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CONSIDERING
ALTERNATIVE
ARRANGEMENTS

The question of which non-traditional investment to
select from a line-up can be easier to answer once
advantages and disadvantages have been compared

a wide array of choices in selecting investments.

Hedge funds, real estate funds, private equity, film
financing and credit funds all provide a range of options
for diversification. Because diversification is key even in a
very small allocation to this area, we present below four
such choices for investors and briefly discuss their
attributes.

VENTURE LEASING

Venture leasing focuses on financing start-up companies
for their purchase of core business assets — for which the
lender will receive ownership of the assets, monthly
lease payments, the assets’ residual values and equity
warrants in the start up companies.

There are two basic types of venture leasing:

Sale/Lease — leveraging the “fair market value” of the

assets of the company for cash in exchange for a

number of (e.g. 36) fixed monthly payments.

Master Lease Line — facility whereby the company can

fund the purchase of new equipment.

Venture leasing focused on high technology business
in the UK, Western Europe and Israel, in the portfolios of
the top tier VCs, generally offers a lower risk alternative
exposure to start-up companies than venture capital.

P&A FINANCING

I nvestors in the alternative investment universe have

The US film industry is eager to externalise its post-
production marketing and distribution expenditures
(so-called “print and advertising” or P&A) because of a

‘Venture leasing
offers a lower risk
alternative to
venture capital’

change in accounting regulations, which requires studios
to expense these costs in the current year rather than
amortise them over a span of years. Financing these
expenditures is therefore a growing business opportunity
in the currently fragmented and unstructured P&A
financing market.

P&A financing has a senior secured financing profile,
which generally reduces risk relative to traditional film
production financing. In a typical transaction:

It has priority position in the revenue waterfall

It is secured by an exclusive claim on distribution

rights

It is the last (money) in and the first (money) out.

Venture Leasing - First round financing
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Source: Deutsche Bank
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Preproduction Production
Sequence Action: Action:
of actions * Development * Film production
* Financing * Post production
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Example of typical P&A process in industry value chain

Distribution/marketing

Pre-release Theatrical DVD/Home Pay-per-view Free TV/
Marketing Release Video Pay TV Other
Action:

* Marketing & Advertising
e Distribution (domestic and/or international)
e Ancillary rights

["]I Indeterminable > I] [I meeks to years ["] | 1-3 mths > [l |]| 1-6 mths 6-12 mths

Financing provided by:

« P&A fund

Utilisation  Financing provided by:  Financing provided by:
of timeline  ®Studio * Studio
¢ Independent producer e Independent producer
® Banks * Private equity/film

funds
* Subsidies
 Banks/Gap financing

SEED CAPITAL

Bespoke leveraged credit transactions can be designed
to provide seed capital for talented start-up hedge fund
managers and can also provide a range of investment
opportunities for investors.

In the transaction process a fund of funds manager
appoints a hedge fund manager to select a portfolio of
credits.

12-24 mths 24 mths >

Source: Deutsche Bank

Investors then select their level of comfort in the
expertise of the hedge fund manager by investing in
various rated levels of this portfolio of credits (eg, AAA,
AA tranches). The higher the rating, the lower the leverage
and consequently the lower the yield to the investor.

The transaction pays a yield on the tranche, which
will be linked to the average portfolio yield and the
applicable leverage factor.

The leverage factor will be determined according to

‘Bespoke leveraged
credit transactions can
be designed to provide
seed capital for talented
start-up hedge fund
managers and can also
provide a range of
investment opportunities
for investors’
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Example of bespoke credit hedge fund
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Hedge fund selects ...they are
portfolio of, for then pooled
example, 100 names together

portfolio characteristics and the size or rating of the
tranche desired by the investor.

Throughout the life of the trade the hedge fund manager
can trade the portfolio to avoid potential defaults.

This bespoke leveraged credit technology represents a
major new step in convergence between credit
derivatives and traditional leveraged products — putting

[[Il CORPORATE STATEMENT

With roughly € 758bn in assets and approximately 77,000 employees, Deutsche Bank

...and tranched into tailorised risk/return profiles.

Tranche
AAA Note
AAA —_— AA Note
AA —_—
BBB ——
BBB Note
Highly
Leveraged

In this example,
the investor then
chooses to invest
into the AAA, AA

and BBB notes

Source: Deutsche Bank

investor control and flexibility at the heart of the product.
Jeffrey D’Souza is a managing director and head of the
Alternative Investment Group in Deutsche Bank AG
London; Yves Soyfer is a director in the Alternative
Investment Group, Deutsche Bank, London; Gareth James
is a director and head of funds structuring at

Deutsche Bank, London
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offers its 12 million clients unparalleled financial services in 75 countries throughout

the world. The Bank aspires to be a leading global provider of integrated financial solu-
tions for demanding clients and the pre-eminent bank in Germany generating excep-
tional value for its shareholders and people. Deutsche Bank ranks among the global
leaders in corporate banking and securities, transaction banking, asset management,
and private wealth management, and has a significant private & business banking fran-
chise in Germany and other selected countries in Continental Europe.

Contact:

Tel: +44 20 7547 4285
www.deutsche-bank.com
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