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CLO issuance 
for ’18 at record 
as regulators 
lift oversight, 
spreads widen
By Kristen Haunss, Reuters

• CLO issuance in 2018 tops record set in 2014
• Spreads on senior tranches widen
• Regulators look closer at underlying assets

Issuance of U.S. collateralized loan 
obligations set an annual record, even as 
spreads on the funds’ most senior tranch-
es widen and regulatory scrutiny of their 
underlying assets increases.

In 2018 through Dec. 7, $124.6 billion of 
U.S. CLOs were raised, topping the record 
$123.6 billion set in 2014, LPC Collateral 
data shows. Another $149.6 billion of deals 
were refinanced, reset or reissued in 2018.

Investors turned to the $582 billion U.S. 
CLO market, the largest buyers of loans, 
which companies including American Air-
lines and Callaway Golf rely on to fund 

their businesses and back acquisitions, as 
a hedge to rising rates.

The funds, which pay most investors a 
set rate plus Libor, can be seen as an entic-
ing investment in this environment, and a 
number of new investors entered the space 
in 2018. The Fed has hiked rates nine times 
in the past three years.

But loans have not been immune to vola-
tility seen the past two months in other 
markets, with the SMi100, which tracks the 
most widely held loans, dropping to 96.29 
on Dec. 11, the lowest level since March 
2016, which has weighed on CLOs.

With spreads widening, some managers 
considered holding their CLOs until 2019, 
hoping the volatility would decrease. But 
as leveraged-loan prices have continued to 
fall, some firms decided to price their deals 
now in case the downward pressure contin-
ued into the New Year, says Jason Merrill, 
investment specialist at Penn Mutual Asset 
Management.

Spreads on the most senior tranche of 
the funds, the triple-A slice, have widened 
this year to an average 120 basis points in 
November from an average 98.14 in March, 
leaving less for equity holders who are paid 
last with the interest left over after the 

fund debtholders are paid, according to LPC 
Collateral data.

And while the debt coupons have 
increased, so has the Libor rate the inter-
est payments are pegged to – three-month 
Libor rose 108 basis points in 2018 through 
Dec. 12.

But with more investors f locking to 
floating-rate debt, especially in the first 
nine months of the year, companies were 
able to take advantage of the demand, with 
borrowers refinancing $339 billion of loans 
in the first three quarters of 2018, paying 
less interest to the funds, according to LPC 
data.

The mismatch makes it tougher for 
CLOs to find collateral that managers find 
high-enough quality with a big-enough cou-
pon, even though $585.1 billion of institu-
tional loans were arranged through Sept. 
30, an issue that may continue into 2019. 
The conundrum can lead some firms to 
buy higher yielding but riskier credits in 
order to generate enough cash to pay equity 
investors.

Falling returns come as regulators 
increase their criticism of looser underwrit-
ing in the $1.1 trillion U.S. leveraged-loan 
market.

LEVERAGED LOANS

Ratings Wrap-Up (December 3, 2018 - December 11, 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

12/11/18 Kleopatra 
Holdings 1 S.C.A.

SVP Global = S&P downgraded its issuer credit rating to B-. 
The outlook is stable.

The company underperformed S&P's EBITDA 
expectations for 2018.

S&P

12/11/18 Burger BossCo 
Intermediate 
(Checkers)

Sentinel Capital 
Partners = S&P downgraded Burger BosCo's issuer credit 

rating to CCC+. Outlook is negative.
The company has rapidly weakening operating 
performance and is expected to remain weak.

S&P

12/11/18 Checkout Holding 
Corp

Hellman & 
Friedman = S&P lowered its issuer credit rating to CCC and 

placed the company on CreditWatch Negative.
The company did not meet its Nov. 30 interest payments. 
S&P expects it to restructure its debt.

S&P

12/7/18 Road Infrastructure 
Investment Holdings

Olympus Partners = Moody's lowered its corporate family rating to 
Caa1. The outlook is stable.

The company has weak liquidity and it risks breaching 
financial covenant as a result of earnings deterioration.

Moody's

12/6/18 RGIS Holdings Blackstone = Moody's downgraded its corporate family 
rating to Caa1. The outlook is stable.

The company has an ongoing deterioration in operating 
performances as a result of rising U.S. wages.

Moody's

12/6/18 BevMo! TowerBrook = S&P downgraded BevMo's issuer credit rating 
to 'CCC+'. Outlook is negative.

The company has underperformed and is expected to 
remain under pressure as it works to fully implement its 
self-distribution.

S&P

12/6/18 TricorBraun AEA Investors = S&P lowered its issuer credit rating to 'B-'. The 
outlook is stable.

The company has not made progress in reducting its 
high debt leverage.

S&P

12/5/18 Avalign Holdings 
Inc

Linden Capital 
Partners ? S&P assigned an issuer credit rating of 'B-' to 

Avalign. The outlook is stable.
Linden Capital Partners is aquiring the CMO company. 
After the transaction, leverage will increase. But S&P 
expects that Avalign will have strong growth.

S&P

12/4/18 Road Infrastructure 
Investment Holdings

Olympus Partners = S&P lowered the company's issuer credit rating 
to 'CCC+'. Outlook is negative.

The company has had weak gross margins over the past 
several quarters.

S&P

12/3/18 RGIS Holdings Blackstone = S&P lowered RGIS's rating to 'CCC+' and placed 
it on CreditWatch Negative.

S&P expects the company to violate its total leverage covenant 
and is unsure if the sponsor will invest aditional capital.

S&P

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




