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Loose-money 
era leaves trail 
of corporate 
debt junkies
By Jessica DiNapoli, Kate Duguid 
and Joshua Franklin, Reuters

• Companies took on cheap debt, now burdened by it
• They must reduce debt instead of investing in business
• Fed rate rises, possible economic downturn loom

Many U.S. companies that gorged on 
cheap debt with forgiving terms over the 
last decade now find themselves shackled 
by it, spending much of their earnings pay-
ing off lenders rather than investing in their 
businesses or hiring.

As small firms, which together account 
for half of U.S. employment, begin to feel 
the squeeze, this could chill hiring, wages 
and consumption, adding to headwinds 
from wobbly financial markets and ebbing 
global growth, economists and corporate 
finance professionals say.

The number of companies struggling 
with their debt obligations is hovering near 
record highs. Some 17 percent of publicly 
traded U.S. companies had trouble mak-

ing debt interest payments at the end of 
last year, up from less than 10 percent in 
2010 and off from a high of over 20 percent 
in 2016, according to Institute of Interna-
tional Finance, a trade group for financial 
institutions.

In value terms, such firms account for a 
fraction of companies the IIF monitors. But 
they exemplify the struggles of a bigger uni-
verse of private firms which have loaded up 
on so-called leveraged debt, typically vari-
able-rate loans offered on generous terms 
by banks and non-bank lenders.

With Federal Reserve rate increases 
pushing up interest expenses and the U.S. 
economy facing a slowdown as it nears a 
cyclical downturn, more and more of those 
borrowers may scramble just to stay afloat.

“It could reduce capital expenditures, cap-
ital deployment and lock up the economy, 
because companies could be so focused on 
making debt payments that they may not be 
hiring,” said Christopher Zook, CIO of fam-
ily office CAZ Investments.

Take CPI Card Group, which makes credit 
and debit cards for banks and retailers. The 
card maker was among firms that tapped 
the leveraged loan market, when it bor-
rowed $435 million for general purposes 
before it went public in 2015.

CPI repaid some of the loan with pro-

ceeds from its public offering, but as its 
profits have deteriorated, the company has 
nearly lost its ability to service the remain-
ing debt. Its earnings for 2018 roughly 
matched its debt expenses, according to 
Moody’s, down from nearly five times the 
size in 2014.

The company cut its headcount by 13 
percent between 2015 and 2017 to 1,200 
workers. Last year, it shut a plant in Little-
ton, Colorado, where it is based, accord-
ing to the state’s Department of Labor and 
Employment.

As Americans complete the shift to chip-
enabled credit cards, CPI forecasts revenue 
will rise in 2019. But the forces that have 
held it back will persist: the credit card 
maker is losing market share to competitors, 
and high inventories help big banks keep 
prices low, says Stephen Morrison, analyst 
at Moody’s. CPI Card declined to comment.

Investors’ hunt for higher returns in an 
era of record-low interest rates has given 
debt-laden companies access to cheap, easy 
credit, encouraging them to take on more 
debt than would be possible in less forgiv-
ing conditions.

As a result, the median debt levels of non-
financial companies relative to their earn-
ings already exceed levels before the last 
financial crisis, according to S&P.

LEVERAGED LOANS

Ratings Wrap-Up (January 28, 2019 - February 4, 2019)
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

2/4/19 Winebow Brazos Partners, 
Brockway Moran = Moody's lowered its corporate family rating to 

Caa1. Outlooks is stable.
The company has increased refinancing risk over the 
next few years as its capital structure begins to mature.

Moody's

2/4/19 David's Bridal Clayton, Dubilier 
& Rice < S&P upgraded its issuer credit rating to B-. The 

outlook is negative.
David's Bridal emerged from bankruptcy on Jan 18, but 
still faces sustainability problems from competition. 

S&P

2/4/19 Charlotte 
Russe Inc

Advent 
International = S&P downgraded its issuer credit rating to D. The company announced that it filed for Chapter 11 and 

plans to close 94 of its locations.
S&P

1/31/19 EnergySolutions 
Inc

Energy Capital 
Partners = S&P lowered its issuer credit rating to B-. Outlook 

is negative.
The company's is expected to have weak earnings and 
cash flow in 2019 while debt leverage remains high. 

S&P

1/30/19 New Insight 
Holdings 
(Dynata)

Court Square 
Capital Partners, 
HGGC

= S&P downgraded its issuercredit rating to B-. 
Outlook is stable.

The company's debt will lower its free operating cash 
flow after it acquired Reimagine Holdings Group.

S&P

1/30/19 IPC Corp Centerbridge 
Partners = Moody's downgraded its issuer credit rating to 

Caa2. Outlook is negative.
Evolution in the marketplace has brought uncertainty of 
the company's capital structure sustainability.

Moody's

1/29/19 Academy, Ltd KKR = Moody's downgraded its issuer credit rating to 
Caa1. Outlook is negative.

The company's weak operating performance and high 
leverage come from its geographic conentration and 
long-term lease commitments to large-format stores.

Moody's

1/28/19 Engine Holding Lake Capital = S&P downgraded its issuer credit rating to CCC. 
The outlook is negative.

A default scenario could occur within six to 12 months 
due to revenue declines from reduced client spending.

S&P

1/28/19 American 
Teleconferencing 
Services (ATS)

Siris Capital 
Group

Moody's downgraded its corporate family rating to 
Caa2. Outlook is negative.

The risk of default is high due to its parent company 
PGi's deteriorating EBITDA in addition to ATS's 
precipitouis decline in audio revenues. 

Moody's
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