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Investors ask 
rating firms 
to punish loans 
with aggressive 
documentation
By David Brooke, Reuters

•	 Investors call to punish loans with aggressive documents
•	 Weak protection for lenders is a continued concern
•	 Covenant-lite loans are industry norm

Investors are calling on ratings agencies 
to downgrade leveraged loans with overly 
aggressive documentation, as weak lender 
protection continues to cause concern.

The Moody’s European covenant quality 
indicator in Q4 hit a record low of 3.83, the 
lowest figure since the credit-rating com-
pany established the monitor in 2012. The 
statistic focuses on high-yield bonds but ana-
lysts say loans are in a similar state.

Covenant-lite loans, which offer little pro-
tection for lenders, have become established 
as the market norm. Several services, includ-
ing Moody’s, Fitch-owned Covenant Review 
and Debt Explained have been established to 
analyze documentation and inform inves-

tors on individual deals.
Some investors would like to see ratings 

agencies go further in assessing the risks 
that flexible documentation poses to lenders 
and downgrade loans with offending docu-
ments, particularly loose restricted payment 
tests and the ability to take dividends from 
day one.

“I think the agencies have talked a bit 
about the impact of [covenant-lite] and what 
they think the recovery rates are,” a senior 
investor said.  “Our frustration is that they 
talk a good game, but you’re not seeing that 
reflected in the actual ratings.”

Flexible document packages raise several 
unknowns around individual companies 
and the actions that their PE owners could 
take in a range of scenarios, and is therefore 
not weighted heavily in the final rating.

“Our credit ratings are based on the 
analysis of issuers’ fundamentals, whereas 
the covenant scores focus purely on the 
details of a specific bond’s documentation,” 
said Lisa Gundy, chief covenant officer at 
Moody’s.

“Flexible covenants, allowing the ability 
to distribute cash, remove security protec-
tion or increase debt, can be a reflection of 
an aggressive financial policy.”

Financial data company Refinitiv, the 
parent company of LPC, scored 4.77 on 

Moody’s indicator. It was the lowest ranked 
covenant package in the European market 
in 2018 and one of the biggest deals of the 
year.

The score was linked to cash leakage, 
flexibility on investments, leveraging and 
structural subordination. The company 
scored a B2/B/BB from ratings agencies and 
the dollar and euro loan tranches priced at 
375 basis points and 450 basis points over 
Libor/Euribor respectively.

Private equity firms prioritize the flex-
ibility in credit documentation highly. The 
freedom gives them options to reach high 
return targets and managed credits through 
a downturn.

Many have taken active buy-and-build 
strategies with acquisitions which see spon-
sors tapping the loan market regularly and 
investors and lenders are willing to give 
flexibility to sponsors on good credits.

For banks, repeated add-on financings 
provide a reliable revenue stream. But the 
frustration that looser restrictions are not 
being factored into ratings remains.

“If loans with weak documents are 
issued, then they ought to be rated substan-
tially below what a normal loan would be 
rated, and I would hope to see more price 
distinction around that,” the senior inves-
tor said.

LEVERAGED LOANS

Ratings Wrap-Up (January 14, 2019 - Jan 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

1/18/19 Perforce Clearlake Capital ? S&P assigned its issuer credit rating of B-. The 
outlook is stable.

The rating comes after the company's announcement to 
acquire DevOps tool provider Rogue Wave Software.

S&P

1/17/19 CROSSMARK Warburg Pincus = S&P downgraded its issuer credit rating to CCC. 
The outlook is negative.

Operating performance has weakened, free cash flow 
has turned negative, and liquidity has declined. Default 
appears imminent.

S&P

1/17/19 Hexion Apollo Global 
Management = S&P downgraded its issuer credit rating to CCC. 

The outlook is negative.
Since the company's ABL is due within the year, its 
liquidity risk has increased.

S&P

1/16/19 Hoover Group 
(HFG)

First Reserve = S&P affirmed its issuer credit rating to B- and 
revised its outlook to negative.

The company's $30 million revolving credit reaches 
maturity this month. 

S&P

1/16/19 Payless Inc Blum Capital, 
Golden Gate Capital = S&P downgraded its issuer credit rating to CCC-. 

The outlook is negative.
Continued weak performance has increased the 
likelihood of default or restructure in the next six months.

S&P

1/15/19 API Heat 
Transfer 
ThermaSys Corp

IGP = S&P lowered its issuer credit rating to SD. The company recently completed a restructuring by 
converting outstanding debt into equity interest.

S&P

1/15/19 Fuse Columbia Capital = S&P downgraded its issuer credit rating to CC. 
Outlook is negative.

Fuse is not expected to repay its $242 million senior 
notes due July '19; will pursue a distressed exchange or 
face insolvency within 6 months.

S&P

1/14/19 CIOX Health New Mountain 
capital < Moody's upgraded its corporate family rating to 

Caa2. Outlook stable.
Leverage is expected to remain high while improvements 
will be slow over the next 12 to 18 months.

Moody's

1/14/19 Novetta 
Solutions

The Carlyle Group < Moody's affirmed its Caa1 corporate family rating 
and upgraded its outlook to stable.

The company improved financial performance over the 
first 9 months of 2018.

Moody's
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