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Regulators say 
loan risk rising 
outside banking 
By Kristen Haunss, LPC/Reuters

• Regulators concerned about loan risk outside banking
• Nonbank lenders include CLOs and BDCs
• Record $128.1 bln U.S. CLOs were issued in 2018

Regulators are increasingly sounding 
the alarm about risk held by leveraged-loan 
buyers outside the banking system as years 
of low interest rates have pushed non-bank 
lenders toward higher-yielding assets.

The Fed, the Financial Stability Board 
and the Bank of England have all sounded 
the alarm about the growth of non-bank 
lenders, which include collateralized loan 
obligations and business development com-
panies, in the leveraged-loan market.

A record $128.1 billion of US CLOs, the 
largest buyers of loans, were issued in 2018, 
according to LPC Collateral data.

Concerns about the growth of these 
lenders prompted the FSB in February to 
suggest that enhanced data and informa-
tion collection is necessary to have a clearer 
view of the loan market and its risks, given 
its complexity and lack of transparency.

Following the credit crisis, as central 
banks kept rates near or, in some cases, 
even below zero, investors searching for 
yield turned to the floating-rate leveraged-
loan market, betting they would benefit 
when rates rose.

Loans pay lenders a set rate plus Libor, 
which rises as rates increase. The Fed hiked 
rates nine times in the past four years.

An influx of cash into CLOs and loan 
mutual funds, a mainstay in retirement 
accounts, allowed companies to slash bor-
rowing costs, extend maturities and erase 
lenders’ protections in documents, which 
prompted concerns about recovery rates.

“Many of the loans are securitized and 
sold to investors, spreading the risk of 
default throughout the system and allow-
ing the loan originators to pass the risk of 

poor underwriting on to investors,” Sen. 
Elizabeth Warren (D-Massachusetts) wrote 
in a November letter to regulators, citing 
concerns about underwriting standards in 
the leveraged-loan market.

U.S. regulators updated existing lever-
aged-lending guidance in 2013, apprehen-
sive by loosening terms, warning that debt 
compared to earnings, known as leverage, 
that exceeds 6x “raises concerns,” and that 
at least 50 percent of total debt should be 
repayable within five to seven years.

But the market has been emboldened by 
calls for deregulation, with President Don-
ald Trump vowing to dismantle Dodd-Frank 
financial regulations.

A record $923.8 billion of U.S. institu-
tional loans were arranged in 2017 fol-
lowed by $730.4 billion in 2018, LPC data 
shows.

At the same time corporate-buyout 
leverage rose to 6.6x last year, up from 6.4x 
in 2017, while lender protections weakened 
in the third quarter to a record low, accord-
ing to Moody’s.

LEVERAGED LOANS

Ratings Wrap-Up (February 6, 2019 - February 12, 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

2/12/19 Artesyn 
Embedded 
Technologies

Platinum Equity 
Advisors = Moody's downgraded its issuer credit rating to 

Caa1. Outlook is negative.
The company has weak free cash flow and upcoming 
maturities on its revolving credit.

Moody's

2/12/19 ASP Emerald 
Holdings

American 
Securities = S&P downgraded its issuer credit rating to B-. 

Outlook is negative.
The company's revolving credit matures on Aug. 1, '19, 
and its cash balances are modest at best. 

S&P

2/12/19 DiscoverOrg Carlyle Group ? S&P assigned its issuer credit rating of B-. Outlook 
is stable.

DiscoverOrg is entering an agreement to aquire a sales 
and marketing data business.

S&P

2/11/19 Project 
Silverback 
Holdings 
(Sparta System)

New Mountain 
Capital = Moody's lowered its corporate family rating to 

Caa1. Outlooks is stable.
Deteriorating performance is expected over 12-18 
months as the company transitions into a software-as-
a-service delivery model.

Moody's

2/11/19 New Trident Formation Capital, 
Audax, Revelstoke 
Capital Partners

= Moody's downgraded New Trident to D-PD The company filed for Chapter 11 on Feb. 10, 2019. Moody's

2/11/19 Ascent 
Learning

Blackstone, Canada 
Pension Plan 
Investment Board

= S&P lowered its issuer credit rating to B-. Outlook 
is stable.

Ascend plans to pay a $400 million divident to its 
financial sponsors using proceeds from unsecured 
notes.

S&P

2/11/19 Minotaur 
Acquisitions Inc 
(Millennium 
Trust Co.)

Abry Partners ? S&P assigned its issuer credit rating of B-. Outlook 
is stable.

The company will be acquired by Abry Partners for $1.7 
billion. 

S&P

2/8/19 Main Event 
Entertainment 
Inc

Ardent ? S&P assigned its issuer credit rating of B-. Outlook 
is stable.

Main Event is expected to maintain stable profitability, 
though will operate under a more leveraged capital 
structure.

S&P

2/7/19 Acosta Inc Carlyle Group = S&P lowered its issuer credit rating to CCC. 
Outlook is negative.

A recent amendment to Acosta's credit agreement puts 
the company at risk for a distressed exchange.

S&P

2/6/19 Fuse Columbia Capital, 
Rho Capital Partners = Moody's downgraded Fuse to D-PD Fuse defaulted its interest payment and entered a 

forbearance with its lenders.
Moody's
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