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Private Equity Investing in the Current 
Credit Environment

Introduction

The unprecedented credit-related turmoil that began in the summer of 2007 continues:
Collapse in residential mortgage market
Unwinding of structured credit and hedge fund forced selling
Evaporation of liquidity and dramatic repricing of risk
Bank consolidation
Recession…
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Private Equity Investing in the Current 
Credit Environment

Introduction (Cont’d)

How will the current credit environment impact private equity in the near term?
Continued dearth of large, "plain vanilla" LBOs
Once in a lifetime debt purchasing opportunities
Lower leverage, lower TEV deals
Structured deals – who needs new debt?
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Historical Leveraged Loan Volume
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________________________________________________

Note: Includes $US-denominated non-investment grade fully drawn institutional term loans (TLbs, TLcs, TLds delayed-draw, and other tranches held by institutional investors).
Source: Credit Suisse, LPC.
(1) As of 9/30/2008.
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Growth of CLO Market Fueled Record New Issuance for 
Leveraged Loans

Annual CLO Issuance(1)

($ in billions)
Ownership of Leveraged Loans Over Time(2)

(by Investor Type)

Demand from CLO’s and hedge funds, which accounted for over 80% of the demand for new leveraged 
loans, has disappeared.

Nearly 10 Fold Increase in 
Annual New Issuance Over Last 

Five Years

Investor Type 1998 2007
CLOs / CDOs 10.4% 59.0% 
Distressed / Hedge Funds 3.8% 23.0% 

Total 14.2% 82.0% 

Prime Loan Funds 36.3% 10.0% 
Money Managers & Foreign Banks 27.7% –  
Insurance / Financials 21.8% 8.0% 

Total 100.0% 100.0% 

________________________________________________
(1) Source: Goldman Sachs.
(2) Source: JP Morgan.
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Leveraged Loan Spreads Trading at a 15-Year Highs

Leveraged loans trading at highest spreads in history.

________________________________________________

Source: Credit Suisse Leveraged Loan Index.
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Historical High-Yield Volume
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________________________________________________

Note: Includes non-investment grade $US-denominated straight corporate debt. Floating-rate and convertible bonds and preferred stock are not included.
(1) YTD as of November 28, 2008.
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Historical High-Yield Prices
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Source: Credit Suisse, as of 1/15/09.
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Historical High-Yield Spreads
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BB Spread: T + 982bps
B Spread: T + 1,520bps
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Potential Distressed Supply

U.S. & European
($ in billions)

# Issues
Potential Distressed

Par Amount
Investment Grade Loans $4,554.8 5,290 2.0%  – 4.0%  $91.1 $182.2 
Investment Grade Bonds 11,671.8 44,932 2.0%  – 4.0%  233.4 466.9 
Leveraged Loans 3,644.8 7,195 7.0%  – 10.0%  255.1 364.5 
High Yield Debt 566.2 1,508 7.0%  – 10.0%  39.6 56.6 

Total $20,437.6 58,925 $619.3 $1,070.2 

Default Rate Ranges
Total Debt Issued 

2005–2008 YTD

Potential distressed 
supply of over $1 
trillion compared to 
$125 billion in 2002, 
which was the 
previous peak default 
level. 

________________________________________________
(1) Source: Houlihan Lokey.
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Private Equity Group
Debt Investment Track Record

The Private Equity Group has proven experience investing in debt securities.  Examples include:

Transaction Blackstone Investment Investment Overview 
Adelphia BCP III & BCOM 

 

° Worked in partnership with Blackstone’s Restructuring Advisory Group to make investment in 
distressed public debt 

° Understood and focused on industry-wide consolidation that brought financial distress to smaller 
companies 

Charter  

 

BCP III & BCOM 

 

° Worked in partnership with Blackstone’s Restructuring Advisory Group to make investment in 
distressed public debt 

° At investment, BCP/BCOM correctly concluded that the market had exaggerated near term 
liquidity pressures 

DeBartolo BCP I  

 

° Investment in senior debt of diversified commercial real estate company 

° Held debt over longer period as BCP believed in solvency 

Kabel BW BCP III & BCOM 

 

° Investment in subordinated debt of German cable operator 

° Interpreted macroeconomic shifts as signaling a revitalization in German cable 

Kabelnetz  BCP III & BCOM 

 

° Investment in debt securities of German cable operator 

Primacom BCP III & BCOM 

 

° Investment in subordinated debt of German cable operator in partnership with another leading 
private equity firm 

 

Private Equity Investing in the Current 
Credit Environment
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Illustrative Returns on Potential Debt Investment 
Opportunities

Debt Purchase Price

30 40 50
40 34% 24% 17%

Exit Price 70 38% 29% 22%

100 41% 32% 26%

   
Industry  Food and Beverage
Total Leverage  7.0x Debt/Leverage
Security  Second Lien TL
Leverage Ahead  5.7x Debt / EBITDA
Trading Price  50.000
Current Yield / YTM  20% / 26%
MOIC to Maturity  3.3x
 

Company A

   
Industry  Financial Technology
Total Leverage  6.0x Debt / EBITDA
Security  Senior Sub Notes
Leverage Ahead  5.0x Debt / EBITDA
Trading Price  60.000
Current Yield / YTM  17% / 22%
MOIC to Maturity  2.9x
 

Company B

Company A YTM Sensitivity

Company B YTM Sensitivity
Debt Purchase Price

30 40 50
40 36% 26% 19%

Exit Price 70 39% 30% 23%

100 42% 33% 27%

Private Equity Investing in the Current 
Credit Environment

________________________________________________

Note:  These statistics are for illustrative purposes only and are not meant to be indicative of any fund performance or any potential transaction.
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High Leverage Not Necessary for Outsized Returns

Pre-Credit Crunch Current Environment
Assumed / Actual Transaction Setup

TEV / EBITDA 10.0x 6.5x
Total Debt / EBITDA 7.0x 3.0x
Average Cost of Debt 8.5% 10.1%
Exit Multiple 8.0x 8.0x

Investment Safety
%  Equity Capitalization 30.0% 53.8%
Year 1 Interest Coverage 1.9x 3.6x

Assumed Returns
Gross IRR 18.9% 29.5%
Gross MOIC 2.4x 3.6x

Private Equity Investing in the Current 
Credit Environment

________________________________________________

Note:  These statistics are for illustrative purposes only and are not meant to be indicative of any fund performance or any potential transaction.
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Illustrative IRR Bridge on Unlevered Equity Investment

IRR Bridge
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________________________________________________

Note:  Unlevered cash on cash return assumes setup multiple of 5.0x and FCF accumulated on the balance sheet come from 7.0% EBITDA growth.  
Note:  These statistics are for illustrative purposes only and are not meant to be indicative of any fund performance or any potential transaction.
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U.S. Debt Maturity Schedules

Record new issuance will lead to substantial debt maturities which may not be refinancible.

________________________________________________
(1) Source: Deutsche Bank.
(2) Revolver Amounts Include Unfunded Portion.

U.S. Loan and High Yield Bond Maturities(1)(2)

($ in billions)
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Innovative Structures Will be Key

Structure within Change of Control (COC) provisions
Existing leverage is long dated, cheap, covenant light 
Can invest up to 49% and create a new-LBO

De-leverage an existing levered credit
Again, take advantage of existing leverage benefits
Existing lender base passes a waiver or an amendment
Achieved through below-market purchase, amplifying 
de-leveraging affect and setting up deal at lower multiple

Assumption of leverage with asset sales or spins
Assets are sold or spun from the company accompanied with debt
Accompanying leverage has similar existing benefits
Original company has less debt
Sponsors inject fresh equity that is not “out of the money” into the new company

Private Equity Investing in the Current 
Credit Environment
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Prospective investors should be aware that an investment in a private equity fund (the “Partnership”) involves a high degree of risk. The following is a summary of only certain considerations and is 
qualified in its entirety by the more detailed “Risk Factors and Potential Conflicts of Interest” set forth in the Private Placement Memorandum. Capitalized terms used below have the meanings set forth in 
the Private Placement Memorandum, which must be read carefully prior to investing in the Partnership. 

No Assurance of Investment Return. There can be no assurance that the Partnership’s objectives will be achieved or that a Limited Partner will receive any distribution from the Partnership. An investment 
should only be considered by persons who can afford a loss of their entire investment. Past activities of investment entities sponsored by Blackstone provide no assurance of future results. 

Leveraged Investments. The assets in which the Partnership will invest are expected to employ significant leverage. The leveraged capital structure of such assets will increase their exposure to certain factors 
such as rising interest rates, downturns in the economy, or deterioration in the financial condition of such assets or industry. In the event an asset cannot generate adequate cash flow to meet its debt service, the 
Partnership will suffer a partial or total loss of capital invested in the asset, which would adversely affect the returns of the Partnership. 

No Market for Limited Partnership Interests and Restrictions on Transfer. Interests in the Partnership have not been registered under the securities laws of any jurisdiction, and, therefore, cannot be sold 
unless they are subsequently registered under applicable securities laws or an exemption from registration is available. There is no public market for Interests in the Partnership and one is not expected to 
develop. A Limited Partner will generally not be permitted to assign, sell, exchange, or transfer its Interest in the Partnership without the consent of the General Partner (which consent may not be unreasonably 
withheld). 

Failure to Make Payments. If a Limited Partner fails to pay when due installments of its Commitment or its portion of Management Fees, Organizational Expenses or other obligations to the Partnership, such 
Limited Partner will be subject to various remedies including, without limitation, preclusion from further investment in the Partnership, reductions in its capital or loan account balance, and a forced sale of its 
Interest in the Partnership.

Highly Competitive Market for Investment Opportunities. The activity of identifying, completing and realizing attractive investments is highly competitive and involves a high degree of uncertainty. There can 
be no assurance that the Fund will be able to locate, consummate and exit investments that satisfy the Fund’s rate of return objectives or realize upon their values or that it will be able to invest fully its 
committed capital.

Reliance on the General Partner and the Investment Advisor. The success of the Partnership will depend in part upon the skill and expertise of the professionals of BMP. The interests of these professionals in 
the General Partner and the Investment Advisor should tend to discourage them from withdrawing from participation in the Partnership’s investment activities. However, there can be no assurance that such 
professionals will continue to be associated with the General Partner or its affiliates throughout the life of the Partnership.

Private Equity Investing in the Current 
Credit Environment

Disclaimer
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Potential Conflicts of Interest. There may be occasions when the General Partner, the Investment Advisor, and their affiliates will encounter potential conflicts of interest in connection with the Partnership’s 
activities including, without limitation, the allocation of investment opportunities, relationships with Blackstone’s investment banking and advisory clients, and the diverse interests of the Partnership’s limited 
partner group.  

Material, Non-Public Information. By reason of their responsibilities in connection with other activities of Blackstone, certain employees of the General Partner, the Advisor and their respective affiliates may 
acquire confidential or material non-public information or be restricted from initiating transactions in certain securities. The Fund will not be free to act upon any such information. Due to these restrictions, the 
Fund may not be able to initiate a transaction that it otherwise might have initiated and may not be able to sell an Investment that it otherwise might have sold.

The information contained herein, is highly confidential information regarding one or more Blackstone funds (each a “Fund” and, collectively, the “Funds”).  By accepting this document, the recipient agrees 
that it will cause its representatives and advisors to use the information only to evaluate its potential interest in one or more of the Funds and for no other purpose and will not divulge any such information to 
any other party. Any reproduction of this information in whole or in part is prohibited. 

This document is for informational purposes only and does not constitute an offer to sell, or a solicitation of an offer to buy, any security or instrument in or to participate in any trading strategy with any Fund. 
If such offer is made, it will only be made by means of an offering memorandum as it may be amended, supplemented or restated from time to time (the “Offering Memorandum”), which would contain material 
information (including certain risks of investing in such Fund) not contained in this document and which would supersede and which would qualify in its entirety the information set forth in this document.  Any 
decision to invest in a Fund should be made after reviewing the Offering Memorandum of the Fund, conducting such investigations as the investor deems necessary and consulting the investor’s own legal, 
accounting and tax advisors in order to make an independent determination of the suitability and consequences of an investment in the Fund.

This document contains highly confidential information regarding Blackstone's investments, strategy and organization.  Your acceptance of this document from Blackstone constitutes your agreement to (i) keep 
confidential all the information contained in this document, as well as any information derived by you from the information contained in this document (collectively, "Confidential Information") and not disclose 
any such Confidential Information to any other person, (ii) not use any of the Confidential Information for any purpose other than to monitor investments in Blackstone Capital Partners, (iii) not use the 
Confidential Information for purposes of trading any security, including, without limitation, securities of Blackstone or its portfolio companies, (iv) except to download this document from IntraLinks, not copy 
this document without the prior consent of Blackstone, and (v) promptly return this document and any copies hereof to Blackstone upon Blackstone's request, in each case subject to the confidentiality 
provisions more fully set forth in the Offering Memorandum, underlying fund partnership agreement and in any other written agreement between the recipient and Blackstone. 

None of the Funds or their affiliates makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained herein and nothing contained herein should be 
relied upon as a promise or representation as to past or future performance of a Fund or any other entity. Any prior investment results of any Fund or any of its affiliates and any hypothetical information are 
presented in this document for illustrative purposes only and are not indicative of the future results of such Fund.

Certain information contained in this presentation has been obtained from sources outside Blackstone. While such information is believed to be reliable for purposes used herein, no representations are made 
as to the accuracy or completeness thereof and none of the Funds or their affiliates take any responsibility for such information.

Past performance is not necessarily indicative of future results. Except as otherwise noted, the Gross Annual Rate of Return represents the compound annual rate of return (“IRR”) before partnership expenses, 
management fees, drawdowns for organizational and partnership expenses, and the General Partner’s allocation of profit, but after partnership expenses withheld from distributions. The Net Annual Rate of 
Return represents the IRR after management fees, drawdowns for organizational expenses and partnership expenses, partnership expenses withheld from distributions, and the General Partner’s allocation of 
profits but does not include taxes or withholdings specific to certain limited partners.

Private Equity Investing in the Current 
Credit Environment
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