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Leverage levels 
peak again on 
megabuyouts
By Jonathan Schwarzberg, Loan 
Pricing Corp/Reuters

• Leverage on big U.S. buyouts returns to record levels
• PE firms’ equity checks shrink
• Bank loans more aggressive; regulators don’t penalize

Leverage levels on U.S. private equity 
buyouts are returning to record levels 
and PE firms’ equity checks are shrink-
ing as banks underwrite more aggressive 
loans, safe in the knowledge that regula-
tors will not penalize them.

Average leverage levels of 6.8x in 2019 
so far are rebounding toward a recent 
record of 6.97x in Q3 2018, before year-
end volatility cooled the market and the 
number fell to 6.09x, LPC data shows.

As leverage and the amount of debt 
that sponsors are piling on businesses 
is rising, the amount of equity they are 
contributing is falling.

Equity checks of 35.7 percent in Q1 

2019 so far are smaller than 38.7 percent 
in 2018 and 43.3 percent in 2017, the data 
shows.

Huge highly leveraged buyout loans 
are contributing to the spike, including 
$3.2 billion of loans for travel-commerce 
platform Travelport and a $6.4 billion 
dual-currency loan for Power Solutions, 
which backs the buyout of Johnson Con-
trols’ battery unit.

Travelport’s loans had leverage of 7.6x, 
Moody’s  says. Banks marketed adjusted 
leverage on Brookfield Business Part-
ners’ Power Solutions buyout at 6.1x, but 
Moody’s put the number higher, at 7.5x.

“People (bankers) are not as worried 
about leverage now. They don’t want to 
underwrite bad deals, but they’re willing 
to go up maybe half a turn of leverage 
without too much fear,” a senior lever-
aged-finance banker said.

Current leverage ratios are the highest 
debt-to-Ebitda levels seen since Q2 2007, 
before the financial crisis, when leverage 
also averaged 6.8x. This is due to regula-
tors giving more freedom to arranging 
banks and investors’ hunt for higher 
yield, market participants said.

U.S. regulators in 2013 implemented 
Leveraged Lending Guidance to limit 
systemic risk. This imposed extra scru-
tiny on loans with leverage greater than 
6x and required all secured debt or half 
of total debt to be able to be paid down 
within five to seven years.

LLG was relaxed last year when gov-
ernment agencies said it was guidance 
and not a rule, which is encouraging 
banks to arrange more highly leveraged 
deals without fear of regulatory penalties.

It is also producing riskier deals and 
more aggressive market conditions, 
another senior leveraged-finance banker 
said.

“You used to see one bank willing to 
provide more leverage,” a head of lev-
eraged finance said. “But now multiple 
banks are willing to underwrite these 
kinds of deals, and that has led to more 
aggressive conditions.”

Pricing on the Power Solutions loan 
was reduced after a successful syndica-
tion, but investors demanded higher pric-
ing on Travelport’s loan, a CLO investor 
said, as lenders were worried about how 
much leverage was being added.

LEVERAGED LOANS

Ratings Wrap-Up (March 5, 2019 - March 18, 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

3/18/19 Baines Creek 
Capital

Legacy Reserves = S&P lowered its issuer credit rating to CCC-. The 
outlook is negative.

Legacy announced that it has engaged outsider advisers 
to review potential strategic alternatives.

S&P

3/18/19 Riverstone Abaco Energy 
Technologies = S&P downgraded its issuer credit rating to CCC+. 

The outlook is negative.
Abaco has upcoming maturities in Nov '19 and in Nov 
'20. Market conditions may make refinancing difficult.

S&P

3/18/19 Platinum 
Equity

Artesyn 
Embedded 
Technologies

= S&P lowered its issuer credit rating to CCC. The 
outlook is negative.

There is a strong possibility of a distressed exchange 
or other restructuring activity as the company is not 
expected to refinance its '20 debt maturities.

S&P

3/14/19 Crestview 
Partners

Accuride Corp = S&P downgraded its issuer credit rating to B-. The 
outlook is negative.

The company is experiencing negative free operating 
cash flow as the company continues to restructure in 
Europe and Asia.

S&P

3/13/19 TA Associates; 
Vista Equity 
Partners

Gator Holdo Ltd. ? S&P assigned its issuer credit rating of B-. The 
outlook is stable.

TA Associates and Vista afreed to acquire the ERP 
software company Aptean Inc and Yaletown Acuiror 
S.a.r.l. and rename the entity Gator Holdo Ltd.

S&P

3/11/19 Thomas H 
Lee; Goldman 
Sachs

CTI Foods Holding 
Co = S&P lowered its issuer credit rating to D. CTI announced it filed for Chapter 11 on 3/11/2019. S&P

3/6/19 American 
Industrial 
Partners

Carlstar Holdings 
LLC = S&P lowered its issuer credit rating to CCC+. 

Outlook placed on CreditWatch.
Debt maturities in Sept. and Dec. of this year put 
Carlstar at a hightened refinancing risk.

S&P

3/6/19 Littlejohn & Co Strategic 
Materials = Moody's downgraded its corporate family rating to 

Caa1. Outlook is stable.
Lower volumes from product weakness and higher costs 
are dragging margins sharply lower.

Moody's

3/5/19 American 
Securities

ASP Emerald 
Holdings < S&P affirmed its issuer credit rating of B- and 

revised the outlook to stable.
Near-term liquidity concerns have been resolved by 
extending the maturity of its revolving credit.

S&P

3/5/19 MacAndrews 
& Forbes

Flavors Holdings = S&P lowered its issuer credit rating to CCC. 
Outlook is negative.

The company has an elevated refinancing and default 
risk due to near-term maturities in October 2019.

S&P

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




