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At the 2018 M&A Advisor’s Distressed Investing Summit held in Palm
Beach, Bloomberg News reporter Laura Keller moderated a panel
discussion on distressed investing with high-level professionals Perry
Mandarino, senior managing director and cohead of investment banking,

B. Riley FBR Inc., and Patty Tomasco, partner with Jackson Walker in Houston.

In this dynamic roundtable, the discussion centered on the following topics:
*Rescue financing for companies in distressed industries
*Debtor-in-possession (DIP) lending
*Protecting lenders
*Economic outlook for 2018

We hope that this report is informative and proves valuable to you.
And, as always, we encourage you to share your thoughts on alternative
financing methods for in- and out-of-court restructuring with us.
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President and Co-Chief Executive Officer
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Introduction
The distressed state of US retail businesses is widely attributed to the shift to Amazon and e-retailers.
Bon-Ton Stores and Toys"R"Us are recent examples of high-profile retail bankruptcies.

Out-of-court financial restructurings and Chapter | | bankruptcies will continue in 2018, owing
to significant market changes in the retail, energy, and health care industries. Heafth-care industry
bankruptcies have more than tripled in 2017, according to Bloomberg data. If interest rates rise or
credit markets tighten, the need for corporate debt restructurings may rise.

AtThe M&A Advisor's Annual Distressed Investing Summit in Palm Beach, Laura Keller, Bloomberg
News reporter, chaired a Stalwarts Roundtable discussion titled “Having Options: Alternative
Financing Methods for In- and Out-of-Court Restructuring.”

The panelists were as follows:
Perry Mandarino, sr. director & co-head of investment banking, B. Riley FBR Inc.

“Retail is Patty Tomasco, partner, Jackson Walker

taking a big hit. ] .

Thousands of Rescue Financing

stores are fili ng. “Retz.iil is taking a big hit," said Perry Mandarino, sen.ior managing Qiredor gnd cg—head ofinv§stment

There’s 3 blg banking at B. Riley FBR."Thousands of stores are filing. There's a big push in retail. Some service sectors
. o h.The oil le i I

DUSh in retail. are tough.The oil and gas cycle is not totally done

- Perry Mandarino Mandarino said he advises clients to ensure that the best structure is in place and that there's a path to

reorganization.

Most of the time when we think about rescue financing, it sits on pretty much the top of the structure,
noted Laura Keller, reporter with Bloomberg News, who moderated the discussion in Palm Beach.
“[For] Jefferies, using the FXCM, it was a $300 million loan that they actually got upwards of 20 percent
on in some cases. It's quite a nice structure. It sat super secure. 'm wondering, in this case though, if that
actually didn’t help out the company so much.Within three years, the US operations actually filed for
bankruptcy. Of course, for Jefferies that turned out fine, but | don't know if | would categorize that one
as a financing that worked out very well”

Baby Bond

B. Riley has a product called Baby Bond, an unsecured debt that is retail and tradable. They come in
$25 denominations per bond, with generally |0-year terms and few covenants. It's a product for both
institutional and retail buyers, Mandarino said.

B.Riley is able to execute those deals in a short time frame."We've gotten Baby Bond deals done in
Presented by two weeks. It's a great way to ensure iquidity for companies too.You make acquisitions or take down
more expensive debt, generally paying from [a] 6% to 8% yield. The company has to be non-distressed
B R IL Ev [and] have a good balance sheet. It's a great product for companies to find liquidity quickly in public
markets. They would have to have a shelf registration so it's a tradable security.”
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But Patty Tomasco, a partner with Jackson Walker in Houston, said one should always be careful not to
just put a Band-Aid on a gaping wound."When | get a case, they're never in good shape by the time
they start asking for my help.| don't have the luxury of doing a Baby Bond where equity is still in the
money. | tend to be cautious about adding more debt on top of an already bad situation. | always look
for ways to find liquidity within the structure itself.”

All the RBLs have anti-hoarding provisions, which basically are meant to prevent drawing down on

lines of credit and putting the cash somewhere else when they didn't actually need that money at that
particular point. Tomasco added,“My bread and butter for the last thirty years of practicing has been
more middle market. I'l get into a case, and you'll have things like all of your receivables have to go into
this lock box.Well, the lender controls the lock box.When you have a huge AR coming in, what do you
do with it? You send it to another bank account, and you file bankruptcy.”

She continued, “You have to have access to the cash. Usually this only happens when you have a bad
“\When Vou have 3 relationship with the lender or the lender is maybe not as sophisticated as you would like [and] doesn't

huge AR Coming have the long-term game in mind.

Iﬂ', What do you do Liquidity is the key, Tomasco said."If you don't have a positive cash flow without debt service, then you
W'th it? You send can't afford to file Chapter | | anyways. All of that's important before you put more debt on top of a
it to another bank bad situation.”

account, and you
file bankru ptC\/." Ultimately, everybody at the end of the day is going to be happier if you keep the debtor whole and in

good shape for filing so that everything can be worked out on a consensual basis afterward, she said.

DIP Lenders

DIP financing is a special form of financing provided for companies in financial distress, typically during
restructuring under corporate bankruptcy.

- Patty Tomasco

There are different financiers of DIPS, from traditional bulge bracket banks (the world's largest, and
often most profitable, multinational investment firms whose clients are large corporations, institutions,
and governments) to smaller investment banking firms and alternative lenders.

Most DIP lenders are going to be at the tip of the iceberg, Tomasco noted."Whether or not the
company fails or doesn't fail, they're still going to get paid, and that's the nature of a DIF’

Tomasco said she is seeing much more interest in high-level DIE and exit financing seems competitive
right now. There's a lot of negotiations around that in the RSA than earlier time periods.”The lenders
are typically private equity lenders, people who bought into a debt stack as it became distressed with

an eye toward some kind of exit financing and rights offering as the company came out of bankruptcy.

Presented by Loan Types

B RILEY There are so many retailers out, Mandarino continued.'Take a case like Bon-Ton, where you have
B Wells, BofA, and a consortium of banks that have open an asset-based lending (ABL) of a few hundred
million dollars plus, and then there’s a first-in, last-out loan (FILO). | think they're perfectly happy to stay
in there at a generally robust interest rate, given the collateral, given they're probably at two and a half
times [the] coverage on their collateral,” he said.



http://brileyfbr.com/

OO HAVING OPTIONS: ALTERNATIVE FINANCING METHODS
THE M&A ADVISOR FOR IN- AND OUT-OF-COURT RESTRUCTURING

“All that pricing, the first piece of it, it's generally 5, 6 percent and lower. Anywhere from 4 to 6 percent
all on, with the spread over live work generally being between 3 and 5 with respect to the second piece
of the FILO loan, where their on collateral won't last on payment. That's probably closer to anywhere
between 8 to |12 percent loan depending on the nature of the collateral. It's looking for yield, and they
have different desires.”

Tomasco noted that there's considerable distress in the midstream companies as well.“They're not nearly
as affected by the commodity price as the ENPs are.You see some of them surviving and some of them
having difficulties. There have been quite a few oil-and-gas servicing companies; Cedral is one of them. It
would be more like a traditional company that just doesn't have as much work as they did when the oll
prices were high, but it's not quite the dramatic collapse you had with the ENP level”

| think there's a “| think there’s a lot of money out there, and what we have right now is companies that have been
lot of maoney out propped up for too long by the access to capital as opposed to credit being tight right now,” said
there, and what Tomasco.

we have right
NowW is com pan jeg  "I'think companies, when they get to us, tend to be overleveraged. The larger companies are obviously

that have been much more well managed than the middle-market companies. But we see a lot of companies come to us
propped up for not in a condition to be rehabilitated at that point”
too lomg bv th_e Mandarino said, "l think we're at this weird inflection point right now because you have a ton of
access to Ca p ital alternative asset money out there that's available for credit.You have lenders that have a lot of pressure
ds ODD05€d to to put money out there.You also have an environment where there’s some fear about how stable this
credit being tight economy will be.The Fed has predicted that growth in the United States would [be] 2.5 percent this year.
right now.” They just revised that growth to only 2 percent.You have a somewhat unstable or ... that's the wrong
- Patty Tomasco word ... you have a government that isn't normal, given past times.You have an ineffective Congress.You
have all these macro issues. How strong is the economy?”’
" think lenders are taking some risks.We closed a deal last year for a consumer products company, about
$200 million in a crunch deal, with a bulge bracket bank and an alternative lender The yield on the paper
was probabily, | think, 7.5, 8 percent, but it was based on a business plan, which at the time seemed pretty
conservative. It's not that conservative, and who knows if that company will enter Chapter | | soon? You
have the Chapter 22s that happen all the time. Forget about retail, and | bet you'll see a couple retail
Chapter 22s this year”’
What Are Lenders Demanding?
In a more distressed type of deal, lenders are demanding more control, Mandarino said,"‘of course, not
equity control because they would never want to do that; but provisions of stock budges, of lock boxes,
of the baskets where the company could do other types of financings are very low—just a lot of short
Presented by leashes is what | call the short leash provisions of loans.”

B RILEY Tomasco said, A lock box will handcuff the debtor from being able to get the liquidity that they need
to file Chapter | |. If you're a wise lender, you're going to recognize that the company needs capital to

operate and that you don't want the company to fail, ultimately, because all that happens is you get an
unsecured committee with no assets but litigation. Who wants that?”
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She continued," At some point you can grab assets as a lender and kill the company—you can restrict
what the company can do until it withers away and dies. It's not good for management to agree to that.
If you're a wise lender; you are going to realize the company needs capital to operate and that you don't
want the company to fail ultimately. So, there are quite a few things—the lock box, the restrictions on
where customers can send payments will hamstring a debtor from filing for Chapter |1

Good Management Is Key

Mandarino added, “The financing markets, to me, are all over the place. In my view, and even in my firm,
as we do certain lending things, we look to the quality of management. Ultimately, in my view, finance will
come down to the core operations in the business.What do they sell? Number one, how good is their
market? Maybe even number one is: how good is the quality of management! Good, mindful, forward-
looking management avoids problems.”

1] H

| think the
lendin g ma rket Tomasco agreed."Sometimes, as debtor's counsel, | frequently find myself confronting a management
is gOl ng to be team that maybe doesn’t have even a cash flow budget to put in front of me.That's when | call in

incrediblv robust somebody like Perry.| can't fly this plane if the window is fogged up, which is basically what it's like to

except if one
thing happens,
and those are the
three most fearful — “How do you dig yourself out of that hole? Tomasco asked.“You're probably not even talking about
words on Wall companies that are in distress or close to bankruptcy, but management does have to make that pivot
Street: President pretty quickly when you start getting close to that territory and watching out for how you're going to
Elizabeth Warren.” getout of it. It's recognizing the fact that you have to change your focus [that] is the problem because

have sort of a management team that's not focused. They tend to think about things from a share price
perspective, just macro things, and when you're in distress, you really have to focus on one thing and one
thing only—and that's cash.”

- Perry Mandarino the management team was put together based on a rosy outlook and the skill sets you need to get a

company through a Chapter | | or even through a distressed period are different.

Regdulation

Mandarino said, The biggest short leash out there is government regulation. | think the lending market is
going to be incredibly robust, except if one thing happens and those are the three most fearful words on
Wall Street: President Elizabeth Warren!”

The Trump administration wants to repeal or alter some provisions of the Dodd-Frank act, which
provides for the reorganization of failing banks and other financial institutions, and repeal or amendment
of it may change the restructuring landscape for financial institutions. Federal Reserve policies and actions
that increase interest rates will influence availability of credit.

In addition, the major reduction in the U.S. corporate tax rate may drive increased economic activity in
numerous sectors and repatriation into the U.S. of significant capital. This, in turn, may stimulate economic
Presented by growth, inflationary pressures and higher interest rates.

B RILEY
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Conclusion

With many retail industries in trouble and impacting commercial real estate, the need for corporate
debt restructurings will continue. Many companies struggling with debts will seek to restructure either in
bankruptcy court or outside it, at the expense of their creditors and equity holders.

Mandarino said that he foresees that there will be a lot of competition among lenders for deals in 2018
into 2019."If the economy stays strong, GDP growth is predicted to be 2%. If the economy remains
strong and the regulations in Washington remain as they are, | think you'll see a pretty competitive and
robust lending market.”

Presented by
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VVideo Interview

To watch exclusive M&A Advisor interview with Perry Mandarino on “Having Options:
Alternative Financing Methods For In-And Out-of-Court Restructuring,” click on the

image below:

Perry Mandarino
Senior Managing Director
Co-Head of Investment Banking
B. Riley FBR Inc.

Presented by
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Symposium Session Video

To watch the “Having Options: Alternative Financing Methods For In-And Out-of-Court
Restructuring” Stalwarts Roundtable discussion click on the image below:

Having Options: Alternative
Financing Methods For

g |n-And Out-of-Court

y Restructuring
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Contributors’ Profiles

Laura J. Keller is a Reporter at Bloomberg News. Laura joined Bloomberg in 2012 as an intern
on the Finance Team News, where she reported on banks for the network's News ' Wire service
in the Greater New York City Area. The internship lasted less than a year, but in 2014 she
returned to Bloomberg as a reporter for ‘Distressed Debt'. For 27 months, Laura wrote reports
covering the capital structures of top public and private companies. Some of her top stories
include: the Puerto Rico sovereign debt crisis and the bankruptcy of Caesar Entertainment Corp.
Laura received her Master's degree from Columbia Graduate School of Journalism, where she

Laura J. Keller , . . .
Reporter studied broadcast reporting at the graduate level. She studied post-Dodd-Frank regulation of

Bloomberg News financial derivatives at Columbia Law School. She is a graduate of the University of Southern

California, where she completed a double major in economics and print journalism. Follow Laura
on Twitter at @LauralKeller.

Perry Mandarino is Senior Managing Director, Head of Corporate Finance at B. Riley & Co,
LLC. Mr.Mandarino joined B. Riley in February 2016, bringing with him extensive experience
in the retail, healthcare, real estate, energy and communications sectors. He is recognized as an
industry leader and trusted advisor of boards of directors, management teams, lenders, investors
and governmental entities. Mr. Mandarino was named the 2014 “Turnaround Consultant of the
Year” by The M&A Advisor and aTop 100 Global Restructuring and Turnaround Professional by
) Global M&A Network. Perry has extensive experience in various Bankruptcy and state Courts,
Eeiirg:/Mngsgag:ggm where he has testified and been qualified as an expert in matters related to financial viability,
Co-Head of Investment Banking  Vvaluation, general reorganization matters and financing. He served as the Examiner in Polarioid,
B Riley FBR Inc. Inc. and Summit Global Logistics, Inc. cases. Given his expertise in complex debt restructurings
and strategic planning, Perry has been involved with the preparation of turnaround, business and

plans of reorganization, cash flow analyses, financial due diligence, transaction structuring, deal
documentation financing, and collateral evaluation.

Patty Tomasco is a Partner in the bankruptcy section of Jackson Walker and has more than

25 years' experience resolving corporate insolvency problems. She focuses on workouts,
distressed acquisitions and corporate restructuring, and debtor and creditor representation in
Chapter || cases, as well as related litigation. Patty frequently represents clients in the energy
and telecommunications industries and high-tech debtors in both reorganizations and litigation.
Recently, Patty has been co-counsel in several oil and gas cases filed in the Southern District
of Texas. Patty has had significant representation in major restructuring cases including, In re

El Paso Children’s Hospital (debtor), In re UPH Holdings (PointOne and Pac-West Telecomm)

Patty Tomasco
Partner
Jackson Walker (Debtor), In re Introgen Therapeutics (Debtor) In re Dow Corning (Debtor), In re Cajun Electric

(purchaser), In re Damson Oil (Debtor), and In re El Paso Electric (purchaser). Patty is admitted
to the New York and Texas Bars. Patty has been named Super Lawyers for the years 2005-2016,

and is Board Certified in Business Bankruptcy Law for the Texas Board of Legal Specialization.
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B. Riley Financial, Inc
B. Riley Financial, Inc. (NASDAQ: RILY) is a publicly traded, diversified financial services company
B RILEY which takes a collaborative approach to the capital raising and financial advisory needs of public

and private companies and high net worth individuals. The company also makes proprietary
investments in other businesses where B. Riley Financial, Inc. is uniquely positioned to leverage its
expertise and assets in order to maximize value. The Company operates through several wholly-
owned subsidiaries, including B. Riley & Co., LLC (www.brileyco.com). B. Riley & Co., LLC is a leading
investment bank which provides corporate finance, research, and sales & trading to corporate,
institutional and high net worth individual clients. The firm is nationally recognized for its highly
ranked proprietary equity research. B. Riley & Co., LLC is a member of FINRA and SIPC.
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About the Publisher

The M&A Advisor

The M&A Advisor was founded in 1998 to offer insights and intelligence on M&A activities. Over
the past twenty years we have established a premier network of M&A, Turnaround and Finance
professionals. Today we have the privilege of presenting, recognizing the achievements of and
facilitating connections among between the industry's top performers throughout the world with a
comprehensive range of services. These include:

M&A Advisor Summits and Forums. Exclusive gatherings of global “thought leaders.”

M&A Market Intel. Comprehensive research, analysis and reporting on the industry.

M&A.TV. Reporting on the key industry events and interviewing the newsmakers.

M&A Advisor Awards. Recognizing and rewarding the excellence of the leading firms and professionals.
M&A Connects. Advanced business development for key influencers and decision makers.

M&A Deals. The global deal-making platform for M&A professionals.

M&A Links. The industry’s largest network of M&A, financing and turnaround professionals.

Upcoming Events

Distressed Investing Summit and Awards Gala — Palm Beach, FL — March 27/28,2019

Global Corporate Growth Forum and International M&A Awards — New York, NY — June 5,2019
Emerging Leaders Forum and Awards Gala — New York, NY — September 17,2019

Corporate Growth Forum and Corporate Development Awards Gala — London, UK — October, 2019
M&A Advisor Summit and Awards Gala — New York, NY — November 19,2019

For additional information about The M&A Advisor's leadership services, contact Liuda Pisareva at
Ipisareva@maadvisor.com.




