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LEVERAGED LOANS
Leverage near
pre-crisis level
as regulators
ease stance

By Jonathan Schwarzberg, Reuters
• Buyout leverage close to pre-crisis levels
• Comptroller softens stance on banks’ lending risk
• So far in Q2, buyout leverage Q2 averaged 6.57x
Leverage levels for buyouts are close to
pre-credit-crisis levels as banks are more
willing to underwrite highly leveraged
deals following the Office of the Comptroller of the Currency’s softened stance
towards lending risk.
So far during Q2, leverage for U.S. buyouts averaged 6.57x, the highest since 6.65x
during Q3 2014. Leverage at this level had
not been seen before that since 2007, before
the credit crisis hit, when leverage on buyouts topped out at 6.8x on average, Thomson Reuters LPC data shows.
Leverage, a measure of a company’s debt
versus its earnings before interest and tax,
was inching higher this year but took off
after the comptroller, Joseph Otting, in
February indicated that banks could underwrite deals that fell outside the constraints
of the Leveraged Lending Guidance implemented in 2013.

The guidelines called for a close look
at deals with more than 6x leverage and
required issuers to be able to pay down all
senior debt or half of total debt within five
to seven years.
Otting recently reinforced his remarks
and said banks may take on some deals that
fell outside the guidelines if they do so in
a “safe and sound manner” and have the
capital to support that activity.
“I think underwriters are willing to take
a little more risk,” said a senior banker.
“The market is certainly accommodating.”
Another contributing factor to rising
levels is the presence of several technology
companies entering the market with buyout
loans, market sources said.
Both underwriters and investors are
often willing to give tech names a bit more
leverage than other sectors because of the
strong, predictable cash flows.
Among those companies, educational
technology platform PowerSchool has
launched $1.3 billion of loans, while a very
successful highly leveraged deal from educational software company Renaissance
Learning priced on May 21.
PowerSchool’s deal will be leveraged
around 7.5x, as reported by Reuters. Private
equity owner Vista Equity Partners is merging the issuer with a talent management
software company firm in its portfolio
called PeopleAdmin along with an investment by PE firm Onex Corp.

Renaissance Learning saw strong enough
demand to price a $730 million first-lien
term loan at 325 basis points over Libor and
a $310 million second-lien term loan at 700
basis points over Libor, both on the tight
end of guidance. This deal was leveraged
at 7.75x per Reuters.
Another big buyout in the tech sector
expected to have leverage substantially
higher than 6x is the acquisition of software company BMC by KKR, announced
May 29.
Issuers have had the upper hand when it
comes to lining up loans this year as money
has poured into retail loan funds, collateralized loan obligations have been booming,
and investors from foreign countries have
scurried for floating-rate assets in the U.S.
“You’ve had interest from just about
every place you can,” said an institutional
loan buyer.
On the back of this interest, 68% of leveraged buyouts were leveraged above 6x times
during Q1, the highest level on record. During 2017, this number was 64.2%, which
was also higher than even 2007 when 61.5%
of buyouts had leverage of more than 6x.
The market is still trying to catch up on
deals with leverage north of 7x, though.
During 2007, 38.5% of deals had leverage
greater than 7x, a number that has never
been reached again. The first quarter of
2018 saw 29% of buyouts with leverage
above 7x.

Ratings Wrap-Up (May 9, 2018 - May 21, 2018)
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.
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BC Partners

PetSmart, Inc.

=

Moody's lowered PetSmart's Corporate Family
Rating to Caa1 from B2. The ratings outlook is
negative.

PetSmart is experiencing weak operating performance
and unsustainably high leverage.

Moody's

5/16/18

Carlyle Group

Ortho-Clinical
Diagnostics
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?
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S&P placed a 'B-' corporate credit rating on OrthoClinical. The outlook is positive.

The company's leverage is expected to improve but has
modest growth prospects and pricing pressures.

S&P

5/11/18

Golden Gate
Capital

California Pizza
Kitchen Inc.

S&P affirmed CPK's 'B-' corporate credit rating.
The outlook is now negative.

CPK demonstrated weak operating performance and
diminished margins for its loans.

S&P

5/16/18

MacAndrews
& Forbes

Revlon Inc

S&P affirmed Revlon's 'CCC+' corporate credit
rating. The outlook is now negative.

The outlook drop reflects the company's volatile
performance and expectation for it to continue.

S&P

5/11/18

Oaktree
Capital
Management

Dayton Superior
Corp

S&P dropped Dayton's corporate credit rating to
'CCC' from 'B-'. The outlook is negative.

Dayton has strained liquidity and could breach its
covenant in the next 12 months.

S&P

5/17/18

Rhône Group

VistaJet Group

<

S&P affirmed VistaJet's 'B-' corporate credit rating.
The outlook is now positive.

VistaJet's cash flow is expected to see an increase this
year leading to higher growth trajectory.

S&P

5/9/18

Shanda Group

Community Health
Systems Inc.

=
?

S&P lowered CHS' corporate credit rating to 'CCC-'
from 'CCC+' and placed it on CreditWatch negative.

CHS just completed three cash tender offers and faces
heightened risk of a distressed exchange.

S&P

5/15/18

TPG Capital;
Leonard Green
& Partners

J. Crew Group, Inc.

Moody's affirmed J. Crew's Caa2 Corporate Family
Rating and changed its outlook to positive.

J. Crew reduced its leverage with improved earnings
over the past several quarters.

Moody's

Source: Standard & Poor’s, Moody’s Investors Service and Buyouts

