

Net 
increase/ 
decrease 

Demand for venture capital 3% 3% 27% 52% 15% 67% 6% 61% 

Quality of companies seeking 
Investment 

0% 5% 39% 48% 8% 56% 5% 52% 

Follow-on investments 0% 5% 27% 48% 20% 69% 5% 64% 

Average investment size 0% 5% 41% 47% 8% 55% 5% 50% 

Exit opportunities 3% 21% 32% 35% 9% 44% 24% 20% 

Time to exit deals 2% 3% 44% 41% 11% 52% 5% 47% 

Expected returns on new 
investments 

2% 25% 40% 29% 5% 34% 26% 8% 

Value of portfolio companies 3% 14% 32% 40% 11% 51% 17% 34% 

General business conditions 15% 17% 40% 23% 5% 28% 32% -5% 

Presence of super angels in space 
formerly occupied by VCs 

3% 12% 55% 23% 7% 30% 15% 15% 

Size of venture capital industry 8% 41% 38% 11% 3% 14% 48% -34% 
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Results of responses to sponsored deals based on size of investee EBITDA are reported below. 
 

Table 35. Sponsored Deals by Size of Investee Company EBITDA (medians) 
	

 
$1M 

EBITDA 
$5M 

EBITDA 
$10M 

EBITDA 
$25M 

EBITDA 
$50M 

EBITDA 
$100M 

EBITDA 

% of deals with warrants 100% 100% 46% 30% 26% 7% 

Average loan terms (years) 5 5 5 5 6 6.5 

Senior leverage ratio (multiple of EBITDA) 2 2.25 2.5 3.25 3.25 4 

Total leverage ratio (multiple of EBITDA) 3 3.25 3.5 4.25 4.75 5.25 

Average loan size 4 4 7.5 15 25 90 

Cash interest rate 12% 12% 12% 11% 11% 9.5% 

PIK 0% 2% 3% 3% 3% n/a 

Warrants expected return (IRR contribution) 2% 7% 4% 2% n/a n/a 

Total expected returns (gross cash on pre-tax IRR) 23% 21% 18.5% 18% 18% 17.5% 

 
 

Table 36. Investment Type by Size of Investee Company, Sponsored Deals 
 

 
Senior debt only Sub debt only Blended Sr./Jr. Other 

$0M - $1M EBITDA 0% 67% 33% 0% 

$1M - $5M EBITDA 0% 40% 60% 0% 

$5M - $10M EBITDA 8% 33% 50% 8% 

$10M - $25M EBITDA 10% 20% 60% 10% 

$25M - $50M EBITDA 17% 17% 67% 0% 

$50M+ EBITDA 25% 25% 50% 0% 

 
Results of responses to non‐sponsored deals based on size of investee EBITDA are reported below. 
 

Table 37. Non-Sponsored Deals by Size of Investee Company EBITDA (medians) 
 
 

 
$1M 

EBITDA 
$5M 

EBITDA 
$10M 

EBITDA 
$25M 

EBITDA 
$50M 

EBITDA 
$100M 

EBITDA 

% of deals with warrants 88% 83% 60% 75% 100% 100% 

Average loan terms (years) 4 5 5 5 7 3 

Senior leverage ratio (multiple of EBITDA) 2 2.5 3 3 n/a n/a 

Total leverage ratio (multiple of EBITDA) 4 3.5 3.5 4.25 n/a n/a 

Average loan size 4 4 7.5 15 100 n/a 

Cash interest rate 11% 11% 11% 9% 9% n/a 

PIK 2% 2% 2% 3% 2% 0% 

Warrants expected return (IRR contribution) 8% 10% 5% 8% 6% 6% 

Total expected returns (gross cash on pre-tax IRR) 17.5% 18% 18% 18.5% 21% 23% 
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Total debt‐to‐cash flow ratio was the most important factor when deciding whether to invest or not, followed by total 
debt service coverage ratio. 

	
Table 39. Importance of Financial Evaluation Metrics 

	

 
Unimportant 

Of little 
importance 

Moderately 
important 

Important 
Very 

important 
Score       

(1 to 5) 

Senior DSCR or FCC ratio 17% 6% 17% 37% 23% 3.43 

Total DSCR or FCC ratio 3% 3% 6% 34% 54% 4.34 

Senior debt-to-cash flow ratio 6% 0% 18% 47% 29% 3.94 

Total debt-to-cash flow ratio 0% 0% 6% 24% 70% 4.64 

 

 
Table 40. Financial Evaluation Metrics Average Data 

	

 
Average borrower data Limit not to be exceeded 

Financial ratio 
covenant after booking 

Senior DSCR or FCC ratio 1.4 1.4 1.4 

Total DSCR or FCC ratio 1.4 1.2 1.2 

Senior debt to cash flow ratio 2.5 3 3 

Total debt to cash flow ratio 4 4 4 

 
Relative to six months ago, respondents indicated increases in demand for mezzanine capital, quality of borrowers 
seeking investment, average investment size, and leverage multiples. They also reported decreases in warrant coverage, 
PIK features, and expected returns on new investments, as well as worsened general business conditions. 
 

Table 41. General Business and Industry Assessment: Today versus Six Months Ago 
	

  

Decreased 
significantly 

Decreased 
slightly 

Stayed 
about the 

same 

Increased 
slightly 

Increased 
significantly

% 
increase 

% 
decrease

Net 
increase/ 
decrease 

Demand for mezzanine capital 0% 12% 33% 47% 9% 56% 12% 44% 

Credit quality of borrowers seeking 
investment 

0% 19% 49% 28% 5% 33% 19% 14% 

Average investment size 0% 7% 62% 29% 2% 31% 7% 24% 

Average investment maturity  0% 0% 93% 7% 0% 7% 0% 7% 

General underwriting standards 5% 19% 57% 17% 2% 19% 24% -5% 

Warrant coverage 8% 31% 46% 13% 3% 15% 38% -23% 

PIK features 0% 24% 63% 10% 2% 12% 24% -12% 

Loan fees 0% 12% 81% 7% 0% 7% 12% -5% 

Leverage multiples 0% 10% 20% 71% 0% 71% 10% 61% 

Expected returns on new 
investments 

2% 45% 26% 21% 5% 26% 48% -21% 

General business conditions 7% 45% 29% 14% 5% 19% 52% -33% 
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Total debt service coverage ratio was the most important factor when deciding whether to invest or not, followed by 
total debt‐to‐cash flow. 
 

Table 47. Importance of Financial Evaluation Metrics 
	

 
Unimportant 

Of little 
importance 

Moderately 
important 

Important 
Very 

important 
Score       
(0 to 4) 

Current ratio 29% 24% 29% 13% 4% 1.4 

Senior DSCR or FCC ratio 9% 15% 9% 15% 52% 2.9 

Total DSCR or FCC ratio 9% 9% 2% 28% 52% 3.1 

Senior debt-to-cash flow 7% 14% 16% 34% 30% 2.7 

Total debt-to-cash flow 7% 11% 13% 42% 27% 2.7 

Debt-to-net worth 16% 18% 29% 20% 18% 2.1 

Revenue growth rate 6% 29% 29% 29% 6% 2.0 

 
 

Table 48. Financial Evaluation Metrics Average Data 
	

 
Average borrower data Limit not to be exceeded 

Financial ratio covenant 
after booking 

Current ratio 1.5 1.3 1.2 

Senior DSCR or FCC ratio 1.3 1.3 1.2 

Total DSCR or FCC ratio 1.2 1.25 1.1 

Senior debt-to-cash flow 2.0 2.3 3 

Total debt-to-cash flow 2.5 2.5 4 

Debt-to-net worth 2 1.5 3 

Revenue growth rate 5% 5% n/a 

 
 
Respondents reported on the percentage of loans (by size) that require personal guarantees.. 
 

Table 49. Personal Guarantee Percentage of Occurrence by Size of Loan (%) 

$1M loan $5M loan $10M loan $25M loan $50M loan $100M loan 

Personal guarantee 100% 100% 75% 25% 25% 25% 

 
Approximately 63% of cash flow applications were declined. 
 

Table 50. Applications Data 

  Declined 

Cash flow-based 63% 
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Respondents indicated increases in almost all general business characteristics except general underwriting standards, 
amount of nonaccrual loans, size of interest rate spreads, business conditions and appetite for risk. 
 

Table 51. General Business and Industry Assessment: Today versus Six Months Ago 
	

 
Decreased 
significantly

Decreased 
slightly 

Stayed 
about the 

same 

Increased 
slightly 

Increased 
significantly 

% 
increase 

% 
decrease

Net 
increase/ 
decrease

Demand for business loans 
(applications) 

12% 12% 30% 35% 12% 47% 23% 23% 

General underwriting standards 0% 20% 64% 12% 4% 16% 20% -4% 

Credit quality of borrowers applying for 
credit 

7% 16% 37% 35% 5% 40% 23% 16% 

Loans outstanding 0% 11% 17% 56% 17% 72% 11% 61% 

Nonaccrual loans 25% 38% 38% 0% 0% 0% 63% -63% 

Number/ tightness of financial 
covenants 

6% 11% 61% 17% 6% 22% 17% 6% 

Due diligence efforts 0% 0% 48% 40% 12% 52% 0% 52% 

Average loan size 0% 14% 49% 35% 2% 37% 14% 23% 

Average loan maturity (months) 0% 7% 60% 28% 5% 33% 7% 26% 

Percent of loans with personal 
guarantees 

0% 10% 80% 5% 5% 10% 10% 0% 

Percent of loans requiring collateral 0% 4% 76% 16% 4% 20% 4% 16% 

Size of interest rate spreads (pricing) 0% 48% 24% 20% 8% 28% 48% -20% 

Loan fees 0% 42% 42% 14% 2% 16% 42% -26% 

Standard advance rates 0% 6% 61% 28% 6% 33% 6% 28% 

Interest rate spread (pricing) 6% 56% 17% 17% 6% 22% 61% -39% 

Senior leverage multiples 0% 4% 58% 29% 8% 38% 4% 33% 

Total leverage multiples 0% 8% 54% 29% 8% 38% 8% 29% 

Focus on collateral as backup means 
of payment 

0% 8% 58% 29% 4% 33% 8% 25% 

SBA lending 10% 20% 35% 25% 10% 35% 30% 5% 

Lending capacity of bank 8% 8% 17% 38% 29% 67% 17% 50% 

General business conditions 7% 29% 43% 21% 0% 21% 36% -14% 

Appetite for risk 8% 36% 28% 20% 8% 28% 44% -16% 
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Respondents expect further increases in all business characteristics except average loan size, loan fees, total leverage 
multiples, focus on collateral, and lending capacity of bank. 

 
Table 52. General Business and Industry Assessment Expectations over the Next 12 Months 

 

  

Decrease 
significantly

Decrease 
slightly 

Stay about 
the same

Increase 
slightly 

Increase 
significantly 

% 
increase 

% 
decrease

Net 
increase/ 
decrease

Demand for business loans 
(applications) 0% 5% 44% 37% 14% 51% 5% 47% 

General underwriting standards 
0% 8% 72% 16% 4% 20% 8% 12% 

Credit quality of borrowers applying for 
credit 0% 16% 56% 26% 2% 28% 16% 12% 

Due diligence efforts 
0% 0% 22% 61% 17% 78% 0% 78% 

Average loan size 
0% 31% 56% 6% 6% 13% 31% -19% 

Average loan maturity (months) 
0% 17% 61% 17% 6% 22% 17% 6% 

Percent of loans with personal 
guarantees 0% 0% 68% 28% 4% 32% 0% 32% 

Percent of loans requiring collateral 
0% 0% 56% 42% 2% 44% 0% 44% 

Size of interest rate spreads (pricing) 
0% 5% 70% 21% 5% 26% 5% 21% 

Loan fees 
0% 14% 82% 0% 5% 5% 14% -9% 

Senior leverage multiples 
0% 8% 80% 4% 8% 12% 8% 4% 

Total leverage multiples 
0% 38% 42% 17% 4% 21% 38% -17% 

Focus on collateral as backup means 
of payment 0% 23% 63% 12% 2% 14% 23% -9% 

SBA lending 
0% 0% 89% 11% 0% 11% 0% 11% 

Lending capacity of bank 
0% 28% 50% 22% 0% 22% 28% -6% 

General business conditions 
0% 4% 64% 28% 4% 32% 4% 28% 

Appetite for risk 
0% 4% 60% 32% 4% 36% 4% 32% 
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Certificate in Private Capital Markets, April 18-20, 2012

Building Wealth by Making Better Investment and Financial Decisions

Developed by Dr. John Paglia in association with his ground-breaking research in the Pepperdine 

Private Capitals Market Project, this program provides the in-depth critical analysis and evaluation skills 

necessary for success within the private capital markets.

Online Executive Certificate in Financial Planning

An independent, self-study, online education program designed to fulfill the education 

requirement to sit for the CFP® Certification Examination. 

Certificate in Innovative Leadership with Dr. Larry Cox, Spring 2012

Creating the Future of Organizations through Leading with Creativity and Innovation

A highly experiential, hands-on workshop dedicated to creating leaders who consistently and systematically 

produce innovative solutions to the challenges facing businesses today. The certificate is ideal for 

business leaders and executives seeking to become “Intrapreneurs.”

For more information, visit: http://bschool.pepperdine.edu/programs/executive-education  
or contact Rachel Williams at Rachel.Williams@pepperdine.edu

Master the leader in you.

In addition to our nationally-ranked business degree programs, Pepperdine’s Graziadio 

School of Business and Management offers a growing selection of executive workshops and 

non-degree certificate programs so you can master the leader in you.

OUR EXECUTIVE EDUCATION AND CERTIFICATE PROGRAMS

 CERTIFY  
YOUR SUCCESS.



Take part in our economic outlook survey:

JANUARY 4-11, 2012

Who should participate?

·  Business Owners

·  Asset Based Lenders

·  Senior Lenders (Bank)

·  Mezzanine Funds

·  Angel Funds

·  Venture Capital Funds

·  Private Equity Groups

·  Factors

·  Investment Bankers

·  Business Appraisers

You are the power 
behind the project
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