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CAPITAL TALK

BENEFIT STREET PARTNERS

The Bene t Street Partners team
(from left to right):
Michael Paasche, Blair Faulstich
and Richard Byrne

THE NEX




With a solid foundation in place, Bene t Street Partners is some of the rm’s older funds were listed
expanding into new strategies. Anastasia Donde caught under the Providence name, these days they

. more often brand as Bene t Street.
up with the team on why non-sponsored deals are better Byrne, who took over Gahan's job as

and hiring in private debt is so hard. chief executive of Deutsche Bank Securi
ties when Gahan left in 2008, followed on
ve years later to help raise Bene t Street's
oving from a bank to a privadm le. He is a able and accommodating,
M debt fund is not as simple dsatjuently cracks jokes and makes sure eve
looks. Learning to run a bugbne has what they need. He seems very
ness and raise money from institutemaale of being appointed to craft the rm’s
investors when all those other funciimage, adjusting his tie often as -our pho
have been performed for you for rteggapher works and weighing his words
of your career, must be a bit of a cuttarefully, frequently correcting himself.
shock. Byrne and Gahan have worked together
For Tom Gahan and Michael Padmch@years, rst at Merrill Lynch and later
formerly senior executives at Deutstieutsche. As his right hand man, Byrne
Bank, the journey was simpli ed in 2@88ons he was hired to do “everything
when they were taken under the wirgjsef’ at the rm allowing Gahan to focus
Providence Equity Partners, a largeowdtivestments. This includes talking to the
established private equity rm with its gness. “He dedicates his time to analysing
infrastructure and business developtearld and investing. He’s a brilliant investor.
team. Not only that, but ProvidenceHmbbves sitting with analysts and PMs and
already raised about $1.2 billion for a gadi through names, talking about credits.
fund, at a time when it was getting-iné&erdgart of our secret sauce is having him
ingly di cult to raise money. So wheniththat role,” Byrne says.
duo joined in autumn 2008, they hit theahan himself declined the interview
ground running. withPDland does so with most journalists
More recently, Bene t Street Partribit, come calling. Though Byrne regularly
as Providence Equity’s credit group islaesvinterviews with Bloomberg TV and
called, partnered with Los Angeles-lmtisedprint publications.
Gri n Capital to launch a non-traded busi
ness development company (BDC). RioharmkEUTSCHE BANK LEGACY
Byrne, Bene t Street’s president who ddost of the senior employees at Bene t
on board in 2013 also from Deutsche&aedt came from Deutsche Bank-and pre
says that Gri n, who has experienee wiamsly worked with Gahan. Byrne took
aging real estate investment trusts, is detieGahan’s role, but says the plan ulti
connected in the retail world. mately was to join Bene t Street. “From
Bene t Street has already grown imijprese early days, people suspected that
sively: it has $9.2 billion under managémmayt join Tom, but given the job that |
and almost 100 employees. BSP-ishiaeksit the bank, | felt that | needed to
ing its third private debt fund and has sthgrbecause there was a lot of work to
strategies in the works. It recently movedanfmst-crisis,” Byrne notes, pointing out
swanky o ce space overlooking CentratParkhe bank had come through the worst
Ray Costa, who previously worked @fitthe crisis by the time he left and that
Gahan and Byrne at Deutsche Bankjtoaaseone of the few that didn’t take an
on board in November to get a distresgaitly infusion from government during
debt strategy up and running. And whtreasancial crisis.
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Asked why they left the world of invest
ment banking, Byrne and his colleagues hum
the familiar tune of bankers turned alterna
tive investors. “The banking industry had
changed a fair amount post-regulation and
everything we do here is an o shoot of what
we used to do at the bank,” says Byrne.
Mid-market lending especially, Bene t
Street’s focus, has largely been abandoned
by banks, as the rewards don't outweigh
the risk. “We didn't call it middle-market
lending, we just called it ‘loans to smaller
companies’ in our portfolio and they were
some of the best performing and were
always a great part of the business,” Byrne
explains. “Post-regulation banks retrenched
from the middle-market space, not because
it wasn't a good business, but because they
were now forced to operate under a steoteebody from one of those bigger pladeBlair Faulstich, who heads up origina
risk-weighted capital regime. It also tothleanterview almost doesn’t work befai@nt doesn't like to say that there are any
many people to underwrite a $100 miifarts because they are exclusively fandigstlies it wouldn't cover. Though it has
loan as it took to underwrite a $1 biliarsponsor coverage. We say, ‘Who @dwvgided deals where he doesn't think they
loan. Banks were always focused on coster’ And they’ll say ‘Midwest spohaegsnough coverage to diligence them well.

ting and people are the easiest way tWgepatfer people with a broader clien i  E EEEEIENEGEGEGEGEGEGEGE
]
.
I

that,” Byrne notes. explains Byrne.
Byrne says Costa was a good t for Ejjj NG More recently, Bene t Street passed

Street, as the distressed debt strate_ on a German chemicals deal, because it
be managing is very similar to what || coesn't have a team in Europe or-individu

doing at Deutsche Bank. Otherwise, als focused on chemicals. “We're diligence

often nds it challenging to hire out of geeks,” Faulstich contends, so in areas where

banks because, he says, culturally, prREate LENDING, ACTUALLY it doesn’'t have enough coverage, it will let

debt rms and banks are very di efEimére has been a lot of debate in thbgdeals go.

“There are a lot of good investment bavéderdebt arena about what exactly is direaulstich also worked with Gahan

but how much of what they were doitgrating. At Bene t Street, the execas®eutsche Bank several years ago. His

the bank was really mid-market lendimg?irect lending is working with cbackground is in investment banking in

Byrne questions. panies on unsponsored deals. Whilththechnology, media and telecom (TMT)
When it comes to interviewing pea@ienit those clients are more di cultsjpace. He started his career at Alex. Brown,

from the large alternative credit shrepsarch, it's also what gives them avbai was bought by Deutsche, then went

another challenge is nding individpetiive advantage over other lenderstoaterrill Lynch, and later spent two years

who cover speci ¢ companies and ibgugorking with sponsors, are chasingf thedge fund rm Citadel before joining

tries rather than private equity sporsamsge and more competitive deals. Byghan in 2011.

The rm’s strategy in its private debt fisays the rm uses its old connections from

is to dedicate at least half of the cap@autsche Bank, as well as intermedisfi@sIATION AND TMT

unsponsored deals, where they camandather channels to source transagfoistich is the kind of guy who talks at

more edge. “Every time we intervielBene t Street is an industry generalistile a minute and is always on-the-go
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chasing deals. He lost a deal just 10 faulstich thinks the rm is wel posWhile a lot of other lenders and inves
utes before walking int®Dimterview, tioned to branch out into the enet@yg are concerned about the downward
and was reviewing several others atpthee. “We think the timing is greatspinal of media and communications and
same time. Although Bene t Streetweaslso feel vindicated that we turteed to avoid it, Faulstich thinks there are
broad industry coverage, it gets moad#l tfiose deals down last year, bestligeod deals to be had. “People are con
a look into the media and communicatiovisusly things have changed a kerimed about the impact of technology on
pipeline, a specialty of both Providématesector,” he says. traditional media. It's not the easiest space
Equity and Faulstich. Whatever sector it is, the rm is lhigbe in but, within the broadcast sector,
“A lot of people cover sponsors, wglrbeing able to diligence deals prdperty.is a lot of collateral and, in tradi
trying to hire people who can diligenc&/Mese not getting through our prodéssal media, the demise will be slower
nesses. The backgrounds of our peoplighanat a tremendous amount of anahamspeople expect,” he says, adding that
investment bankers and private equitgnma@ tremendous amount of due dili@amt Street has lent to businesses in
fessionals who can manage a very exfeymivdon’t have the team to be able seddar decline before and got out ahead
diligence process,” Faulstich says eithaigge not going to do it,” Faulstich shisal revenue collapse.
Byrne’s preference for people who cafiRbimknsponsored deals, there is usually no
outside the sponsor box. data site, so we have to tell [the compar#esEGY EXPANSION
“There are lot of di erent channelswibat we need from them to get throligpresent, Bene t Street is investing its
sourcing deal ow. We have a lot of touctprocess.” third private debt fund. It started manag
points, my joke is that we kiss a lot of frog3tee rm’s typical loan size is betwiagrong/short credit in 2011 and now has
nd deals that provide the right risk-adj®36dand $75 million, though it has saboait $1.5 billion in that strategy. It also
returns for our portfolio,” Faulstich saydiiftess gone up to $150 million or dowmémages six CLOs totalling around $500
rm gets its deal ow partly from Provide$2@ million. Typical tenors are four targibon each and has a small commercial
Equity, as well as boutique investmentyeaikssometimes seven. The rm’s pipetihestate business.
intermediaries, lawyers, consultantsresarly March included a software dealtee Gri n-Bene t Street Partners BDC
directly from corporate executives. clean tech company, a healthcare Dggstvas recently approved for registration
Although Faulstich’s own backgroume g, other media and telecom dealsyatiee SEC. The non-traded vehicle, is a
in TMT, he says the rm has evolvedsieeral energy situations. “In two wegkstitership with Gri n Capital, which has
other areas since its founding. might be totally di erent,” Faulstich n&bggerience in managing real estate invest
ment trusts. The rm opted to form the
BDC as it was keen to diversify its investor
base as well as access more long-term cag
tal than institutional investor fund commit
ments. “Permanent capital is very important
to an asset manager,” Byrne says, noting the
cyclicality of closed-end funds.

The partnership makes sense for both
sides, Byrne continues, adding that Grin
have the infrastructure in place.

The new BDC will work through the
thousands of brokers and nancial advisors.
The set-up is similar to the one GSO Capital
Partners has with Franklin Square Capital
Management. Their FS Investment Corp
started out as a private BDC and one of
the three vehicles publicly listed last year.

As Bene t Street grew its private debt
fund business, the strategy also changed
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The rst fund was more of an opportun
istic credit strategy that did a little bit
of direct lending towards the end. The
second and third fund were dedicated
exclusively to private lending. The latest
fund, Providence Debt Fund Il closed at
$1.75 billion in April last year, exceeding
its $1 billion target. The fund’s investment
window expires in April 2016.

“Some of those earlier funds balanced
across the entire debt capital structure,
you take what the market gives you,” says
Paasche, head of illiquid investments at
Bene t Street, who was previously global
head of leveraged nance at Deutsche
Bank. “I think now we'’re seeing more
opportunity at the top of the capital
structure as markets get a little too frothy.
When rates stay this low for this long,
people tend to search in very unnatural

places for yield. Fund Il has seen a greater

proportion of senior debt and rst lien

loans than previously,” explains Paasche:

LPS AND FUND MANAGEMENT
The rm has some large US public Béri

sion funds as clients, including the FIggigane rm was founded

State Board of Administration, the Hawaii

Employees Retirement SJJJiif Nearly 100

the Austin Number of employees

Police Retirement System and the Los
Angeles City Employees’ Retirement

System (LACERS). Assets under management

The rm’s two TMT funds achiev

high returns. The rst Providence T .75bn

to comment on performance, fees and
terms).

LACERS also said in September 2013,
that BSP’s investment highlights included
the rm’s experienced team, attractive
prior performance, expanding industry
focus beyond TMT and increasing AUM.
Gahan, Paasche, and Paul Salem, senior
managing director at Providence Equity,
are named as key men, according to
LACERS.

STAR TRADER

When you talk to the rm’s clients, com
petitors or former colleagues, most
people launch straight into talking about
what a talented trader Gahan is. He has
approached other former colleagues from
Deutsche Bank and Merrill Lynch about
jobs at Bene t Street, sourceBDell
People familiar with Gahan say he prefers
to work with people he already knows.

“His line of thinking is that, even if this

person has issues, | already know their
issues and know how to work with them,
rather than having to learn a whole new
set of issues,” says one credit rm execu
tive familiar with Gahan. One former
colleague says of his reticence with the
press: “They like to keep him behind a
velvet rope.”

As Bene t Street works on establishing
a listed vehicle required to disclose a lot
of information on their assets, the velvet
rope may have to come down in the next

Special Situations Fund LP deliverdd®§! raised for the latest BSP Debt Fund fil, years.

percent net IRR and the second Pravi
dence TMT Special Situations Fu |
earned 13.6 percent net IRR, acco:gfﬂ
to LACERS’ documents. The third fund,

which LACERS invested in, chargeg 3 §9%

tIIRR from Providence TMT Special Situago

With more and more BDCs listing —

onlgman’s vehicle listed in March and
redit Suisse have applied to register
one too — as well as all the biggest man
agers in the business trying to capitalise

percent management fee and has\g.(18r generated by Providence SpeciaPn dislocation in the oil market, Bene t

percent carry over a 6 percent hukll€ations Fund I

rate. The investment term is two years
with a single two-year recycle period.Fhe

Street is pivoting a little away from the
rich non-sponsored mid-market lending
seam that has supported its development

fund term is seven years, with two ga@mon stock to be offered in the planned f&dar. From here on out, scale could play
year extension options. (BSP declonedsf n-Bene t Street Partners BDC Corporatibigger role than specialisation.
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