
spglobal.com/ratingsdirect 

ANALYTICAL CONTACTS

Ramki Muthukrishnan 
New York

+1-212-438-1384 

ramki.muthukrishnan@spglobal.com 

Trevor Pritchard
London 

+44-20-7176-3737

trevor.pritchard@spglobal.com

MARKET OUTREACH CONTACT

Neil McPherson
New York 

+1-212-438-1458

neil.mcpherson@spglobal.com

Contacts continued on pages 152 and 153

Global Leveraged Finance 2021 
January 13, 2021 

mailto:stephen.anderberg@spglobal.com
mailto:sandeep.chana@spglobal.com
mailto:timothy.corprew@spglobal.com
mailto:sandrine.diemoe.feze@spglobal.com
mailto:william.edwards@spglobal.com
mailto:david.gillmor@spglobal.com


Global Leveraged Finance | January 2021

Foreword January 2021

A record level of vulnerable corporate credits will lead to even more defaults in 2021 and long-lasting 
solvency issues in certain industries, but trillions in monetary and fiscal support have cushioned the 
blow for global leveraged finance. 

Dear reader, 

In last year’s foreword, we discussed what the credit implications could be when the cycle 

finally turned. And so it did in 2020, in the most unexpected way.  

The COVID-19 pandemic put an abrupt end to the longest economic cycle in the U.S. history, 

leading to an expected 4% contraction in global GDP in 2020, as regions across the world 

navigate through multiple waves of the virus.  

As we entered this uniquely challenging year with a quarter of our global speculative-grade 

issuers rated 'B-' or lower (indicating high vulnerability to changes in economic and business 

cycles), it is no surprise that the pandemic led to a wave of downgrades, particularly in 

industries most exposed to COVID containment measures, such as transportation, leisure, 

retail, auto. Overall, 22% of nonfinancial corporates were downgraded, of which over two-

thirds were rated in the speculative-grade category, the bulk in the ‘B’ category. As a result, 

the percentage of speculative-grade issuers rated ‘B-’ and below rose to 40%, and those in  

the ‘CCC’ category rose to 16% in November , nearly doubling from pre-pandemic levels.  

Yet, the trillions in monetary and fiscal support across largest developed economies have 

cushioned credit deterioration by preserving access to liquidity and low cost of debt. As 

result, default rates increased, but not as much as would have otherwise been the case. The 

U.S. rolling 12-month speculative-grade default rate doubled to 6.4% in October 2020, from 

3.1% a year earlier , while the European one more than doubled to 5.3% from 2.1% over the 

same period.  

We expect the pandemic will continue to dominate the credit story in 2021, despite promising 

news on several vaccines bringing hope that an end is in sight. Even if the global economy 

gets back on track toward year end, with the U.S. regaining its pre-pandemic GDP level, it is 

likely to take until 2022 or later for many of the world’s economies to fully recover. Until a 

vaccine is widely available, which we assume will be around mid-year, further waves of 

COVID-19 may harm a fragile economic recovery and lead to further credit deterioration. And 

once the pandemic is largely contained, the focus will likely turn to the credit implications of 

the gradual phasing out of extraordinary stimulus measures. As a result of the surge in 

leverage and continuous hardship in most exposed industries, we expect default rates to 

increase to around 9% in the U.S. and 8% in Europe by September 2021.  

Overall, CLO ratings remained generally resilient in 2020, with rating actions largely 

contained to speculative-grade tranches, reflecting the relatively diversified portfolio of 

broadly syndicated CLOs and cushion to absorb downgrades. Next year will continue put CLO 

managers to the test, as credit pressure unfolds and recoveries trend down, as explored in 

this Global Leverage Finance annual report. 

Alexandra Dimitrijevic 
Managing Director 
Head of Global 
Research 
S&P Global Ratings 
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Foreword January 2021

Dear reader, 

“When the credit cycle turns” was the overarching theme encapsulating our forward-looking 

credit views prior to entering 2020. Little did we realize that the pandemic would make that 

theme so fitting. We signaled that corporate credit quality was marginal in many cases and 

vulnerable to an economic downturn or market shock in this quote “credit quality is declining 

and growth in leveraged loans and speculative-grade debt is amplifying credit stresses.” The 

shock resulting from the pandemic and collapse in oil prices delivered an unprecedented 

economic downturn across the globe. 

The tumbling financial performance of rated companies drove an onslaught of downgrade 

and negative rating action activity. The Federal Reserve's policy actions supported markets 

and led to bond issuance in the leveraged finance market soaring more than 60% in 2020 

over 2019 in the U.S. Liquidity of many issuers was bolstered to help withstand the 

pandemic's jarring effects on financial performance. Investors sought yield and expected 

issuers' operating performance to improve from the depths of the pandemic. However, 

massive levels ofdebt issuance, coupled with weaker credit metrics and uncertain economic 

recovery, are a problematic mix for credit quality in 2021. Now, overall credit quality is worse 

and more uncertain than in the recent past.   

Our leveraged finance research is geared toward delivering research insights. Commentaries 

such as “Credit Trends: A Round-Trip Ticket: Some Companies Downgraded to 'CCC+' Could 

Be Headed Back To 'B-' As the Economy Recovers” provides in-depth analysis into an 

important market development that has implications for investors. So does the review of 

recovery in “From Crisis to Crisis: A Lookback At Actual Recoveries And Recovery Ratings 

From the Great Recession to The Pandemic.” We also published a prescient commentary on 

various scenarios for CLOs in November 2019 and updated in March 2020 entitled “To 'B-' Or 

Not To 'B-'? A CLO Scenario analysis in Three Acts,” which addressed investor concerns 

about the impact of a downturn in corporate credit quality on CLOs. Once again, our forward-

looking analysis was very valuable to investors as the pandemic continued. 

In this edition of S&P Global Ratings’ Leveraged Finance handbook, our analysts provide 

insightful analysis on topical credit issues facing the leveraged finance market. We hope that 

you find this issue interesting and enlightening. 

Andrew Watt 
Managing Director, 
Lead Analytical 
Manager, Corporate 
Ratings
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Our recovery ratings reflect our estimate of the amount of outstanding debt a company can repay 
in a hypothetical default scenario. They are not precise numerical recovery estimates and are 
difficult to accurately predict, given the large number of variables that determine actual recovery 
and uncertainty about when and why a company might actually default. Recovery assumptions 
critically depend on the recovery scenario that we assume--typically a restructuring or liquidation.

Securitization often plays a vital role in the debt structure of financial services finance companies 
(FSFCs)--a grouping of diverse financial sector companies engaged in activities including
debt-purchasing, auto fleet services, real estate services, consumer finance, money transmission, 
and payday lending, to which we apply our methodology for nonfinancial corporations. Such debt 
facilities are secured by collateral and the bondholders rely on cash flows from these underlying 
assets to fulfill interest and principal payments. These facilities carry a lower weighted average 
coupon than other sources of debt financing, such as high-yield bonds, owing to securitization 
techniques or "true sale", which transfer the obligation of repayment from the originator to the 
underlying collateral. As the default of the originator would usually not trigger a default on the 
bonds, one might expect we would exclude these facilities from the issuers' debt structure in the 
calculation of our recovery ratings, but this is not always the case.

We are publishing this Credit FAQ in response to investors' questions to provide more information 
about our treatment of these type of securities when we estimate recovery ratings for FSFCs.

Frequently Asked Questions

Why do we typically include a non-recourse securitization facility in our
waterfall structure in a restructuring scenario?

Although the principle of "true sale" applies, we typically include the securitization facility in the 
company's waterfall structure, factoring in business considerations, and not only legal ones.

Most institutions will aim to sign a securitization facility, not only to diversify their funding 
sources, but also to lower their weighted average cost of funding. In a restructuring scenario, we 
expect this facility to be topped up with eligible assets or injected with additional liquidity to avoid 
automatic amortization of the bonds, which would effectively close off this source of funding to 
the business.
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Credit FAQ: The Role Of Securitization In Financial Services Finance Companies Recovery Ratings

Our hypothetical default scenario provides an enterprise value (EV) based on a company's 
emergence EBITDA, at which potential acquirers would value the company. Because we assume 
that this source of funding would be retained in a restructuring scenario, we typically include the 
securitization facility in our waterfall structure. Therefore, we include the earnings generated from 
the assets pledged to the securitization facility in our EBITDA valuation approach, rather than 
reducing our enterprise value for the value of these assets. As examples, please see our most 
recent analyses on Amigo Loans (published Oct. 18, 2019), Enova International Inc. (May 28, 2019), 
and Curo Group Holdings Corp. (Aug. 30, 2019).

When do we exclude a securitization facility from our recovery analysis?

If we believe that the issuer will be liquidated at the point of hypothetical default, or if the issuer's 
industry is asset-sensitive and has a liquid secondary market for its key assets and availability of 
independent appraisals, we generally use the discrete asset valuation (DAV) approach. Under this 
estimate of realizable value, we would exclude the securitization facility from the waterfall 
structure. We assume that the underlying assets pledged as collateral to the securitization facility 
will repay the principal and interest on the bonds in this facility. Thus, we exclude both the 
securitization and the assets it relates to from the calculation. As examples, please see our most 
recent analysis on Mr. Cooper Group Inc. (published Jan. 13, 2020), Quicken Loans Inc. (Nov. 21, 
2019), Freedom Mortgage Corp. (April. 8, 2019), and Anacap Financial Europe S.A. (Sept. 6, 2019).

Are there cases, or type of companies, where we use a combination approach?

We use a combination approach for FSFCs that operate in a number of different business 
segments or if a company owns substantial liquid assets that have a value independent of its 
operations, for instance, real estate (please see Hunt Companies Inc., published June 24, 2019 ).

Moreover, distressed debt purchasers have a separate servicing segment used by other 
companies to help them on the recovery of their loans in default. We believe that even after the 
default and liquidation of their core business, such companies would most likely be restructured 
and continue to operate. Therefore, we apply the DAV approach on the core business, excluding 
the securitization facility from the debt structure and DAV calculation, and use an EBITDA 
valuation for the EV of the servicing segment. As examples, please see our most recent analysis on 
Arrow Global Group PLC (published July 1, 2019), Intrum AB (publ) (Aug. 6, 2019), and Garfunkelux 
Holdco 2 S.A. (Aug. 15, 2019).

If a company moves to cheaper sources of funding, how does that affect
recovery prospects?

FSFCs have the ability to re-shape their capital structure over time. The question is how that 
affects the recovery estimate under our EBITDA valuation approach.

The typical waterfall structure for FSFCs may consist of a securitization facility, a revolving credit 
facility, and high yield debt. We typically assume that the securitization facility ranks first
(assuming priority rights to the best quality assets) followed by a revolving credit facility and high 
yield debt. The ranking of the latter two depends on their priority of payments. In our hypothetical 
default scenario we typically assume that 60% is drawn under the asset backed facilities and 85%
under credit facilities, but this can vary.

If an FSFC decides to refinance its high-yield debt at a lower price and at the same time maintain
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its debt levels, our projected EV at default will reduce. Since our recovery estimate follows a
fixed-charge approach, lower interest rates, together with unchanged capital expenditure and
other inputs, would lead to a lower EBITDA proxy and a lower EV at default. In other words, since
the company is able to survive slightly longer, there is a higher likelihood that additional value may
be eroded on the path to default.

However, we would not necessarily consider the company's valuation as materially lower following
a small change in its overall interest expense. We would apply analytical judgment to decide
whether any changes to our recovery estimates are reasonable.

On the other hand, if the company moves to cheaper sources of funding by increasing its
securitization facility and using these proceeds to partially repay its high yield bond, it would be
adding debt, on top of the bondholders. In such a case, our recovery estimate on the bond would
most likely weaken.

Related Criteria

- Recovery Rating Criteria For Speculative-Grade Corporate Issuers, Dec. 7, 2016.

Related Research

- Guidance: Recovery Rating Criteria For Speculative-Grade Corporate Issuers, May 18, 2018.

This report does not constitute a rating action.

Credit FAQ: The Role Of Securitization In Financial Services Finance Companies Recovery Ratings
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The leverage finance market continues to be of particular interest in 2020. Because we are deep
into the economic cycle, there are three key areas where S&P Global Ratings believes investors
should remain vigilant:

- The weakness of documentation is unprecedented, and could weaken debtholder protection.

- Many view the magnitude of pro forma EBITDA add-backs as adding credit risk.

- Leverage levels remain high.

WhenWhen TheThe CycleCycle Turns:Turns: HowHow S&PS&P GlobalGlobal RatingsRatings 
ReflectsReflects IncreasedIncreased RiskRisk InIn TheThe EuropeanEuropean 
LeverageLeverage FinanceFinance MarketsMarkets

PRIMARY CREDIT ANALYST

David W Gillmor

London

+ 44 20 7176 3673

david.gillmor
@spglobal.com

For those looking to analyze the risk in buying debt in the sector, European leverage finance 
ratings are a useful tool because they reflect our expectations of increasing default risk, both for 
existing and new debt. They also reflect our expectations that recovery, following default, will be 
materially lower than empirical evidence might otherwise suggest.

Weaker Loan Documentation Has Led To Lower Recovery Expectations

The steady erosion of senior lender protection in loan documentation is well recognized. The lack 
of any effective maintenance financial covenants, erosion of the guarantor group, creation and 
upsizing of "freebie buckets" (clauses that allow new pari-passu debt without senior lender 
approval), less frequent financial reporting, and restrictions on transferability are key changes.
(For more information, see "When The Cycle Turns: Assessing How Weak Loan Terms Threaten 
Recoveries," published Feb. 19, 2019, on RatingsDirect.)

Without effective financial maintenance covenants, an underperforming company has no 
covenants to trigger, and lenders have much less ability to demand changes to protect senior 
debtholders. Therefore, a company might underperform for longer, delaying default and 
potentially reducing recovery to lenders.

Historically, the group companies that guaranteed senior debt would typically represent all or 
almost all of the asset holding or revenue generating operating companies. This has evolved into 
language that typically states that at least 80% (sometimes less) of "eligible" group companies 
provide guarantees. In practice, this can leave valuable businesses outside this guarantee net, 
unavailable to senior lenders. This could further reduce any recovery.

Recently, freebie buckets have become more prominent. These give a company the right to raise 
senior debt, ranking equally and sometimes ahead of existing senior debt, without needing to seek
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permission of existing senior debtholders. While there is limited evidence of these buckets being
used thus far, they do create a risk that, as the point of default, the level of senior debt might be
much higher than a transaction's start. S&P Global Ratings typically does not assume any use of
freebie buckets when rating transactions, unless there is a clear near-term plan for them.

Less frequent financial reporting (typically moving to quarterly from monthly) affect's a lender's
ability to closely monitor an exposure, but typically has limited impact on ratings or recovery
prospects. Restrictions on transferability, while potentially frustrating for lenders, similarly have
little impact on ratings.

In short, the impact of weaker documentation is likely to be seen in lower recovery prospects, once
a company has defaulted, rather than in the corporate rating.

Chart 1

The recovery rate for first-lien debt, typically senior secured loans, has averaged just under 75% in 
from 2003-2018 (see chart 1). (For more information, see "2018 Annual Study of Corporate 
Recoveries in Europe: Little Change, For Now," published May 20, 2019.) Recovery ratings on the
€450 billion of first-lien speculative-grade debt that we rate averaged just under 60% at 
September 2019. This is a material difference. Effectively, we expect the current cohort of
first-lien debt to receive, on average 15% lower recoveries, in default, than the historical average.

When The Cycle Turns: How S&P Global Ratings Reflects Increased Risk In The European Leverage Finance Markets
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How We Assign Ratings

When S&P Global Ratings assigns ratings to corporate debt, it typically rates the company and the specific debt
instrument. The company rating, or issuer credit rating (ICR), is a forward-looking opinion about an obligor's overall
credit worthiness. The debt instrument also has an issue rating, which we derive from the recovery rating. This
recovery rating provides a specific opinion about the expected recovery of a debt issue, in the event of a default.

EBITDA Add-Backs Can Lead To Material Differences In Ratio
Calculations

When S&P Global Ratings analyzes leveraged finance transactions, it typically meets with 
management, reviews historical financial data and forecasts, including the issuers' proposed 
EBITDA adjustments, and excludes the adjustments it views as less plausible predictors of 
recurring cash flow from our adjusted forecasts. These issuer forecasts, incorporating their 
proposed EBITDA adjustments, are what we term marketing EBITDA.

In September 2019, S&P Global Ratings released a study, based on U.S. data, that concluded 
EBITDA addbacks continue to be substantial and overstated, and in fact have expanded as the 
current prolonged cycle extends (for more information, see "When the Cycle Turns: The Continued 
Attack Of the EBITDA Add-Back," published Sept. 19, 2019.) This study reviewed a large sample of 
merger and acquisition (M&A) and leveraged buyout (LBO) transactions that originated from 
2015-2018.

A key observation from this study is that reported EBITDA in 2017 and 2018 averaged 35% below 
marketing EBITDA for both 2017 and 2018. The study concluded that "this marketing EBITDA is 
typically not a good indicator for future EBITDA."

In Europe, we also see substantial differences between marketing EBITDA and our
analyst-adjusted EBITDA calculations. (Marketing EBITDA is the same as the "S&P LCD Issuer 
Reported Pro Forma EBITDA." Both refer to the EBITDA a company presents for a new transaction, 
which often includes a number of pro forma adjustments to the reported EBITDA.)

On Dec. 3, we published a study comparing the marketing debt-to-EBITDA as compiled regularly 
by S&P LCD from bank presentations, with the S&P Global Ratings-adjusted debt to EBITDA. (For 
more information, see "How Leveraged Are European Leveraged Finance Transactions?" published 
Dec. 3, 2019.) While S&P Global Ratings' adjustments (see chart 2) include capitalization of leases 
and rents, they also contain substantial pro forma EBITDA adjustments.

When The Cycle Turns: How S&P Global Ratings Reflects Increased Risk In The European Leverage Finance Markets
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Chart 2

Our Corporate Ratings Reflect The Higher Risk

When The Cycle Turns: How S&P Global Ratings Reflects Increased Risk In The European Leverage Finance Markets
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Chart 3

European corporate speculative-grade ratings has increased, to nearly 700 today from 200 in
2009 (see chart 3). It also shows that much of this growth has come from 'B' and 'B-' ratings, the
latter in particular.

Chart 3 also highlights the increase in 'B' and 'B-' ratings as a proportion of European
speculative-grade debt outstanding. As both the volume and mix of 'B' and 'B-' ratings have grown
considerably, an increase in absolute numbers of defaults is highly likely.

When The Cycle Turns: How S&P Global Ratings Reflects Increased Risk In The European Leverage Finance Markets
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Chart 4

While ratings are a comparative ranking, it is interesting to view the historical long term default
rates per rating category (see chart 4). For example, for 'B' rated assets, about 12% defaulted after
five years. 15% after seven, and 17% after 10.

Chart 5

When The Cycle Turns: How S&P Global Ratings Reflects Increased Risk In The European Leverage Finance Markets
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While one cannot directly extrapolate from these historical default rates (see chart 5) to expected
default rates based on current ratings, because ratings are not designed to predict specifically
when an issuer will default, one can see default rates are materially higher than the current and
recent default rates.

Chart 6

Looking Ahead

We will continue to monitor developments in the sector. Further weakening of loan
documentation, or more pervasive use of EBITDA add-backs, might make forecasting ratios more
difficult, which could have negative rating implications for issuers that decide to use these
methods frequently.

European leverage finance ratings reflect our expectations of increasing default risk, both for
existing and new debt. They also reflect our expectations that recovery, after default, will be
materially lower than empirical evidence.

This report does not constitute a rating action.

When The Cycle Turns: How S&P Global Ratings Reflects Increased Risk In The European Leverage Finance Markets
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(Editor's Note: This is the first article in which we list companies with loans held in U.S. CLO collateral pools that have
experienced coronavirus-related rating actions. We will update and republish the list of affected CLO obligors on a periodic basis as
warranted.)

Key Takeaways

- Some companies with loans held in U.S. broadly syndicated collateralized loan
obligations (BSL CLOs) have experienced negative rating actions largely due to
coronavirus-related concerns.

- Because U.S. BSL CLOs are relatively diversified across multiple speculative-grade
issuers and sectors, their exposure to coronavirus-driven corporate rating actions has
been modest to date.

- We expect corporate ratings activity on issuers affected by the coronavirus to continue,
and perhaps even accelerate, as the situation continues to evolve.

- U.S. BSL CLOs have some room to absorb additional downgrades. As of early March
2020, the average transaction has 4.8% exposure to corporate issuers rated 'CCC+' and
below and 3.8% of cushion in their junior overcollateralization (O/C) tests. But, if the
pace of negative corporate rating actions increases, we see downgrade risk for some
CLO subordinate tranche ratings and, potentially, some 'BBB' tranche ratings.

CLCLOO SpoSpotlightlight:t:

CoronavirusCoronavirus WillWill PutPut U.S.U.S. CLOCLO DiversityDiversity AndAnd 
ManagersManagers ToTo TheThe TestTest

PRIMARY CREDIT ANALYSTS
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daniel.hu
@spglobal.com

Robert E Schulz, CFA
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Ramki Muthukrishnan
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Stephen A Anderberg

New York

(1) 212-438-8991

stephen.anderberg
@spglobal.com

With market sentiment (heralding real and perceived economic impact) fluctuating as the 
Covid-19 issue evolves, the investor community has raised many questions on what the impact on 
credit quality and on S&P Global Ratings' credit ratings might be. To address some of these 
questions, we are highlighting and discussing the U.S. sectors that are more vulnerable to the 
still-developing economic fallout (with many sectors already experiencing significant price 
declines), entities that have already experienced rating actions, and our preliminary view of the 
potential consequences for U.S. BSL CLOs.
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CLO Spotlight: Coronavirus Will Put U.S. CLO Diversity And Managers To The Test

Our U.S. Macro View

While the coronavirus' rate of spread and the timing of its peak continues to be highly uncertain, 
modeling by academics with expertise in epidemiology indicates a likely range for the peak to be 
June 2020. For the purpose of assessing the economic and credit implications, we assume the 
global outbreak will subside during the second quarter of 2020, consistent with our recent report, 
"Global Credit Conditions: COVID-19's Darkening Shadow," published March 3, 2020. As the 
situation evolves, we will update our assumptions and estimates accordingly.

On March 3, 2020, our economists noted that the global macro impact from the coronavirus--then 
present in more than 70 countries, now more than 100--had doubled since the previous update on 
Feb. 11. S&P Global Ratings is now predicting that the U.S. economy will be severely weakened by 
the coronavirus in the first half of the year (see "Economic Research: Coronavirus Update: A Bigger 
Hit To First-Half U.S. Growth," published March 3, 2020). We now believe that the coronavirus will 
be a material headwind to growth in the near term, with a potential corresponding effect on the 
ratings on speculative-grade corporate loan issuers. For our most recent published research on 

CLO Diversification May Provide Protection

CLO exposure to sectors and issuers is broad…

U.S. BSL CLOs benefit from issuer and sector diversification. Most BSL CLO managers maintain 
highly diversified portfolios of leveraged loans, with exposure to many different corporate issuers 
across multiple sectors. Based on our review of the fourth-quarter 2019 data (see "CLO Spotlight: 
Fourth-Quarter 2019 CDO Monitor Benchmarks Reveal Relative Credit Quality And Diversity Of CLO 
Portfolios," published Jan. 24, 2020), the average reinvesting U.S. BSL CLO portfolio rated by S&P 
Global Ratings had an average obligor diversity metric (or effective obligor count) of 202; and an 
average industry diversity metric (or effective industry count) of 25.

Collectively, U.S. BSL CLOs have exposure to about 1,500 issuers across more than 60 Global 
Industry Classification Standard (GICS) industries.

But it's not business as usual with the coronavirus affecting several
industries

There have been several industries clearly affected by the coronavirus so far. As of March 11, 
2020, we note that three of the entities with the top 250 most widely held loans in U.S. BSL CLOs 
have experienced a negative rating action in part because of coronavirus concerns. Nine other 
entities that are not as widely held in CLOs have also experienced negative rating actions with 
coronavirus cited as a reason. Specifically, the concerns for these issuers were over declining 
volume of leisure and business travel, corporate events cancellations, and supply chain and 
production disruption. (We note that the impact from the coronavirus was not the sole 
determinant of all the negative ratings actions listed in table 1).
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Table 1

U.S. BSL CLO Obligors with Coronavirus-Related Rating Actions(i)

Rating

Action
date Issuer Rank

No. of
S&P-rated
U.S. BSL
CLOs with
exposure GIC Current Previous

Coronavirus-related
concerns noted

2/3/2020 Wynn Resorts
Ltd.

1,251-1,500 1 Hotels,
restaurants,
and leisure

BB/Watch Neg BB Decline in Macau
visitation

2/12/2020 GBT III B.V. 1,001-1,250 37 Hotels,
restaurants,
and leisure

B+/Stable BB/Stable Impact on business
travel

2/14/2020 Boardriders Inc. 1,001-1,250 34 Textiles,
apparel, and
luxury goods

B-/Negative B-/Stable Supply chain
disruption

2/26/2020 Sabre Corp. Top 250 164 Software BB/Watch Neg BB/Stable Impact on travel
bookings

2/26/2020 Tenneco Inc. Top 250 190 Auto
components

B+/Stable BB/Negative Production concern

2/27/2020 Cooper-Standard
Holdings, Inc.

1,001-1,250 42 Auto
components

B/Negative B+/Negative Production concern

3/3/2020 Samsonite
International S.A.

1,001-1,250 53 Textiles,
Apparel and
Luxury Goods

BB+/Watch
Neg

BB+/Negative Impact on business
travel

3/9/2020 Ryman
Hospitality
Properties Inc.

1,001-1,250 58 Equity real
estate
investment
trusts (REITs)

B+/Watch Neg B+/Negative Room cancellations

3/10/2020 EG Group Ltd. Top 250 268 Specialty
retail

B/Negative B/Stable Impact on sales
expansion and
margin stability

3/10/2020 National
Amusements Inc.

751-1,000 58 Entertainment B+/Watch Neg B+/Stable Impact on theatre
attendance

3/10/2020 Aimbridge
Acquisition Co
Inc

251-500 141 Hotels,
restaurants,
and leisure

B/Watch Neg B/Negative Business and leisure
travel cancellations

3/10/2020 Sabre Corp. Top 250 164 Software BB-/Negative BB/Watch
Neg

Expected decline in
travel volume

3/11/2020 GPS Hospitality
Holding Co. LLC

751-1,000 45 Hotels,
restaurants,
and leisure

CCC+/Negative B-/Stable Limited
improvement in
operating
performance

(i)As of March 11, 2020. BSL CLO--Broadly syndicated loan collateralized loan obligation. GIC--Global industry classification.

As of March 11, 2020, U.S. BSL CLOs rated by S&P Global Ratings have, on average, a 0.79%
exposure to the names listed in table 1, with the highest exposure of any single U.S. CLO at 3.4%. 
As new developments unfold, we expect there will be further rating actions across the 1,500-plus 
issuers operating across the 60-plus GIC industries with loans held in U.S. BSL CLOs. Our rating 
and view on a company's credit standing will depend on specific factors such as the rating cushion
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it has relative to its downgrade leverage threshold and the amount of liquidity it has to meet
upcoming obligations (interest and refinancing maturities).

In table 2, we list the GIC exposures across U.S. BSL CLOs as of the start of the year.

Table 2

GIC Exposure Across Reinvesting U.S. BSL CLOs(i)

GIC industry % exposure GIC industry % exposure

Software 8.74 Metals and mining 0.84

Healthcare providers and services 6.47 Electrical equipment 0.81

Hotels, restaurants, and leisure 5.93 Food and staples retailing 0.79

Media 5.45 Independent power and renewable
electricity producers

0.78

IT services 4.31 Communications equipment 0.77

Diversified telecommunication services 4.19 Technology hardware, storage, and
peripherals

0.76

Capital markets 3.86 Wireless telecommunication services 0.75

Commercial services and supplies 3.77 Household durables 0.74

Chemicals 3.58 Electric utilities 0.64

Insurance 3.22 Interactive media and services 0.63

Trading companies and distributors 2.91 Semiconductors and semiconductor
equipment

0.61

Specialty retail 2.82 Energy equipment and services 0.54

Machinery 2.63 Air freight and logistics 0.41

Entertainment 2.57 Construction materials 0.41

Containers and packaging 2.18 Distributors 0.39

Oil, gas, and consumable Fuels 2.08 Leisure products 0.38

Pharmaceuticals 1.98 Biotechnology 0.32

Aerospace and defense 1.68 Internet and direct marketing retail 0.29

Diversified consumer services 1.67 Textiles, apparel, and luxury goods 0.29

Food products 1.67 Gas utilities 0.25

Health care technology 1.55 Equity real estate investment trusts (REITs) 0.22

Electronic equipment, instruments, and
components

1.54 Thrifts and mortgage finance 0.22

Professional services 1.40 Mortgage REITs 0.20

Building products 1.39 Household products 0.19

Auto components 1.33 Automobiles 0.14

Project finance: power 1.14 Transportation infrastructure 0.14

Life sciences tools and services 1.13 Project finance: oil and gas 0.12

Real estate management and
development

1.02 Multiline retail 0.11

Healthcare equipment and supplies 1.01 Water utilities 0.11

Road and rail 0.95 Beverages 0.10
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Table 2

GIC Exposure Across Reinvesting U.S. BSL CLOs(i) (cont.)

GIC industry % exposure GIC industry % exposure

Airlines 0.95 Marine 0.06

Construction and engineering 0.89 Paper and forest products 0.06

Personal products 0.88 Consumer finance 0.04

(i)As of March 2020. BSL CLO--Broadly syndicated loan collateralized loan obligation. GIC--Global industry classification.

Unsurprisingly, industries reliant on business travel/consumer discretionary spending (e.g., 
airlines, specialty retail, hotels, restaurants, and leisure, and entertainment) and cross-border 
supply chains (e.g., electronic equipment, instruments and components, auto components, and 
chemicals) are particularly exposed from a credit perspective, with increased pressure on 
revenues and earnings (see "Global Credit Conditions: COVID-19's Darkening Shadow," March 3, 
2020). For example, we have placed our investment grade ratings on both Royal Caribbean Cruises 
Ltd. and Carnival Corp. on CreditWatch with negative implications because of potential lower 
cruise demand (neither are currently held in U.S. BSL CLOs).

Over the next several weeks, S&P Global Ratings will conduct reviews on global airline companies 
to reflect our updated views on the industry and this highly uncertain and fast-moving situation
(see "Coronavirus' Global Spread Poses More Serious Challenges For Airlines," March 12, 2020). 
Amongst U.S. BSL CLOs, exposure to airline issuers is less than 1% across six airline issuers. 
American Airlines is the largest airline exposure by far, and is the fifth-largest issuer held in U.S. 
BSL CLOs.

We also view the already beleaguered high-yield energy space as vulnerable in light of the sharp 
drop in oil and gas prices recently. On March 9, we revised our oil and gas price assumptions down, 
with our West Texas Intermediate oil price assumption lowered 36% to $35 per barrel. All 
investment-grade and high-yield exploration and production and oilfield services companies will 
be reviewed in the next several weeks. For the high-yield segment, in particular, issuers without 
hedges that face upcoming maturities and are somewhat squeezed on borrowing-base revolving 
credit facilities will most likely face multiple-notch downgrades (see "Unrestrained Supply 
Swamps Oil Outlook: S&P Global Ratings Revises Oil & Gas Assumptions," March 9, 2020). The 
good news here is that U.S. BSL CLOs nowadays have reduced their exposure to oil and gas 
companies to about 2% from about 4% during the last energy downturn in 2014-2016.

Already susceptible to missteps, 'B-' issuers could face more negative rating
actions

The well-established rise of 'B-' loans (about 20% of U.S. BSL CLO assets) has created a large pool 
of leveraged credits that were already susceptible to missteps (operational or economic). As of 
late January, about 22% of all 'B-' U.S. issuers had negative outlooks or CreditWatch statuses. 
Meanwhile, the S&P/LSTA Leveraged Loan Index bid price dropped to about 88 (as of March 12) 
from almost 97 in early January.

As we have previously written, the 'B-' universe is not evenly distributed across sectors (see "As 
The 'B-' Universe Expands, Timing Is Everything," published Dec. 6, 2019), and neither are the 
negative outlooks. Still, as of now, low-rated issuers with maturities this year certainly face grim 
prospects for refinancing. Negative rating actions are likely to occur as the change in the 
fundamentals for the economic landscape and capital markets are digested. That said, default
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potential is also not evenly distributed across sectors. In 2019, four sectors (consumer products;
metals, mining, and steel; oil and gas; and retail and restaurant sectors) accounted for 60% of
defaults, and, more recently, four sectors (energy, retail, business and consumer services, and
branded non-durables) accounted for just over 51% of the 'CCC' category.

While loans maturing in 2020 present refinance risks, CLO exposure is minimal

The flurry of corporate loan refinancing activity in recent years has pushed back the loan maturity
wall substantially. Consequently, the exposure to loans held in U.S. CLOs maturing this year is
immaterial. At the start of March, about 0.4% of collective U.S. CLOs exposure across 41 issuers
have loans maturing the rest of 2020 (2.2% are set to mature in 2021, while 5.0% in 2022). Also,
about half of the entities with loans maturing this year are rated 'CCC+' and below, while about
one-fourth are rated 'B-' and the remaining rated 'B' and above. If current credit conditions
continue, it will pose a severe challenge for the weaker issuers to refinance this year. Just a small
handful of CLO managers have around 2% of loans in their CLO portfolios set to mature in the year
2020.

Reinvesting U.S. BSL CLOs Have Some Room To Absorb Additional
Rating Downgrades On Entities In Their Portfolios

Loan prices, in concert with equity prices, have exhibited widespread volatility since the latter half
of February due to the coronavirus, which may have O/C test implications (due to market value
haircuts). Amortizing CLOs, which typically have higher concentration in 'CCC' category issuers,
may see junior O/C test volatility due to the decline in line prices (in addition, clean-up calls may
become difficult given low market values). The lower prices and corporate rating volatility may also
expose the junior CLO notes of amortizing CLOs to a potential risk of downgrade as well.

Reinvesting U.S. BSL CLOs have some room to absorb additional rating downgrades on the
companies that issue the loans in their collateral pools. As of early March 2020, the average
reinvesting transaction has 4.8% exposure to corporate issuers rated 'CCC+' and below and 3.8%
of cushion in their junior O/C tests. Because reinvesting U.S. BSL CLOs are entering this period
with higher exposure to 'B-' issuers (at about 20%, up from about 15% at the start of 2019), this
cushion can evaporate fairly quickly given a few downgrades of issuers into the 'CCC' category and
low loan prices. If the pace of negative corporate rating actions increases, we see downgrade risk
for some CLO subordinate tranche ratings and, potentially, some 'BBB' tranche ratings.

The coronavirus situation remains fluid. We will update this commentary in light of new corporate
rating actions, to provide insights into affected CLOs.

This report does not constitute a rating action.
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Key Takeaways

- The European CLO market, like most other sectors, is not completely resistant to the
effects of the COVID-19 pandemic, which we expect to continue for several months.

- In the short term, we do not expect rated European CLO transactions to experience
significant downgrades. Key transaction indicators such as the level of 'CCC' category
rated assets, the proportion of defaulted assets, and overcollateralization cushions,
suggest transactions are protected from a degree of deterioration in portfolio credit
quality.

- However, an extended period of stress may put downward pressure on our CLO ratings,
initially affecting speculative-grade tranches.
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At the beginning of 2020, the European collateralized loan obligation (CLO) market was facing 
several challenges, including credit deterioration, difficult arbitrage conditions, and asset 
scarcity. CLO investor concerns were typically over corporate credit deterioration and leverage 
ratios, expected recoveries, and loose documentation. At the macro level, trade wars, Brexit, and 
extended low rates were among the top risks. In spite of these concerns, CLO issuance started 
strongly, with several new transactions and senior note spreads dipping to a 20 month low. 
However, the sudden economic stop caused by the spread of COVID-19 and related containment 
measures will lead to a global recession, in S&P Global Ratings' view.

We expect a surge in the European speculative-grade corporate default rate to the high single 
digits over the next 12 months, although the severity will vary significantly by sector and individual 
credit characteristics. As a result, there could also be an impact on CLOs, which are securities 
backed by a portfolio of corporate debt, typically senior secured loans made to speculative-grade 
companies, whose average credit rating is in the 'B' ('B+', 'B', and 'B-') category.

Economic Downturn Set To Pressure EMEA Corporate Ratings

COVID-19 is one of the key challenges the European leveraged loan and CLO market will face in 
2020. S&P Global Ratings acknowledges a high degree of uncertainty about the rate of spread and 
peak of the coronavirus outbreak. Some government authorities estimate the pandemic will peak
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European CLOs: Assessing The Credit Effects Of COVID-19

between June and August, and we are using this assumption in assessing the economic and credit 
implications. We believe measures to contain COVID-19 have pushed the global economy into 
recession and could hurt employment levels and housing markets (see our macroeconomic and 
credit updates here: www.spglobal.com/ratings. As the situation evolves, we will update our 
assumptions and estimates accordingly.

Although economic data is currently limited, our short-term macroeconomic outlook for Europe 
has deteriorated and we now expect a contraction in Eurozone GDP of 0.5%-1.0% in 2020, revised 
down from our previous forecast of 0.5% growth. COVID-19 related disruption will affect economic 
activity in the first half of the year, with a particularly severe hit in the second quarter as
near-lockdown measures adopted across Europe dampen the real economy.

The combined effect of COVID-19, with the collapse in oil prices and extreme volatility in capital 
markets will inevitably have severe implications for credit. In our view, this will likely mean a surge 
in defaults, with the speculative-grade corporate default rate potentially increasing to the high 
single digits in Europe over the next six to 12 months from a base case of 2.3%.

The sharp decline in global demand will reduce corporate cash flow generation across industries, 
placing pressure on working capital needs, available cash, and revolving facilities, as well as 
companies' ability to remain operational. Government-led fiscal support for companies (especially 
smaller ones) will offer an alternative avenue for liquidity in the absence of constructive primary 
capital markets.

Nevertheless, the impact of the COVID-19 disruption will not be uniform across all industries. 
Sectors exposed to people mobility and discretionary spending, such as airlines, transportation, 
leisure and gaming, hotels and restaurants, and retail, are likely to be affected the most. Exposure 
and reliance on cross-border supply chains is another pressure point weighing on the overall 
creditworthiness of auto manufacturing and capital goods, for example. We expect credits in the 
healthcare, software, and telecommunication sectors to be more insulated.

Recent oil price shocks add yet another dimension in assessing vulnerabilities. Though oil at less 
than $35 per barrel will alleviate the variable cost component of issuers in the chemicals sector, 
this is likely to be more than offset by top-line contraction and high fixed cost component.

Companies rated 'B-' and below will likely suffer most from financing needs and rapid rating 
transitions. These companies are most likely to lack the financial flexibility to weather a crisis 
hitting both their top-line revenue and financing costs. They are also the most exposed to risks of 
distressed exchange or debt restructuring, which would qualify as a default under our ratings 
definitions.

Having access to ample liquidity to withstand at least two to three months of severely reduced 
revenue inflows, a nimble cost base, and access to liquidity will be key. We expect a deluge of 
covenant waiver and covenant reset requests, additional revolving credit facilities made available 
to cover working capital and cost shortfalls, and swift and severe cost cutting measures, 
culminating in distressed exchanges and even forced restructurings. There may also be isolated 
insolvency cases with limited recovery prospects where emergence as a going concern may not be 
feasible, particularly for smaller issuers.

So Far, Minimal EMEA CLO Exposure To Downgraded Credits

As of March 25, 2020, we have taken negative rating actions on 208 U.S. and EMEA
speculative-grade corporate issuers, to which European CLOs are exposed, for reasons related to 
the spread of COVID-19, including downgrades, and negative outlook and CreditWatch placements 
(see tables 1 and 2). On aggregate, these credits are included in the portfolios of 110 European
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CLOs that we rate, but account for only 7% of the total portfolio exposure by notional amount.

Chart 1

Table 1

Rating Actions On EMEA Corporate Credits

Date Issuer Sector Rating Recovery
Previous
Rating

Count
of

CLOs

Count
of

loans

Sum
of

loans
(mil.

€)

Loan
average
amount
(mil. €)

Loan
maximum

amount
(mil. €)

Loan
minimum

amount
(mil. €)

March
20,
2020

Vue
International
Bidco PLC

Media &
Entertainment

B-/Negative 3(65%) B-/Stable 72 147 163.62 1.11 5.09 0.07

March
20,
2020

Hurtigruten
Group AS

Media &
Entertainment

CCC+/Negative 3(55%) B-/Stable 45 52 147.20 2.83 6.00 0.25

March
20,
2020

Cassini SAS Media &
Entertainment

B-/Negative 3(60%) B/Negative 40 58 107.26 1.85 6.50 0.22

March
20,
2020

eDreams
ODIGEO S.A.

Retailing B/WatchNeg 1(95%) B/Stable 4 4 5.50 1.38 2.00 1.00

March
18,
2020

Cineworld
Group PLC

Media &
Entertainment

B/WatchNeg 3(60%) BB-/WatchNeg 18 20 21.80 1.09 4.12 0.32
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Table 1

Rating Actions On EMEA Corporate Credits (cont.)

Date Issuer Sector Rating Recovery
Previous
Rating

Count
of

CLOs

Count
of

loans

Sum
of

loans
(mil.

€)

Loan
average
amount
(mil. €)

Loan
maximum

amount
(mil. €)

Loan
minimum

amount
(mil. €)

March
18,
2020

Comet Bidco
Ltd.

Media &
Entertainment

B-/WatchNeg 3(60%) B-/Stable 7 7 14.58 2.08 2.71 1.81

March
17,
2020

Codere S.A. Media &
Entertainment

CCC+/Negative 3(65%) B-/Negative 18 18 51.67 2.87 6.00 1.25

March
17,
2020

Aston Martin
Holdings
(UK) Ltd.

Automobiles CCC-/WatchNeg 4(45%) CCC+/Negative 1 1 0.80 0.80 0.80 0.80

March
16,
2020

Amphora
Intermediate
II Ltd.

Consumer
Products

B-/Stable 3(55%) B/Stable 6 6 15.40 2.57 4.00 2.28

March
13,
2020

Auris
Luxembourg
II Sarl (WS
Audiology)

Healthcare B/Negative 3(55%) B+/Negative 93 100 337.24 3.37 8.00 0.33

March
12,
2020

Garrett
Motion Inc.

Automobiles &
Components

BB-/Negative 3(65%) BB-/Stable 25 28 58.30 2.08 5.73 0.61

March
10,
2020

EG Group
Ltd.

Retailing B/Negative 3(65%) B/Stable 89 190 515.21 2.71 11.76 0.10

March
9,
2020

Promontoria
Holding 264
B.V.

Transportation B/Negative 4(45%) B/Stable 39 54 76.94 1.42 3.67 0.15

March
9,
2020

Gestamp
Automocion

Automobiles &
Components

BB/Negative 2(70%) BB/Stable 1 1 1.00 1.00 1.00 1.00

March
4,
2020

Kongsberg
Automotive
ASA

Automobiles &
Components

B/WatchNeg 2(75%) B+/Negative 11 16 13.90 0.87 2.00 0.50

March
4,
2020

Travelex Media &
Entertainment

CCC/WatchNeg 5(15%) B-/WatchNeg 2 2 1.97 0.99 1.47 0.50

March
2,
2020

Planet
(Franklin UK
Bidco Ltd.)

Technology B/Negative 3(50%) B/Stable 34 159 91.38 0.57 4.22 0.01
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Table 2

Rating Actions On U.S. Corporate Credits

Date Issuer Sector Current

Recovery
(senior
secured) Previous

Count
of

CLOs

Count
of

loans

Loan
amount
(mil. €)

Loan
average
amount
(mil. €)

Loan
maximum

amount
(mil. €)

Loan
minimum

amount
(mil. €)

March
20, 2020

The Chemours
Co.

Chemicals B+/Negative 1(95%) BB-/Stable 42 43 113.17 2.63 4.93 0.99

March
20, 2020

Scientific
Games Corp.

Hotels &
Gaming

B/WatchNeg B/Positive 16 17 22.52 1.32 3.77 0.25

March
20, 2020

Mohegan
Tribal Gaming
Authority

Hotels &
Gaming

B-/WatchNeg B-/Stable 3 5 5.37 1.07 1.83 0.41

March
20, 2020

Downstream
Development

Hotels &
Gaming

CCC/WatchNeg B/Negative 2 3 3.66 1.22 1.84 0.46

March
19, 2020

Screenvision
LLC

Media &
Entertainment

B/WatchNeg 3(65%) B/Stable 3 5 4.51 0.90 1.50 0.75

March
19, 2020

Holley
Purchaser Inc.

Automotive B-/Negative 3(60%) B-/Stable 3 3 6.78 2.26 2.28 2.25

March
19, 2020

PDC Beauty &
Wellness Co.

Capital Goods B/Negative 6(0%) B/Stable 3 3 2.07 0.69 0.86 0.45

March
18, 2020

Banff Parent
Inc.

Technology B-/WatchNeg 3(65%) B-/Stable 69 86 298.97 3.48 11.78 0.49

March
17, 2020

International
Game
Technology
PLC

Hotels &
Gaming

BB/WatchNeg 3(65%) BB+/Stable 16 23 28.85 1.25 3.35 0.50

March
17, 2020

Go Wireless
Holdings Inc.

Retailing B/WatchNeg 2(80%) B/Negative 1 1 0.27 0.27 0.27 0.27

March
16, 2020

Getty Images
Inc.

Media &
Entertainment

B-/WatchNeg 3(60%) B-/Stable 26 29 71.77 2.47 4.73 0.20

March
16, 2020

AMC
Entertainment
Inc.

Media &
Entertainment

B/WatchNeg 1(95%) B/Stable 1 1 4.77 4.77 4.77 4.77

March
13, 2020

NEP/NCP
Holdco Inc.

Media &
Entertainment

B/WatchNeg 6(5%) B/Stable 57 62 127.10 2.05 5.87 0.50

March
13, 2020

Pugnacious
Endeavors Inc.

Media &
Entertainment

B/WatchNeg 3(50%) B/Stable 27 29 72.36 2.50 7.00 0.99

March
13, 2020

Carlson Travel
Inc.

Media &
Entertainment

B-/WatchNeg 3(60%) B-/Stable 12 12 25.44 2.12 5.70 0.50

March
13, 2020

WireCo
WorldGroup
Inc.

Metals &
Mining

B/WatchNeg 5(25%) B/Stable 1 2 1.32 0.66 0.88 0.44

March 3,
2020

Samsonite
International
S.A.

Capital Goods BB+/WatchNeg 1(95%) BB+/Negative 1 1 4.00 4.00 4.00 4.00

February
26, 2020

Tenneco Inc. Automobiles &
Components

B+/Stable 3(50%) BB/Negative 32 49 84.99 1.73 5.00 0.25
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Chart 2

In aggregate, the universe of European CLOs that we rate is generally well-diversified by issuer,
country, and sector, with more than 600 issuers across 27 countries and 60 Global Industry
Classification Standard (GICS) industries (see table 3).

Industries reliant on consumer discretionary spending (e.g., travel and high-end retail) and
cross-border supply chains (e.g., auto, electronics, and chemicals) are particularly exposed to
COVID-19 related risks and will see increased pressure on revenue and earnings (see "Global
Credit Conditions: COVID-19's Darkening Shadow," published March 3, 2020).

Table 3

European CLOs Exposure By GICS

GICS
Exposure

(%) Exposure (€) GICS
Exposure

(%) Exposure (€)

Software 9.29 4,087,556,989 Household durables 0.90 395,112,920

Health care providers and
services

9.13 4,020,345,382 Food and staples retailing 0.88 389,245,559

Chemicals 8.68 3,821,166,115 Technology hardware,
storage and peripherals

0.87 383,087,501

Diversified telecommunication
services

5.02 2,211,677,971 Marine 0.76 336,432,035

Hotels, restaurants and
leisure

4.71 2,071,628,802 Personal products 0.65 287,684,253
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Table 3

European CLOs Exposure By GICS (cont.)

GICS
Exposure

(%) Exposure (€) GICS
Exposure

(%) Exposure (€)

Media 4.64 2,042,396,810 Interactive media and
services

0.58 255,462,469

Commercial services and
supplies

4.50 1,979,739,456 Paper and forest products 0.58 254,214,731

Diversified consumer services 4.08 1,797,797,618 Electric utilities 0.54 239,226,806

Food products 3.70 1,629,631,596 Leisure products 0.43 188,982,791

Capital markets 3.64 1,603,320,341 Biotechnology 0.40 175,093,783

Specialty retail 3.58 1,574,267,948 Textiles, apparel and luxury
goods

0.39 172,803,173

Trading companies and
distributors

3.45 1,520,416,298 Wireless telecommunication
services

0.38 167,802,669

Machinery 3.00 1,320,212,522 Distributors 0.33 147,383,079

Entertainment 2.94 1,291,891,579 Metals and mining 0.32 141,763,734

Pharmaceuticals 2.71 1,194,212,308 Semiconductors and
semiconductor equipment

0.23 103,289,655

Building products 1.98 872,759,771 Consumer finance 0.21 93,351,666

Containers and packaging 1.82 801,029,930 Automobiles 0.19 82,180,614

Health care equipment and
supplies

1.76 776,271,842 Air freight and logistics 0.17 76,935,000

Real estate management and
development

1.33 584,858,713 Transportation
infrastructure

0.14 62,752,500

It services 1.30 572,645,124 Electrical equipment 0.11 46,846,524

Electronic equipment,
instruments and components

1.18 519,468,880 Construction materials 0.08 37,125,000

Life sciences tools and
services

1.14 503,656,088 Household products 0.07 29,687,000

Aerospace and defense 1.14 500,454,326 Project leisure and gaming 0.04 18,650,000

Professional services 1.05 460,298,723 Beverages 0.04 16,396,000

Multiline retail 1.01 445,297,784 Oil, gas and consumable
fuels

0.03 11,276,629

Construction and engineering 1.01 442,883,566 Energy equipment and
services

0.02 8,471,082

Internet and catalog retail 0.96 423,015,679 Road and rail 0.01 3,454,669

Auto components 0.94 411,655,126 Airlines 0.01 3,000,000

Insurance 0.93 408,206,108
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Chart 3

Overall CLO performance in fourth-quarter 2019 showed slight credit deterioration compared with
the previous three quarters, with an increase in 'CCC' category rated assets, and a worsening of
the S&P Global Ratings weighted-average rating factor (SPWARF) and scenario default rates (see
"European CLO Performance Index Report Q4 2019," published on March 24, 2020). Most of the
other metrics we capture showed stable performance.

Chart 4 shows the CLO exposure by loan amounts per country broken down by current outlook. It
also indicates the percentage of exposure amount for that country that has been affected by a
COVID-19 related rating action out of the total country exposure.
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Chart 4

Effect On European CLO Tranches

Considering the speculative-grade corporate rating actions that we have taken since the 
emergence of COVID-19, several of the affected credits are not present in the portfolios of any 
European CLOs that we rate. In addition, 25% of the credits with rating actions had their outlook 
changed to negative, which alone would not alter our credit analysis of CLO portfolios. By contrast, 
56% had their rating placed on CreditWatch negative, which our CLO credit analysis treats as a 
one-notch downgrade.

That said, CLOs benefit from structural features such excess spread, tranching, and the 
deferability of coupon payments on the mezzanine and junior notes. These factors make CLOs 
relatively resilient structures, and an increase in corporate downgrades is unlikely to lead to any 
CLO tranche defaults in the short term. A more likely scenario is that speculative-grade CLO 
tranches (and possibly some tranches originally rated 'BBB') could be downgraded.

The likely increase in the number of assets falling into the 'CCC' rating category has two effects. 
First, our stressed scenario default rates for the portfolio would increase, although not 
significantly. Second, there could also be a breach of the portfolio's documented 'CCC' limit, which 
could ultimately lead to a breach of coverage ratios. This would mean funds being diverted to 
repay the senior notes, increasing the CLO's average cost of debt and reducing excess spread.

For example, let's consider a 'AAA' rated CLO tranche, with 38.5% credit enhancement, and an 
assumed portfolio default rate of 65% in a 'AAA' stress (the scenario default rate; SDR). In general,
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an increase of 'CCC' category rated assets to 5% is unlikely to cause a downgrade, based on our
credit and cash flow models. Similarly, an increase of 'CCC' category rated assets to 15% would
increase the SDR by about 2.3 percentage points at the 'AAA' level, 2.8 percentage points at the
'BBB' level, and almost 3.0 percentage points for speculative-grade rating scenarios.

Nevertheless, the cash flow could be negatively affected by this change. In general, when a CLO
has 2.5% of excess 'CCC' category rated assets (the amount above the 'CCC' threshold, which is
typically 7.5%), this equates to a reduction in the overcollateralization cushion of 0.75%, when
using 70% as market value for the 'CCC' excess assets [2.5 x (1-70%)]. If the market value for the
'CCC' excess assets is lower, e.g., 40%, then the erosion in the overcollateralization cushion would
be greater, at about 1.5%. Otherwise said, the coverage tests will start breaching earlier and then
the senior notes start receiving their principal back earlier.

An increase in corporate default rates could have a similar, albeit more pronounced effect, as even
junior 'B-' rated CLO tranches tend to have 6.5%-7.5% credit enhancement and are deferrable in
nature. If we consider a 'AAA' rated tranche, with 38.5% credit enhancement, and a 'BBB' rated
tranche, with 15% credit enhancement, the increase of defaulted assets to 5% (with a 38%
recovery rate for 'AAA' rated notes and 55% for 'BBB') is unlikely to cause a downgrade to the
senior note and it may lead to a one notch downgrade for the mezzanine tranche, based on our
credit and cash flow model. Similarly, even an increase to 10% of defaulted assets would lead to a
likely downgrade of the senior tranches of just one notch, while the mezzanine notes would likely
face up to a two-notch downgrade. At the same time, the speculative-grade notes could suffer a
greater downgrade.

These are simplified examples, mainly to provide a sense of the risk of downgrade in specific
individual scenarios. In our experience, portfolio credit deterioration is not the only factor to
consider. Other factors such as decisions to work out the defaulted assets or a sharp deleverage
of the senior notes, which would increase the cost of debt of the structure, reducing the excess
spread, also play an important role.

That said, we expect that the increases in 'CCC' category rated assets and defaults in the
underlying portfolio will lead to a downgrade of the tranches, mainly at the bottom of the CLO
capital structure. Even senior tranches, structured with limited cushion, may also see negative
rating actions. The specific effect on individual transactions will depend on the structure and
portfolio, as well as the collateral manager's role. A collateral manager may be able to boost the
CLO's performance by purchasing better credit cheaply, and by building additional par, which
would benefit the noteholders. At the same time, a repricing-up of new loans can increase the
CLO's weighted-average spread (WAS), which can be used to cure coverage breaches. At the same
rating level, for a 1 percentage point increase in the portfolio's WAS, we would usually see about a
3 percentage point increase in the breakeven default rate. Although this somewhat oversimplifies
the effect of a relative change in both of these metrics, which will vary slightly among
transactions, it presents an approximate indication of what the effect may be. However, this will
ultimately depend on the details of each CLO's capital structure.

Appendix

Appendix I

Assets Affected By Recent Rating Actions On Corporate Issuers

Obligor Asset Type ISIN FIGI Rating

AMC Entertainment
Holdings Inc.

£500 mil 6.375% sr nts due
11/15/2024

Bond XS1512809606 BBG00GX2FRV3 B/WatchNeg
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Appendix I

Assets Affected By Recent Rating Actions On Corporate Issuers (cont.)

Obligor Asset Type ISIN FIGI Rating

Amphora Finance Ltd. £301 mil fltg rate Facility B
bank ln due 04/25/2025

Loan -- BBG00KJQWXF3 B-

Aston Martin Capital
Holdings Ltd.

£285 mil 5.75% nts due
04/15/2022

Bond XS1533915564 BBG00GB843Z5 CCC-/WatchNeg

Auris Luxembourg III
S.a.r.l.

EUR1.7 bil fltg rate Term B1
A bank ln due 02/21/2026

Loan -- -- B

Boxer Parent Company
Inc.

EUR930 mil fltg rate EUR
term bank ln due
10/02/2025

Loan US05988HAC16 -- B-/WatchNeg

Boxer Parent Company
Inc.

EUR301.5 mil 8.375% nts
due 09/01/2026

Bond XS1864418857 BBG00LLZ75R4 B-/WatchNeg

Carlson Travel Inc. EUR330 mil nts due
06/15/2023

Bond XS1535991498 BBG00FGQBYD0 B-/WatchNeg

Cassini EUR568 mil Facility B bank
ln due 03/28/2026

Loan -- -- B-

CODERE FINANCE 2
(LUXEMBOURG) S.A.

EUR500 mil 6.75% nts due
11/01/2021

Bond XS1513765922 BBG00F5F5J00 CCC+

Comet Bidco Ltd. £315 mil fltg rate Facility B1
bank ln due 09/29/2024

Loan -- -- B-/WatchNeg

Crown Finance US Inc. EUR607.643 mil fltg rate
Euro Term Loan bank ln due
02/28/2025

Loan US22834KAC53 BBG00JRTZV08 B/WatchNeg

Downstream
Development Authority

US$270 mil 10.50% nts due
02/15/2023

Bond US26112TAJ51 BBG00JSCPCF1 CCC/WatchNeg

eDreams ODIGEO S.A. EUR425 mil 5.50% nts due
09/01/2023

Bond XS1879565791 BBG00LY8PJV5 B/WatchNeg

EG Finco Ltd. EUR835 mil fltg rate EUR TL
Fac B1 bank ln due
02/06/2025

Loan -- -- B

EG Finco Ltd. EUR200 mil TL Second Lien
bank ln due 04/20/2026

Loan XAG2902UAB70 -- B

EG Finco Ltd. £400 mil fltg rate GBP TL
Fac B bank ln due
02/06/2025

Loan -- -- B

EG Global Finance PLC EUR700 mil 6.25% nts due
10/30/2025

Bond XS2065633203 -- B

EG Global Finance PLC EUR670 mil 4.375%
callable nts due 02/07/2025

Bond XS1992087996 BBG00NZHWKS3 B

EG Global Finance PLC EUR300 mil 3.625% nts due
02/07/2024

Bond XS1992918661 BBG00P2FHBL2 B

Explorer II A.S. EUR300 mil 3.375% bnds
due 02/24/2025

Bond NO0010874548 BBG00RLS8C37 CCC+

Franklin Uk Bidco Ltd. EUR8.4 mil fltg rate Term
B2 Loan bank ln due
12/09/2024

Loan -- BBG00JRY17M3 B
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Appendix I

Assets Affected By Recent Rating Actions On Corporate Issuers (cont.)

Obligor Asset Type ISIN FIGI Rating

Franklin Uk Bidco Ltd. EUR96.6 mil fltg rate Term
B3 Loan bank ln due
12/09/2024

Loan -- -- B

Franklin Uk Bidco Ltd. EUR250 mil fltg rate Term
B1 loan bank ln due
12/09/2024

Loan -- BBG00JB0T3Y0 B

Garrett LX I S.A.R.L EUR350 mil 5.125% nts due
10/15/2026

Bond XS1884811594 BBG00LZN8764 BB-

Garrett LX III S.A.R.L EUR375 mil fltg rate TL B
bank ln due 09/27/2025

Loan US36641DAE04 -- BB-

Garrett Motion S.a r.l. EUR330 mil fltg rate TL A
bank ln due 09/27/2023

Loan US36641DAC48 -- BB-

Gestamp Automocion
S.A.

EUR400 mil 3.25% nts due
04/30/2026

Bond XS1814065345 BBG00KP1FZS1 BB

Getty Images Inc. EUR450 mil fltg rate euro
term bank ln due
02/19/2026

Loan US37427UAK60 BBG00N2FT3K3 B-/WatchNeg

Go Wireless Holdings
Inc.

US$300 mil fltg rate 1st lien
term bank ln due
12/22/2024

Loan US38019UAB89 BBG00JF7F0R0 B/WatchNeg

Holley Purchaser Inc. US$400 mil fltg rate 1st lien
term bank ln due
10/24/2025

Loan US43540KAB89 BBG00M5B1S44 B-

Hurtigruten Group AS EUR655 mil fltg rate Term
loan Facility B bank ln due
02/09/2025

Loan -- -- CCC+

International Game
Technology PLC

EUR500 mil 3.50% nts due
07/15/2024

Bond XS1844997970 BBG00L7XFPC8 BB/WatchNeg

International Game
Technology PLC

EUR500 mil 2.375% nts due
04/15/2028

Bond XS2051904733 BBG00Q6WL5D6 BB/WatchNeg

International Game
Technology PLC

EUR500 mil nts due
01/15/2026

Bond XS2009038113 BBG00PF1WJL5 BB/WatchNeg

Kongsberg Actuation
Systems B.V.

EUR275 mil 5.00% nts due
07/15/2025

Bond XS1843461689 BBG00LDCHYX3 B/WatchNeg

Mohegan Tribal Gaming
Authority

US$910 mil fltg rate term B
bank ln due 10/13/2023

Loan US608330AQ92 BBG00DVWW340 B-/WatchNeg

NEP Europe Finco B.V. EUR505.13 mil fltg rate 1st
lien term bank ln due
10/20/2025

Loan US62908HAE53 BBG00M37DPC9 B/WatchNeg

Parfums Holding
Company Inc.

US$565 mil fltg rate 1st lien
term bank ln due
06/30/2024

Loan US69946PAB22 BBG00GXXZ3K8 B

Parfums Holding
Company Inc.

US$220 mil fltg rate 2nd
lien term bank ln due
06/30/2025

Loan US69946PAE60 BBG00GXXZ756 B

Promontoria Holding
264 B.V.

EUR400 mil 6.75% nts due
08/15/2023

Bond XS1860222543 BBG00LL10JX9 B
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Appendix I

Assets Affected By Recent Rating Actions On Corporate Issuers (cont.)

Obligor Asset Type ISIN FIGI Rating

Promontoria Holding
264 B.V.

EUR260 mil fltg rate nts due
08/15/2023

Bond XS1860216909 BBG00LL0W1Y4 B

PUG LLC EUR452.37 mil fltg rate
term B bank ln due
02/12/2027

Loan US74530DAE58 -- B/WatchNeg

Samsonite Finco S.à r.l. EUR350 mil 3.50% sr nts
due 05/15/2026

Bond XS1811792792 BBG00KNL84Q8 BB+/WatchNeg

Scientific Games
International Inc.

EUR325 mil 3.375% nts due
02/15/2026

Bond XS1766775545 BBG00JX88GQ2 B/WatchNeg

Scientific Games
International Inc.

EUR250 mil nts due
02/07/2026

Bond XS1766775891 BBG00JX88YK9 B/WatchNeg

Screenvision LLC US$175 mil fltg rate term B
bank ln due 07/02/2025

Loan -- BBG00L42XKK1 B/WatchNeg

Tenneco Inc. EUR300 mil fltg rate nts due
04/15/2024

Bond XS1587913663 BBG00G91TJQ1 B+

Tenneco Inc. US$1.7 bil fltg rate term B
bank ln due 10/01/2025

Loan US88037HAG92 BBG00KK7NNY4 B+

Tenneco Inc. EUR350 mil 5.00% sr nts
due 07/15/2024

Bond XS1639490918 -- B+

Tenneco Inc. EUR415 mil 4.875% nts due
04/15/2022

Bond XS1587905727 BBG00G91M3D7 B+

The Chemours
Company Co.

EUR350 mil fltg rate Term
B-2 bank ln due 04/03/2025

Loan US16384YAG26 BBG00KBB2J22 B+

The Chemours
Company Co.

EUR450 mil 4.00% nts due
05/15/2026

Bond XS1827600724 -- B+

Travelex Financing PLC EUR360 mil 8.00% callable
nts due 05/15/2022

Bond XS1577964882 BBG00GK28204 CCC/WatchNeg

Vue International Bidco
PLC

EUR634 mil fltg rate Term
B1 bank ln due 06/21/2026

Loan -- -- B-

Vue International Bidco
PLC

EUR114 mil fltg rate
Delayed Draw Term B2 bank
ln due 06/21/2026

Loan -- -- B-

WireCo WorldGroup Inc. US$460 mil fltg rate 1st lien
bank ln due 09/30/2023

Loan US97654QAE70 BBG00KRX2F70 B/WatchNeg
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CLO Spotlight: Redesigning The CLO Blueprint After COVID-19

Few parts of the global economy have remained unscathed by the coronavirus pandemic. From a 
corporate credit standpoint, the greatest deterioration has been most noticeable in those sectors 
and industries vulnerable to falling demand, supply chains disruptions, and tighter financing 
conditions.

As S&P Global Ratings' corporate analysts continue to reassess the creditworthiness of 
speculative-grade companies, an increasing volume of the collateral backing European broadly 
syndicated loan (BSL) collateralized loan obligations (CLOs) have seen pressure build on tranche 
ratings. As of April 21, 2020, almost 88 obligors (non-financial corporations) included in Europe, 
Middle East, and Africa (EMEA) CLO portfolios that we rate have had their ratings lowered and/or 
placed on CreditWatch with negative implications (see "COVID-19: Coronavirus-Related Public 
Rating Actions On Nonfinancial Corporations And Affected European CLOs," published April 21, 
2020).

With market sentiment fluctuating as the COVID-19 effects evolve, CLO structures and their 
associated documents are being reassessed to adapt to the current market landscape. Whether it 
may be perceived as CLOs being reactive or just simply prepared, in this publication we highlight 
some of the most commonly observed developments in CLO documentation, structures, and the 
underlying loans that they are exposed to. At the same time, we also offer insights into how certain 
loan or CLO features appear to be developing in the market place.

S&P Global Ratings acknowledges a high degree of uncertainty about the rate of spread and peak 
of the coronavirus outbreak. Some government authorities estimate the pandemic will peak about 
midyear, and we are using this assumption in assessing the economic and credit implications. We 
believe the measures adopted to contain COVID-19 have pushed the global economy into 
recession (see our macroeconomic and credit updates here: www.spglobal.com/ratings). As the 
situation evolves, we will update our assumptions and estimates accordingly.

Lower Leveraged CLO With Structural Protections To Accommodate
Downside Risk

Higher credit enhancement levels and shorter reinvestment periods will likely
set the CLO landscape

It is now more likely that any immediate new issue CLO structure in the current environment will 
look vastly different from the traditional arbitrage-driven structures that have dominated the CLO 
landscape for the past several years.

To address the increased downside risks on corporate downgrades, defaults, and generally wider 
CLO liability spreads, we are observing new issue CLOs with higher credit enhancement levels (in 
line with what we would expect) and shorter reinvestments. For example, CLOs attaching 'AAA' 
credit enhancement at levels above 40% with a one-year reinvestment and non-call period, versus 
a typical CLO 2.0 that would attach 'AAA' credit enhancement levels around 38% and include a 
four- to five-year reinvestment period. Static CLOs (those with no reinvestment period) have also 
been considered and appear to be gaining traction in the market place. Some of these are not fully 
static though and may allow limited reinvestment of unscheduled principal proceeds and/or the 
sale of credit risk assets, which will still allow CLO managers to passively manage the credit risk in 
the portfolio.
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Lower rated tranches less likely to be issued for now, reducing leverage

Perhaps not surprisingly, we are seeing a reduced prevalence of lower rated issuances ('BB' and 
below) in CLO structures. The reasons are mainly two-fold: first, the significant widening in CLO 
liability spreads has substantially increased the overall cost of debt for structures where such 
tranches are included; second, these tranches may be under-collateralized on a mark-to-market 
basis.

Consequently, we also note in some instances that larger equity checks are being written into CLO 
structures in part to help support credit enhancement levels; of course, this also largely depends 
on the price of such issuances.

Raising par value test thresholds and offering shorter non-call periods may
become more common

CLO structures like those described above may come with added buffers and optionality, such as 
par value tests being set at higher levels (and potentially offering larger cushions) and shorter 
non-call periods.

Par value tests set at higher levels generally would imply that the tests are likely to breach sooner, 
resulting in the deleveraging of the rated notes in sequential order in order to cure the test.

With regard to non-call periods, typically all CLOs are structured with debt investors shorting call 
options to the subordinated notes, which generally may only be exercised following the end of a 
two-year non-call period. Since 2015, it has been common practice for CLOs to refinance the 
original liabilities by issuing new ones that typically pay lower spreads after the end of the
non-call period.

In the current environment where CLO liabilities have widened, we have seen proposals for shorter 
non-call periods. For example, this would allow CLOs issued this year to refinance as soon as the 
dust settles following the COVID-19 dislocation, potentially reducing their weighted average cost 
of debt. As we note in the next section below, a shorter non-call period may add more value to debt 
investors in the current market to the extent that their notes are issued at discounted levels. In 
this regard, market participants may consider whether these newly formulated CLOs may actually 
be considered as "pull-to-par" products, versus the typical arbitrage transactions that the CLO 
market is familiar with.

Discount on issuances cannot be ruled out

While loan prices are likely to trade at discounted rates under a current market dislocation, so too 
will all CLO liabilities. In our view, any CLO liabilities issued in today's environment will be issued at 
discounted levels, rather than at par, which typically has always been the case for
investment-grade CLO notes.

The downside to this scenario is that the CLO has fewer sources of proceeds to deploy for their 
uses, such as allocating note proceeds towards transaction costs and expenses, crediting reserve 
accounts, and purchasing assets for the CLO portfolio.

The upside, in our view, is the benefit a discount on issuance provides to CLO investors in case 
bond prices fall because of rising liability spreads. Combined with shorter non-call periods, where 
debt investors are repaid at full par plus accrued interest at the time of a refinancing, these 
structural features are likely to help incentivize and spur new issue demand.
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Conservative Covenants To Tackle Corporate Downgrades

As can be seen from chart 1 below, the S&P Global Ratings' weighted average rating factor
(SPWARF) metric (for the corporates most commonly backing CLOs in EMEA) shows how credit
quality has been deteriorating. As such, existing CLOs are bracing for a period of corporate credit
distress, managing their portfolios by avoiding names that may be downgraded, and at the same
time taking the opportunities afforded by lower asset prices to build par.

For new transactions, it appears that CLOs are adding more headroom to accommodate future
credit deterioration when proposing a capital structure.

For example, we have noticed some CLOs build new structures by factoring covenants into
scenario default rates (SDRs) at higher levels than those indicated by the portfolio's current credit
quality. For a particular rating level, the SDR represents the minimum gross level of asset defaults
that we expect a CLO tranche with that rating to be able to withstand, according to our rating
criteria (see "Global Methodology And Assumptions For CLOs And Corporate CDOs," published
June 21, 2019). For example, if our model generated a 62% SDR under a 'AAA' rating scenario, we
are receiving requests to assess ratings assuming an SDR of 64% under a 'AAA' rating scenario. In
our view, this is to accommodate the possibility of rating downgrades in the CLO's underlying
portfolio between the pricing, settlement and effective date.

Chart 1

Similar protective covenants (e.g., up to 1%) have been proposed when formulating the S&P Global
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Ratings recovery rate, which in turn has an impact on break-even default rates (BDRs) in our 
analysis. The BDR measures the maximum level of defaults that a transaction may sustain while 
still repaying noteholders in full and on time.

More Principal Available For Protection Now:

As CLO asset prices have plunged, the rated CLO investor community understands the possibility 
of building par with discounted assets, which may lead to note proceeds being used to flush 
excess amounts to equity noteholders. To avoid this scenario and maintain sufficient principal 
protection in the vehicle, recent CLOs have required stricter hurdles to manage any principal 
leakage.

Whether it's through higher overcollateralization test thresholds or a strong percentage limitation 
on the amount of par that can be flushed on the effective date, it is clear that secured note 
investors are conscious of the need for any par creation to stay in the transaction. We would 
expect this trend to continue in the uncertain economic environment.

CLO Par Value Tests: Testing The Waters With Higher 'CCC' And Lower
Discount Thresholds

As the market prepares for an economic downturn after years of growth, new issue CLOs, where 
possible and to the extent that investors are amenable, are increasingly adapting their deal 
documents to include some breathing space to address pressures on par value tests.

A par value test compares the ratio of aggregate collateral (numerator in the test) to the balance of 
respective liabilities to be repaid (the denominator) and acts as a protection feature for senior 
noteholders. If this test fails, CLOs are required to divert interest payments away from more junior 
notes and therefore, equity noteholders as well, in order to repay principal on the most senior 
class(es) of notes.

In calculating the numerator of the par value test, haircuts are typically applied to the par value of 
certain risker assets, such as those rated in the 'CCC' category and discount obligations. 
Generally, a loosely defined numerator would imply that the par value test is less likely to fail and 
therefore, less likely to trigger earlier repayment of senior notes in times of stress.

Traditionally, CLOs have specified that 'CCC' rated assets (those rated 'CCC+', 'CCC' and 'CCC-') 
would have a threshold of 7.5% of the portfolio (for middle-market CLOs, the threshold stands at 
around 17.5%). If the exposure to 'CCC' rated assets rise above this limit, then the excess of such 
assets above the threshold are carried at their market value in the par value test, rather than at 
par.

Similarly, CLOs are also allowed to purchase discounted assets (typically, up to 25%), which are 
also carried at a haircut in par value tests; this time at their purchase price. This is to limit the CLO 
having an exposure to deeply discounted collateral, which market participants may view as higher 
risk assets. We are observing the following features evolve with respect to both types of credits:

'CCC' rated assets:

Lately, there are proposals to increase 'CCC' excess thresholds (i.e., the amount permitted before 
any haircut kicks in) from the traditional 7.5% in BSL CLOs to between 15% to 35%. This perhaps 
doesn't come as a surprise in the current environment, where corporate issuers continue to face 
downward rating pressures. By raising the 'CCC' excess threshold, par value tests are less likely to
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fail, causing a subsequent diversion of proceeds to senior noteholders, than if the threshold was 
set at the traditional 7.5% level. Our guidance criteria, "Global Methodology And Assumptions For 
CLOs And Corporate CDOs," published June 21, 2019, outlines how we would typically address this 
in our analysis when rating a CLO. In our opinion, a CLO with a relatively larger 'CCC' bucket may 
require additional caution because it may affect the nature of the product, effectively changing it 
into a distressed type of instrument.

Discount obligations:

Discounted obligations are obligations that are purchased at a price below a pre-defined limit that 
is set in the CLOs' documentation.

Generally, we found that both European and U.S. CLOs that purchase assets below 80% of par are 
considered to be discount obligations and are generally carried at their purchase price in the 
numerator for par value tests. In the current environment, where significantly more leveraged loan 
assets may be trading below the traditional 80% mark, we have seen proposals to amend this 
definition to a lower percentage, for example 70%. This would provide CLOs with more opportunity 
to carry assets purchased at significant discount at full par. The resulting impact on the par value 
test would be similar to what we observed in the proposals to increase the 'CCC' excess threshold 
above.

By way of extension, there have also been proposals allowing CLOs to consider benchmarking loan 
prices to certain indexes (e.g., the S&P European Loan Index) when classifying an asset as 
discounted. For example, as long as an asset is trading above a certain percentage of the index, it 
would not have to be categorized as a discounted obligation. Our CLO guidance outlines how we 
would typically address this in our analysis when rating a CLO.

Print-And-Sprint CLOs Likely To Prevail (For Now)

"Timing is everything," as the saying goes, and CLOs are no exception to the rule.

Broadly speaking, a print-and-sprint involves the process of CLO issuers assembling a model 
portfolio of loans, issuing CLO bonds, and then ramping-up the pool of loans in a brief time (e.g., 
three to five weeks). Therefore, print and sprint CLOs differ from typical CLOs, which spend 
months ramping up warehouse portfolios from both the primary and secondary loan markets.

In our view, accelerating the formation of a CLO by locking in CLO liabilities as soon as possible, 
and navigating volatility to buy cheaper but fundamentally attractive loans over a shorter period of 
time than usually observed, may become a common feature in the current environment. A shorter 
price-to-close CLO process, (i.e., securing investors at pricing and ensuring a relatively quick 
settlement), may help alleviate some of the pressures on existing warehouses, especially for 
senior lenders. In this regard, we believe that print-and-sprints may become more popular.

Print-and-sprints are not a new phenomenon, and have been common practice in the U.S. CLO 
market at times, such as during December 2018 when bank loan prices fell.

Historically, CLO managers would rely on a warehouse facility to acquire loans and gradually build 
their portfolios. Today, when most of the market is trading at discounted levels, it is more 
attractive to print-and-sprint, or issue CLO notes before acquiring any (or very little) collateral and 
use the proceeds to purchase loans quickly and cheaply. This approach also mitigates the risk of 
getting stuck with under-collateralized warehouses.

In this regard, we believe that print-and-sprints may become more popular, though still have their 
challenges because investors may be reluctant to fund a CLO, which starts with a relatively small 
asset pool given current market conditions.
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The Economics: Engineering Debt Issuance Relative To Asset Value To
Better Understand The Economic Benefits To All Investors

The current market dislocation has made it more difficult to differentiate between cheap assets 
that may still be fundamentally attractive, and those that are distressed (see chart 2 below, which 
compares various European Loan Index prices against the ITraxx Crossover). As such, manager 
asset selection is becoming increasingly important. In either scenario, par can be built by simply 
buying underlying collateral at the prevailing market prices, meaning that fewer funds are required 
from the issuance proceeds to purchase such assets.

Lower loan prices present a particularly attractive opportunity for equity investors, who as a result 
may only contribute limited upfront proceeds compared to times when assets are trading near par. 
In the event that the economy rebounds, the returns for such investors can be significant.

We observe that proposals for structures such as the above are becoming more popular, and are 
paying careful attention to the sources and uses of funds to better understand the economic 
benefits of the CLO to all investors.

In particular, our analysis focuses on the difference between the price of the assets purchased 
plus the money retained in the transaction relative to the proposed amount of rated debt that is 
being issued. In such instances, we may cap the amount of rated note issuance to the economic 
value retained in a transaction, barring any other mitigant (see "Global Methodology And 
Assumptions For CLOs And Corporate CDOs," published June 21, 2019). Our analysis also takes 
into account additional features, such as structures that allow a large leakage of principal 
proceeds to equity investors and those that issue more debt than the amount of proceeds required 
to purchase the assets.

Chart 2
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Frequency Switch Mechanisms And Interest Smoothing Accounts May
Finally Be Put To The Test

If history truly does repeat itself, then we may want to take note.

CLOs with liabilities that pay quarterly are potentially exposed to liquidity risk given the embedded
optionality that leveraged loan issuers have to reset their interest periodicity. The CLO notes are
scheduled to pay interest quarterly, while the underlying assets may reset their interest period
from quarterly to semi-annually, potentially exposing the transaction structure to reset risk (see
"European CLO 2.0 Structures Evolve In Response To Changing Market Conditions," published
June 5, 2014).

At no point has reset risk been more evident than during the 2008-2009 global financial crisis.
During this period, we noted that a significant proportion of the underlying assets in several
pre-crisis CLOs switched to pay less frequently than the CLO liabilities. In our view, during times of
stress, borrowers are likely to look for ways to create breathing space and minimize liquidity
concerns when it comes to servicing debt payments. One way of doing this is to reduce their
payment frequency, especially when benchmark rates for different tenors are trading close to one
another, meaning minimal opportunity cost for floating-rate payers (see chart 3 below).

Chart 3

We are observing a similar trend in the corporate space today, where corporate borrowers are
notifying their lenders that they will switch to semi-annual interest payments in addition to
drawing on their revolving credit facilities (see chart 4).
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Chart 4

In order to mitigate the effects of these timing mismatches, all S&P Global Ratings-rated 
European CLO structures have incorporated interest-smoothing accounts (ISAs) and embedded 
triggers to switch the payment frequency on the rated notes to semi-annual under certain 
conditions.

ISAs effectively retain a portion of the interest proceeds received from assets that pay interest 
less frequently than CLO liabilities in order to help pay quarterly interest on the CLO notes.

Overall, ISAs should help smooth out interest cash flows. At its extreme, a payment frequency 
switch mechanism (FSM) supplements the ISA in the event that a significant majority of assets 
reset their interest payments to semi-annually in any single quarter. If the FSM is triggered, the 
CLO's payment frequency will permanently switch to semi-annual too.

So far, we have not observed any CLOs triggering a FSM.

Current CLOs Are Likely To Pull Their Effective Dates Forward

As highlighted earlier, the current leveraged loan environment appears conducive to purchasing 
fundamentally sound credits that are trading cheap. In such instances, this may provide CLO 
managers who are in their ramp-up phase with an added advantage over their peers to build their 
portfolios at a low price, encouraging them to declare their portfolios effective sooner than they 
have in the past. The other motivation, in our view, is to avoid any risk of an effective date event 
due to CLOs missing the opportunity to take advantage of falling asset prices, and at the same 
time being hit by a double whammy of downgrades and defaults. An effective date event (if 
triggered) will typically result in the CLO structure deleveraging.

From our perspective, all S&P Global Ratings-rated CLOs have been rated using a stable quality 
approach. Therefore, as long as the S&P CDO Monitor test is passing, the CLO may be declared
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effective any time between the closing date and the last day of the ramp-up period, as defined in
the transaction documents.

In New Issue CLOs, Managers Mull Tweaks To Concentration Limits

As new issue CLOs are being redesigned, we find that changes to concentration limitations or
portfolio profile tests are growing in prominence. Not surprisingly, the tradeable allowance of
'CCC' obligations is widening in CLOs, (e.g., anywhere up to 15%-35 of the portfolio balance).
Participants may note that these concentration limits may not always be aligned with the 'CCC'
excess threshold as discussed earlier, which in our view is a deviation from how CLOs have
traditionally been structured. Combined with other developments we are seeing, such as changes
in industry and single-obligor concentrations, we view these developments as a way for CLOs to
navigate through the pressures in the corporate credit markets and incorporate some flexibility
when testing these limitations on the effective date and subsequently avoiding a scenario of
deleveraging the CLO notes (see chart 5 below, which represents the average SPWARF for the
most prevalent industries in the SPWARF 100).

Chart 5

Whatever the changes, and however they are being constructed, CLOs are clearly preparing for
what may prove to be an opportunistic, yet turbulent, time in the leveraged loan market.

This report does not constitute a rating action.
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Key Takeaways

- Managers work to add value for investors in benign economic environments, as well as
protect against downside risk during more turbulent times.

- The credit profile of U.S. CLO collateral pools has shifted more rapidly over the past
several months than at any other point in the history of the CLO market.

- On average, U.S. BSL CLO managers have traded about 8.75% of their portfolio since
early March, and reduced their 'CCC' and nonperforming loan exposures by about 1.23%
at the cost of 21 bps in par.

UnderUnder Stress:Stress: AssessingAssessing CLOCLO ManagerManager
PerformancePerformance DuringDuring COVID-19COVID-19

(Editor's Note: This article updates a previous article on CLO manager performance we published in the aftermath of the 
energy/commodities downturn in 2015-2016 (see "How Do CLO Managers Perform In Times Of Stress?," published Sept. 6, 
2016).)
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Managers work to add value for investors by reinvesting and repositioning their portfolios to 
increase returns in benign economic environments, as well as protecting against downside risk 
during more turbulent times. As a result of the COVID-19 outbreak, and the social distancing 
measures put in place to contain it, the loan market has undergone turmoil during the past several 
months that is unlike any seen previously. During the global financial crisis in 2008-2009, negative 
rating actions on speculative-grade corporate loans (rated 'BB+' or lower) played out over a span 
of six quarters or more, whereas the current downturn has turned quarters into weeks, with large 
volumes of negative rating actions occurring in a compressed time frame. The resulting change in 
collateralized loan obligation (CLO) collateral pool credit profiles over the period has been 
dramatic, but the change has also provided managers an opportunity to prove themselves and add 
value.

Since early March, the average U.S. CLO has seen nearly 9% collateral turnover, as collateral 
managers attempt to reduce exposure to 'CCC' rated loans, build par, or both. Given the negative 
rating actions on speculative-grade loan issuers that have seemed to plateau in recent weeks (see 
"As The 'CCC' Curve Flattens And Loan Prices Stabilize, O/C Tests May Stabilize As Well," 
published May 21, 2020), now seems like a good time to take an early look at how CLO managers 
have navigated the turmoil and what the results have been thus far. The current downturn 
resulting from the COVID-19 outbreak is the first broad-based economic stress faced by CLO 2.0 
transactions, which were originated in the years after the global financial crisis and should benefit
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from additional credit enhancement and other changes put in place after the 2008-2009
downturn.

Swift Changes In Collateral Pools

The credit profile of U.S. CLO collateral pools has shifted more rapidly over the past several
months than at any other point in the history of the CLO market. Looking at the portfolio exposures
across our CLO Insights 2020 Index of 410 U.S. S&P Global Ratings-rated reinvesting broadly
syndicated loan (BSL) CLO transactions (see "U.S. CLO Exposure To Negative Corporate Rating
Actions (As Of May 17, 2020)," published May 19, 2020, we see that since March 1, 2020:

- Ratings on around one-third of the 1,500 obligors in the collateral pools were either lowered or
placed on CreditWatch with negative implications;

- Ratings on more than 170 of these obligors were lowered into the 'CCC' range (or to 'B-' and
listed on CreditWatch negative, which we treat as 'CCC' for purposes of our CLO analysis); and

- Ratings on more than 30 obligors were lowered into the nonperforming range (from a
performing rating of 'CCC-' and above).

All the credit metrics relating to CLO portfolio exposures within this study are notched for ratings
listed on CreditWatch (if a rating is on CreditWatch negative, the rating is notched down by one
subcategory, and if a rating is on CreditWatch positive, the rating is notched up by one
subcategory).

Table 1

CLO Index Metrics (CLO Insights 2020 Index)

Date
B-

(%)

CCC
category

(%)
Nonperforming

category (%)

Jr. O/C
cushion

(%)

Weighted
avg. price

of portfolio SPWARF

Par
change

(%)
CreditWatch
negative (%)

Negative
outlook

(%)

Jan. 1,
2020

19.97 4.11 0.54 3.86 97.45 2644 0 1.63 17.36

Feb. 1,
2020

20.20 4.07 0.56 3.80 97.55 2645 (0.04) 1.33 17.66

March
1, 2020

20.16 4.13 0.63 3.76 95.83 2639 (0.07) 1.61 17.18

March
20,
2020

22.91 6.92 0.65 3.74 79.53 2753 (0.09) 8.47 18.85

March
29,
2020

23.23 8.43 0.72 3.74 80.92 2807 (0.09) 9.89 20.86

April 5,
2020

23.47 10.06 0.81 3.73 83.11 2857 (0.10) 10.71 24.37

April
12,
2020

23.86 10.91 1.36 3.72 86.22 2923 (0.10) 10.62 27.40

April
19,
2020

23.83 11.84 1.66 3.59 87.32 2965 (0.10) 9.92 29.79
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Table 1

CLO Index Metrics (CLO Insights 2020 Index) (cont.)

Date
B-

(%)

CCC
category

(%)
Nonperforming

category (%)

Jr. O/C
cushion

(%)

Weighted
avg. price

of portfolio SPWARF

Par
change

(%)
CreditWatch
negative (%)

Negative
outlook

(%)

April
26,
2020

24.47 12.10 1.65 3.00 86.80 2975 (0.17) 10.07 32.18

May 3,
2020

25.40 12.31 1.61 2.38 86.73 2986 (0.23) 9.82 32.56

May
10,
2020

25.67 12.33 1.27 2.14 87.08 2971 (0.25) 9.24 34.16

May
17,
2020

25.91 12.23 1.29 2.04 87.51 2971 (0.25) 9.25 35.03

May
24,
2020

25.73 12.25 1.35 1.64 88.41 2972 (0.28) 9.00 35.76

Note: The CLO Insights 2020 Index is an index of 410 S&P Global Ratings-rated U.S. BSL CLOs that will be reinvesting for all of 2020. BSL
CLO--Broadly syndicated loan collateralized loan obligation. OC--Overcollateralization. SPWARF--S&P Global Ratings' weighted average rating
factor.

Due to these actions, the 'CCC' rated buckets in our CLOs increased to 12.25% as of May 25, 2020,
from 4.13% as of March 1, 2020, while exposure to nonperforming assets increased to 1.35% from
0.63%. Together, these exposures increased by 8.84%. Based on trustee reports we received
during this period, portfolio turnover across individual CLOs ranged from less than 3% to 34%,
with an average of about 8.75%. As noted in the table above, there was an average decline in par
during this time of about 21 basis points (bps) across the index, ranging from a decline of 2.4% to
an increase of 0.99%. Due to the downgrades, market value haircuts, and the par loss, the average
junior overcollateralization (O/C) cushion has declined from 3.73% at the start of March to 1.63%
(a decline of 2.10%), with about 17% of CLO transactions in the index failing as of the publication
date.

Table 2

Average Change Across CLO Index Of Reinvesting CLOs Between March 1, 2020, and
May 25, 2020

March 1, 2020 Actual May 25, 2020 Change

SPWARF 2640 2972 332

B- 20.17 25.74 5.57

CCC category (%) 4.14 12.25 8.12

Nonperforming (%) 0.63 1.35 0.73

CCC category and nonperforming (%) 4.76 13.61 8.84

Par change since March 1, 2020 (%) (0.21) (0.21)

CCC category and nonperforming and
par loss (%)

4.76 13.81 9.05

CLO--Collateralized loan obligation. SPWARF--S&P Global Ratings' weighted average rating factor.
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If The Collateral Managers Had Done Nothing

Borrowing from the framework we utilized in our 2016 study, we can imagine what could have
happened if managers left the portfolios static over the past several months during the time of the
COVID-19 outbreak. By taking the CLO portfolios we had for the CLOs as of March 1, 2020, and
then comparing the rating transitions as of May 25, 2020, in these static CLO portfolios to the
actual current portfolios.

If U.S. CLO managers had done nothing to the portfolios over the past several months, by May 25,
2020, we would have seen:

- Exposure to companies in the 'CCC' rated category, on average, would have risen to 13.2%
(0.93% higher than what actually happened);

- Exposure to companies with ratings below 'CCC-' (i.e., nonperforming loans) would have risen
1.7% (0.30% higher than what actually happened); and,

- Together, the 'CCC' category and nonperforming bucket would have been 1.23% higher than it
actually was; and because there was no trading, par would not have declined.

Interestingly, had the managers done nothing, exposure to 'B-' rated CLOs would have been 0.6%
lower, suggesting part of the proceeds from reductions in the 'CCC' and nonperforming buckets
were used to move slightly up the credit scale and purchase 'B-' rated loans.

Table 3

Hypothetical Change Across CLO Index Assuming Portfolios Remained Static
Between March 1, 2020, and May 25, 2020

March 1, 2020 Static May 25, 2020 Change

SPWARF 2640 3008 368

B- (%) 20.17 25.17 4.99

CCC category (%) 4.14 13.18 9.05

Nonperforming (%) 0.63 1.65 1.02

CCC category and nonperforming
(%)

4.76 14.83 10.07

Par change since March 1, 2020 (%) -- 0.00 0.00

CCC category and nonperforming
and par loss (%)

4.76 14.83 10.07

CLO--Collateralized loan obligation. SPWARF--S&P Global Ratings' weighted average rating factor.

Table 4

Actual Values (Managed) Versus Hypothetical Values (Static) As Of May 25, 2020,
Across CLO Index

Static May 25, 2020 Actual May 25, 2020
Reduction due to manager

trades

SPWARF 3008 2972 36

B- (%) 25.17 25.74 (0.58)

CCC category (%) 13.18 12.25 0.93
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Table 4

Actual Values (Managed) Versus Hypothetical Values (Static) As Of May 25, 2020,
Across CLO Index (cont.)

Static May 25, 2020 Actual May 25, 2020
Reduction due to manager

trades

Nonperforming (%) 1.65 1.35 0.30

CCC category and nonperforming (%) 14.83 13.61 1.23

Par change since March 1, 2020 (%) 0.00 (0.21) (0.21)

CCC category and nonperforming and
par loss (%)

14.83 13.81 1.02

Turnover between March 1, 2020, and
May 25, 2020

0.00 8.75 8.75

CLO--Collateralized loan obligation. SPWARF--S&P Global Ratings' weighted average rating factor.

Weighing the benefits

By turning over 8.75% of the portfolio, managers were able to reduce their 'CCC' and
nonperforming exposures by about 1.23% at the cost of 21 bps in par. These trades likely saved a
few deals from failing their junior O/C tests.

By May 25, 2020, almost all of the deals within the index exceeded the 7.5% 'CCC' threshold.
However, if the 'CCC' buckets were 1.23% higher, it is likely a few more deals would have failed
their O/C tests. As of the CLO trustee reports available to us as of May 25, about 17% of the CLO
transactions within our index are failing one or more of the tranche O/C tests, while another 7%
were passing but currently have less than 50 bps of cushion for their junior O/C test.

On average, about 30% of U.S. CLO portfolio assets as of March 1, 2020, experienced negative
rating actions by May 25, ranging from 22% to 46% for individual CLOs across the index. Because
several of the corporate sectors that were more directly affected by the COVID-19 containment
measures (e.g., airlines, hotels, restaurants, and leisure and entertainment) had higher ratings at
the start of the year, portfolios with stronger credit quality (i.e., a lower S&P Global Ratings'
Weighted Average Rating Factor, or SPWARF) before COVID-19 were not any less likely to
experience negative rating actions than CLO portfolios that had weaker rating profiles ahead of
the downturn.

As a result of manager trading, a majority of the CLO transactions reduced their exposure to the
200-plus issuers that have seen ratings lowered into the 'CCC' category and below (i.e.,
nonperforming assets) since March 1. In Chart 1 below, we plot the following across the index with
ratings data as of May 25:

- On the vertical axis, the hypothetical increase in exposure to 'CCC' category rated assets plus
nonperforming assets had the CLO managers not made any trades, and

- On the horizontal axis, the actual increase in exposure to 'CCC' category rated assets plus
nonperforming assets plus par loss for the actual portfolios, which include trades the
managers made.
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Chart 1

We find most deals fall above the diagonal line, indicating most deals within the index experienced 
a smaller increase in 'CCC' and below exposure, adjusted for par loss, than they would have 
experienced if the manager stopped trading after COVID-19. A smaller proportion of the index fell 
below the line, which means the exposure to 'CCC' and nonperforming categories were higher than 
if the portfolio were static. This suggests that the manager may have purchased issues with 
weaker ratings, although as a mitigating factor these trades may have resulted in par gain.

Same COVID-19 Reality, Different Outcomes

Using the change in SPWARF to represent change in credit quality and par loss (see chart 2), there 
are various outcomes from a range of CLO manager strategies. Across the index, the average 
increase in SPWARF was 332, while the average change in par was (21 bps).
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Chart 2

We can divide the outcomes into four quadrants:

- Lower left quadrant (risk off): These transactions experienced below-average credit
deterioration but experienced par loss, suggesting the manager sold off lower-rated credits at a
loss. Some transactions sold significant portions of their 'CCC' bucket, which may have helped
O/C tests come back into compliance ahead of the April payment date. Because the O/C
numerator is typically haircut by the worst market prices of the 'CCC' excess, by selling the
high-recovery 'CCCs', the haircut to the O/C numerator due to the par loss from selling
high-recovery 'CCCs' is likely less than the haircut applied to the 'CCC' excess with the lowest
market value if the manager held on to the high-recovery 'CCCs'.

- Upper right quadrant (risk on): These transactions experienced above-average credit
deterioration, but as a mitigating factor picked up par along the way. Many of the transactions
had lower 'CCC' exposure and a higher junior O/C cushion as of March 1, meaning they could
absorb more credit deterioration before becoming at risk of failing an O/C test. Given the higher
flexibility, some of these transactions were less likely to sell their weaker assets and, instead,
were more likely to purchase additional lower-rated assets, building par along the way (many of
these transactions are those that are below the diagonal line in chart 1).
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- Upper left quadrant (win-win): These transactions experienced lower-than-average credit
deterioration and par gain. They likely benefited from asset selection that avoided many of the
sectors that were directly affected early on. Some also benefited from having a significant
amount of cash going into March 1, allowing the managers to build par in quality assets.

- Lower right quadrant (not where you want to be): These transactions experienced both
above-average credit deterioration and par loss. They likely had significant exposure to directly
affected sectors at the start of the COVID-19 outbreak, and also tried to limit the deterioration
by selling at a loss. Many issuers within the affected sectors (i.e., hotels, restaurants, and
leisure; entertainment; and airlines) had above-average ratings with tight spreads. As these
sectors were directly affected by COVID-19, the values for these low-yielding loans dropped
notably.

Still In Early Innings

Given the swift impact that COVID-19 had across multiple sectors, having a diverse portfolio was
not enough to shield CLO portfolios from credit deterioration, even if the portfolio before the
downturn was higher than average credit quality. Given the reduction in corporate rating actions
since the peak in late March and early April, it seems like a good time to see how managers have
responded and aligned their portfolios to the new corporate rating landscape of the two to three
months since the start of the pandemic. Some managers have been willing to give up some par in
order to reduce their 'CCC' exposures--with some transactions experiencing significant par loss
due to 'CCC' reduction--only to pass an O/C test with a 0% cushion ahead of a payment date. On
the flip side, we have seen some managers build par by purchasing more assets. As time goes on,
we will learn more about asset managers' actions as they juggle between managing credit, par,
and their CLO O/C tests.

Appendix

Table 5

S&P Global Ratings' Weighted Average Rating Factor

S&P Global Ratings' notched rating SPWARF

AAA 13.51

AA+ 26.75

AA 46.36

AA- 63.90

A+ 99.50

A 146.35

A- 199.83

BBB+ 271.01

BBB 361.17

BBB- 540.42

BB+ 784.92

BB 1233.63

BB- 1565.44
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Table 5

S&P Global Ratings' Weighted Average Rating Factor (cont.)

S&P Global Ratings' notched rating SPWARF

B+ 1982.00

B 2859.50

B- 3610.11

CCC+ 4641.40

CCC 5293.00

CCC- 5751.10

CC 10000.00

SD 10000.00

D 10000.00

Ratings that are on CreditWatch negative are notched down by one subcategory. Ratings that are on CreditWatch positive are notched up by one
subcategory. SPWARF--S&P Global Ratings' Weighted Average Rating Factor.

Table 6

CLO 1.0: Year-end 2007 Through 1H2009 (Averages For Sample Of 297 CLO 1.0s)

Avg. exposures Year-end 2007
Hypothetical static

portfolio (1H2009)
Actual managed

portfolio (1H2009)

CCC category 3.46 17.01 10.77

CC/D 2.14 10.54 6.93

CCC and below 5.60 27.55 17.70

Increase in CCC and below -- 21.95 12.10

Par loss -- 0 (static) (0.10) (10 bp gain in
par)

Increase in CCC and below and par loss -- 21.95 12.00

Difference between hypothetical and actual
increase in CCC and below and par loss

-- -- 9.95

Turnover -- -- 46.37

CLO--Collateralized loan obligation. 1H--First half. bp--Basis point.

Table 7

CLO 2.0: Year-end 2014 Through 1H2016 (Averages For Sample Of 290 CLO 2.0s)

Avg. exposures Year-end 2014
Hypothetical static

portfolio (1H2016)
Actual managed

portfolio (1H2016)

CCC category 0.99 6.66 5.21

CC/D 0.04 1.60 1.05

CCC and below 1.03 8.25 6.25

Increase in CCC and below -- 7.23 5.23

Par loss -- 0 (static) 0.22 (22 bp loss in par)

Increase in CCC and below and par loss -- 7.23 5.44
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Table 7

CLO 2.0: Year-end 2014 Through 1H2016 (Averages For Sample Of 290 CLO
2.0s) (cont.)

Avg. exposures Year-end 2014
Hypothetical static

portfolio (1H2016)
Actual managed

portfolio (1H2016)

Difference between hypothetical and actual
increase in CCC and below and par loss

-- -- 1.78

Turnover -- -- 39.29

CLO--Collateralized loan obligation. 1H--First half. bp--Basis point.

Table 8

CLO 2.0: March 1, 2020, through May 25, 2020 (Averages For CLO Insights Index Of 410
CLO 2.0s)

Avg. exposures March 1, 2020
Hypothetical static portfolio

(May 25, 2020)
Actual managed

portfolio (May 25, 2020)

CCC category 4.14 13.18 12.25

CC/D 0.63 1.65 1.35

CCC and below 4.76 14.83 13.61

Increase in CCC and below -- 10.07 8.84

Par loss -- 0 (static) 0.21 (21 bp loss in par)

Increase in CCC and below and par loss -- 10.07 9.05

Difference between hypothetical and
actual increase in CCC and below and par
loss

-- -- 1.02

Turnover -- -- 8.75

CLO--Collateralized loan obligation. bp--Basis point.

This report does not constitute a rating action.
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Key Takeaways

- There were few defaults or restructurings of European corporate debt instruments in
2019, meaning minimal changes to the mean and median recovery rates for 2003-2019
versus 2003-2018.

- The mean recovery on first-lien debt has dropped a little, to 72.7% in 2003-2019 from
73.4% in 2003-2018 and 74.7% in 2003-2017, with the number of defaults on first-lien
bonds gradually increasing, but no new defaults on second-lien or mezzanine debt.

- At 67.2%, the average first-lien recovery in the U.K. remains lower than the overall
average of 72.7%, consistent with the weakening economic environment in the U.K.

- The retail and restaurant and media and entertainment sectors have lower average
recoveries and are the ones to watch in future.

EuropeanEuropean CorporateCorporate RecoveriesRecoveries OverOver
2003-2019:2003-2019: TheThe CalmCalm BeforeBefore TheThe COVID-19COVID-19 StormStorm
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In this ninth edition of S&P Global Ratings' empirical study of European defaulted corporate debt 
instruments, we look at the recovery performance of 1,354 instruments over a 16-year period from 
2003 to 2019. We see this as a useful benchmark, especially as our default rate assumptions for 
2020 have risen to double digits, increasing focus on the expected recovery rates. At the time of 
default, the issuers of these debt instruments had either an issuer credit rating or a credit 
estimate from S&P Global Ratings. The face value of these debt instruments increased to $250 
billion from $239 billion (2003-2019). Our methodology for this report is unchanged from the 
eighth edition, and is largely the same as that of our LossStats database (see the methodology in 
the appendix).

As there were only a few defaults or restructurings in 2019, our data set has increased by just 41 
to 1,354 defaulted debt instruments on which we have observed recoveries. The 41 defaulted debt 
instruments were from 13 issuers and comprised 20 secured and 21 unsecured instruments, with 
an almost equal number of bonds and bank facilities. These 13 issuers comprised five issuers 
from each of France and the U.K., and one from each of the Netherlands, Belgium, and Ireland. 
This is unsurprising as these countries have the highest percentages of total issuance. The retail 
and restaurant sector had the most defaults, followed by the capital goods sector.

Despite the small increase in the number of defaulted instruments, the average recovery for the 
first-lien debt decreased by 70 basis points to 72.7% in 2003-2019 from 73.4% in 2003-2018, with
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a significantly lower average recovery of 58% in 2019. For the unsecured debt, the average
recovery rate was 32%. However, given the small increase in the number of defaulted instruments
in 2019, the overall mean and medians for 2003-2019 have only changed minimally from the
2003-2018 figures.

While the headline numbers remain strong, the story could be significantly different in the next
couple of years, as a huge number of defaults could follow in the wake of the COVID-19 pandemic.
We expect recoveries in this cycle to be materially lower. Our forecast of the average recovery rate
for the first-lien debt we currently rate is around 58.0%, which is well below the 72.7% average we
have recorded historically. (See "European Leveraged Finance And Recovery Second Quarter 2020
Update: Finding Equilibrium," published July 20, 2020, for statistics on our current European
recovery ratings).

S&P Global Ratings expects the European trailing-12-month speculative-grade corporate default
rate to rise to 8.5% by March 2021, according to the report published on June 8 titled "The
European Speculative-Grade Corporate Default Rate Could Reach 8.5% By March 2021." To reach
this baseline forecast, 62 speculative-grade companies would need to default.

Table 1

2003-2019 Recovery Data Snapshot

Instrument
Instrument

count
Increase in number of

instruments
Average recovery

(% par)
Standard

deviation (%)
Median recovery

(% par)

First lien 939 22 72.70% 29.38% 79.48%

Second lien 98 0 36.71% 42.75% 10.00%

Mezzanine 168 0 33.32% 43.13% 1.31%

Senior unsecured 103 19 44.92% 34.12% 40.17%

Subordinated
unsecured

46 2 27.27% 39.96% 0.00%

Total 1354 43 61.55% 37.30% 69.90%

Source: S&P Global Ratings.

First-Lien Recoveries By Volumes And Value

In Europe, nearly 44% of first-lien instrument lenders recovered 90%-100% of their initial
investment, with around 6% recovering 0%-20% (see chart 1). This equates to 414 of 939
instruments. However, the recoveries by value are skewed downward, mainly by some high-value
transactions, as well as by the significantly lower recoveries on bonds(49%).
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Chart 1

Unsurprisingly, a large proportion of first-lien lenders get full recovery, with the remainder seeing
a wide spread of recoveries between 30% and 90%. By value, lenders of nearly 53% of the
first-lien debt recover over 70%.
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Chart 2

Company-Specific Recoveries

All the issuers that emerged from restructurings, bankruptcy, or distressed exchanges in 2019
had bonds in their structures. Although it is too early to call this a trend, it does appear to be one
of the main reasons for the lower recoveries on these companies' defaulted debt.

Table 2

First-Lien Recovery By Country

Top seven countries, contributing 89% of the data set (by number)

Number of
instruments

Percentage of total number of first-lien
instruments (939)

Average recovery
(% par)

Standard
deviation

U.K. 258 27.48 67.18 28.34

Germany 180 19.17 77.85 32.38

France 172 18.32 74.03 30.09

Spain 96 10.22 69.69 26.41

Italy 50 5.32 73.22 23.92

Netherlands 43 4.58 61.97 25.69

Belgium 39 4.15 88.63 21.14
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Table 2

First-Lien Recovery By Country (cont.)

Top seven countries, contributing 89% of the data set (by number)

Number of
instruments

Percentage of total number of first-lien
instruments (939)

Average recovery
(% par)

Standard
deviation

Total 838 89.24 72.26 29.25

Source: S&P Global Ratings.

First-Lien Recovery By Industry

The variation in recoveries in individual sectors is quite high, making it difficult to establish a
consistent correlation between industries and recovery rates on defaulted instruments. The retail
and restaurant and media and entertainment sectors have a lower recovery rate than the overall
average of 72.7%. In contrast, the business equipment and services sector continues to have a
significantly higher recovery rate than the average.

The retail and restaurant and media and entertainment sectors could be among the most
vulnerable in the coming few quarters, with the potential for high default rates across a high
number of instruments. During 2009-2011, these sectors had more defaulted instruments than in
any other sector. The recovery percentage was still more than 75% for both sectors in this period,
although the situation during the financial crisis of 2008 was considerably different, as it could be
now.
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Chart 3

The automotive, telecommunications, utility, high technology, and oil and gas sectors display the 
lowest recovery rates for first-lien instruments, all rates being below 60% (see chart 3). Yet there 
is some consolation in that the number of defaulted instruments is low in most of these sectors.

In many sectors, there are too few defaults for them to be statistically meaningful. Furthermore, 
the data set counts each tranche of debt separately, meaning that five defaults in a sector could, 
for example, relate to just one company.

First-Lien Recovery By Country

The trend of 2003-2018 continues, with the top five countries by volume of defaults--the U.K., 
France, Germany, Spain, and Italy--accounting for 81% of defaulted instruments by number of 
tranches. This is what we would expect, as these countries are also the jurisdictions with the 
highest percentages of total issuance. These five countries, together with Belgium and the 
Netherlands, account for nearly 90% of all defaulted tranches in Europe from 2003 to 2019.
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Chart 4

The average recovery rate on first-lien debt in the U.K. reduced to 67.2% in 2003-2019 from 68.8%
in 2003-2018, led by significantly lower recoveries from New Look Retail Group Ltd. and another 
confidentially rated company. The U.K. has the lowest recovery percentage among the 
jurisdictions we rank in group A. This brings the overall recovery percentage down, as the U.K. also 
has the highest number of defaulted instruments. After the U.K., Germany, and France, the next 
largest number of defaults is in Spain, where the average recovery of 69.7% is slightly above the 
U.K. rate.

The average first-lien recovery rate of 74.0% in France is higher than the overall average of 72.7%. 
This is consistent with the upward revision of our jurisdiction ranking assessment for France to 
group A from group B in January 2016. For details on the factors we use in our jurisdiction ranking 
assessments, see "Methodology: Jurisdiction Ranking Assessments," published Jan. 20, 2016.

First-Lien Recovery By Year Of Default And Emergence Year

A low incidence of defaults does not appear to correlate to higher recoveries in the event of a 
default. First-lien recoveries continue to fluctuate from year to year, being relatively strong 
following the 2008-2009 financial crisis, but slightly weaker in the past two years (see chart 5). We 
expect that recoveries will remain lower in 2020, given the economic weakness and our 
expectation that the capital markets will remain largely inactive.

However, in future years, we might look to the recovery rate during 2009-2012, when we saw a 
stronger and statistically meaningful recovery rate on a higher number of instruments.
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Chart 5
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Chart 6

Super Senior Revolving Credit Facilities (RCFs) Have Higher Recoveries
Than Pari Passu RCFs

There are few examples of defaulted super senior RCFs. These defaults have typically, but not
always, resulted in 100% recovery. This performance is superior to that of RCFs that rank pari
passu with the other senior debt. Although limited, this empirical evidence supports our typical
assumption of an 85% utilization rate for RCFs in the hypothetical default scenario we use to
calculate recovery rates. So far in 2020, we have observed a large number of companies at risk of
default drawing 100% of their RCFs. In these cases, we update our specific recovery assumptions
to account for the 100% drawdown.

Table 3

2019 Recovery Data Snapshot

Issuer Process Country Sector Instrument

Par value
(mil. $

equivalent)

Recovery
(% par
value)

Novasep Holding
S.A.S.

Nonbankruptcy
restructuring

France Health care Senior
unsecured
bonds (PIK)

206 97%

HoldIKKS SAS Nonbankruptcy
restructuring

France Retail/restaurants Senior secured
bonds

374 32%
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Table 3

2019 Recovery Data Snapshot (cont.)

Issuer Process Country Sector Instrument

Par value
(mil. $

equivalent)

Recovery
(% par
value)

syncreon Group
Holdings B.V.

Distressed
exchange

Netherlands Business equipment
and services

Term loan 340 35%

Senior
unsecured
bonds

225 0%

New Look Retail
Group Ltd.

Nonbankruptcy
restructuring

U.K. Retail/restaurants Revolving credit 131 100%

Senior secured
bonds

1,343 23%

Senior
unsecured
bonds

231 0%

Nyrstar N.V. Bankruptcy Belgium Metals, mining, and
steel

Term loan 797 100%

Term loan 681 85%

Senior
unsecured
bonds

1,084 32%

Vivarte Nonbankruptcy
restructuring

France Retail/restaurants Senior secured
bonds

557 0%

PIZZAEXPRESS
FINANCING 1 PLC

Distressed
exchange

U.K. Retail/restaurants Senior
unsecured
bonds

95 35%

Mallinckrodt PLC Distressed
exchange

Ireland Health care Senior
unsecured
bonds

490 50%

Subordinated
bonds

216 37%

Thomas Cook
Group PLC

Bankruptcy U.K. Transportation Senior
unsecured
bonds

1,084 5%

Revolving credit 1,072 12%

Galapagos
Holding S.A.

Nonbankruptcy
restructuring

U.K. Capital goods Revolving credit 72 100%

Senior secured
bonds

376 100%

Senior
unsecured
bonds

282 0%

Source: S&P Global Ratings.
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Table 4

Recovery Comparison Of Pari Passu RCFs Versus Super Senior RCFs

No. of instruments Average recovery (% par) Median recovery (% par) Standard deviation (%)

RCF 161 73.53 85.47 30.56

Super senior RCF 14 92.8 100 26.71

RCF--Revolving credit facility. Source: S&P Global Ratings.

Appendix: Methodology

Credit estimate

A credit estimate (CE) is a confidential indication of the likely issuer credit rating on an unrated 
entity commissioned by and provided to a collateralized loan obligation manager to be used only in 
a portfolio context. The CE is based on input from a variety of sources and an abbreviated 
methodology that draws on analytical experience and sector knowledge of S&P Global Ratings 
analysts. CEs do not involve direct contact with management or in-depth insight into operating, 
financial, or strategic issues that such contact allows.

Recoveries

We define recoveries as the ultimate recovery rates following emergence from three types of 
default: bankruptcy filings, distressed exchanges, and nonbankruptcy restructurings. Unless 
specified otherwise, we look at recoveries at the instrument level. Recoveries are the value that 
creditors receive on defaulted debt. Companies that have defaulted and moved into bankruptcy 
will usually either emerge from the bankruptcy or will be liquidated. On emergence from 
bankruptcy, creditors often receive a cash settlement, new instruments (possibly debt or equity), 
assets, or proceeds from the sale of assets, or some combination.

Interim recoveries

Specifically for European recovery analysis and the data set, we use the concept of "interim 
recovery." This occurs when the defaulted instrument is converted to, or exchanged for, a new 
instrument with a new maturity date. If there is no reliable trading price, we assume that this new 
instrument is valued at par.

This is one of the key differences between the methodology of the European study and that of the 
studies conducted in the U.S. The U.S. secondary debt market is more transparent in many cases, 
and secondary trading prices are more readily available. In general, if no trading price is available, 
the case would normally be excluded from the U.S. data set. The other key difference between the 
U.S. and European methodologies is in the valuation of equity, as we discuss in further detail 
below.

Ultimate recovery

Ultimate recovery is the value of the settlement a lender receives by holding an instrument
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through its emergence from default. The recovery is the amount received in the settlement divided 
by the principal default amount. Within our LossStats database, we use three recovery valuation 
methods (trading price at emergence, settlement pricing, and liquidity event pricing; see "Equity 
valuation" below) to calculate ultimate recovery.

Default types: Distressed exchanges versus nonbankruptcy restructurings

Our criteria define a distressed exchange offer as a situation whereby some or all of an issue is 
either repurchased for an amount of cash or replaced with another instrument (see
"Understanding S&P Global Ratings' Rating Definitions," June 3, 2009). It is an exchange for one or 
another issue, whereas a nonbankruptcy restructuring can encompass a mixture of elements in 
the exchange.

Senior unsecured debt

We classify instruments as senior unsecured when the legal documentation describes them as 
such.

Subordinated debt

We classify the following debt instruments as subordinated: convertible bond, lower-priority 
ranking bank debt, and unsecured bonds that are not classified as senior in their documentation. 
For all but the unsecured bank debt, which is not common in the U.S., the classification of these 
instruments is the same in Europe and the U.S.

Equity valuation

In Europe, new equity received as a result of a restructuring or distressed exchange is assumed to 
have zero value, unless a transparent and liquid trading price is available. For many U.S. 
insolvencies, by comparison, the equity will have either a reliable trading price or a court-agreed 
value.

Trading price at emergence. We can determine the recovery value of an instrument by using the 
trading price or market value of the prepetition debt instruments upon emergence from 
bankruptcy. Of the three methodologies, this is generally the most readily available because most 
debt instruments continue to trade during bankruptcy proceedings.

Settlement pricing. The settlement pricing includes the earliest public market values of the new 
instruments that a debtholder receives in exchange for the prepetition instruments. It's similar to 
the trading price method, except that it's applied to the new (settlement) instrument instead of 
the old (prepetition) instrument.

Liquidity-event pricing. The liquidity event price is the final cash value of the new instruments or 
cash from the sale of assets that the lender acquires in exchange for the prepetition instrument.

Recovery rating at origination

For origination recovery ratings, if the origination date preceded our June 2007 rollout of recovery 
ratings on secured debt (March 2008 for unsecured debt) under the revised recovery rating scale,
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then we would use the recovery rating first assigned under the revised scale. For example, if a
rated company was originally assigned recovery ratings in 2006, we would then use the recovery
ratings assigned in June 2007 under the revised scale. Alternatively, if a company completed a
major recapitalization in September 2009, we would use the recovery ratings assigned at that time
as the original recovery ratings, since it would require a full reassessment of recovery based on
the new capital structure. If the same company completed relatively small add-on debt issuances,
we would continue to use September 2009 as the origination point.

Recovery rating at default

For default recovery ratings, we use the most recent recovery rating assigned at the time of
default, preferably the most recent rating immediately preceding the default.

Actual debt outstanding

Actual debt outstanding reflects the prepetition debt claim of the debt instruments or class of
debt. We note that bankruptcy documents vary in terms of detailing prepetition principal
outstanding and the prepetition interest outstanding. As a result, the actual debt outstanding
amounts in our study are an estimated amount. In a majority of cases, this amount consists of
actual prepetition principal and interest, while in other cases it reflects only actual prepetition
principal outstanding.

Interest rates

We define the effective interest rate as the prepetition rate at the time the last coupon was paid.
For fixed-coupon instruments, this is the fixed rate; and for floating-rate instruments, it's the
floating rate used at the time of default. We also record nominal recovery rates, which are the
non-discounted values received at settlement.

Related Criteria

- Recovery Rating Criteria For Speculative-Grade Corporate Issuers, Dec. 7, 2016

- Recovery: Methodology: Jurisdiction Ranking Assessments, Jan. 20, 2016

- Understanding S&P Global Ratings' Rating Definitions, June 3, 2009

This report does not constitute a rating action.
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Key Takeaways

- About 84% of 'CCC+' rated U.S. and Canadian corporate issuers have at least a one-third
chance of a downgrade over the next year.

- However, a small number of the companies recently downgraded to 'CCC+' from 'B-'
could be upgraded in the coming quarters amid a likely uneven economic recovery; we
upgraded five 'CCC+' rated companies in June.

- Corporate bond issuance in the U.S. and Canada is two times 2019 levels as borrowers
incur more debt to handle the demand shock of COVID-19-related disruptions, while
loan issuance remains sluggish.

CrCreditedit TTrrends:ends:

A Round-TripRound-Trip Ticket:Ticket: SomeSome CompaniesCompanies 
DowngradedDowngraded ToTo 'CCC+''CCC+' CouldCould BeBe HeadedHeaded ToTo 'B-''B-' AsAs 
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Amid the sharp rise in U.S. and Canadian companies rated in the 'CCC' rating category by S&P 
Global Ratings following downgrades related to COVID-19 containment measures and oil price 
declines, it might seem that all such ratings are on a one-way path downward; in fact, a large 
majority of 'CCC+' ratings are assigned negative outlooks or on CreditWatch with negative 
implications, indicating the potential for further downgrades. Yet five companies recently 
downgraded to 'CCC+' made a round trip back to 'B-' in June. (For an understanding of how the 
speculative-grade category was weighted toward lower ratings when the pandemic began, see
"Historically Low Ratings In The Run-Up To 2020 Increase Vulnerability To The COVID-19 Crisis," 
published May 28, 2020.)

As analysts, investors, companies, and the markets begin to assess how the recovery will evolve, 
one important question comes to mind: How should we think about the large number of recently 
minted 'CCC+' issuers (those that arrived at 'CCC+' via downgrades, as opposed to upgrades from 
'SD' [selective default])?

About 70% of 'CCC+' rated issuers as of June 15, 2020, have been rated at that level since early 
February, when the COVID-19- and oil price-related negative rating actions began. And about 11%
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of all speculative-grade ratings ('BB+' or lower) are 'CCC+', up from 5% at the end of 2019. The
'CCC' category has a heightened risk of default, and our 'CCC+' rating reflects that a company's
capital structure is unsustainable and default risk is elevated, even if we do not envision a specific
default scenario over the next year.

With that in mind, we looked at 'CCC+' rated issuers to gauge their potential to rise to the 'B-'
rating as the economic recovery unfolds, rather than continue down toward an eventual default.
Amid the sudden-stop economic recession, companies were downgraded to 'CCC+' as revenue
saw unprecedented declines, EBITDA evaporated, and liquidity came under pressure, quickly
increasing default risk. Looking forward, we see a volatile and uneven recovery process, and some
sectors may take multiple years to recover to 2019 credit metrics (see "COVID-19 Heat Map:
Post-Crisis Credit Recovery Could Take To 2022 And Beyond For Some Sectors," June 24, 2020).

That said, real economic recovery, combined with individual company actions, could support
modestly higher ratings for a small number of issuers in the coming quarters. And while recent
pandemic news seems pessimistic, with rising cases in some regions, slowing reopenings, or
reclosures, S&P Global economists' base case remains a second-half 2020 improvement from the
depths of the second-quarter GDP collapse in the U.S. Still, on Aug. 3, S&P Global U.S. Chief
Economist Beth Ann Bovino noted the increased risk of a downside case: The expected rebound in
third-quarter real GDP growth of 22.2% (annualized) from our June forecast could weaken (see
"U.S. Real-Time Economic Data Signals A Faltering Recovery," Aug. 3, 2020).

Chart 1a Chart 1b

Credit Trends: A Round-Trip Ticket: Some Companies Downgraded To 'CCC+' Could Be Headed To 'B-' As The Economy Recovers
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Chart 2a Chart 2b

A Dim Outlook

We foresee considerable downside for 'CCC+' rated issuers. About 8% of 'CCC+' issuers are on
CreditWatch with negative implications, while 76% are assigned negative outlooks, consistent
with the overall 'CCC' category. This means that 84% of 'CCC+' rated issuers have at least a
one-third chance of a further downgrade over the next year.

Still, our ratings are forward looking, and if we believe a company may perform such that the
capital structure becomes sustainable (this could include sustainable free cash flow, for
example), an upgrade from 'CCC+' may be warranted.
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Chart 3

Does Industry Matter?

Industry risk is a major factor in our company analysis. Industry characteristics such as secular 
and cyclical trends, as well as fixed versus variable costs, strongly influence our ratings. COVID-19 
containment measures and the drop in oil prices have adversely affected virtually all sectors, with 
consumer-facing sectors and the energy sectors particularly hurt.

By debt volume, high technology, where the majority of issuers are software and service 
companies, leads with the most 'CCC+' debt exposure, with nearly 99% of its 'CCC+' issuers with 
debt assigned negative outlooks or on CreditWatch negative. However, on a count basis, the sector 
makes up only 6% of total 'CCC+' rated issuers.

So although the sector has its share of 'CCC+' debt, it has experienced a relatively low impact from 
COVID-19, the global recession, and the collapse of oil and gas markets compared with other 
corporate sectors, such as media and entertainment and oil and gas, which lead in 'CCC+' rated 
issuers. We expect the high technology sector to recover to run-rate 2019 metrics in 2021, with no 
deterioration in tech software (see "COVID-19 Heat Map: Post-Crisis Credit Recovery Could Take 
To 2022 And Beyond For Some Sectors," June 24, 2020).
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Chart 4

How Is The Market Pricing 'CCC+' Risk?

Volatility has been a key theme of the fallout from COVID-19 and oil price drops for company 
performance, capital market new-issuance volumes, and prices. As credit spreads have narrowed 
by almost one-third from March highs, bond issuance in the U.S. and Canada is two times 2019 
levels as corporate borrowers incur more debt to handle the demand shock of COVID-19-related 
disruptions.

Although much of the year's new bond issuance has been investment-grade ('BBB-' or higher), 
speculative-grade bond issuance recovered in May and June. In fact, speculative-grade bond 
issuance hit an all-time monthly high in June of $48.3 billion as the market normalized and 
speculative-grade issuers gained access to primary markets (see chart 5). However, a clear 
distinction exists between the 'BB' and 'B' rating categories' bond issuance, since access at the 
lowest of rating levels remains limited (see chart 6). Meanwhile, loan issuance has been sluggish, 
although the price of loans has improved dramatically since late March.

When we look at bond pricing in times of high volatility, we often see a sharp widening of credit 
spreads across the ratings spectrum, but also higher variance between option-adjusted spreads 
at the 'CCC+' rating as markets price perceived distinctions between similarly rated credits. When 
markets become dislocated, variance in bond pricing can increase, as we saw in March 2020, 
when the difference between the maximum option-adjusted spread and minimum
option-adjusted spread reached 4,600 basis points (bps), compared with 2,200 bps currently.
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Chart 5

Chart 6
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Chart 7

Chart 8

On the loan side of the markets, volume has been rising since the March shutdown, although at a 
far slower pace than for speculative-grade bonds. And while secondary loan spreads have also 
tightened dramatically since the widest gaps in March, there has been a recent uptick in the 
percentage of loans trading below $0.90 (see chart 9).
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Chart 9

As of July 20, about 14% of 'CCC+' issuers had loans (all priorities) trading over $0.90. That's not
insignificant, but it's far lower than before the pandemic, when over 60% of a much smaller
number of 'CCC+' issuers had loans that traded over $0.90. While $0.90 is not necessarily the new
par, pricing over $0.90 could imply less concern over immediate downside risk and perhaps upside
in a few cases.

Table 1

Loan Bid Prices Of Issuer (All Priorities Of Loans)

--Issuer credit rating--

--12/30/2019-- --7/20/2020--

B- CCC+ B- CCC+

>=90 399 111 314 28

80<=x<90 35 45 142 80

70<=x<80 6 13 44 47

50<=x<70 0 10 13 30

<50 3 6 4 16

Total 443 185 517 201

Data as of July 20, 2020. Source: S&P Global Ratings.

The Round Trip: Back To 'B-' From 'CCC+'

After four months with no upgrades from the 'CCC+' category, we upgraded five issuers to 'B-' 
from 'CCC+' in June (see table 2). All five issuers were first downgraded at the beginning of 2020
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amid the pandemic and sudden and steep drops in oil prices. These issuers were upgraded back to
'B-' after outperforming our expectations, improving liquidity, or refinancing looming maturities
with prospects for improvement in credit metrics.

While we did not see any upgrades out of 'CCC+' in July, the June actions demonstrate that the
shape of the recovery and capital market conditions are critical to such trips back to the low 'B'
category. Whether the five June upgrades marked an unusual event that is unlikely to repeat or
indicate that additional issuers may rise to 'B-' will depend heavily on the trajectory of the
economic recovery--the slope of which seems to be flattening, at best, for now.

Chart 10

Table 2

Upgrades To 'B-' From 'CCC+' In June 2020

Issuer

Date
downgraded to
'CCC+'

Date
upgraded to
'B-' Outlook Sector Reason for upgrade

Comstock
Resources Inc.

23-Mar-20 23-Jun-20 Stable Oil and gas Improved liquidity and reduced
leveraged due to an acquisition

BMC Acquisition
Inc.

2-Apr-20 2-Jun-20 Negative Business and
consumer
services

Execution of a confidential strategic
business transformation
transaction that has materially
improved its liquidity
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Table 2

Upgrades To 'B-' From 'CCC+' In June 2020 (cont.)

Issuer

Date
downgraded to
'CCC+'

Date
upgraded to
'B-' Outlook Sector Reason for upgrade

Century
Aluminum Co.

6-Apr-20 18-Jun-20 Stable Metals and
mining

Renegotiated terms under a
revolving credit facility and ability to
issue additional debt to alleviate
upcoming maturities

Carrols
Restaurant
Group Inc.

20-Apr-20 24-Jun-20 Negative Retail and
restaurant

Completion of a term loan add-on
along with a steady sequential
recovery in sales following the initial
impact of the COVID-19 pandemic

Gran Tierra
Energy Inc.

15-May-20 9-Jun-20 Stable Oil and gas Renegotiated terms under its
committed revolving credit facility

Data as of June 30, 2020. Source: S&P Global Ratings.

Retail And Restaurants Are A Case Study In Mixed Performance

As one of the most consumer-facing sectors, the retail and restaurants industry has been at the 
front of negative rating actions stemming from COVID-19 containment measures. Still, while it's 
early days, we think parts of the sector could exceed our expectations for recovery.

Aside from the obvious beneficiaries of the economic shutdown, such as grocers and big-box 
retailers, small pockets of retail are faring better than we expected. Consumers have shown 
various levels of willingness to spend on products that improve their home environment--home 
and garden materials used for home improvement projects in particular. We've also seen some 
improvement in decor, furniture, home offices, and exercise equipment.

However, we believe these trends may be short-lived due to the imminent expiration of 
government support in the form of stimulus checks and generous unemployment benefits. In 
restaurants, while full-service dining continues to struggle--especially as some states reverse 
their reopening plans--quick-service restaurants have fared relatively well due to their
off-premise operations, which are well suited to social distancing.

For example, Carrols Restaurant Group Inc., the largest Burger King franchisee in the U.S. by 
number of restaurants, reported that after the top line contracted early in the pandemic, sales 
bounced back to 2.5% over last year's for the week ended June 7. GPS Hospitality Holding Co. LLC, 
operator and franchisee of Burger King and Popeyes, is another quick-service restaurant that has 
reported positive trends. And on Aug. 3, we placed the 'CCC+' issuer credit rating on U.S.-based 
home decor retailer At Home Group Inc. on CreditWatch with positive implications after 
preliminary second-quarter results significantly exceeded our expectations. An upgrade is 
possible after we assess our performance expectations for the remainder of the year and 
determine if the capital structure remains unsustainable given recent profit trends.

Still, we view downside risk for the broader sector as growing due to the expiration of government 
support and the alarming uptick in new COVID-19 cases across the country. Additional
broad-based closure mandates for restaurants and retailers would likely further damage 
consumer confidence and willingness to spend. Even so, quick-service restaurants could perform 
relatively well as consumers adjust and observe social distancing.
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Historical Data Indicate 22% Of Issuers Rated 'CCC+' Default Within
One Year And 48% Within Five Years

Based on historical rating transitions, we would expect many 'CCC+' rated issuers to transition to
lower ratings (see tables 3 and 4). The path to default is often paved with a mixture of worsening
business performance and an inability to maintain sufficient liquidity or refinance maturities.
Missed interest payments have been the most prevalent reason for default this year, but
distressed exchanges are often another meaningful source of defaults. About 22% of companies
rated 'CCC+' default within one year, and 48% default within five years (see tables 3 and 4).

Ratings typically follow a monotonically decreasing path to default, meaning higher-rated issuers
take longer to default than lower-rated issuers. The average time to default for 'CCC+' rated
corporate issuers was 2.6 years both globally and in the U.S. and Canada from 1981 to the present
(see table 5).

Upgrades from 'CCC+' are far less common, given they would tend to stem from
better-than-expected performance that would lead us to believe a company can manage its debt
burden over time. Key reasons for the upgrades from 'CCC+' in June included improved liquidity
and reduced leveraged due to an acquisition, renegotiated terms under a revolving credit facility,
and an ability to issue additional debt to alleviate upcoming maturities.

Table 3

One-Year Transition Rates

(%)

Rating B- CCC+ CCC CCC- CC C D

B- 53.69 7.36 3.49 1.03 0.71 0.00 7.86

CCC+ 10.64 35.70 7.09 3.79 0.81 0.00 22.40

CCC 5.92 5.43 34.77 2.47 1.60 0.25 29.59

CCC- 1.21 2.43 4.86 27.53 1.62 0.00 42.11

CC 3.05 2.29 6.11 0.00 12.21 0.00 61.83

C 0.00 0.00 0.00 0.00 0.00 20.00 70.00

Data as of June 30, 2020. Source: S&P Global Market Intelligence's CreditPro.

Table 4

Five-Year Transition Rates

(%)

Rating B- CCC+ CCC CCC- CC C D

B- 7.93 1.80 0.88 0.33 0.16 0.00 29.79

CCC+ 4.68 1.17 0.49 0.29 0.00 0.00 47.90

CCC 3.48 0.56 3.20 0.28 0.42 0.00 47.98

CCC- 2.36 0.47 0.00 1.89 0.00 0.00 57.55

CC 1.63 0.00 0.00 0.00 0.00 0.00 73.98

C 0.00 0.00 0.00 0.00 0.00 0.00 100.00

Data as of June 30, 2020. Source: S&P Global Market Intelligence's CreditPro.
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Table 5

Average Time To Default (Years)

Global U.S. and Canada

BB+ 7.2 9.2

BB 7.0 7.7

BB- 7.0 7.6

B+ 6.1 6.5

B 4.6 4.9

B- 3.7 3.8

CCC+ 2.6 2.6

CCC 2.3 2.2

CCC- 1.8 2.1

CC 1.0 1.1

Data as of June 30, 2020. Source: S&P Global Ratings Research.

What Does 'CCC+' Mean To BSL CLOs?

U.S. broadly syndicated loan (BSL) collateralized loan obligations (CLOs) started off 2020 with an 
approximate 20% exposure to 'B-' rated issuers, a record at the time. As discussed in our report 
"To 'B-' Or Not To 'B-'? A CLO Scenario Analysis In Three Acts," published Nov. 26, 2019, this trend 
could lead to volatility in 'CCC' buckets, especially since 'B-' is only one notch away from 'CCC+', 
the highest rating within the 'CCC' category. Because CLOs generally treat exposures to 'B-' rated 
issuers that are on CreditWatch negative as 'CCC+' and thus add them within the 'CCC' buckets, 
elevated 'B-' exposures can also lead to volatility in overcollateralization ratios.

'CCC' buckets started off the year with about 4% of total assets. Over 6% of the U.S. BSL CLO 'B-' 
exposures before the pandemic were downgraded or placed on CreditWatch negative, and CLO
'CCC' buckets tripled to 12% by late April and early May. We broke down the 'CCC' bucket into 
three cohorts (see chart 11). A large majority are 'CCC+' rated exposures, many of them recently 
downgraded from 'B-', while the rise in 'CCC' and 'CCC-' exposures has been only about 1.7% (to 
3.5%).

Some CLOs have holdings with 'B-' issuers for which we resolved a CreditWatch status and 
affirmed the 'B-' rating since the peak of COVID-19 actions, as well as to some round-trippers
(issuers upgraded back to 'B-' or higher from 'CCC+'). Additionally, some CLOs have reduced their 
'CCC' buckets by selling loans from 'CCC' rated issuers.

Together, these factors contributed to the stabilization and decline of the 'CCC' buckets across 
U.S. BSL CLOs by June and July ('CCC' buckets of the CLO index stabilized around 11% by the end 
of July, of which about 8% are rated 'CCC+' or rated 'B-' and on CreditWatch negative). 
Nonetheless, the 25% exposure to 'B-' rated issuers across U.S. BSL CLOs will continue to be a 
matter of concern to investors.
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Chart 11

Conclusion

During 2020, we have seen an unprecedented steep drop in economic activity from COVID-19
containment measures and oil price declines, which led to a surge of issuer downgrades to
'CCC+'--a rating that typically reflects an unsustainable capital structure, even if a specific
default scenario is not foreseen in the next 12 months.

While the vast majority of 'CCC+' issuers are assigned negative outlooks and may transition down
toward an eventual default, it's plausible that a modest number of 'CCC+' issuers could rise to the
low 'B' category as an economic recovery unfolds and company-specific factors (refinancing,
liquidity events, and unexpected improvements in performance) support capital structures again.

Market prices remain volatile (and may reflect technical factors as well as recovery potential in the
case of a default) but may provide some insights into how investors are viewing prospects for
companies such as those recently downgraded to 'CCC+'.
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Key Takeaways

- The COVID-19 pandemic and energy-market volatility have caused many U.S.
middle-market companies' financial positions to come under pressure.

- Many of these companies are renegotiating and amending their credit agreements to
avoid breaching their financial maintenance covenants, which has given lenders an
opportunity to tighten the language around some provisions.

- Steps to bolster liquidity for middle-market entities have included sponsor infusions,
drawing on revolvers, postponing scheduled amortization payments, and breaking out
cash interest owed into cash interest and payment-in-kind interest.

Changing TimesTimes HaveHave LedLed ToTo NewNew TrendsTrends InIn 
AmendmentsAmendments ToTo U.S.U.S. Middle-MarketMiddle-Market CreditCredit 
AgreementsAgreements
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The COVID-19 pandemic--coupled with volatility in the energy markets--brought to an abrupt end 
the longest expansion of the U.S. corporate credit cycle. In the second quarter, the U.S. gross 
domestic product (GDP) declined at an annualized rate of 32.9%, the largest such drop for the 
nation.

Many middle-market companies, especially the ones that are consumer-facing, have experienced 
intensified liquidity pressures and have capital structures that might not be sustainable over the 
long run because of their lack of scale. However, the dynamics of lending in the middle-market 
segment generally allow for more efficient monitoring and intervention outside of formal 
processes (such as bankruptcy).

U.S. middle market CLOs rated by S&P Global Ratings require credit estimates (a point-in-time 
confidential indication of the likely credit rating) for the underlying middle-market entities that 
back the CLOs. Last year, we reviewed over 1,000 credit agreements of term loans for these 
middle-market entities. Almost all of them had some form of financial maintenance covenant. 
Most of the middle-market CLOs that we rate have indentures with provisions requiring CLO 
managers to notify us of any amendments or other changes that have a material bearing or affect 
the underlying entity issuing the loan. (For details on how we monitor middle-market entities, see 
"Monitoring Middle Market Entities Amid COVID-19," Aug. 6, 2020.)
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Changing Times Have Led To New Trends In Amendments To U.S. Middle-Market Credit Agreements

The steep decline in revenue and earnings has affected the ability of many middle-market 
companies to stay in compliance with financial maintenance covenants. The affected companies 
have gone back to lenders to get waivers for their defaults. This has given lenders and borrowers 
an opportunity to modify the terms of their agreements to fit the times and circumstances. Below 
we highlight some of the themes we observed in the approximately 100 amendments we received 
to middle-market credit agreements.

Capital Injections From Sponsors And Equity Cures

Sometimes called "rescue capital," capital infusions from sponsors are needed when a borrower's 
balance sheet requires realignment and additional borrowing is not the best option--or perhaps 
not an option at all. For a sponsor considering additional borrowing for a portfolio company, one of 
the main concerns is the borrower's ability to repay. But when it comes to a sponsor infusion, the 
analysis usually revolves around the borrower's growth potential, which affects the sponsor's 
ability to extract that capital later through a dividend or another method.

Many credit agreements, especially those for middle-market deals, allow for what is called an
"equity cure." Although deal-specific variations can add complexity, the basic principle behind the 
equity cure provision is straightforward: Borrowers that have breached--or are near breaching--a 
financial maintenance covenant can have the sponsor inject additional equity capital into the firm. 
In the covenant calculation, this new capital will generally be treated as additional EBITDA. The 
provision is mainly meant to allow a sponsor to remedy a temporary underperformance that is 
causing a financial maintenance covenant breach or near breach. In reviewing such provisions, we 
have observed that lenders tend to limit the overall number and successive instances of these 
cures. They do so to prevent sponsors from masking any systemic borrower issues that could lead 
to further deterioration from cure to cure and potentially reduce the ultimate recovery on the loan.

In more than 20% of the agreements that we reviewed, there was an infusion from the private 
equity sponsor to address the liquidity issues. In addition to being used for balance-sheet 
strengthening, working capital, and general corporate purposes, contributions were used to 
pay-down outstanding revolvers or swing-line loans so companies could draw on them later.

Borrower Liquidity Is A Primary Concern For Lenders

Given many borrowers' reduced revenues and earnings, a significant portion of the amendments 
addressed borrowers' immediate liquidity needs. Apart from infusions from sponsors, companies 
also borrowed from their revolvers. Some borrowers also raised more debt to shore up their 
working-capital needs. A few companies that were eligible (private equity-owned, but without the 
affiliation clause or a NAICS code beginning with 72, and fewer than 500 employees per physical 
location) were able to tap into the Paycheck Protection Program (PPP).

Lenders also helped companies preserve their liquidity by providing relief from scheduled principal 
amortization payments either postponing the scheduled amortization payments for several 
quarters or all the way to maturity. There were also amendments that reduced scheduled 
amortization amount and the balance owed was added to the final bullet payment In several 
agreements, interest owed to lenders was broken into partial cash and partial payment-in-kind
(PIK), either over the next few quarters. We consider all of these transactions to be distressed 
exchanges under our criteria (see "Rating Implications Of Exchange Offers And Similar 
Restructurings, Update," May 12, 2009). In exchange for these changes, lenders took the 
opportunity to tighten the language around some provisions.
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Changing Times Have Led To New Trends In Amendments To U.S. Middle-Market Credit Agreements

Financial Maintenance Covenants Are Focusing More On Liquidity

Financial maintenance covenants are more prevalent in the middle-market segment. 
Theoretically, this gives middle-market lenders a chance to address repayment risks earlier in the 
distress cycle, as companies will breach these provisions as their revenues are suppressed in a 
downturn. Our review of credit agreements last year found that 90% of the agreements had a 
leverage-based financial maintenance covenant. This is not surprising given it's perhaps the most 
comprehensive test in capturing the firm's ultimate capacity to repay its debts.

Lenders were willing to waive leverage-based financial maintenance covenant breaches and enter 
into general forbearance agreements. These lenders also agreed to reset and loosen
leveraged-based financial maintenance covenant thresholds--in some instances to maturity. 
Variations around the specific language included suspension of testing for two to three quarters.

Given that liquidity was the primary concern, several agreements added minimum liquidity 
financial maintenance covenants. Presumably this was done with the objective of giving lenders 
an early signal of imminent payment defaults. The provisions required testing and the reporting of 
the liquidity of the borrowers weekly or biweekly.

Many of the liquidity-based amendments also implemented a surveillance-style monitoring 
system, looking out 90 days. Lenders required borrowers to submit a 13-week cash-flow 
projection, along with the actual performance for the previous period, with appropriate 
reconciliation statements highlighting variances. Many of these agreements also had a lender call 
to explain and discuss performance, projections, and milestones.

EBITDA Addback Provisions

Because EBITDA plays such a large role in financial maintenance covenants--via various leverage 
ratios and the interest coverage ratio--lenders have pushed to tighten the scope of what is eligible 
to be added back to EBITDA. Our ratings and credit estimates reflect our independent view of a 
company's EBITDA, leverage, and cash flow, regardless of how they are defined in credit 
agreements.

A topic of interest among market participants is whether COVID-19-related expenses--also 
referred to as "lost revenue"--can be construed as extraordinary losses. There have also been 
questions around whether COVID-19-related costs can be considered a one-time, nonrecurring or 
unusual costs and be added back to EBITDA. For our analysis, we don't consider lost revenue 
related to COVID-19 as something to be added back to EBITDA. Further, we generally don't add 
back COVID-19-related costs to EBITDA for leverage or other calculation measures.

In the documents we reviewed, there were a handful of credit agreements that unambiguously 
addressed this issue on a pre-emptive basis. In these amendments, the lenders added a clause to 
the definition of EBITDA that explicitly disallowed addbacks of all losses, costs, expenses, and 
charges arising from COVID-19. Some documents allowed for a one-time addback for
COVID-19-related expenses, which was capped at a certain percentage of EBITDA. One agreement 
allowed COVID related expenses to be added back--but only in 2020.

A less-prevalent modification, but still related to COVID-19, replaced much of the generic and 
broad language pertaining to business interruption insurance being an eligible category for adding 
to EBITDA with requirements that such insurance proceeds must be received before they can be 
added to EBITDA. Many companies have filed claims under their business-interruption insurance 
policies that seek compensation for the mandatory business closures, but whether they can
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collect on such claims is uncertain. This type of language is meant to prevent companies from 
using that category to add back funds that are contingent on a court ruling.

Steps To Limit Asset Transfers

Now that lenders have had the opportunity to impose tighter controls over borrowers, many have 
inserted various forms of so-called J. Crew blockers. Most of these amendments are in the section 
of the credit agreement outlining the terms around the designation of unrestricted subsidiaries. 
We saw amendments that removed the concept of an unrestricted subsidiary in its entirety. There 
was also an instance of an amendment (in effect until December 2021) that disallowed the 
designation of any subsidiary as an unrestricted subsidiary.

One credit agreement removed the borrower's ability to form new unrestricted subsidiaries 
without the permission of the lenders. This credit agreement already had direct language intended 
to prohibit the transfer of material intellectual property from a restricted subsidiary to an 
unrestricted subsidiary, which was in the section describing the procedure for designating a 
restricted subsidiary as an unrestricted subsidiary. Nevertheless, it still took this measure to 
block any asset transfers to an unrestricted subsidiary.

From a credit rating or estimate standpoint, asset transfer is an example of an event risk that, in 
our view, is relatively uncommon at this point. Moreover, they are extremely difficult to reasonably 
foresee and quantify in our analysis. Consequently, we typically do not directly factor these risks 
on a forward-looking basis, but we capture any actual developments in our ongoing ratings 
surveillance process.

Transitioning From LIBOR

It appears likely that LIBOR will cease to be a benchmark rate by the end of 2021. Last year, the 
Alternative Rates Reference Committee (ARCC) proposed two approaches for loan documents to 
transition from LIBOR. The first is through an amendment, where the occurrence of an event (such 
as LIBOR cessation or the announcement that LIBOR is no longer viable) requires the borrower and 
agent to identify a replacement benchmark, which the lenders can reject within a certain 
timeframe. The second approach is hardwired and continues to be fine-tuned. It looks at a similar 
trigger event that calls for a waterfall of replacement rates and spreads relating to a Secured 
Overnight Funding Rate (SOFR).

Many borrowers and lenders have prepared for the cessation of LIBOR as an available benchmark 
upon which they can base their margin. Some credit agreements we looked at contemplated the 
amendment approach, where the trigger is the non-availability of LIBOR as a benchmark. After the 
trigger event, the agent and the borrower determine a new benchmark, which the lenders have up 
to five days to reject.

Some of the credit agreements mention the SOFR as a possible alternative, but they do not 
commit to it. Instead, the agreements settle on determining a rate after LIBOR is no longer 
available, taking into account any regulatory recommendations or prevailing market conventions 
for replacing LIBOR at the time. The credit agreements also make room for any margin 
adjustments that will need to be made for the new benchmark rate, again taking into account 
regulatory or other recommendations and prevailing market conventions at the time. Lastly, the 
credit agreements allow for the administrative agent or lenders to opt-in to a new benchmark rate 
before LIBOR is no longer available.
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Looking Ahead

Most middle-market companies that took a hit due to the pandemic were able to address their
immediate liquidity needs through sources including revolver draws, sponsor infusions, and
tapping into the PPP. These efforts appear to have stabilized their immediate liquidity needs.
However, their medium- to long-term prospects will depend on the speed, strength, and duration
of the economic recovery.

For some of the affected companies, the sustainability of their operations and balance sheet will
come under question if the pace of economic recovery does not pick up as expected. Even if the
spread of the virus is contained, there could be a permanent shift in behaviors that will have a
long-term impact on companies in the more vulnerable sectors, such as fitness and entertainment
facilities, dine-in restaurants, travel, non-essential brick-and-mortal retail.

This report does not constitute a rating action.
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Key Takeaways

- European CLO managers in the COVID-19 era face a complex challenge of selecting
creditworthy loans to build portfolios for both new and existing transactions.

- The average overlap of loans in European CLOs issued since mid-March stands at
37.73%, which is almost 2% higher than the European average of 36% for all CLOs rated
by S&P Global Ratings, including those issued before the COVID-19 outbreak.

- Following the corporate downgrades since March this year and negative outlooks on
some of the sectors, CLO managers may have been building portfolios with new names,
resulting in less overlap than in previous years.

- Factors like cashing in gains to cover losses due to the pandemic, reshaping the
portfolios to manage various tests that are close to breaching their thresholds, and
managing the weighted-average cost of debt--may have also led to a decline in overlap
than in previous years.

- We review the level of CLO portfolio overlap yearly to understand differences in
portfolios, observe new trends, and to identify possible reasons for why the overlap
differs from previous years.
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Chart 1

This year, COVID-19 has notched up the difficulty level of managing European collateralized loan 
obligation (CLO) portfolios even further for CLO managers. As European economies move deeper 
into recession, S&P Global Ratings expects that the number of speculative-grade corporate 
borrowers to default will increase (see "Credit And Economic Deterioration Signals A Rising 
European Speculative-Grade Default Rate Despite Market Optimism," published on Aug. 18, 
2020). European cash flow CLOs--which invest primarily in these loans made to speculative-grade 
companies--hence may face strong headwinds. These conditions, combined with other factors, 
could reduce the loan universe into an even smaller subset for managers to choose from to build 
their portfolios.

Since the beginning of 2013--considered the start of the "CLO 2.0 era" in Europe--CLO managers 
traditionally have had fewer assets to build CLO portfolios than U.S. managers. Following the 
COVID-19 outbreak and with other restrictions in the CLO issue documents, European managers 
now have even fewer assets, and face a complex challenge of selecting creditworthy loans.

In 2009, the level of CLO transaction overlap stood at 28%, which increased to 38% by 2018, 
whereas manager overlap had increased to 74% from 59% from 2009 to 2019. However, 2020 has 
seen a reduction in the overlap percentage, with CLO manager overlap totaling about 71% and 
transaction overlap about 36%. Interestingly though, the transaction level overlap for CLOs issued 
since Mid-March this year tells a different story.

S&P Global Ratings acknowledges a high degree of uncertainty about the evolution of the
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coronavirus pandemic. The consensus among health experts is that the pandemic may now be at,
or near, its peak in some regions, but will remain a threat until a vaccine or effective treatment is
widely available, which may not occur until the second half of 2021. We are using this assumption
in assessing the economic and credit implications associated with the pandemic (see our research
here: www.spglobal.com/ratings). As the situation evolves, we will update our assumptions and
estimates accordingly.

How Are Managers Building Post COVID-19 CLOs?

Despite the recent challenges faced by CLO managers outlined above, CLO issuance has gained
momentum since June. Year-to-date issuance has reached €13.2 billion from 40 CLOs, despite
representing an overall year-on-year decline.

Structures in the current environment continue to be smaller (with approximately €300 million
asset portfolios) and continue to have higher credit enhancement. These CLOs also have shorter
reinvestment and non-call periods. At the same time, CLO documents continue to evolve, with
managers changing their industry concentration limits to reflect the new environment. These
changes would allow CLO managers to buy assets from certain industries to compensate for the
worst-performing ones, such as oil and gas, or retail. Some CLO documents are now allowing the
provision of more 'CCC' rated assets in the portfolios. Proposed changes to certain definitions in
CLO documents, such as the discount obligation and defaulted loans, have also become more
frequent.

With these developments in mind, table 1 shows that the average portfolio overlap in CLOs issued
since the COVID-19 outbreak has already started to increase, compared to the averages seen in
CLOs before COVID-19.

Table 1

European CLO Portfolio Overlap: CLOs Issued Since COVID-19

CLOs*
Accunia
IV

Avoca
XXI

Avoca
XXIV

Bilbao
III

Carlyle
2020-1

Dryden
74

Fair
Oaks II

Harvest
XXIII

Invesco
IV

MAN
GLG VI

Penta
7

Sound
Point
III

St.
Paul's
XII

Voya
Euro
CLO
III
DAC

Accunia
IV

Avoca
XXI

37.36%

Avoca
XXIV

37.88% 68.94%

Bilbao
III

25.64% 28.86% 29.23%

Carlyle
2020-1

27.96% 43.56% 34.95% 24.66%

Dryden
74

28.55% 42.56% 41.35% 23.59% 34.96%

Fair
Oaks II

37.25% 36.19% 37.57% 27.35% 31.57% 28.38%

Harvest
XXIII

36.13% 49.25% 48.13% 31.53% 41.06% 37.53% 34.13%
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Table 1

European CLO Portfolio Overlap: CLOs Issued Since COVID-19 (cont.)

CLOs*
Accunia
IV

Avoca
XXI

Avoca
XXIV

Bilbao
III

Carlyle
2020-1

Dryden
74

Fair
Oaks II

Harvest
XXIII

Invesco
IV

MAN
GLG VI

Penta
7

Sound
Point
III

St.
Paul's
XII

Voya
Euro
CLO
III
DAC

Invesco
IV

33.26% 43.20% 40.60% 29.22% 37.02% 35.04% 30.82% 48.18%

MAN
GLG VI

31.73% 37.75% 35.08% 25.25% 30.49% 29.78% 31.08% 36.73% 32.75%

Penta 7 34.05% 44.02% 43.38% 28.98% 32.90% 36.78% 34.81% 43.51% 35.12% 39.00%

Sound
Point III

36.11% 45.75% 43.01% 30.11% 34.06% 35.69% 36.59% 43.11% 36.56% 39.92% 39.50%

St.
Paul's
XII

38.35% 42.28% 45.04% 33.62% 32.35% 37.25% 39.05% 44.54% 40.95% 32.74% 44.85% 42.27%

Voya
Euro
CLO III
DAC

38.33% 50.98% 50.12% 29.05% 40.46% 40.76% 40.51% 50.64% 44.04% 43.69% 46.27% 51.21% 47.16%

*Issued since COVID-19 (March 2020). Source: S&P Global Ratings.

The average overlap of European CLOs issued since mid-March stands at 37.73%, which is almost
2% higher than the European average of 36% for all CLOs rated by S&P Global Ratings, including
those issued before COVID-19.

Click here to view the high resolution interactive version of the below chart.
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Chart 2

Although CLOs issued since March this year have more overlap, the average credit quality of new
CLO portfolios has outperformed pre-COVID-19 issued CLOs. Specifically, they have lower S&P
Global Ratings' weighted-average rating factors at around 2,700 or below, typically less than 5%
of assets are rated in the 'CCC' category (compared with a 7% average for pre-COVID-19 issued
CLOs), and they generally have more 'B' and 'B+' rated assets in the portfolio. These factors, along
with better structural protections--such as higher credit enhancement--could benefit new CLOs
when considered within the overall European CLO universe.

Table 2

Selected Average Credit Metrics

B-'
(%)

CCC'
category

(%)

Non
performing

category (%)

Junior O/C
cushion

(%) WAP SPWARF

Par
change

(%)
CreditWatch
negative (%)

Negative
outlook (%)

Jan. 3,
2020

18.44 3.19 0.10 4.24 98.61 2,704 0.00 1.00 20.68
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Table 2

Selected Average Credit Metrics (cont.)

B-'
(%)

CCC'
category

(%)

Non
performing

category (%)

Junior O/C
cushion

(%) WAP SPWARF

Par
change

(%)
CreditWatch
negative (%)

Negative
outlook (%)

Jan. 31,
2020

18.95 2.73 0.10 4.27 98.81 2,708 0.00 0.88 19.19

March
6, 2020

19.48 1.91 0.04 4.31 98.35 2,698 0.00 3.69 22.39

April 3,
2020

19.28 6.57 0.08 4.09 85.89 2,827 (0.07) 5.23 25.09

May 1,
2020

23.74 9.39 0.10 3.59 86.44 2,926 (0.13) 6.74 35.26

May 8,
2020

24.59 8.68 0.09 3.53 87.09 2,922 (0.15) 6.02 36.88

May 15,
2020

24.88 8.56 0.11 3.42 88.12 2,920 (0.15) 6.42 37.05

May 22,
2020

24.69 8.75 0.17 3.35 88.39 2,926 (0.16) 6.51 38.55

May 29,
2020

25.09 8.91 0.22 3.35 88.32 2,923 (0.16) 6.76 38.93

June 5,
2020

25.52 8.90 0.23 3.35 88.32 2,929 (0.16) 7.52 38.89

June
12,
2020

25.52 8.90 0.23 3.50 88.32 2,929 (0.16) 7.51 39.24

June
19,
2020

25.06 9.80 0.32 3.50 90.29 2,956 (0.14) 7.79 40.27

CLO--collateralized loan obligation. O/C--Overcollateralization. SPWARF--S&P Global Ratings' weighted-average rating factor. WAP--Weighted 
average price. Pricing information is based on over 90% of the loans.

How Are Managers Managing Pre-COVID-19 CLOs?
Typically, CLO managers would have a list of "first choice" assets that they would prefer to build 
portfolios with. In the current environment, however, with increased downgrades and negative 
rating outlooks on the assets, it's more likely that CLO managers would switch to using the
"second best" assets for their portfolios.

Our analysis supported this possibility. The average portfolio overlap between CLO 2.0 
transactions managed by the same manager was about 74% last year, with a range of 18%-89%. 
The average has declined to 71%, with a maximum overlap of 91%.

Click here to view the high resolution interactive version of the below chart.
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Chart 3

In chart 4, we compared which CLO manager managed their CLO portfolios closest to their
European average overlap and how each CLO manager compares against the European average.
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Chart 4

Overlap Of Top 100 Names At The Lowest Levels
In our 2018 CLO overlap publication, we observed that more CLOs were now referencing assets 
beyond the most common names (the top 100), mainly to address widening CLO liabilities and to 
manage the weighted-average cost of debt (see "Portfolio Overlap In European CLOs: Looking 
Beyond The Top Obligors"). In 2019, the overlap of the top 100 names declined further possibly due 
to deteriorating credit quality and negative industry outlook during the COVID-19 pandemic (see 
"European CLOs: Lack Of Loan Supply Is Causing Further Portfolio Overlap"). We believe this trend 
will continue throughout 2020.

Efforts To Improve Portfolio Credit Quality May Reduce Overlap
Another reason for the reduced degree of portfolio overlap in existing CLOs (overlap is increasing 
for new CLOs issued since March 2020) could be the credit quality of existing assets in the 
portfolio, that has deteriorated due to the credit impact of COVID-19.

From March 13 to June 30, we took rating actions on 146 nonfinancial corporations that are 
referenced in CLO portfolios. Rating actions on 131 of these would have affected the credit quality 
of the portfolio when using our credit model, CDO Evaluator (see "COVID-19-Related Public Rating

CLO Portfolio Overlap: European Managers May Look Beyond Their First Choice Of Assets In The COVID-19 Era

spglobal.com/ratingsdirect 93Jan. 13, 2021 



Actions On Nonfinancial Corporations And Affected European CLOs," published on June 30, 2020,
and "Global Methodology And Assumptions For CLOs And Corporate CDOs," published on June 21,
2019).

Out of roughly 660 unique names referenced in S&P Global Ratings-rated European CLOs as of
mid-June, if 141 were to impair the credit quality of the portfolio (translating to more than 20% of
the CLO universe), this would mean that managers would likely need to trade out of such assets to
avoid pressure on various CLO tests (portfolio limit, collateral quality, and coverage tests).

Cash Gains Will Add Future Buffers

Although negative rating actions on corporates had increased significantly since March to
mid-June, not every industry was hit equally as hard. Managers offsetted some of the par losses
due to downgrades in the most affected industries--like retail or oil and gas--by buying cheaper
but fundamentally stronger credits in alternative sectors that didn't suffer as much or had more
growth potential.

This caused these CLOs to gain par and cover their losses. Our sector average publication
highlights that the market prices of assets in the second quarter rebounded (see "CLO Pulse Q1
2020: Sector Averages Of Reinvesting European CLO Assets," published on June 23, 2020).

These factors combined--including cashing in gains to cover losses, building portfolios to manage
credit quality, and managing the weighted-average cost of debt--may have also caused a decline
in overlap than in previous years.

Chart 5
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Has Less Overlap Changed The Credit Risk Profile Of European CLOs?

Although the overlap ratio has reduced since 2018 and 2019, it hasn't yet translated into a big
shift in the credit risk profile of European CLOs that we rate. We believe this is because managers'
focus has been to move away from risky assets or assets from some of the riskier industries.

The European average portfolio default rate or scenario default rates (SDRs; our view of the level
of defaults that is likely to affect the portfolio in a 'AAA' scenario) stood at 64.62% in mid-June (at
the 'AAA' rating level). The dark blue area in chart 6 shows the deviation of our SDRs or the
expected portfolio default rate in a 'AAA' scenario for each CLO managed by the same manager
versus the European average, which is the straight line, symbolizing no substantial difference for
the time being.

Chart 6

Asset Overlap For 'CCC' Ratings, CreditWatch Negative Placements, 
And Outlooks

Chart 7 shows the manager overlap of assets currently rated in the 'CCC' category ('CCC+', 'CCC',
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and 'CCC-') and those placed on CreditWatch with negative implications, or both.

Chart 7
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Chart 8

On average, European CLO portfolios comprised about 7% of assets that were rated in the 'CCC'
category in August ranging between 3% to 14%. The average overlap of these 'CCC' rated assets in
CLO portfolios managed by the same manager accounted for 62%, meaning any further negative
rating migration on such assets will likely similarly affect other CLOs from the manager. Although
the overlap may be high, the proportion of assets in the 'CCC' category has gradually reduced (now
accounting for about 7%) after reaching its peak in May and June.

Assets rated with a negative outlook also lead to a similar conclusion. Chart 9 shows that, on
average, the asset overlap of those assets with a negative outlook accounted for 34%, ranging
between 52% at the higher end to 20% overlap at the lower end.
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Chart 9

Industry Exposure Still Diverse, Though Favorites Might Change

CLO exposure by industry exposure has changed this year. Software and chemicals continue to be
the most favored industries. In line with last year, CLO managers continue to avoid exposure to
high-street retail and oil/gas and aerospace industries, which Europe has traditionally shied away
from investing in.

CLO Portfolio Overlap: European Managers May Look Beyond Their First Choice Of Assets In The COVID-19 Era

spglobal.com/ratingsdirect 98Jan. 13, 2021 



Chart 10

Defaults In Europe Remain Close To Zero
The 2020 global corporate default tally has reached 159 (see "Corporate Defaults In Europe Hit An 
All-Time High," published on Aug. 20, 2020). Defaults in Europe have surpassed their 2009 
financial crisis levels and reached a historical high of 23 defaults. While this is the highest
year-to-date default total over the past decade, the exposure of defaulted assets in European 
CLOs continue to remain well below 1%.

By actively trading, European CLO managers consistently helped CLOs avoid these names. As a 
result, they have maintained healthy overcollateralization and interest coverage cushions (see
"European CLO Performance Index Report Q1 2020," published on June 30, 2020").

How Does Portfolio Overlap Differ From Obligor Concentration?
Portfolio overlap is the extent that an obligor can be found in several CLO transactions, while the 
degree of concentration measures the percentage an obligor accounts for in a given portfolio. A 
high level of portfolio overlap could mean that the effects of corporate defaults and credit 
deterioration would be more widespread across the European CLO sector, whereas the 
concentration affects the severity of changes in obligor credit quality on individual transactions. 
The combination of both characteristics contributes to higher risk, in our view.

If a widely held obligor's creditworthiness deteriorates, or if that obligor defaults, this could have 
ramifications on European CLO portfolios more broadly. For example, the default of the most 
widely held obligor could have a negative effect on the portfolio credit quality on nearly 95% of
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European CLOs. However, the magnitude of any effect on CLO ratings would be partially mitigated
because most transactions' underlying portfolios have only a small exposure to any single
corporate obligor; transaction documentation typically sets obligor concentration limits. In our
sample, the average exposure to any single obligor is less than 1%.

The extent of any effect on CLO ratings will, in our view, be influenced by their portfolio
characteristics, notably the overlap between different portfolios and concentration risk within
them. We believe relatively high overlap in a sector means deterioration among a few key
corporate obligors could affect a large number of CLOs. However, in this scenario, we generally
expect that the severity of any rating effect will likely be mitigated because individual obligor
exposures are typically only held in low concentrations.

Our analysis represents a snapshot of European CLO portfolio compositions for our sample as
reported at the beginning of August 2020. It is not intended to capture any more recent or
potential future trading activities by CLO managers. In addition, this analysis is not intended to
predict the future performance of any individual CLO, as each transaction has unique portfolio
characteristics.

Appendix: Calculation Of Overlap Between Two CLO Portfolios

We calculate the degree of overlap between two CLO portfolios by first establishing the
concentration of each obligor in each portfolio. For example, consider two portfolios:

- Portfolio A contains obligors X and Y, which constitute 1.0% and 2.0% of the portfolio,
respectively, and

- Portfolio B also contains obligors X and Y, which constitute 3.0% and 1.5% of the portfolio,
respectively.

For each obligor, the contribution to the overall overlap is the lower of the concentration in the first
portfolio and that in the second portfolio.

In our example:

- Contribution of obligor X to overall overlap = minimum of 1.0% and 3.0% = 1.0%, and,

- Contribution of obligor Y to overall overlap = minimum of 2.0% and 1.5% = 1.5%.

Assuming all other obligors only appear in one portfolio, but not the other, then the total overlap
will be the sum of the contributions from obligors X and Y, i.e., 1.0% + 1.5% = 2.5%.
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- Portfolio Overlap In European CLOs: Looking Beyond The Top Obligors, June 1, 2018

This report does not constitute a rating action.
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In May, we published "How COVID-19 Changed The European CLO Market In 60 Days," which
discussed how the first two months of COVID-19 had altered the market for European
collateralized loan obligations (CLOs). Following six months of heightened rating actions on
nonfinancial corporates spurred by the economic fallout from the pandemic, data for CLOs show
how the market has continued to evolve.

New CLOs have priced during this period, but at a slower pace and at lower levels compared from
those in 2019. The focus is on monitoring the performance of loans underlying existing
transactions, as well as challenges that existed before and persisted during COVID-19, including
high leverage ratios, EBITDA add-backs, and covenant-lite loans.

S&P Global Ratings acknowledges a high degree of uncertainty about the evolution of the
coronavirus pandemic. The consensus among health experts is that the pandemic may now be at,
or near, its peak in some regions but will remain a threat until a vaccine or effective treatment is
widely available, which may not occur until the second half of 2021. We are using this assumption
in assessing the economic and credit implications associated with the pandemic (see our research
here: www.spglobal.com/ratings). As the situation evolves, we will update our assumptions and
estimates accordingly.

Second Quarter Brought Some Signs Of Recovery

Table 1

Default Summary By Original Rating For European CLOs

As of June 30, 2020

CLO 1.0 CLO 2.0

Rating
No. of original

ratings No. of defaults Currently rated
No. of original

ratings No. of defaults Currently rated

AAA 472 0 0 349 0 211

AA 225 0 0 358 0 240

A 239 0 0 249 0 168

BBB 291 4 0 225 0 149

BB 205 17 1 209 0 143

B 11 1 0 179 0 133

Total 1,443 22 1 1,569 0 1,044

Source: S&P Global Ratings Research.
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Chart 1

By the end of second quarter, decisive monetary action, reversal of high yield flows, abatement of 
coronavirus cases in key economies, and hopes of vaccine trials had restored the technical 
background seen in speculative-grade primary demand in the corporate loan market (see
"European Leveraged Finance And Recovery Second-Quarter 2020 Update: Finding Equilibrium," 
published July 20, 2020).

At the same time, European CLOs rated by S&P Global Ratings and issued before 2013, or CLOs 
1.0, had almost fully terminated, with a 1.5% default rate in 20 years. European CLOs we rated 
that were issued from 2013 onward, or CLOs 2.0, had displayed very stable performance until 
second quarter, with only one tranche downgraded in their history before the COVID-19 outbreak.

However, the 12-month trailing speculative-grade default rate for corporates in Europe rose to 
3.4% in June, and we expect it to reach 8.5% by March 2021 (see "The European
Speculative-Grade Corporate Default Rate Could Reach 8.5% By March 2021," published June 8, 
2020).

The Impact Of The Last Six Months

In February, we took 19 negative rating actions globally on corporates and sovereigns that we 
deemed to be related to COVID-19 (negative rating actions include outlook revision to negative, 
CreditWatch negative placement, or downgrade). The concurrent collapse in global oil prices 
caused 1,931 negative rating actions globally between March and July 2020 (see "COVID-19: 
Coronavirus- And Oil Price-Related Public Rating Actions On Corporations, Sovereigns, And Project 
Finance To Date").

As of July 27, 2020, 341 European speculative-grade companies experienced negative rating 
actions. The wave of negative rating actions has affected several sectors, geographies, and 
products.

Since February, we have placed 34 tranches of European CLOs on CreditWatch negative. Out of
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this, we have affirmed our ratings on seven tranches, have downgraded 18, and nine tranches
remain on CreditWatch negative. For these transactions, reduced credit quality and lower excess
spread combined with increases in haircut adjustments have put pressure on the junior tranches
(see "Ratings Recap Of July 2020 European CLO CreditWatch Resolutions," published July 14,
2020, and "Ratings Recap Of August 2020 European CLO CreditWatch Resolutions," published
Aug. 18, 2020).

From March to August, the rating breakdown for corporate loans contained in European CLO
portfolios evolved in this way:

Chart 2

Charts 3 and 4 show how the rating transitions for corporates in European CLO portfolios have
affected the portfolio exposures. According to our CLO criteria, a corporate rating on CreditWatch
negative would be notched down by one rating in our CLO analysis. For example, we would treat a
corporate rating of 'B/WatchNeg' as a 'B-' rating in our CLO analysis (see "Global Methodology And
Assumptions For CLOs And Corporate CDOs," published June 21, 2019).
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Chart 3

Chart 4

These are average figures and display a large dispersion. They are also based on the latest trustee 
report available as of the rating action. We are now beginning to see the effect of actions that each 
portfolio manager took to counterbalance the wave of negative rating actions. There have been 
reductions in the 'CCC' buckets, though nonperforming buckets have increased.

Chart 5 shows the rating category evolution in the European CLOs we rate. Each box plot 
represents the distribution by percentage of notional amount in European CLOs exposed to the
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'B-', 'CCC', and 'D' rating categories for each day.

Chart 5

At the same time, not all CLOs are structured the same. For example, higher credit enhancement, 
higher overcollateralization triggers, or even better economic arbitrage may allow some CLOs to 
perform better.

Other Metrics To Watch Out For

As CLO 1.0 credit performance was solid even during the last recession, and considering that the 
current CLO structure benefits from greater credit enhancement per rating level, shorter 
reinvestment periods, pools backed by corporate debt only, and regulations requiring "skin in the 
game," it is possible to assume continued stable performance for post-2012 CLOs.

However, challenges remain, including higher leverage ratios, EBITDA add-backs, and cov-lite 
loans. Even considering these, our recovery expectation is still slightly lower than 55% in 
European CLOs, which is much lower than the historical recovery average of 73%, but typically 
much higher than what transaction documents have in their covenants for 'AAA' rated CLO 
tranches.

Generally, recovery ratings for CLOs have remained largely unchanged.
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Chart 6

The chart below shows rating actions on corporates in Europe, Middle East, and Africa (EMEA) and
if they affected European CLOs during the past 180 days.

Chart 7
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When we look at the breakdown by industry and geography, we can see how corporate rating
actions have been affecting the EMEA region. The charts below show the number of corporate
downgrades and/or negative CreditWatch placements, and of those, how many are in CLOs.

Chart 8

Chart 9

At the same time, we note that European CLOs are also affected by corporate rating actions in the 
U.S. However, given the lower exposure, only 66 of over 1,022 corporate rating actions in the U.S. 
affected European CLOs.
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Nevertheless, to grasp the full picture, we look at the same breakdown for our subset of CLOs. The
charts below show the facility asset notional amounts affected in CLOs by corporate rating actions
and the average notch change we would apply in CLOs.

Chart 10

Chart 11

The effect has left all CLO facilities exposed at different levels. The split by CLOs and their current
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facility exposure by total facility amount ranges from 10%-40% of par amount (see table 3).

Table 2

European CLO Facility Exposure

Facility
exposure
amount (mil. €)

No. of
CLOs

Average facility
exposure amount

(mil. € )

Average
facility

exposure
Average facility
amount (mil. €)

Average max.
facility amount

(mil. €)

Average min.
facility amount

(mil. €)

>150 6 168.570 84 2.074 8.138 0.086

>125 29 133.594 76 1.945 7.035 0.061

>100 56 110.576 67 1.861 6.167 0.126

>75 38 89.997 65 1.641 5.519 0.058

<75 10 54.458 34 1.792 4.944 0.169

Total 139 108.219 67 1.823 6.168 0.095

CLO--Collateralized loan obligation.

The Next Six Months

We anticipate that rating actions on corporate issuers will continue to affect CLOs through the end
of 2020 and into 2021. Currently our ratings on 46 corporate obligors remain on CreditWatch
negative.

When comparing the limited number of CLO downgrades to the significant number of negative
corporate rating actions that affect them, we believe CLOs have shown resilience in the last 180
days.

Of the European CLOs we rate, 27% by current balance have been affected to date, with €15 billion
subject to negative corporate rating actions. Of this, we downgraded 24% and 3% remains on
CreditWatch negative. By comparison, as of April, 17% of the balance (€8 billion) had been
affected. In some instances, multi-notch downgrades occurred, though the amount is not
prominent.

The S&P Global Ratings weighted-average rating factor (SPWARF) has increased close to 200;
however, we have seen signs of recovery with the level dipping in recent months. Assets rated in
the 'CCC' category had increased above 7.5% in most CLOs, though these levels have also been
declining to below 7.5% on average since then. At the same time, while the ratings on 103
corporate obligors are now considered nonperforming ('CC', selective default ['SD'], or 'D'), the
average level of nonperforming ratings on obligors in European CLO portfolios is now 14, or 0.49%,
up from 0.07% in early March. The total amount by balance is just above €25 million, across 19
CLOs.

Table 3

European CLO Benchmarks

Benchmark SPWARF

'BB-' and
ratings

above (%)

'B-'
ratings

(%)
'CCC'

category
Nonperforming

category (%)
CreditWatch
negative (%)

Negative
outlook

(%) WARR

March 1,
2020

2691.04 11.05 19.51 1.81 0.07 0.88 18.44 53.72

April 1, 2020 2785.66 10.82 18.83 5.74 0.09 5.02 23.86 54.11
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Table 3

European CLO Benchmarks (cont.)

Benchmark SPWARF

'BB-' and
ratings

above (%)

'B-'
ratings

(%)
'CCC'

category
Nonperforming

category (%)
CreditWatch
negative (%)

Negative
outlook

(%) WARR

May 1, 2020 2913.73 9.85 22.73 9.64 0.13 6.75 37.20 54.36

June 1, 2020 2897.74 10.61 24.97 8.82 0.23 6.82 39.37 52.02

July 1, 2020 2916.32 10.24 25.35 9.22 0.25 7.35 40.51 54.13

Aug. 1, 2020 2887.23 10.04 25.66 7.79 0.58 7.33 40.29 54.13

Sep. 1, 2020 2885.69 9.87 25.66 7.45 0.49 7.11 40.17 53.95

SPWARF--S&P Global Ratings weighted-average rating factor. WARR--Weighted-average recovery rating.

Overall, European CLOs have performed well compared to the amount of negative corporate rating
actions that have occurred over the past 180 days. However, we acknowledge that the pandemic is
not over, negative corporate rating actions are still likely, and the impact of these actions on CLOs
will continue to evolve.
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Key Takeaways

- Our recovery ratings continue to provide a good gauge of expected recovery levels and a
rank order of the debt class priority of claims position and actual recoveries. Average
recoveries continue to reflect a rank order within the recovery range associated with
each recovery rating.

- In the past two and a half years, average first-lien debt recoveries have trended
downward to 71%, compared to the current 12.5-year average of 79%. Debt recoveries
were low in the retail (eight companies) and consumer (five companies) sectors, which
averaged 56%-58%, but higher in the oil and gas sector (14 companies), which averaged
94%.

- Debt cushion matters because first-lien debt recovery is the highest--at an average of
90%--when there is junior debt in the debt structure, or debt cushion of 60%-70%.
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The sudden recession and its impact on credit quality has been unprecedented in speed and 
depth--a deterioration not triggered by an asset pricing bubble or fundamental economic factors, 
but by a global health pandemic. The impact of COVID-19 containment measures, plus disruptions 
in the oil markets, has caused a sharp drop in revenues and earnings for companies in 
consumer-facing sectors, and the resulting recession has affected companies across the board. 
This has hurt creditworthiness, as evidenced by the high levels of corporate downgrades; 11% of 
corporate issuers are now rated in the 'CCC' category as of July 14, 2020, compared to 5% at the 
same time in 2019, while corporate defaults have reached 83 in the first half of 2020 compared to 
78 for the entire 2019 year and we anticipate more defaults to follow. S&P Global Ratings' baseline 
forecast for the forward 12-month (through June 2021) U.S. speculative-grade default rates is 
expected to be 12.5%.

From a recovery standpoint, we do not expect the COVID-19 pandemic to have an immediate 
impact on recovery ratings as our recovery analysis looks through distressed paths to default, 
although there are circumstances where we do revise recovery ratings, including secular shifts and 
incurrences of additional debt. The market has also continued to raise concerns about issues
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from covenant-lite structures to more involved factors such as flexibility in credit agreements (e.g.
being primed by other senior lenders, the ability to transfer assets out of a company's collateral
group into unrestricted subsidiaries and to raise capital against that) and how this affects
ultimate recoveries if and when a default eventually occurs.

In this study, we looked at historical U.S. corporate debt recoveries from January 2008--the
beginning of the financial crisis--to June 2020--the midst of the current COVID-19 crisis. To start,
we focused on companies that emerged from bankruptcy in the last 12.5 years (from 2008 to the
six months ended June 30, 2020), the past 2.5-year period since our last recovery study (which
covered up to the end of 2017). Then, we reviewed our recovery ratings on the defaulted debt to
gauge recoveries and examine how they compare to actual realized recoveries, which are based on
information from bankruptcy documents (see the Appendix for how we calculated actual
recoveries for this analysis). Our lookback also considers the key factors that affected recoveries
and how different debt classes fared from an absolute recovery standpoint.

Since we published our 10-year study in February 2019, we have added 50 defaulted (rated)
companies with $124 billion in total debt outstanding at default to our dataset. These companies
exited bankruptcy from 2018 through the first half of 2020. In total, our dataset comprises 292
rated companies with total debt at default of over half a trillion dollars.

Dataset Profile

The dataset includes companies for which we could obtain reliable and clear recovery data,
primarily from the reorganization plans and disclosure statements that debtors filed when they
prepared to exit bankruptcy. While we rated all of these companies at the entity level, at the
instrument level we rated about 75% of the total number of issuances. The dataset represents
about 16.8% of the current $3 trillion in total rated secured and unsecured debt of U.S. corporate
speculative-grade rated issuers (as of April 1, 2020) and 20% of the current 1,600
speculative-grade rated companies (as of May 14, 2020).

Table 1

12.5-Year Data Set Profile - S&P Global Ratings-Rated U.S. Companies - Corporates (2008- 1H 2020)

No. of companies that: Prepetition debt at default (bil. $)†

Year Defaulted
Exited

bankruptcy*
Avg. months in

bankruptcy§ Priority First lien Second/third lien Unsecured Subordinated Total

2008 26 4 6.9 0.0 0.8 0.1 0.2 0.2 1.2

2009 73 40 7.2 1.8 39.0 6.9 20.0 6.1 73.8

2010 23 55 10.8 22.0 29.9 2.9 17.4 10.9 83.2

2011 12 21 13.7 4.8 8.4 1.4 26.0 0.6 41.1

2012 8 15 10.9 0.5 15.2 2.2 6.9 2.9 27.6

Subtotal 142 135 9.9 29.0 93.2 13.5 70.5 20.7 227.0

% of total debt >> 13 41 6 31 9 100

2013 11 15 8.8 0.2 7.4 2.0 1.1 0.5 11.3

2014 12 7 5.1 0.3 7.2 1.3 2.0 1.1 11.8

2015 27 12 6.1 0.3 6.6 2.1 4.8 3.0 16.9

2016 35 39 7.8 1.3 38.5 15.3 25.5 2.8 83.4

2017 24 34 8.5 2.4 35.2 13.2 18.0 1.9 70.6
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Table 1

12.5-Year Data Set Profile - S&P Global Ratings-Rated U.S. Companies - Corporates (2008- 1H 2020) (cont.)

Subtotal 109 107 7.3 4.5 94.9 33.9 51.3 9.3 194.0

% of total debt >> 2 49 17 26 5 100

2018 22 21 7.3 2.7 12.0 5.2 7.5 1.1 28.5

2019 17 22 5.1 2.7 23.8 5.1 9.0 8.5 49.1

2020-1H 2 7 8.2 0.7 3.4 0.1 0.7 0.0 4.9

Total 292 292 8.6 39.6 227.4 57.8 139.1 39.6 503.5

% of total debt >> 8 45 11 28 8 100

Note: Companies included in the dataset are those that we were able to readily retrieve actual recovery data points (primarily from disclosure statements and plans of reorganization
documents). *Number of rated companies that defaulted and exited bankruptcy during between 2008 and the first half of 2020 is U.S. corporates only. §Average months in bankruptcy of exited
companies. †Based on debt outstanding at default for companies that exited bankruptcy.

In this review, consistent with our earlier recovery studies, we excluded distressed exchange
transactions (which we classify as "selective defaults") as issuers often prefer to restructure debt
outside of the more involved and costly bankruptcy proceedings in anticipation that the revised
debt structure will reduce leverage and relieve debt service requirements on cash flow and that
sponsors still retain control and ownership. However, based on what we observed, companies may
undertake a series of distressed exchanges and/or subsequently file for bankruptcy (at which
point we would include it in our dataset). As a result, the interim recoveries implied by the
exchange terms are not a complete indicator of the eventual actual recovery rates the instrument
experienced coming out of a bankruptcy.

The dataset includes the following characteristics:

The time period includes the great recession, the oil and gas downturn, and the beginning of the
COVID-19 pandemic.

There were two points when the number of bankruptcy filings spiked in the period reviewed (see
chart 1): during the height of the great recession period between 2008-2010 when 122 companies
(in our dataset) filed for bankruptcy, and then between 2015 and 2017 during the oil and gas
downturn when oil prices--which had been in the $90-100 per barrel range for a long
time--dropped to as low as $26 per barrel before remaining in the $40-60 per barrel range starting
2018. During this time of low oil prices, another 86 companies defaulted, of which 45 were oil and
gas companies. Subsequently, 14 oil and gas companies defaulted in 2018 and later. More
recently, oil prices reached unprecedented lows in second-quarter 2020, at one point even
reaching below zero (because of storage costs), but they've since bounced back to the $40 level in
the third quarter. Currently, approximately 43% of the upstream U.S. portfolio is in the 'CCC+'
rating category and below.
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Chart 1

While our dataset captured companies that emerged from bankruptcy during the first six months 
of 2020--which includes the beginning of the COVID-19 pandemic and recession--it does not 
reflect the full impact of these events because they're still ongoing. However, there were 83 
defaults during the first half of 2020, already surpassing the 78 total defaults in 2019.

Shorter bankruptcy durations. Chapter 11 bankruptcies have shortened to an average of seven 
months in the past five years. Borrowers predominantly enter into proceedings with prepackaged 
or pre-negotiated bankruptcy plans backed by restructuring support agreements (RSA), which 
fully or partially outline the restructuring terms and help ensure an expeditious emergence from 
bankruptcy. While the time in bankruptcy for 2018 emergences was in line with the seven-month 
average (as shown in chart 1), 2019 emergences were shorter, averaging five months as more 
bankruptcies already had RSAs before they filed. In some cases, such as McDermott Industries 
and NPC International, super-priority credit facilities were obtained and RSAs signed, followed by 
a Chapter 11 bankruptcy filing. There are of course still cases that are administered for a longer 
time in bankruptcy due to unresolved complexities among various reasons, such as with 
FirstEnergy Solutions Corp., which took 22 months to emerge in February 2020.

During the financial crisis, the average time entities remained in bankruptcy was 10 months due to 
the number of bankruptcies that were backed up in courts and the capacity of the courts to 
process them. If the number of defaults reach or exceed that of the financial crisis, we would likely
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anticipate proceedings to take longer. Customarily, Chapter 11 cases are predominantly filed in
the Third Circuit in Delaware, Second Circuit in the Southern District of New York, and Fifth Circuit
in the Southern District of Texas. As of June 30, 2020, according to the Federal Judiciary about
57% of the 2,042 Chapter 11 bankruptcy cases that began in the U.S. were filed in these three
districts (29% Delaware and 14% each in Texas and New York).

Exits from bankruptcy were predominantly reorganizations. Of the 292 companies, 245 exited
from bankruptcy predominantly under reorganization plans. Of these, 62 were prepackaged plans,
which meant that before the debtor filed for bankruptcy, it pre-negotiated and agreed with its
creditors to an RSA that laid out its plan of reorganization along with any post-petition
debtor-in-possession (DIP) financing commitments and exit financing arrangements upon
emergence. Typically, a debtor would have an RSA agreed upon with the majority of its creditors,
including across debt classes, such that the debtor had enough creditors on board to ratify and
approve the plan of reorganization, and if not all creditors then enough to cram down the junior
debt classes and approve the plan.

There were 32 "363" asset sale transactions, which included credit bids and sales of the core
business in whole or in part. Fifteen companies exited under liquidation plans that were
conducted under Chapter 11. There were no Chapter 7 filings, although in some instances the
cases eventually converted to a Chapter 7 after the debtor's assets were sold in a 363 asset sale
transaction and there were residual assets to wind down and remaining matters to resolve.

In the past 2.5 years, 27 companies have exited bankruptcy via plans of reorganization, 17 were
pre-packs, five were 363 asset sales, and one via a plan of liquidation. This reflects the bankruptcy
trend toward a speedier and more efficient proceeding when it is organized and negotiated before
a company enters into a bankruptcy filing. During the 12.5-year period, except for 13 months in
2011, the average time in bankruptcy was around five to 10 months.

Debt mix was predominantly first-lien debt. In our full dataset, first-lien debt represented the
largest debt category, at 45% of total debt outstanding at default. This excludes asset-based
lending (ABL) facilities and similar structures (such as securitization facilities and reserve-based
facilities), and which we classified as priority claims. These facilities have different collateral and
debt structures than first-lien term loans and notes. Most of these priority facilities, which are not
usually rated, have historically realized full recoveries, as they typically have stronger structural
and collateral protections, including borrowing base restrictions. In addition, ABLs usually roll up
into a DIP facility that provides the DIP lenders with a super-priority claim that is senior to
prepetition debt claims.

Under our classification, first-lien (non-ABL) debt includes pari passu debt facilities consisting of
revolving loans, term loans, and secured notes. These debt instruments typically have a blanket
first-lien security interest in either all of the company's assets, or if there is an ABL facility in the
structure, on all non-working-capital assets and a second-lien on the ABL collateral. For
securitization assets, lenders do not have direct recourse to these assets because they would be
held by a special-purpose entity to support the securitization debt, although any residual
proceeds would typically flow back to the company and benefit first-lien lenders.

For the full data set (in dollars), priority debt made up 8%, first-lien debt made up 45%, junior
secured debt made up 11%, unsecured debt made up 28%, and subordinated debt made up 8%.
Of course, individual company debt structures can differ significantly from these averages and
this can fundamentally affect the recovery outcomes for different debt classes. In addition, a
company's debt structure often depends invariably on its sector, business model, and asset base.
For example, a retail company generally has an asset-based revolver to finance its working capital
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(primarily inventory) and a term loan, while larger companies' debt structures may include
unsecured note issuances.

Debt cushion matters. Over the 12.5-year period, there is a correlation between first-lien loans
and bonds that have debt cushion (junior debt that is subject to loss before the first-lien debt is
affected) and their respective recoveries (up to a certain level of cushion behind the first lien debt)
(see chart 2). First-lien debt recoveries increase with higher levels of cushion and peak at an
average 90% recovery when there is a 60%-70% debt cushion. Recoveries are lowest and average
about 40% for entities that have zero to minimal debt cushion. Company-specific factors such as
size, leverage, credit rating, and its ability to access the capital markets matter when determining
the capital structure composition and debt cushion. Larger entities more likely can issue
unsecured bond debt, as opposed to smaller companies and those that operate in certain sectors
that may have limited access.

Chart 2

Actual Recoveries

Overall recoveries (12.5 years)

The average recovery for priority debt over the 12.5-year study, mainly consisting of revolving ABL 
and reserve-based lending facilities, was 98%. Average recoveries for first-lien (non-ABL) debt 
was 79%. Similarly, with a rank order effect, junior-lien and unsecured debt recoveries average in 
the 28%-30% range, while the subordinated debt average was lower at 15%. The overall weighted 
average recovery of 56% is in line with historical averages.
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The 98% average recovery for priority claims fell short of full recovery primarily due to outlier
results related to two oil and gas companies. One recovered 4% because the lien was not properly
perfected and therefore became unsecured, and in the other case, ABL lenders to an offshore oil
and gas helicopter services provider recovered 39% because the debtor abandoned all of its
helicopters, which were financed by and secured the ABL; however, the oil and gas downturn hurt
the value of those assets. Substantially all of the other priority claim facilities included in our
dataset attained 100% recovery.

Table 2

12.5-Year Actual Recovery Statistics - By Debt Class (2008-1H 2020)

Priority* First lien Second/third lien Unsecured Subordinated Total

Debt at default (bil. $) $ 40 $227 $ 58 $ 139 $ 40 $ 504

% of total debt 8% 45% 11% 28% 8% 100%

Rated/unrated debt
classes (no.)

119 491 163 363 134 1,270

Recovery Weighted

Average 98% 79% 30% 28% 15% 56%

*Priority debt includes prepetition debt that has seniority over first-lien debt with respect to certain assets, including working capital facilities.

For the 50 companies we added in the 2.5 years since our last update, first-lien debt recoveries 
declined to an average of 71% compared to the 12.5-year average of 79%. There were low debt 
recoveries, particularly in the retail (eight companies) and consumer (five companies) sectors, 
which averaged 56% and 58%, respectively, because they were affected by ongoing distress in the 
brick and mortar retail segment. Most of these defaulted companies, as predominant in these 
sectors, had relatively large ABL facilities ahead of the first-lien debt. In contrast, the 71%
2.5-year average recovery was positively offset by very high 94% first-lien recoveries in the oil and 
gas sector (14 companies). Junior debt recoveries remained around historical averages, although 
subordinated debt recoveries were higher in the 50%-70% range for Weatherford International
(63%) and American Tire Distributors (55%).

We further broke down recoveries into percentage ranges (commensurate with our recovery rating 
ranges) by debt class in chart 3 below, which shows that 51% of first-lien debt recoveries
(excluding ABL revolvers with a different collateral package) were in the 90%-100% recovery 
range, with 16% and 12%, respectively, in the 70%-90% and 50%-70% recovery ranges.

Actual recoveries for junior debt classes were mostly in the bottom brackets because most of the 
recovery accrues to the benefit of first-lien lenders. Still, there were instances of 50% or greater 
recoveries for about 25% of junior-lien debt classes, 24% of unsecured debt, and 12% of 
subordinated debt. Recovery for these junior debt classes endure high volatility given the 
thickness (or lack of) of these instruments, making them sensitive to even slight differences 
between the going-concern value and the amount of priority debt ahead of it.
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Chart 3

Sector Recoveries

In table 3, we broke down the average recoveries based on 15 corporate sectors. Several sectors
have a relatively small number of defaults in our dataset, so the average recoveries may not be as
significant compared to a sector with a more representative sample of defaults.

Table 3

Average Recovery Comparison

2008-1H 2020 (12.5 Years) Average recoveries - actual

Sector No. of companies Priority First lien Second/third lien Unsecured Subordinated

Business services 4 100% 79% 18% 23% 0%

Capital goods 14 100% 91% 45% 5% 14%

Chemicals 11 100% 71% 31% 56% 33%

Consumer products 20 100% 76% 19% 46% 18%

Health care 11 100% 88% 20% 25% 11%

High tech 8 100% 73% 2% 24% 19%

From Crisis To Crisis: A Lookback At Actual Recoveries And Recovery Ratings From The Great Recession To The Pandemic

spglobal.com/ratingsdirect 121Jan. 13, 2021 



Table 3

Average Recovery Comparison (cont.)

Hotels and gaming 12 100% 78% 36% 27% 17%

Infrastructure - utilities 7 - 72% 7% 44% -

Media and entertainment 41 100% 75% 21% 33% 14%

Natural resources 38 99% 76% 23% 19% 9%

Oil and gas 67 91% 90% 44% 28% 26%

Real estate - REITs 1 - - - 100% -

Restaurant/retailing 25 100% 64% 22% 14% 0%

Telecom 7 100% 79% 69% 39% 15%

Trans/aero/defense 26 100% 76% 13% 19% 15%

Total/average 292 98% 79% 30% 29% 15%

Actual average recoveries

Time period No. of companies Priority First lien Second/third lien Unsecured Subordinated

12.5-year avg. recovery 292 98% 79% 30% 28% 15%

2018-1H2020 (2.5 years) 50 100% 71% 31% 29% 25%

2013-2017 (5 years) 107 95% 82% 33% 23% 17%

2008-2012 (5 years) 135 100% 79% 24% 33% 13%

The top three sectors with the most companies in the dataset were oil and gas (67 companies), 
media and publishing (41 companies), and natural resources (38 companies). Of media and 
entertainment companies, 28 filed and emerged in or before 2012, while 13 companies were after 
2012. This sector's defaults were mainly driven by secular changes in the publishing and media 
segments during the great recession period.

Fifteen of the 67 oil and gas companies in the dataset defaulted and emerged in the past 2.5 
years, while 43 were during the oil and gas downturn and the remainder were before 2015. 
Exploration and production (E&P) companies were affected by volatile oil prices, and this had a 
knock-on effect on oilfield services companies as well. Furthermore, volatile oil prices affected 
how creditors negotiated with debtors, in particular the valuation for E&P companies, which 
depended on the companies' oil reserves and oil prices at that time.

Gauging Recovery Levels And Ratings

Average recovery comparisons by debt class

There is a rank order of the debt class priority of claims position and actual recoveries. Our 
recovery estimates at default were 10% below the actual average for first-lien debt class, while we 
were closer to recoveries based on estimate at origination (2 percentage points above the 79%
actual recovery average, although further away from the 96% median; see table 4 and chart 4).
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Table 4

12.5-Year Average Recovery To Average S&P Global Ratings' Recovery Estimate
Comparison (2008-1H 2020)

Debt claims Priority First lien
Second/third

lien Unsecured Subordinated

Dollar
weighted

average

Actual - average 98% 79% 30% 28% 15% 56%

Actual - median 100% 96% 17% 14% 1%

Avg. S&P Global
Ratings' estimate at
origination

98% 81% 23% 19% 7% 51%

Avg. S&P Global
Ratings' estimate at
default

99% 69% 21% 13% 1% 42%

Similarly, with junior debt classes from second-/third-liens to unsecured debt to subordinated
debt, our recovery estimates continued to track to actual averages and reflect the rank order of
the debt classes, and were within about 10 percentage points from actual averages and aligned
with the median.

Chart 4

In the past 2.5 years, average recovery estimates, both at origination and at default, were within 
10 percentage points of the average actual recoveries (see table 5 and chart 5). The first-lien debt 
average recovery of entities that emerged during this period was 71% versus an average of 63%
for our recovery estimates at origination and 62% at default. Our recovery estimates at origination 
and at default for both junior-lien and unsecured debt classes also track within 10 percentage
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points of the actual average recoveries. There is a higher range for the subordinated debt, but this
is because recoveries are sensitive to the thinness of the debt and can drive volatile recoveries.

Chart 5

Table 5

2.5-Year Average Recovery To Average S&P Global Ratings' Recovery Estimates
Comparison (2018-1H 2020)

Debt claims Priority First lien
Second/third

lien Unsecured Subordinated

Dollar
weighted

average

Actual - average 100% 71% 31% 29% 25% 54%

Actual - median 100% 72% 25% 16% 17%

Avg. S&P Global
Ratings estimate at
origination

98% 63% 22% 23% 1% 48%

Avg. S&P Global
Ratings estimate at
default

100% 62% 21% 19% 7% 46%

Average recovery comparisons by recovery rating scale for the last 12.5 years

In table 6 and chart 6 we show the recovery range for our recovery rating scale from '1+' to '6' and 
in chart 6 we plotted the average recovery to see whether they were within the range or outside of 
it. Average recoveries continue to reflect a rank order within the recovery range associated with 
each recovery rating. With the exception of recovery ratings of '1' and '6', the average recovery fell
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within the ranges for all other recovery ratings issued at origination. The average actual recovery
for the '1' recovery rating (90%-100% issued at origination) was 80%, and for a '6' recovery rating
(0%-10%) was 15%.

A comparison of the average actual recoveries to recovery ratings at default shows that except for
'5' and '6' recovery ratings, the actual recoveries fell within the range. The average recovery at
default for '5' recovery ratings was 47%, which is 17% better than the top end of the 10%-30%
recovery range. The average recovery at default for '6' was 17%, which is again 7% higher than the
top end of the 0%-10% range. The key factors here are that debt instruments at the '5' recovery
rating mostly comprise junior debt, which is more volatile because it depends on residual recovery
value after senior creditors are repaid first, and the debt size is sensitive.

Chart 6

Table 6

Average Actual Recoveries To S&P Global Ratings' Recovery Rating Scale (2008-1H
2020)

Recovery rating scale 1+ 1 2 3 4 5 6

Recovery rating range (%) 100+ 90-100 70-90 50-70 30-50 10-30 0-10

Avg. actual recoveries to S&P Global Ratings' recovery ratings

At origination - 80% 70% 57% 51% 30% 15%

At default - 92% 82% 66% 52% 47% 17%

Distance from recovery rating range (percentage points)

At origination - -10% 0% 0% 1% 0% 5%
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Table 6

Average Actual Recoveries To S&P Global Ratings' Recovery Rating Scale (2008-1H
2020) (cont.)

At default - 0% 0% 0% 2% 17% 7%

No. of observations (by
debt class) Total

At origination - 90 68 63 52 56 141 470

At default - 55 54 64 85 57 186 501

Average recovery comparisons by recovery rating scale for the past 2.5 years

To look at the more recent average recoveries to our recovery ratings scale, chart 7 and table 7
focus on the past two-and-a-half years. We observed narrower results as actual average
recoveries were within range for recovery ratings '1' to '3' and slightly better (within 7 percentage
points) for '4' and '6' recovery ratings. Similarly with the 12.5-year comparison, actual average
recoveries were better (13-15 percentage points) than our range on '5' recovery ratings.

Chart 7
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Table 7

Average Actual Recoveries To S&P Global Ratings' Recovery Rating Scale (2018-1H
2020)

Recovery rating scale 1+ 1 2 3 4 5 6

Recovery rating range (%) 100+ 90-100 70-90 50-70 30-50 10-30 0-10

Avg. actual recoveries to S&P Global Ratings' recovery ratings

At origination - 90% 70% 58% 57% 45% 13%

At default - 100% 70% 67% 45% 43% 17%

Distance from recovery rating range (percentage points)

At origination - 0% 0% 0% 7% 15% 3%

At default - 0% 0% 0% 0% 13% 7%

No. of observations (by
debt class) Total

At origination - 8 8 21 13 8 25 83

At default - 12 6 21 11 10 31 91

Actual recovery dispersion from S&P Global Ratings' recovery estimates

In the charts below, we show a distribution of the percentage of the actual recoveries for each
rated debt class and their dispersion from our recovery estimates both at origination and at
default. So for all actual recoveries for first-lien debt in our dataset (see table 8), 57% of the debt
classes were within 20 percentage points from our recovery estimate at origination, 70% were
within 30 percentage points, and 81% were within 40 percentage points of our recovery estimates.
It is important to note that recoveries are characterized by a significantly wide range of dispersion
with a multitude of factors that affect recoveries.

Table 8

Actual Recoveries Within A Certain Dispersion From S&P Global Ratings' Recovery
Estimates

(2008-1H 2020)

Percentage point dispersion from S&P Global Ratings' recovery estimates

At origination At default

Debt type < 20% < 30% < 40% < 20% < 30% < 40%

First lien 57% 70% 81% 54% 69% 81%

Second lien 65% 74% 78% 65% 75% 79%

Unsecured 56% 69% 78% 62% 74% 81%

Subordinated 74% 76% 82% 74% 77% 82%

As an example, if we estimated a first-lien term loan recovery of 50% when we assigned the 
recovery rating and the actual recovery was 75%, then the dispersion is 25% higher than our 
estimate (on the right side of charts 8-10 below). So this term loan would be included in the above 
70% of debt issues within 30 percentage points of our recovery estimate. This reflects each actual 
debt recovery's percentage point difference from each distinct recovery estimate on a debt

From Crisis To Crisis: A Lookback At Actual Recoveries And Recovery Ratings From The Great Recession To The Pandemic

spglobal.com/ratingsdirect 127Jan. 13, 2021 



instrument or debt class.

Table 9

Average Absolute Dispersion From S&P Global Ratings' Recovery Estimates (By %
Points)

(2008-1H 2020)

Debt type At origination At default

First lien 22% 22%

Second lien 22% 21%

Unsecured 24% 22%

Subordinated 18% 17%

The average dispersion for first-lien, second-lien, and unsecured debt was in the low- to mid-20%
range, while subordinated debt dispersion was lower at 17%-18%. The dispersion between actual
recovery and estimated recoveries at default was about the same as at origination, except for
unsecured debt, which was a three to six percentage points higher at default, perhaps due to
sensitivity to the level of debt ahead of it. The proximity between the origination point dispersion
and the default point dispersion reflects the stability of our recovery ratings and our estimation of
recoveries as distressed companies endure a path to default, likely with changes to their debt
structures and operating prospects.

As we can see in the first-lien chart 6 below, the outliers on the left side of the curve were primarily
from actual recoveries that were below our recovery ratings (and recovery estimate) assigned at
origination, while the outliers on the right side of the curve were primarily actual recoveries that
were better than our recovery ratings (and recovery estimate) at or near the time of default. Other
than that, 69%-70% of actual recoveries were within 30 percentage points from our recovery
estimates.

As we move down to the junior debt classes, it was less likely that actual recoveries were below
our recovery estimate because recovery estimates, especially for unsecured and subordinated
classes, are lower down the scale. As such, there is more upside potential, which is why for the
junior debt classes there is a slightly higher percentage of actual recoveries that are higher than
our recovery estimates.

Chart 8 Chart 9
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Chart 10 Chart 11

Volatility

The recovery (as a percentage) for the junior debt classes (consisting of both unsecured and 
subordinated) experiences volatility because recovery depends on the amount of senior debt 
ahead of these classes, as well as the thickness of the tranche. For example, a $100 recovery 
value, after $90 in first-lien debt, yields $10 in net recovery for the next debt class. If the next debt 
class is unsecured and there was $20 in unsecured debt, then it is a 50% recovery, but if the 
unsecured debt was $10, then it is a 100% recovery. If net recovery for unsecured debt were just
$5, then recovery would be 25% if debt outstanding were $20 and 50% for the $10. This scenario 
has been particularly true in recent years because senior debt, namely first-lien institutional B 
term loans, has made up a growing share of total debt.

Looking Ahead

While we do not expect the COVID-19 pandemic broadly speaking to have any immediate or 
first-order impact on recovery ratings as we experienced with credit ratings, because our recovery 
ratings already envision a distressed scenario where the company defaults, we think there are 
indirect factors from the pandemic that have contributed to lower recovery ratings and will 
continue to drive them downward. These include companies raising more debt to tide through the 
crisis, putting more pressure on the existing debt in the capital structure and their recovery 
ratings. Further, secular shifts accelerated by the crisis arising in the sector or industry could 
drive their valuations down and reduce recoveries, such as in the nonessential brick-and-mortar, 
leisure, and travel sectors. In addition, continued economic uncertainty could lower merger and 
acquisition activity and buyers could seek lower valuations especially for distressed transactions.

We believe recoveries will generally be lower this time around than historically due to the 
fundamental factors that drive recovery ratings, including increased leverage, increased senior 
leverage, and reduced levels of junior debt available as cushion or subordination for the senior 
pieces, a larger portion of the capital structure being institutional first-lien term loans, and to a 
lesser extent, the absence of financial maintenance covenants in loan agreements. We have 
already seen this phenomena with companies that emerged in the past 2.5 years.
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Appendix

Valuation Factors

Valuations carry a certain degree of subjectivity because they are affected by many
variables such as the challenges of how a company is valued, what is being valued, who is
valuing it, when is it being valued, and who is negotiating and agreeing to the valuation. We
based our research on implied valuations and recovery rates from Chapter 11 disclosure
statement documents, which allowed us to use the same approach across all companies in
our dataset. This plan value is, in essence, a negotiated plan valuation that the debtor and
creditors agreed upon and for which the bankruptcy court would focus on plan feasibility,
good faith negotiations, and creditor best interest tests. So as a caveat, plan valuations do
not necessarily reflect the company's intrinsic value.

The timing of a company's exit from bankruptcy and the market conditions at the time have
a significant impact on its emergence valuation and on debt recoveries for lenders. During
the latest recession, average actual recoveries were lower in 2009 for secured lenders
because the lack of restructuring and access to financing prompted a higher number of 363
asset sales (10 from December 2008 to the end of 2009). However, by 2010 and 2011
recoveries had improved markedly, reflecting a return of economic stability and reopening
of the capital markets, which improved growth prospects for companies exiting bankruptcy.
Government intervention played a significant part in this rebound as the U.S. government's
federal stimulus efforts to quantitatively ease the economy back into stability, took effect.

Another example of how timing and market conditions affect recoveries can be evidenced
during the 2015 oil and gas downturn. Companies that emerged when oil prices were at
their trough experienced lower valuations than those that emerged when oil prices rose
above the $60 level by early 2018.

Debt-Related Factors

The level of prepetition debt outstanding that a company incurs leading into a bankruptcy
filing and the level of post-petition debt it further incurs during the bankruptcy process will
affect the recovery levels for particular debt classes and to accurately estimate debt levels
long before a default is difficult. The usage of a revolver also affects recoveries because not
all companies will fully utilize the facility due to financial covenant or borrowing base
restrictions.

Recovery for debt classes of course depends on their priority in the rights of claims and
collateral, and guarantees or lack thereof also play a significant part in recovery rates.
Adding to that, debtor-in-possession facilities, which are obtained on a post-petition basis,
will affect recovery prospects for all prepetition lenders because they take on
super-priority claim status, which generally means they will be repaid before other
prepetition lenders even though first-lien lenders may be afforded "adequate protection"
considerations for giving up their first-lien position to DIP lenders. In many instances
first-lien lenders roll up their prepetition outstanding and commitments into a DIP facility,
while those lenders who do not roll up will be primed by the DIP facility.
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Framework of our study

Our study assesses the actual recoveries of rated debt instruments of issuers that defaulted in
2008 or later and exited bankruptcy in or before June 30, 2020. We compared them to recovery
ratings assigned at the time of origination and to the recovery ratings that stood at the time
closest to the default date. By doing so, we aimed to capture our performance against what
actually happened and what the differences were between these two recovery rating points in
time.

Determination of actual recovery

Determining the best approach to calculate actual recovery is difficult because there is no true
method. One approach is to base it on trading prices, which are subject to stale pricing and the
lack of a secondary market for smaller companies. For this study, however, we decided that the
most appropriate method was to use available recovery data in the bankruptcy documents. These
documents provided us with direct information regarding plans of liquidation and asset sales and
how they affected recoveries (because they may or may not be represented in trading prices). In
addition, we captured recovery from equity values based on plan valuations, which also may or
may not be reflected in trading prices.

Definitions

Actual recovery: Actual recovery is an estimated amount that we derive directly from our review
of the bankruptcy documents--particularly the disclosure statements (including the plans of
reorganization or liquidation), exhibits, and other filings. In our actual recovery calculation, we
include the following forms of payment:

- Any amounts of prepetition debt outstanding that were used to make a credit bid;

- Any amounts of prepetition debt outstanding rolled up into a DIP facility;

- Cash payments;

- Reinstatement of debt or new debt issued as part of the exit financing; and

- Equity ownership in the form of warrants, preferred stock, and/or common stock (assuming the
equity value assessed in the bankruptcy documents).

Origination recovery rating: For origination recovery ratings, if the origination date preceded our 
June 2007 roll-out of recovery ratings on secured debt under the revised recovery rating scale
(March 2008 for unsecured debt), we used the recovery rating first assigned under the revised 
scale in this study. For example, if a rated company was originally assigned recovery ratings in 
2006, we would then use the recovery ratings assigned in June 2007 under the revised scale. 
Alternatively, if a company completed a major recapitalization in September 2009, we considered 
the recovery ratings assigned at that time as the origination ratings because the new capital 
structure requires a full reassessment of recovery. If the same company completed relatively 
small add-on debt issuances, we would continue to use September 2009 as the origination point.
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Default recovery rating: For default recovery ratings, we used the most recent recovery ratings
on the debt instruments at the time of default--preferably the ratings that were on the debt
immediately preceding the default, but no later than a week subsequent to the default date.

S&P Global Ratings' revised recovery rating scale: Our revised recovery methodology for
secured debt, implemented in June 2007, expanded our previous recovery rating scale to seven
recovery rating levels from five, while narrowing the recovery range band (see table 8). In March
2008, we rolled out recovery ratings for unsecured debt instruments, which use the same scale. In
December 2016, we further revised our recovery methodology and provided guidance surrounding
our recovery assumptions.

Table 10

Recovery Rating Scale And Notching Criteria

For issuers with a speculative-grade issuer credit rating

Recovery rating Recovery description Recovery expectations*
Issue rating notches from issuer credit
rating

1+ Highest expectation, full
recovery

100%§ +3 notches

1 Very high recovery 90%-100% +2 notches

2 Substantial recovery 70%-90% +1 notch

3 Meaningful recovery 50%-90% 0 notches

4 Average recovery 30%-50% 0 notches

5 Modest recovery 10%-30% -1 notch

6 Negligible recovery 0%-10% -2 notches

*Recovery of principal plus accrued but unpaid interest at the time of default. §Very high confidence of full recovery coming from significant
overcollateralization or strong structural features.

Related Research

- Corporate Defaults Tripled In The Second Quarter, Sept. 29, 2020

- Default, Transition, and Recovery: The Gap Between Market Expectations And Credit-Based
Indications Of U.S. Defaults Is Growing, Aug. 27, 2020

- Credit Trends: A Round-Trip Ticket: Some Companies Downgraded To 'CCC+' Could Be Headed
To 'B-' As The Economy Recovers, Aug. 7, 2020

- U.S. Leveraged Finance Q2 2020 Update: Recovery Ratings Maintain Social Distance From
Credit Impact Of COVID-19 Pandemic, July 23, 2020

- Industry Top Trends: Oil And Gas, July 16, 2020

- Default, Transition, and Recovery: More Than One-Quarter Of Speculative-Grade Issuers Are
Weakest Links, May 14, 2020

This report does not constitute a rating action.

From Crisis To Crisis: A Lookback At Actual Recoveries And Recovery Ratings From The Great Recession To The Pandemic

spglobal.com/ratingsdirect 132Jan. 13, 2021 

https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ResearchDocumentId=45389532&isPDA=Y


Key Takeaways

- Historical data continue to support the thesis that the absence of financial maintenance
covenants impairs ultimate recovery rates for defaulted first-lien term loans, with our
updated review showing that cov-lite loans realized average and median recovery rates
that were 11% and 34%, respectively, below those realized by non-covenant-lite loans.

- Oil and gas (17 companies) and retail and restaurants (13 companies) had the most
defaults and exhibited average and median recovery rates that were notably different
than the rest of the dataset. While average and median recovery rates overall (all term
loans) were 72% and 74%, respectively, oil and gas was much higher at 82% and 100%
and retailers and restaurants much lower at 52% and 55%.

- Outside of these two sectors, recovery levels on loans with financial covenants
outshined those without them by 26%. Measured by median, the divergence is wider at
40%.

- Covenant-lite term loan structures also present higher event and pricing risks, which are
often underappreciated by investors, in our view.

- The dataset remains limited and drawing definitive conclusions on gaps in recovery
rates is not realistic, in our view. While we think that financial maintenance covenants
somewhat help lender recovery rates (and factor this into our recovery analysis so that
having financial maintenance covenants generally results in somewhat higher estimated
recoveries), other factors are more important drivers of recovery outcomes.
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We recently reviewed ultimate recovery rates for covenant-lite (loan tranches without financial 
maintenance covenants) and non-covenant-lite first-lien term loans for over 67 entities that 
emerged from Chapter 11 bankruptcies between 2014 and the first half of 2020. Our findings are 
similar with those from our previous study of 2014-2017 bankruptcies covering 28 firms.

Our updated dataset has more than doubled to 67 companies. We added 32 companies that 
emerged from bankruptcy from 2018 through the first half of 2020, and another seven credits that 
emerged before 2018 for which we were able to obtain sufficient information. In addition to 
covering empirical evidence on recoveries for cov-lite and non-cov-lite term loans, we also looked 
at:
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- The dominance of covenant-lite term loan structures in institutional leveraged loans and how
financial maintenance covenants can help protect term lenders from pricing and event risks;

- Why covenant-lite loans loan exist and persist, and how they can delay or mitigate default risk,
at least during periods of short-lived or moderate stress followed by a rebound; and

- How our recovery rating methodology factors in the presence of debt with and without financial
maintenance covenants.

To be clear, covenant-lite loans are not devoid of all forms of covenants. Loan terms still require
the borrower to meet incurrence covenants before taking various actions (such as adding debt,
pledging assets, or making restricted payments), and thus provide limits on what a borrower can
and cannot do. Even so, these limits may be less restrictive than they appear because there are
usually a variety of "free and clear" baskets that may provide borrowers with additional flexibility
to incur debt or make restricted payments without meeting incurrence covenant tests.

What Are Covenant-Lite Loans?

We define covenant-lite loans as any loan tranche that does not require the borrower to
comply with financial maintenance covenants during the loan's tenor. Financial covenants
are normally in the form of financial ratios--such as debt to EBITDA--and are tested
quarterly, although financial maintenance covenants on revolving loan facilities are usually
"springing covenants" that only get tested if a preset borrowing threshold is met (often
25%-40% of the commitment).

Ultimate Recovery Rates From 2014 Through The First Half Of 2020

Data overview

We derived actual recovery rates (on a nominal, as opposed to discounted basis) based on the 
implied valuations and recoveries indicated in our review of bankruptcy documents, such as 
Chapter 11 disclosure statements, plans of reorganization, and asset sale disclosures. Our 
universe excludes distressed exchanges or out-of-court restructurings, as well as companies for 
which we couldn't obtain reliable recovery data. This approach is consistent with our approach for 
measuring the performance of our recovery ratings relative to actual recoveries. Specifically, we 
tracked the ultimate recovery rates of first-lien term loans issued by 67 rated companies that 
exited bankruptcy between January 2014 and June 2020, either through a reorganization or asset 
sales/liquidation.

Approximately two-thirds of the term loans in our study have no financial maintenance 
covenants--directionally consistent with the broader market trend. The loans in the dataset are 
also predominately institutional term loans with only two pro rata term loans, both of which had 
maintenance covenants. The dataset covers a wide range of industries, with an outsized (though 
not dominating) representation from the oil and gas sector (17 entities, or about a quarter of the 
entities), followed by restaurants/retailing (13 entities, mostly retailers). The oil and gas 
companies covered in our dataset are not primarily exploration and production (E&P) companies, 
which one might expect considering how many E&P companies have defaulted in recent years.
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Instead, there are more than twice as many oil field services companies. That is because E&P
companies predominantly rely on reserve-based lending (RBL) revolving credit facilities as their
main source of senior secured financing, as opposed to borrowing through the more common
first-lien institutional term loans that we focus on in this report. About a quarter of the
constituents emerged from bankruptcy in 2019, followed by 2017 and 2016 when a wave of oil and
gas companies completed their restructuring and exited Chapter 11.

Chart 1a Chart 1b

Cov-lite versus non-cov-lite

Tables 1 and 2 detail the nominal recovery rates for first-lien term loans both in aggregate and
broken down by the presence of financial covenants, most in the form of a leverage test or
fixed-charge coverage test. While our dataset is not exhaustive of all the Chapter 11 filings during
the observation period, the empirical evidence suggests that the absence of financial
maintenance covenants appears to hurt ultimate term loan recovery rates. When calculating
averages, we did not weight individual recovery by debt size, meaning our recovery averages do not
skew toward borrowers with larger amounts of debt, nor toward ones that were the most highly
levered. Both tables also show the overall statistics for the full dataset, as well as the results
excluding the oil and gas credits and/or retail/restaurant credits.

Table 1

Actual Recoveries On First-Lien Term Loans: 2014-1H 2020

Observations
Prepetition debt at

default (bil.$)
Avg. recovery

(%)
Median recovery

(%)

All (incl. both institutional and pro rata
term loans)

67 83.6 71.9 74.0

Oil and gas 17 12.7 82.0 100.0

Retail/restaurants 13 5.0 52.4 55.0

All excluding oil and gas and
retail/restaurants

37 65.9 74.2 74.0

Note: Actual recoveries are shown on a nominal basis, based on our review of relevant bankruptcy documents.

Among the 67 companies that exited bankruptcy between 2014 and the first half of 2020, the 
average first-lien recovery was 72% on an issuer count basis; the median is slightly higher at 74%. 
Oil and gas outperformed other sectors by both average and median measure, with more than half 
of the sector's loans repaid in full. Helping to vault oil and gas borrowers to the top is the generous
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amount of junior subordination seen in their debt mix. The sector's median first-lien cushion
(defined as the percentage of a company's total debt claims that are junior to the first-lien, as
outstanding at default) was 68%, double the 34% median of the full dataset. As expected, oil and
gas borrowers' going-concern business values, which were at the core of the restructuring
process, were highly sensitive to expectations of future crude oil and natural gas prices, especially
when they were struggling to reorganize in economically challenging times.

Conversely, recoveries for the retailing/restaurant sector were notably weaker in the low- to
mid-50% area on an average and median basis because the sector remains under considerable
pressure due to significant and ongoing secular changes and because it's generally not asset-rich.
Looking at the sector's asset mix, most retailers in our dataset did not own a substantial amount
of real estate properties, which would have been a potential source of recovery value. When forced
to liquidate, retailers with weak brands had to clear inventories and hard assets at hefty
discounts, resulting in poor recovery rates for creditors. Regarding debt mix, most retailers heavily
relied on asset-based revolvers for funding. These asset-based lending facilities, given their large
size and tight grip on working capital assets, diminished the value of what was left and available
for term loan lenders. We've also recently seen more retailers seeking bankruptcy protection
based on a dual-track plan, either a stand-alone reorganization or an asset sale.

Table 2

Actual Recoveries: Covenant-Lite vs. Non-Covenant-Lite

--Covenant-Lite-- --Noncovenant-Lite--
Diff: Noncov-Lite

minus Cov-Lite

Observations

Prepetition
debt at
default

(bil.$)
Avg.

recovery
Mdn.

recovery Observations

Prepetition
debt at
default

(bil.$)
Avg.

recovery
Mdn.

recovery
Avg.

recovery
Mdn.

recovery

All (incl. both
Institutional and pro
rata term loans)

40.0 34.2 67.5% 64.8% 27.0 49.4 78.5% 98.7% 11.0% 33.9%

Institutional term
loans

40.0 34.2 67.5% 64.8% 25.0 48.2 76.8% 84.1% 9.2% 19.3%

Pro rata term loans 0.0 -- -- -- 2.0 1.2 100.0% 100.0% -- --

Oil & Gas 14.0 11.5 78.2% 90.5% 3.0 1.3 100.0% 100.0% 21.8% 9.5%

All excl. Oil & Gas 26.0 22.8 61.8% 61.1% 24.0 48.1 75.8% 83.4% 14.0% 22.3%

Retailing/Restaurants 9.0 4.0 64.8% 66.2% 4.0 1.0 24.4% 24.8% (40.4%) (41.4%)

All excl.
Retailing/Restaurants

31.0 30.2 68.3% 63.5% 23.0 48.4 87.9% 100.0% 19.6% 36.5%

All excl. Oil & Gas and
Retailing/Restaurants

17.0 18.8 60.2% 59.4% 20.0 47.2 86.1% 99.3% 25.9% 39.9%

Note: Actual recoveries are shown on a nominal basis, based on our review of relevant bankruptcy documents.

When looking at recoveries based on the presence or absence of financial maintenance covenants,
our comparison of actual recovery rates between the two loan types reveals:

- Cov-lite first-lien term loans recovered on average about 68% of par, well below the 79%
average realized by non-covenant-lite first-lien term loans (close to the 72% and 82%,
respectively, in our previous review).

- The gap is larger on a median basis, with cov-lite term loan recoveries trailing those of
non-cov-lite term loans by a sizable 34-percentage-point margin (up from 20% in our prior
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review).

- While the number of deals with covenants is limited, the oil and gas sector had an average gap
of 22 percentage points, nearly double the difference of the overall dataset, while the remaining
sectors average out to a gap of 14%.

- The updated dataset has two pro rata term loans that we included given the dearth of
syndicated term loans with financial maintenance covenants. Pro rata term loans are held by
banks and almost always still have financial maintenance covenants. Both loans were to oil and
gas companies and their inclusion does not significantly shift the statistics.

The outperformance in recovery for non-cov-lite term loans is broad as opposed to
sector-specific---the only exception is the retail/restaurant sector, where, oddly, cov lite 
recovered more than non-cov-lite loans, rather than the reverse. The opposite direction of the gap 
reflects below-average recoveries for all four of the non-cov-lite loans to this sector, and in 
particular extremely low recoveries for jewelry and accessories retailer Charming Charlie LLC
(2017) and gift retailer Things Remembered Inc. (2019). Both saw exceptionally low single-digit 
recoveries on their covenanted loans, dragging down the average for non-cov-lite. For Charming 
Charlie, our data only capture its first Chapter 11 filing, where at emergence term lenders received 
25% of the reorganized company's equity. The company has since filed for a second bankruptcy to 
liquidate its business

Outside of the oil and gas and retail/restaurant sectors, loans with maintenance covenants 
outperformed those without 26% on average. Measured by median, the divergence is wider at 
40%. We did not show the pair-wise comparison of other sectors in the table because the small 
size of these subgroups would limit the value of the data.

Even with covenant-lite loans, term lenders can still indirectly benefit from a financial covenant 
embedded in the cash flow revolver, issued by the same borrower, as the revolver lenders (mostly 
banks) can still influence the borrower's actions in ways that may help all lenders (such as by 
limiting debt incurrence or restricted payments). However, financial maintenance covenants for 
cash flow revolvers are generally springing covenants that are only tested when a prescribed 
borrowing threshold (often 25%-40% of the commitment) is met, which offers less protection than 
a covenant that is tested regularly every quarter. (To be clear, non-cov-lite term lenders do not 
need to hope that revolving lenders take actions to protect their interests since they would have a 
seat at the negotiating table as a result of their own covenants.)

Factors other than financial covenants can also influence recovery outcomes. As mentioned 
above, one such factor is subordination or the first-lien cushion. The proportion of senior secured 
debt in the debt mix has increased significantly in recent years, while the share of subordinated 
debt has shrunk over the same period. Although cushion size positively correlates with recovery, it 
did not contribute to the performance gap observed in our study; the median cushion of cov-lite 
loans is 35%, actually exceeding the 32% of non-cov-lite by a thin margin.

Likewise, although we believe that a prolonged restructuring process or a very complex capital 
structure can saddle companies with larger legal and financial advisory fees, and leave less value 
on the table for all creditors (as these expenses are paid before all other liabilities), in our dataset 
we did not observe a close tie between actual recoveries and the time companies spent in 
bankruptcy. Ultimately, lower recoveries for longer restructurings likely affect overall debt 
recovery rates rather first-lien recoveries, and also likely feature idiosyncratic challenges such as 
resolving complex litigation or legacy liabilities, which cloud the ability to draw broad conclusions.
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Table 3

Actual Recoveries By Emergence Year: Covenant-Lite vs. Non-Covenant-Lite First-Lien Term Loans

--Covenant lite-- --Non-covenant lite--
Diff: Non-cov lite minus

cov lite

Emergence
year Observations

Prepetition debt
at default (bil.$)

Avg.
recovery

(%)

Median
recovery

(%) Observations
Prepetition debt
at default (bil.$)

Avg.
recovery

(%)

Median
recovery

(%)

Avg.
recovery

(%)

Median
recovery

(%)

2014 1 0.1 56.8 56.8 4 5.8 72.5 79.0 15.8 22.2

2015 3 4.0 74.1 62.9 2 1.4 72.0 72.0 (2.1) 9.1

2016 9 6.5 71.6 63.5 3 0.8 82.0 98.7 10.3 35.2

2017 9 11.8 72.4 81.0 4 22.3 93.0 100.0 20.6 19.0

2018 7 5.3 63.5 58.0 4 1.4 62.3 73.3 (1.2) 15.3

2019 7 4.1 64.9 66.2 9 17.2 84.1 100.0 19.2 33.8

2020 4 2.4 56.9 59.3 1 0.5 61.6 61.6 4.8 2.4

Cumulative 40 34.2 67.5 64.8 27 49.4 78.5 98.7 11.0 33.9

Note: Actual recoveries are shown on a nominal basis, based on our review of relevant bankruptcy documents.

We also compared the recovery rates and differences realized by cov-lite and non-cov-lite
first-lien term loans by emergence year. Average and median recoveries for cov-lite and
non-cov-lite term loans vary from year to year, as do the differences in average and median 
statistics between these loan types. We think these data highlight the folly of trying to draw 
definitive conclusions regarding absolute recovery expectations or differences between cov-lite 
and non-cov-lite term loans. Undoubtedly, the underlying macroeconomic and sector conditions 
will materially influence recovery outcomes, as will fundamental factors such as total debt 
leverage, debt mix, asset composition and quality, industry dynamics, and idiosyncratic issues.

Even with the noise in the underlying data and limited data points for various years and 
categories, the numbers are directionally consistent with covenant-lite loans generally exhibiting 
lower average and median recovery prospects across the individual years.

Cov-Lite Structures Dominate In Institutional Term Loans And Weaken
Lender Protections

One reason that cov-lite term loan structures concern institutional loan investors is because they 
morphed from a concession that was only granted to so-called "better" speculative-grade credits 
before the global financial crisis, to one that has been afforded to most speculative-grade 
borrowers since 2013. Since 2018, cov-lite loan structures accounted for roughly 85% of 
institutional term loans (see chart 2).
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Chart 2

Further, financial maintenance covenants used to be a hallmark of the loan market and were a key 
point of distinction from speculative-grade bond structures. From a lender's perspective, financial 
maintenance covenants provide a mechanism to renegotiate loan terms if a company's credit 
deteriorates below the limits established at loan inception or--in extreme cases--to accelerate 
repayment by calling a default. In practice, covenant violations tend to result in repricing the loan 
(higher margins, fees, or both) to reflect higher credit risk, rather than triggering an event of 
default. This thesis was upheld in 2020's sharp COVID-19-related downturn as more lenders were 
willing to accommodate a covenant holiday (suspend or relax the maintenance test (primarily 
under revolving loan facilities) until borrowers were expected to return to pre-pandemic 
performance levels) than elected to accelerate the loan.

Somewhat less frequently, covenant amendment negotiations may allow lenders to revise other 
terms to help reduce potential losses or limit further credit deterioration. For example, lenders 
may seek to tighten collateral terms, increase amortization payments, limit capital expenditures 
or revolver availability, or restrict the company's ability to pay dividends or make investments 
outside of the credit group.

Of course, lenders holding loan tranches without financial maintenance covenants do not have a 
mechanism to reprice their loans when companies violate the financial maintenance covenants on 
other loan tranches, so they bear opportunity costs or pricing risk because they may no longer be 
adequately compensated for the risk of lending to a stressed borrower. Further, cov-lite loan 
structures, coupled with a revolving loan with springing financial maintenance covenants, may 
have higher event risk. This is because the number and size of various free and clear baskets have
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increased over time and now provide borrowers with significant flexibility to take actions under 
various buckets (e.g. to add debt of various types or make distributions or investments). This 
flexibility is free and clear of needing to comply with incurrence covenant tests related to these 
actions, and are also not subject to compliance with springing financial maintenance covenants 
under a revolver if borrowing levels remain below the thresholds that activate covenant testing. 
This can provide distressed issuers with more flexibility, especially if they can secure access to 
liquidity from sources other than the revolving facility (for example, a separate asset-based loan, 
receivables factoring, or sale leasebacks).

Why Do Covenant-Lite Structures Exist And Persist?

To start, cov-lite structures exist because borrowers (and financial sponsors) like them! From a 
borrower's perspective, having no maintenance covenants can provide much-needed financial 
flexibility in times of distress The inability of term lenders to call a technical default due to a 
covenant breach keeps them from negotiating better pricing, protective restrictions, or, worse, 
potentially accelerating a loan. In fact, the risk of not being able to negotiate an amendment with 
the diverse group of holders after a covenant breach has been offered as one of the primary 
justifications for excluding financial maintenance covenants from broadly syndicated institutional 
loans. This argument, which has some merit in our view, posits that the investor base today is 
largely similar to the bond market, in which investors do not require such protections, and that 
certain nontraditional loan investors--such as distressed debt investors and hedge funds--might 
have different motivations and be unreasonable in such circumstances.

The flexibility provided to borrowers by cov-lite term loan structures is enhanced by the springing 
nature of the financial maintenance covenants that exist under revolving loan facilities that are 
part of the same credit agreement. These covenants are not tested unless a predetermined 
borrowing threshold is met (typically 25%-40% of the revolving commitment). Further, even when 
such thresholds are met and there is a risk of breaching financial covenants, the borrower only 
needs to negotiate with a relatively small group of pro rata lenders (predominantly banks) that 
have relatively modest loan commitments at risk (compared to term lenders). There was a surge in 
covenant amendments and waivers in early 2020 following a flood of revolver draws after the 
COVID-19 crisis emerged, but since that time, many companies have tapped the bond market to 
repay revolver borrowings, rendering the springing revolver covenants inactive again.

Cov-lite structures also persist because they are marketed to buyers individually, providing each 
institutional loan investor with very limited power to influence the proposed terms, especially with 
these structures firmly established in the marketplace since 2013.

On the other hand, cov-lite term lenders' inability to call a default and or reprice risk in periods of 
stress may, as we see it, modestly reduce default risk by alleviating cash flow and liquidity 
pressure. This is especially true if the magnitude and duration of the distress are not too severe 
and followed by a rebound. Of course, if these firms default eventually and the cov-lite terms 
merely delay an inevitable restructuring, this may undermine a company's enterprise value and 
impair recovery rates.

Treatment Of Covenant-Lite In Our Recovery Ratings Methodology

As noted earlier, we factor the presence or absence of financial maintenance covenants into our 
recovery ratings, which generally results in somewhat higher recovery rates for debt structures 
with non-cov-lite term loans versus cov lite. Our recovery analysis simulates a hypothetical default 
that includes estimating a fixed-charge proxy at the level below which a company will have
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insufficient cash flow to meet its fixed payment obligations. Our calculation of the fixed-charge
proxy captures the interest expense and principal amortization due in the default year plus
minimum capital spending needs. We use the fixed-charge proxy as a measure of the required
stress to cause a default.

Along the path to default, we assume borrowers with traditional financial maintenance covenants
breach them and lenders demand a higher interest margin to offset the greater default risk to
which they are now exposed. This is consistent with our observations of market behavior. The
incremental borrowing costs are factored into our fixed-charge proxy as an additional fixed
obligation, implying that a company would default somewhat earlier and at higher profitability
than it would have without a covenant breach. Holding all else constant, this earlier default
expectation prevents further enterprise value deterioration and thus drives relatively higher
recovery prospects for lenders. In our 2018 study we also compared our recovery estimates for
cov-lite and non-cov-lite first-lien loans that we rated during fourth-quarter 2017. The results
were similar to the empirical outcomes observed for actual recoveries, showing average recoveries
for first-lien cov-lite term loans of 65.8%, compared to 75.5% for a non-cov-lite loans.

For further discussion of our views on how weak loan terms may hurt loan recovery rates, as well
as what is and is not factored into our recovery ratings on a prospective basis (and why), please
refer to "Credit FAQ: When The Cycle Turns: Assessing How Weak Loan Terms Threaten
Recoveries," published Feb. 19, 2019.

This report does not constitute a rating action.
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Key Takeaways

- The number of U.S. and Canadian companies rated in the 'CCC' category decreased
slightly to 242 as of Sept. 30, 2020, down by four from the previous month as both the
pace of companies entering the rating category and defaults slowed.

- The 'CCC' composite spread has tightened below 1,000 basis points for the first time
since February--before the COVID-19 pandemic had a meaningful impact on the market.

- Through September, eight companies defaulted, of which six were rated in the 'CCC' and
'CC' rating categories. Seven have defaulted so far in October (as of Oct. 28).

- The debt amount of 'B-' rated issuers increased to US$505 billion in September from
US$490 billion in August, led by the technology sector. For the 'CCC' rating category,
debt outstanding fell slightly to US$302 billion, led by media and entertainment.
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On This Month's Front Burner

Number of 'CCC' category ratings has about doubled since before the pandemic: Although the 
number of risky credits has decreased since our last report, issuers in the 'CCC' rating category 
total 242--nearly double the 134 as of December 2019. Media and entertainment has experienced 
the most downgrades since the beginning of the crisis, and the sector remains highly vulnerable to 
default as the number of issuers rated 'B-' and below is still rising, despite easing market 
pressures (see "The Travel And Entertainment Business Faces Elevated Default Risk Despite 
Easing Market Pressures," Oct. 7, 2020).

Transitions to 'CCC' slow: Downgrades into the 'CCC' category from 'B-' slowed in September. 
Only 0.6% of 'B-' rated issuers transitioned to the 'CCC' rating category--the lowest monthly 
amount since October 2018. Downgrades from 'B' to 'B-' have increased slightly, as 1.1% of 'B' 
rated issuers were downgraded to 'B-'.

Credit Trends: Risky Credits: 'CCC' Category Ratings Remain Nearly Double Pre-Pandemic Levels
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Spreads tighten in the 'CCC' category: Both the U.S. 'B' composite spread and the 'CCC' 
composite spread tightened since Sept. 1 to 602 basis points (bps) and 988 bps, respectively, as 
investors' search for yield intensifies and tolerance for risky credit increases. The U.S. distress 
ratio (the proportion of speculative-grade issues with option-adjusted composite spreads of more 
than 1,000 bps relative to U.S. Treasuries) has continued to decline, to 9.5% as of Sept. 17, 2020, 
from its peak in March 2020 (see "One-Third Of U.S. Distressed Issuers Have Faced Downgrades 
Or Default Since March," Oct. 8, 2020).

Defaults are elevated but below second-quarter levels: There were eight U.S. and Canada 
defaults in September, slightly lower than the August count of 10 and well below the average 
monthly default count of 20 in the second quarter. Out of eight defaults in September, six were 
rated in the 'CCC' and lower rating categories, illustrating the high default risk associated with this 
part of the ratings spectrum. Six companies rated in these categories have defaulted in October
(through Oct. 28). However, as spreads continue to tighten, issuers have more headroom for 
refinancing, even for lower-rated issuers, which may curb--though not stop--a rise in defaults.

Bids recover: The average bid of 'B' rated loans increased marginally to 96.27 as of Oct. 9, 2020, 
which is slightly higher than its value of 96.16 as of Oct. 9, 2019. The same for 'CCC' rated loans 
has also increased slightly, to 81.70 as of Oct. 9, 2020, which is higher than its value of 78.77 at 
this point of time in 2019.

Speculative-grade issuance is up: The year-to-date speculative grade issuance in 2020 is nearly 
60% higher than in October 2019 (see chart 4). Issuance increased the most for 'BB-' ratings, to 
US$72.71 billion as of Sept. 30, 2020, versus US$32.61 billion at the same time in 2019.

Round trips from 'CCC+' to 'B-' remain limited: Since June, there have been a handful of 
upgrades from 'CCC+' to 'B-', as some companies outperform our expectations (see chart 11).

Slower CLO collateral actions lead to CLO CreditWatch resolutions: There were a number of 
U.S. collateralized loan obligation (CLO) rating actions in the third quarter. Our COVID-19-related 
U.S. CLO rating actions through early September have affected a total of 351 U.S. CLO 
transactions. The rating actions were: 129 ratings affirmed and removed from CreditWatch with 
negative implications, 473 downgrades (including three ratings lowered to 'CC (sf)' from junior 
notes of amortizing CLO 2.0s), seven CreditWatch negative placements, and four upgrades. (For 
more, see "SF Credit Brief: 'CCC' Bucket Approaches Single Digits As About Three-Fourths Of CLO 
Tranches On COVID-19-Related CreditWatch Are Resolved," Sept. 4, 2020.)
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Chart 1

Chart 2

Credit Trends: Risky Credits: 'CCC' Category Ratings Remain Nearly Double Pre-Pandemic Levels

spglobal.com/ratingsdirect 145Jan. 13, 2021 



Chart 3

Chart 4
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Chart 5

Chart 6
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Chart 7

Chart 8
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Chart 9

Chart 10
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Chart 11

Top 20 Rating Changes To 'CCC' Category From 'B-' By Debt Amount (Year To Date)

Rating date Issuer Country Sector
Rating
to

Rating
from

Debt
amount

(mil. US$)

4/15/2020 Finastra Ltd. Cayman
Islands

High technology CCC+ B- 36,029

3/24/2020 Bombardier Inc. Canada Aerospace and defense CCC+ B- 9,287

4/17/2020 First Quantum Minerals Ltd Canada Metals, mining, and steel CCC+ B- 6,000

7/21/2020 Clear Channel Outdoor
Holdings Inc.

U.S. Media and entertainment CCC+ B- 5,835

4/27/2020 Hertz Global Holdings Inc. U.S. Transportation CCC- B- 5,050

5/14/2020 Nabors Industries Ltd. Bermuda Oil and gas exploration and
production

CCC+ B- 3,725

4/10/2020 GTT Communications, Inc. U.S. Telecommunications CCC+ B- 3,415

4/8/2020 Advantage Solutions Inc. U.S. Consumer products CCC+ B- 3,345

4/8/2020 Varsity Brands Holding Co Inc. U.S. Consumer products CCC+ B- 2,800

3/27/2020 CDS Group Canada Media and entertainment CCC- B- 2,745

9/4/2020 Cengage Learning Holdings II
Inc.

U.S. Media and entertainment CCC+ B- 2,580

4/30/2020 SM Energy Co. U.S. Oil and gas exploration and
production

CC B- 2,300

9/4/2020 McGraw-Hill Education, Inc. U.S. Media and entertainment CCC+ B- 2,125
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Top 20 Rating Changes To 'CCC' Category From 'B-' By Debt Amount (Year To
Date) (cont.)

Rating date Issuer Country Sector
Rating
to

Rating
from

Debt
amount

(mil. US$)

1/3/2020 Aveanna Healthcare LLC
(Aveanna Healthcare Holdings
Inc.)

U.S. Health care CCC+ B- 2,091

8/19/2020 Wesco Aircraft Holdings Inc.
(Wolverine Intermediate
Holding Corp.)

U.S. Aerospace and defense CCC+ B- 2,075

4/23/2020 FXI Holdings, Inc. U.S. Chemicals, packaging, and
environmental services

CCC+ B- 2,075

4/8/2020 Helix Acquisition Holdings,
Inc.

U.S. Capital goods CCC+ B- 2,055

4/17/2020 Life Time, Inc. U.S. Media and entertainment CCC+ B- 1,984

6/12/2020 AVSC Holding Corp. U.S. Media and entertainment CCC B- 1,980

4/23/2020 Syniverse Holdings, Inc. U.S. Telecommunications CCC+ B- 1,922

Source: S&P Global Ratings. Data as of Sept. 30, 2020.

This report does not constitute a rating action.
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