
NEWS ANALYSIS
www.buyoutsnews.com July 23, 2018 | BUYOUTS | 17

LEVERAGED LOANS

U.S. mergers 
help bank fees 
leap to record
By Lynn Adler, Reuters 
• H1: record $1.45 tln U.S. syndicated lending to companies
• Bank fees from arranging the loans: $8.1 bln
• Less onerous enforcement of leveraged-lending guidelines

A record $1.45 trillion of U.S. syndicated 
lending to companies for acquisitions, lever-
aged buyouts, dividends and refinancing in 
the first half has propelled bank fees from 
arranging the loans to all-time highs.

The $8.1 billion earned in H1 slightly 
topped the prior record $8 billion taken in 
during H2 2017, setting a new peak, accord-
ing to Freeman Consulting Services.

The lending pace escalated in the second 
quarter and is seen staying heated through 
year-end, encouraged by lower U.S. corpo-
rate-tax rates and a federal judge’s June 
endorsement of the long-pursued megamerg-
er between AT&T and Time Warner.

Bankers eagerly awaited the outcome of 
the AT&T/Time Warner ruling, long after 
the deal was first announced in October 
2016, and now expect the decision to keep 
the chute wide open for similar M&A in 

coming months.
For lower-rated borrowers, under this 

administration there is less onerous enforce-
ment of leveraged-lending guidelines put 
in place five years ago to rein in high-risk 
practices.

“The market was firing on all cylinders 
in the second quarter,” said Jeff Nassof, a 
director at Freeman Consulting. “There were 
plenty of new-money loans from both cor-
porate M&A and leveraged buyouts, and it 
looks like more to come given the relaxed 
regulatory environment and strong stock 
market.”

At the current pace, fees will reach an 
annual record for banks lending to blue-chip 
as well as to highly indebted companies, 
according to Freeman, which estimates fees 
based on Thomson Reuters data.

Fees of nearly $6.6 billion earned by 
banks in the first half for extending lever-
aged loans to lower-rated borrowers topped 
$5.8 billion in the year-earlier period by 
more than 14 percent, roughly matching 
the all-time high for any six-month period 
set in H2 2017.

The mix of deals, which has increasingly 
shifted to new funding rather than lower-
margin refinancing loans, is also propping 
up fee income.

Among the loans boosting the leveraged-

fee pool were those made to back auto-parts 
maker Tenneco’s purchase of Federal-Mogul 
from Icahn Enterprises, Amneal Pharma-
ceuticals’ merger with fellow generic-drug 
maker Impax Laboratories, and building-
products maker Ply Gem Holdings’ take-pri-
vate by buyout firm Clayton, Dubilier & Rice.

For extending loans to high-quality com-
panies, banks earned about $1.5 billion in 
the first half, a 44 percent spike from a 
year earlier and the highest half-year tally 
on record.

“For investment-grade companies, it’s still 
a very strong M&A environment — stock 
prices are high, so sellers are willing to sell, 
and buyers are willing to bid their stock to 
get assets,” Nassof said.

At the same time, interest rates have 
risen but remain low historically, while the 
economy and corporate profits are growing.

“Debt financing is cheap, so that’s not 
really any inhibitor to financing a big deal,” 
Nassof said. The AT&T/Time Warner deci-
sion “is going to be a boost for deals, giving 
potential buyers the all-clear signal.”

Among the fee drivers in the first half 
in the high-grade sector were loans back-
ing Comcast Corp’s bid to buy Sky Plc, 
Walt Disney’s offer to buy Fox media assets 
and Conagra Brands’ purchase of Pinnacle 
Foods.

Ratings Wrap-Up (June 25, 2018 - July 9, 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.

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

7/9/18 Alcami 
Corporation

Ares 
Capital ? S&P assigned Alcami a 'B-' corporate 

credit rating. The outlook is stable. 
Alcami is issuing a $50 million secured first-lien revolver and an ober $237 
million first-lien term loan and will use the debt to finance their acquisition 
by Madison Dearborn Partners.

S&P

7/3/18 North 
American 
Lifting

First 
Reserve < S&P raised NAL's 'CCC-' corporate credit 

rating to 'CCC+'. The outlook is stable.
Although S&P forsees NAL's long term financial commitments to be 
unsustainable, they believe there is a reduced risk of the company 
breaching their covenant over the next year.

S&P

6/28/18 Fairway Group GSO 
Capital 
Partners 

= Moody's downgraded Fairway's ' Ca' 
corporate family rating to 'Caa2'. The 
outlook is  negative.

Even though they emerged from bankrupcy in 2016, Moody's believes 
Fairway's capital structure is unsustainable due to future debt maturities 
and weak operating performance. 

Moody's

6/28/18 American Tire 
Distributions

TPG Capital = S&P downgraded ATD's 'CCC+' 
corporate credit rating to 'CCC'. 

Another one of ATD's major customers won't use it as its U.S. distributor 
anymore. The company, Bridgestone, represents 11% of ATD's unit sales. 

S&P

6/27/18 American Tire 
Distributions

TPG = Moody's downgraded ATD's ' Caa2' 
corporate family rating to 'Caa3-PD'. 
The outlook is  Rating Under Review.

Another one of ATD's major customers won't use it as its U.S. distributor 
anymore. The company, Bridgestone, represents 11% of ATD's unit sales. 

Moody's

6/26/18 Northwest 
Hardwoods

LittleJohn 
& Co. ? S&P affirmed Northwest Hardwood's 

'B-' corporate credit rating. The outlook 
is stable.

Due to strong lumber prices and better margins for log sales, Northwest's 
earnings improved moderately over the past year. Despite this, leverage 
stays at over 8x.

S&P

6/26/18 Aptos Apax ? S&P affirmed Aptos's 'B-' corporate 
credit rating. The outlook is stable.

Aptos plans to issue a $360 mill secured facility which consists of a $30 mill 
revolving credit facility, $230 mill first-lien loan and $100 mill second-lien 
loan.

S&P

6/25/18 PetSmart BC Partners ? S&P affirmed PetSmart's 'CCC' corporate 
credit rating. The outlook is negative.

Press reports show secured lenders may challenge PetSmart's transfer of 
Chewy's equity. S&P will continue to asses the company.

S&P

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




