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Ares touts 
senior-lending 
boost from 
American 
Capital deal
By Steve Gelsi
• Ares cites senior direct lending program with 
 Varagon Capital
• Firm to emerge as $13 bln leader in BDC space
• American Capital sells off riskier assets

Ares Capital Corp expects higher fee 
income, lower costs and a larger and faster 
deployment of its senior direct lending pro-
gram with Varagon Capital as part of its 
pending $3.4 billion purchase of American 
Capital Ltd.

The acquisition, expected to close in the 
next 12 months, will make Ares the middle-
market leader among business-development 
companies, Ares said.

The firm estimates more than $13 bil-
lion in total pro-forma investments as of 
March 31. That’s more than double the $6 
billion for the No. 2 BDC, Prospect Capi-
tal Corp, and triple the $3.9 billion for FS 
Investment Corp, according to an Ares 
presentation.

Ares said its bigger scale from the deal 

may enable it to speed deployment and 
increase the target size of loans in its SDLP 
with Varagon, a firm backed by American 
International Group.

Ares CEO Kipp deVeer said the firm hopes 
to "accelerate the growth of our potentially 
high-yielding SDLP joint venture," according 
to a conference call with Wall Street ana-
lysts on May 23.

Potential for larger deals
Ares said it’s seeing more potential for 

larger deals such as its $800 million first- and 
second-lien credit facility to back a recapi-
talization by American Seafoods Group, a 
portfolio company of Bregal Partners, in 
2015. As part of the deal, Ares retained a 
significant position in each tranche, putting 
its own skin in the game.

“Those transactions are popping up more 
and more often for us,” deVeer said. “Two, 
three years ago, we may have gone and felt 
that we had a real competitive advantage 
underwriting $300 million and holding $100 
million. I think what we’re receiving now is 
the ability to literally commit $500 million 
to $1 billion per transaction.”

American Capital had said in January it 
would work with Goldman Sachs and Credit 
Suisse to solicit merger offers.

Overall, mergers between BDCs have 
been rare. TPG Specialty Lending has offered 
to buy TICC Capital Corp, but no deal has 
been reached.

In one of the few past acquisitions, Ares 
Capital paid $648 million for Allied Capital 
Corp in 2009.

Debt-research firm Fitch Ratings said 
Ares’s acquisition of Allied Capital turned 
out to be “highly accretive,” partly because 
the deal was well-managed by exiting equi-
ty investments and junior debt positions in 
favor of senior debt investments.

Ares will opportunistically exit ACAS’s 
controlled equity book and collateralized 
loan obligations over time to reduce the risk 
profile of its combined portfolio, Fitch said.

Nathan Flanders, managing director and 
head of non-bank financial institutions at 
Fitch, said the firm will keep watch about 
divestments by American Capital, particu-
larly before the deal closes.

Overall, Fitch prefers that BDCs invest 
higher up in the capital stack, in senior 
forms of debt that offer higher recovery 
prospects and lower volatility of invest-
ments, he said.

“If they’re unable to do that, they may 
need to think about the leverage level of 
the portfolio — they may need to de-lever 
to account for a higher risk profile,” Flan-
ders said.

LEVERAGED LOANS

Ratings Wrap-Up (May 20, 2016 - June 2, 2016)
The following table lists select ratings actions on the debt of an LBO-backed company by either Moody’s Investors Service or Standard & Poor’s.

Date Company: Sponsors: Arrow: Action: Highlight: Rating 
Service

6/2/16 Bain Capital The Gymboree 
Corp. < S&P upgraded the corporate credit rating on 

Gymboree to 'CCC+' from 'SD'. The outlook is 
negative.

The upgrade follows the completion of Gymboree's 
tender offer. The outlook reflects its limited liquidity.

S&P

5/25/16 First Reserve 
Corporation; 
Energy & 
Minerals Group

Permian Resources, 
LLC < S&P raised its corporate credit rating on Permian 

Resources to 'CCC' from 'SD'. The outlook is 
negative.

The upgrade follows Permian's repurchase of 40 percent 
of its subordinated notes. 

S&P

5/31/16 GCP Capital 
Partners

Hercules Offshore 
Inc. = S&P lowered the corporate credit rating on 

Hercules Offshore to 'CC' from 'CCC-'. The outlook 
is negative.

Hercules is expected to commence a Chapter 11 
bankruptcy filing within the upcoming weeks.

S&P

5/23/16 Old Ironsides 
Energy

Halcon Resources 
Corp. = S&P lowered Halcon Resources' corporate credit 

rating to 'D' from 'SD'. 
Halcon entered into agreement with its debt holders 
after filing for Chapter 11 bakruptcy.

S&P

5/31/16 Providence 
Equity Partners

TwentyEighty Inc. = Moody's lowered the corporate family rating 
on TwentyEighty to Caa3 from Caa1. The ratings 
outlook is negative.

The downgrade is a product of weak operating 
performance, deteriorating liquidity and heightened 
probability of a debt restructuring.

Moody's

6/2/16 Rank Group UCI International 
Inc. = S&P downgraded the corporate credit rating on 

UCI International to 'D' from 'SD'. 
UCI filed voluntary Chapter 11 bankruptcy after failing to 
make an interest payment within its grace period.

S&P

5/23/16 Warburg 
Pincus

W3 Co. = Moody's lowered the Corporate Family rating 
of W3 to Caa3 from Caa1. The outlook remains 
negative.

The downgrade is due to weakened activity and liquidity 
positioning. 

Moody's

Source: Standard & Poor’s, Moody’s Investors Service and Buyouts
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 Ares investor presentation: http://bit.
ly/1U7Xssk


