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Forward -Looking Statements and Disclaimers

2

Prospective investors considering an investment in Triangle Capital Corporation (ñTCAPò) should carefully consider 

TCAPôs investment objectives, risks and expenses before investing. This information and other information about TCAP 

are available in TCAPôs filings with the Securities and Exchange Commission (the ñSECò). Copies are available on the 

SECôs website at www.sec.gov and TCAPôs website at www.tcap.com. Prospective investors should read these materials 

carefully before investing.

This presentation may contain forward-looking statements within the meaning of the Private Securities Litigation Reform 

Act of 1995. Forward-looking statements are based on estimates, projections, beliefs and assumptions of TCAPôs 

management at the time of such statements and are not guarantees of future performance. Forward-looking statements 

involve risks and uncertainties in predicting future results and conditions. Actual results could differ materially from those 

projected in these forward-looking statements due to a variety of factors, including, without limitation, changes in general 

economic conditions or changes in the conditions of the industries in which TCAP makes investments, risks associated 

with the availability and terms of financing, changes in interest rates, availability of transactions, and regulatory changes. 

Certain factors that could cause actual results to differ materially from those contained in the forward-looking statements 

are included in the ñRisk Factorsò sections of TCAPôs current shelf registration statement on file with the SEC and TCAPôs 

periodic filings with the SEC. Copies are available on the SECôs website at www.sec.gov and TCAPôs website at 

www.tcap.com. Forward-looking statements are made as of the date of this presentation, or as of the prior date 

referenced in this presentation, and are subject to change without notice. TCAP has no duty and does not undertake any 

obligation to update or revise any forward-looking statements based on the occurrence of future events, the receipt of 

new information, or otherwise. Historical results discussed in this presentation are not indicative of future results. This 

presentation contains non-GAAP measures.

This presentation is neither an offer to sell nor a solicitation of an offer to buy TCAPôs securities. An offering is made only 

by an applicable prospectus. This presentation must be read in conjunction with a prospectus in order to fully understand 

all of the implications and risks of the offering of securities to which the prospectus relates. A copy of such a prospectus 

must be made available to you in connection with any offering.

The summary descriptions and other information included herein are intended only for informational purposes and 

convenient reference. The information contained herein is not intended to provide, and should not be relied upon for, 

accounting, legal or tax advice or investment recommendations. Before making an investment decision with respect to 

TCAP, investors are advised to carefully review an applicable prospectus to review the risk factors described therein, and 

to consult with their tax, financial, investment and legal advisors. These materials do not purport to be complete, and are 

qualified in their entirety by reference to the more detailed disclosures contained in an applicable prospectus and TCAPôs 

related documentation. 

No representation or warranty, express or implied, is made as to the accuracy or completeness of the information 

contained herein, and nothing shall be relied upon as a promise or representation as to the future performance of TCAP.
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Company Overview

E. Ashton Poole
Chairman & CEO
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Who We Are
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Å Leading principal investor in private debt and equity securities 

with ~$1.7 billion of assets under management

Å Oversee and manage a portfolio of 93 investments across 31 

industries

Å Operate as an internally managed Business Development 

Company (ñBDCò)

Å Small Business Investment Company (ñSBICò) with three licenses

Å Publicly traded on NYSE

ï Common Stock:  ñTCAPò

ï Notes due (December) 2022:  ñTCCAò

ï Notes due (March) 2022:  ñTCCBò
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Å Provide flexible financing solutions to lower middle-market 

companies 

ï Revenue: $20 million - $300 million

ï EBITDA: $5 million - $75 million

Å Transaction types include buyouts, acquisitions, growth capital, 

and debt and dividend recapitalizations

Å Partner with financial sponsors, fundless sponsors, and 

management teams

Å Structures include 1st lien, 2nd lien, and subordinated debt 

financings 

ï Typical investment size is $5 million - $50 million

ï On average, ~75% of investments have equity upside

What We Do
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Our goal is to be the premier provider of capital to

lower middle-market companies
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Our Commitment to Shareholders
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Å Be good stewards of capital ïpatient and disciplined

Å Diversify investments by size, industry, and geography

Å Operate as efficiently as possible

Å Operate with transparency and integrity
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The Foundation of Our Success
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Shareholders

Å42 Consecutive Quarterly Dividends Declared Since IPO

ÅOver $450 Million of Dividends Paid

ÅPer Share Dividends / Distributions Totaling $19.40

ÅNAV Increase of Over $2.00 Per Share Since IPO

Å   IPO ïFebruary 2007

Å   10Follow-on Equity

Offerings

Å   3 Bond Offerings

Å   3SBA Licenses

Å   $435 Million

Senior

Credit

Facility

Å  Over 200 Total Investments 

Å   ~$2.6 Billion Invested

Å   Cumulative Net 

Realized Gains 

Since IPO of $6.6

Million

Å  Realized 

Unlevered 

IRR on 

Full Exits

of 18.5%
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Our Operational and Financial Goals
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Å Operational:

ï Attract and retain quality people

ï Establish long-term relationships with key constituencies

Å Financial:

ïMaintain conservative balance sheet and sufficient liquidity

ï Cover dividend on a long-term basis from core NII

Å Structure investments that balance creditor rights with equity upside

Å Keep G&A low (every ~$480,000 = $0.01/share)

Å Pursue growth in a prudent, disciplined manner

Å Be prepared to take advantage of unexpected market opportunities

Strength

Profitability

Growth

By maintaining a disciplined approach, TCAP has rewarded
shareholders with above-average returns
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IPO 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 Today

Our Balance Sheet Has Expanded Almost Sevenfold Since 2007é
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$1.7Bn

TCAP Total Assets Under Management

Includes total assets and available committed borrowing capacity

$1.3Bn

$1.2Bn

$1.1Bn

$1.0Bn

$0.6Bn

$0.4Bn

$0.3Bn ÅEquity 

Offering

Å$100MM 

SBIC 

License

Å$435MM 

Credit 

Facility

ÅEquity 

Offering

Å$25MM 

SBIC 

License

ÅBond 

Offering

ÅBond 

Called

Å$300MM 

Credit 

Facility
Å3 Equity 

Offerings

ÅEquity 

Offering

Å2 Bond 

Offerings

Å$165MM 

Credit 

Facility

Å2 Equity 

Offerings

Å$75MM 

Credit 

Facility

ÅEquity 

Offering

Å$75MM 

SBIC 

License
ÅEquity 

Offering

$250MM
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éAnd Our Investments Have Grown and Become More Complex
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As we have grown, our ability to become relevant to larger, more sophisticated 
companies has increased

IPO (2007) $20.0MM - $75.0MM

2012 $20.0MM - $200.0MM

Today (2017) $20.0MM - $300.0MM

Target Portfolio Company Revenues

IPO (2007) $2.0MM - $10.0MM

2012 $3.0MM - $25.0MM

Today (2017) $5.0MM - $75.0MM

Target Portfolio Company EBITDA

IPO (2007) $5.0MM - $15.0MM

2012 $5.0MM - $30.0MM

Today (2017) $5.0MM - $50.0MM

TCAP Target Investment Size
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Implementation of ñTCAP 2.0ò Operational Plan
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Å In our first ten years, TCAP increased from 7 to 30 employees

Å For many years TCAP was small enough to operate with a 

ñpartnership mentalityò

Å As the company grew, it was time to adopt a more corporate-

based approach

Å In 2016, we implemented a new operational plan which prepares 

us for our next stage of growth while maintaining our focus on 

operational excellence

Å Our operational plan promotes open communication, cross-

functional alignment, and increased accountability
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Å Our partnership structure worked well when we were a small team of people

Å Our investment committee was chaired by our CEO and investments were 

approved by a simple majority vote

Å As our company and investment portfolio grew, the partnership approach 

became outdated

Å Our investment committee now operates with cross-functional veto rights

ï Chief Origination Officer (ñCOOò) has veto rights on new investments

ï Chief Administrative Officer (ñCAOò) has veto rights on 100% of documentation 

issues

ï Chief Credit Officer (ñCCOò) has veto rights on (i) 100% of post-closing issues and 

(ii) any investments proposed by the COO

2016 ï2017               

Key Process Improvements

13

TCAP 1.0 

TCAP 2.0 

2007 ï2015 

Our new corporate alignment has yielded over $420MM of new investments
with no non-accruals to date
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Originations: Then (TCAP 1.0) vs. Now (TCAP 2.0)
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Å Investment professionals 

sourced opportunities

Å Investment committee met and 

looked to CEO for ñapprovalò or 

ñrejectionò

Å Investment committee held 

meetings with all employees of 

the company present

Å Fewer difficult questions 

coupled with a lack of individual 

ownership and accountability

Å Investment professionals 

source opportunities

Å Investment committee meets 

and looks to COO, CAO and 

CCO for approval or rejection

Å All committee members are 

empowered to provide 

constructive feedback

Å Investment committee meets in 

private with no other employees 

present

Å More rigorous questions 

coupled with increased 

individual ownership and 

accountability
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Documentation: Then (TCAP 1.0) vs. Now (TCAP 2.0)

15

Å Investment professionals 

negotiated legal terms and 

financial covenants individually

Å Limited feedback to investment 

committee members on 

outcome of final investment 

legal terms

Å No ñTCAP standardò on 

documentation items

Å Chief Administrative Officer 

oversees all legal and financial 

negotiations

Å Creation of TCAP database 

containing analysis of sensitive 

negotiation points

Å Chief Administrative Officer 

vested with full authority to 

ñprotect the firmò

Å Real-time feedback of major 

items to improve and enhance 

our corporate objectives

Å Promotes active Executive 

Officer involvement in decision 

making process
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Post -Closing: Then (TCAP 1.0) vs. Now (TCAP 2.0)
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Å Original investment 

professional ñownedò 

investment

Å Original investment 

professional maintained 

dominant voice internally

Å Ownership alignment 

contributed to unintended 

consequences in certain 

amendments and restructurings

Å Chief Credit Officer ñownsò 

100% of post-closing decisions

Å Decisions are based solely on 

ñprotecting the firmò

Å Chief Credit Officer focus 

provides continuity as well as 

independent view during 

amendments and restructurings

Å Chief Credit Officer operates 

with greater ñfield of visionò than 

investment professionals do
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TCAP 2.0: Setting the Stage for Future Growth
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Å The last fifteen months have represented a period of fundamental 

transition for TCAP across the following areas:

ï Corporate leadership (CEO, CIO, certain other Executive Officers)

ï Investing process (cross-functional veto rights, improved decision making and 

accountability)

ï Board of Directors (Board Chairman, one retired Director, one new Director)

Å Our operational changes have improved our investment results 

and created a culture of increased accountability

Å As TCAP begins its second decade of life as a publicly traded 

company, we are focused on prudent growth that will protect 

principal while achieving above-average risk-adjusted returns
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BDC Industry & Credit Cycle 

Observations

Steven C. Lilly
Chief Financial Officer
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BDCs with Three or More Years of Operating History Since IPO
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Does not include CSWC, EQS, GECC, GSVC, MFIN, MVC, NEWT, OHAI, RAND, SAR, SVVC and TICC for reasons including specific operational focus, 
investing strategy and dividend policy
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BDCs Returns in the ñ7th Inning Stretchò
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Seven years into the current decade, BDCs continue to vie for recognition as a 
top performing asset class

Data as of 5/30/17
(1) MSCI U.S. REIT Total Return Index
(2) Alerian MLP Total Return Index
(3) SPDR Series Trust ɬSPDR Barclays High Yield Bond ETF
(4) S&P/LSTA Leveraged Loan Total Return Index
(5) S&P BDC Total Return Index

Total Returns Since January 1, 2010

(1) (2) (3) (4) (5)

153.1%

70.1%

35.6%

46.2%

145.6%
146.1%
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Last Yearôs (2016) BDC Industry Analysis / Comparison

22

Å In 2016 we illustrated how BDCs consistently have outperformed 

the $350 billion loan mutual fund industry

Å We illustrated how BDCs can have better lending results, lower 

operating expenses, and higher operating margins than banks

Å We discussed how BDCs offer the opportunity for higher 

shareholder returns, no sales loads, daily liquidity and seasoned 

management teams ïall while investing in a similar pool of assets 

as loan mutual funds

Å Our analysis hinged on how BDCs do not have to ñprogram buy 

and sellò like loan mutual funds and how BDC lending spreads are 

wider than banks
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BDCs Grouped by Performance 
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Current NAV > 95% of NAV at IPO

TCAP, ARCC, FDUS, GBDC, MAIN, MRCC, 

NMFC, OFS, SCM, SLRC, TCPC, TSLX

Current NAV = 80% - 95% of NAV at IPO

ABDC, ACSF, CMFN, FSIC, HCAP, HTGC, 

PFLT, SUNS, TCRD, TPVG, WHF

Current NAV < 80% of NAV at IPO

13 BDCs

# of BDCs

12 Green

11 Yellow

13 Red

Group 1

Group 2

Group 3

BDCs with three or more years of operating history since IPO; does not include CSWC, EQS, GECC, GSVC, MFIN, MVC, NEWT, OHAI, RAND, SAR, SVVC 
and TICC for reasons including specific operational focus, investing strategy and dividend policy
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BDCs: Historical ROEs and Current Dividends Per Share

24

Ɂ&ÙÖÜ×ɯƕɂɯÈÕËɯɁ&ÙÖÜ×ɯƖɂɯ!#"ÚɯÊÖÕÛÐÕÜÌɯÛÖɯÙÌÊÖÙËɯÚÛÙÖÕÎɯ1.$ÚɯÈÕËɯËÐÝÐËÌÕËÚɯ×ÌÙɯÚÏÈÙÌ

ȹƕȺɯɁ&ÙÖÜ×ɯƕɂɯÐÕÊÓÜËÌÚɯÛÏÌɯÍÖÓÓÖÞÐÕÎɯ!#"Úȯɯ 1""Ȯɯ%#42Ȯɯ&!#"Ȯɯ, (-Ȯɯ,1""Ȯɯ-,%"Ȯɯ.%2Ȯɯ2",Ȯɯ2+1"Ȯɯ3" /Ȯɯ3"/"ɯÈÕËɯ32+7
ȹƖȺɯɁ&ÙÖÜ×ɯƖɂɯÐÕÊÓÜËÌÚɯÛÏÌɯÍÖÓÓÖÞÐÕÎɯ!#"Úȯɯ !#"Ȯɯ "2%Ȯɯ",%-Ȯɯ%2("Ȯɯ'" /Ȯɯ'3&"Ȯɯ/%+3Ȯɯ24-2Ȯɯ3"1#Ȯɯ3/5&ɯÈÕËɯ6'%

ñGroup 1ò BDCs(1)

(NAV > 95% of NAV at IPO) 
ñGroup 2ò BDCs(2)

(NAV = 80% - 95% of NAV at IPO) 

11.0%
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So, What About REITs?

25

Å Recurring revenue-based 

businesses

Å Diversified revenue streams

Å Dividend-led IRRs to investors

Å Pass-through tax structures

Å Permanent capital vehicles

Å NAV per share is important

Å REITs own a portfolio of 

buildings with multiple tenants 

per building

Å BDCs invest in a diversified 

portfolio of operating 

companies

Å REITs are capital intensive 

and highly levered

Å BDCs are capital intensive 

and lowly levered

Comparison of REITs and BDCs

Similarities Differences
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BDCs vs. Office REITs: Historical ROEs and Current Dividends

26

ñGroup 1 & 2ò BDCs(1) Office REITs(2)

.ÍÍÐÊÌɯ1$(3ɯ1.$ÚɯÈÙÌɯÖÕÓàɯÈɯÍÙÈÊÛÐÖÕɯÖÍɯɁ&ÙÖÜ×ɯƕɂɯÈÕËɯɁ&ÙÖÜ×ɯƖɂɯ!#"ɯ1.$ÚȮɯÈÕËɯ×ÌÙɯÚÏÈÙÌɯ
ËÐÝÐËÌÕËÚɯÈÙÌɯÓÖÞÌÙɯÛÖÖȱ

ȹƕȺɯ(ÕÊÓÜËÌÚɯÛÏÌɯÍÖÓÓÖÞÐÕÎɯɁ&ÙÖÜ×ɯƕɂɯÈÕËɯɁ&ÙÖÜ×ɯƖɂɯ!#"Úȯɯ !#"Ȯɯ "2%Ȯɯ 1""Ȯɯ",%-Ȯɯ%#42Ȯɯ%2("Ȯɯ&!#"Ȯɯ'" /Ȯɯ'3&"Ȯɯ, (-Ȯɯ,1""Ȯɯ-,FC,OFS, PFLT, SCM, SLRC, SUNS, 
TCAP, TCPC, TCRD, TPVG, TSLX and WHF

(2) Includes the following Office REITs: AHH, ARE, BDN, BXP, CIO, CLI, CUZ, CXP, DEA, DEI, EQC, ESRT, FPO, FSP, GOV, HIW, HPP, KRC, NYRT, OFC, PDM, PGRE, PKY, SIR, 
SLG, VNO and WRE
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BDCs vs. Office REITs: Historical ROEs and Current Dividends
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All BDCs(1) Office REITs(2)

ȱÈÕËɯÛÏÌɯÚÈÔÌɯÊÈÕɯÉÌɯÚÈÐËɯÞÏÌÕɯÐÕÊÓÜËÐÕÎɯɁ&ÙÖÜ×ɯƗɂɯ!#"Ú

(1) Includes the following BDCs: ABDC, ACSF, AINV, ARCC,BKCC, CMFN, CPTA, FDUS, FSC, FSFR, FSIC, GAIN, GARS, GBDC, GLAD, HCAP, HRZN, HTGC, KCAP, MAIN, MCC, 
MRCC, NMFC, OFS, PFLT, PNNT, PSEC, SCM, SLRC, SUNS, TCAP, TCPC, TCRD, TPVG, TSLX and WHF

(2) Includes the following Office REITs: AHH, ARE, BDN, BXP, CIO, CLI, CUZ, CXP, DEA, DEI, EQC, ESRT, FPO, FSP, GOV, HIW, HPP, KRC, NYRT, OFC, PDM, PGRE, PKY, SIR, 
SLG, VNO and WRE
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BDCs and Office REITs: A More In -Depth Comparison
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ÅUnsecured          

Å 5-7 year typical term

Å Periodic rent increases 

based on inflation and/or 

market norms

Å Free rent and tenant 

improvement 

allowances for a portion 

of tenantôs construction 

costs

Å Renewal options based 

on future economic 

agreement

Leases as of 12/31/16; dividend yields as of 5/30/17

REIT 

Dividend 

Yield

Hudson Pacific Properties (HPP) 3.1%

Mack-Cali Realty Corporation (CLI) 2.2%

Boston Properties (BXP) 2.5%

Piedmont Office Realty Trust (PDM) 4.0%

Cousins Properties (CUZ) 2.8%

Vornado Realty Trust (VNO) 3.1%

Parkway Properties (PKY) 2.0%

Empire State Realty Trust (ESRT) 2.0%

Boston Properties (BXP) 2.5%

Hudson Pacific Properties (HPP) 3.1%

Average REIT 

Dividend 

Yield = 2.7%

iControl Networks

Gulf Publishing Holdings

REIT
Lease

Features

PowerPlan Holdings

Office Building

Tenant

TravelCLICK

Clarabridge

Pinnergy

Education Elements

Scynexis

InMobi

Fidelis Acquisitionco
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BDCs and Office REITs: A More In -Depth Comparison
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ÅFirst or second lien on 

100% of assets and 

stock

Å Commitment periods of 

5-7 years

Å Typically floating rate to 

adjust with surrounding 

economic environment

Å Operating and financial 

covenants

Å Quarterly public 

disclosure of fair value 

provides information into 

health of underlying 

company

Investments as of 12/31/16; dividend yields as of 5/30/17

BDC 

Dividend 

Yield

Ares Capital Corp. (ARCC) 9.1%

Solar Capital (SLRC) 7.4%

OFS Capital Corp. (OFS) 9.5%

Golub Capital (GBDC) 6.3%

Fidus Investment Corp. (FDUS) 9.2%

Hercules Capital (HTGC) 9.5%

Main Street Capital Corp. (MAIN) 5.8%

Monroe Capital Corp. (MRCC) 8.9%

TCP Capital Corp. (TCPC) 8.5%

Horizon Tech. Fin. Corp. (HRZN) 10.9%

Average BDC 

Dividend 

Yield = 8.5%

Fidelis Acquisitionco

Scynexis

Education Elements

Pinnergy

Clarabridge

Gulf Publishing Holdings

iControl Networks

InMobi

BDC
BDC Portfolio

Investment

Debt

Features

TravelCLICK

PowerPlan Holdings
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BDCs vs. REITs: Similar Business Models ïDifferent Yields
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(1) BDCs include: ABDC, ACSF, AINV, ARCC, BKCC, CMFN, CPTA, FDUS, FSC, FSFR, FSIC, GAIN, GARS, GBDC, GLAD, HCAP, HRZN, HTGC, KCAP, 
MAIN, MCC, MRCC, NMFC, OFS, PFLT, PNNT, PSEC, SCM, SLRC, SUNS, TCAP, TCPC, TCRD, TPVG, TSLX and WHF 

(2) Office REITs include: AHH, ARE, BDN, BXP, CIO, CLI, CUZ, CXP, DEA, DEI, EQC, ESRT, FPO, FSP, GOV, HIW, HPP, KRC, NYRT, OFC, PDM, 
PGRE, PKY, SIR, SLG, VNO and WRE

Revenue Quality Secured loans Revenue Quality Unsecured leases

Non-Accrual Rate 1% to 10% Vacancy Rate 10% to 20%

G&A as % of Revenue 30.1% G&A as % of Revenue 50.0%

G&A as % of Total Assets 3.2% G&A as % of Total Assets 6.1%

NII / Revenue 50.8% FFO / Revenue 37.9%

Dividends Per Share $1.19 Dividends Per Share $1.18

Dividend Yield 9.2% Dividend Yield 3.9%

Low leverage Ownership of building

Revenue diversification Revenue diversification

Investment yields change over time Lease rates change over time

Dividend rates change over time Building capex / tenant improvement spend

Portfolio company credit risk Taxes and maintenance of building regardless 

Portfolio company repayment risk of occupancy rate

Tenant credit risk

Tenant renewal risk

High leverage

Issues / RisksIssues / Risks

Office REITs
(2)

BDCs
(1)

Financial AnalysisFinancial Analysis

Investment Analysis / Protection ViewInvestment Analysis / Protection View
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Concluding BDC Industry Observations
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Å Most BDCs continue to outperform loan mutual funds, banks, and 

REITs in terms of dividends per share and total ROE

Å Over the last seven years the publicly traded BDC industry has 

expanded by approximately $35 billion of AUM, or approximately 

150%, and the non-traded BDC industry has expanded by 

approximately $30 billion

Å Still, most BDCs trade at dividend yields of 8.5% - 10.5% while 

REITs generally trades at yields of less than 5.0%

Å Over time, we believe investors increasingly will favor the higher 

per share dividends and higher overall ROEs that most BDCs offer
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Credit Cycle Observations
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Market -Based Observations
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Corporate leverage 

has grown 

meaningfully for 

decades and 

currently is near an 

all-time high

Even investment 

grade companies 

have taken on 

meaningfully more 

leverage

% of Investment Grade Debt by Leverage Level

Source: Morgan Stanley Research, Bloomberg, NBER, Haver Analytics, Thomson Financial, Capital IQ, Federal Reserve

As of 12/31/16 a record amount of investment grade bonds were owned by 
foreign investors, while, at the same time, over 50% of investment grade bonds 

were rated BBB or BBB-

U.S. Corporate Debt as % of GDP
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U.S. High Yield Bond and Loan Fund Flows

2016 represented 

the first year since 

2012 that both high 

yield and loan funds 

experienced

inflows

During 2014 and 2015, high yield and loan funds experienced
ÈÓÔÖÚÛɯȜƝƔɯÉÐÓÓÐÖÕɯÖÍɯÞÐÛÏËÙÈÞÈÓÚȱ

$ in billions
Source: Thomson Reuters
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U.S. CLO Issuance

ȱÞÏÐÓÌɯÈÛɯÛÏÌɯÚÈÔÌɯÛÐÔÌɯÐÕÚÛÐÛÜÛÐÖÕÈÓÓàɯÉÈÚÌËɯ"+.ÚɯÙÌÊÖÙËÌË

over $220 billion of asset growth
$ in billions
Source: Thomson Reuters
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Å While high yield issues continued their trend toward incrementally higher ratingsé

é.the improvement largely was due to an increase in refinancings and a 13% 

decline in overall issuance

Å The loan market fully absorbed the shortfall in the high yield marketé

éwith loans increasing over 30% and a near record number (and amount) of loans 

rated single ñBò or lower

High Yield and Loan Market Observations

36

Source: Morgan Stanley, S&P LCD
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Å Leveraged loan issuance increased 14% to $481 billion in 2016, 

representing the fourth highest level in the last 20 years

Å Given the length of the current economic cycle, refinancings 

represented the largest component of the market for the first time in 

three years

Å In 2016, high yield refinancings represented the largest component of 

the market since 2010

High Yield and Loan Market Observations
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($Bn)
USD Leveraged Loan Issuance Volume

Source: Morgan Stanley, S&P LCD
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Å Given the length of the current economic cycle, high yield and loan 

default rates have both become meaningfully elevated in certain years

ï 2016 statistically resembled a recessionary period across both the high 

yield and loan markets

Å 2017, however, has ushered in improved performance across both 

sectors

High Yield and Loan Market Observations

38

U.S. High Yield Bond and Loan Default Rates

2ÖÜÙÊÌȯɯ,ÖÙÎÈÕɯ2ÛÈÕÓÌàȮɯ,ÖÖËàɀÚ
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SoéWhat Are We Hoping For?
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ÅContinued period of low growth to promote continued central 

bank liquidity and likely low interest rates

ÅIncreased government spending on infrastructure and the 

military will fuel robust activity

ÅLarge corporates welcome a potential loosening in the regulatory 

and tax environments by investing in capex

ÅHealthy M&A market continues as operators look to expand 

competitive footprints and bolster defensive positions
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What We Are Hoping For ïPositive Evidence
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$Tn

Government Spending 1971 - 2021Long-Term Spread History(bp)

% 3M LIBOR 1986 - 2017

Source: Capital IQ 

S&P 500: Annual Cash on Hand

Source: FactSet Fundamentals via Fact Set Alpha Testing

2ÖÜÙÊÌȯɯ,ÖÙÎÈÕɯ2ÛÈÕÓÌàȮɯ"ÐÛÐÎÙÖÜ×ɯ(ÕËÌßɯ++"Ȯɯ,ÖÖËàɀÚȮɯ!ÓÖÖÔÉÌÙÎȮɯ-!$1Source: Congressional Budget Office, January 2017
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ButéWhat We Are Preparing For
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ÅPotentially higher short-term interest rates if the Fed acts too 

aggressively

ÅEconomic slowdown due to excessive volatility and global 

uncertainty

ÅFalling productivity coupled with near-term wage inflation

ÅContinued erosion of corporate cash flow and operating 

margins

ÅA slower M&A cycle as operators instead seek to refinance 

balance sheets
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What We Are Preparing For ïPotential Concerns
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Cumulative Investment Grade and

High Yield Debt and EBITDA Growth

Corporate Margins

U.S. Productivity Year Over YearTotal U.S. Domestic M&A Announced Deals($bn)

Source: Morgan Stanley Research, Bloomberg, NBER, Haver Analytics, Thomson Financial, Capital IQ, Federal Reserve, Federal Reserve Bank of Atlanta

%




