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Leveraged loan 
providers tout 
refinancings, 
caution as  
M&A flattens
By Steve Gelsi
• Buyout activity healthy but softening
  Recapitalizations, refinancing abound
• Middle-market pricing better than broadly 
 syndicated loans

Leveraged loan providers said credit 
demand remains robust as the third quarter 
of 2016 drew to a close, with a quick pace of 
recapitalizations making up for a flat M&A 
environment.

On the plus side, credit strategies remain 
in favor with LPs searching for greater yield 
than government debt. Also, loan pricing 
has been more favorable for borrowers part-
ly because of the thinner crop of buyouts 
this year.

“Terms are getting looser -- it’s been a 
factor of anemic deal market,” Bill Casper-
son, managing director of Oaktree Mezza-
nine Finance, said at PartnerConnect West 
2016 in San Francisco.

Scott Cullerton, director in the sponsor 
finance unit of Kohlberg Kravis Roberts & 
Co, said while pricing for equity in buyouts 
has been driven up, competition for debt 

has been keen as more non-bank lenders 
move into the space.

“We’ve all raised billions dedicated to 
this space,” Cullerton said. “There are a 
bunch of other firms that have done so…
Terms are getting more competitive.”

Larger lenders have been dipping down 
further into the middle market partly 
because it gives them more visibility into a 
leveraged loan deal than participating in a 
syndicated offering, Cullerton said.

“In a direct deal, you’re the only lender 
or you’re part of a small group of lenders,” 
he said. “You can actually have much more 
influence over your outcome. You have a 
seat at the table…versus a large syndicated 
deal where you’re just along for the ride.”

Kunal Soni, managing director at Carlyle 
GMS Finance, said the firm is cautious about 
a possible downward turn in the economy.

“Certainly we’re in the latter innings of 
some cycle,” Soni said. “We don’t want to 
take junior debt risk in cyclical businesses.” 
Mergers and acquisition activity has been 
benign but not particularly bullish, he 
said. In the middle market, Carlyle is see-
ing opportunities to make loans to platform 
companies for add-on deals and refinanc-
ings, he said.

Phil Tseng, managing partner at Ten-
nenbaum Capital Partners, said he’s seeing 
more insurance companies, pension funds 
and sovereign wealth funds participating 
in second-lien and mezzanine debt deals.

The firm has been casting a wider net 
and focusing on its origination efforts, but 

it’s not rushing into loans, he said.
“We err on the side of slower deploy-

ment if we don’t see an opportunity,” Tseng 
said. “You’re not paid for being a hero in 
credit.”

Their comments came at a panel, Navi-
gating the Credit Markets to Maximize Returns, 
at the PartnerConnect West event, held Sep-
tember 27-28 at Hotel Nikko San Francisco.

A total of 27 new leveraged loan deals 
took place in the week ended September 
23 for a total of $18.9 billion, according to Z 
Capital’s Economic & Credit Market Weekly 
Briefing for the seven days ending Septem-
ber 26. Activity moved up significantly com-
pared to the previous three weeks, which 
saw only seven deals representing $4.1 bil-
lion in credit.

Year-to-date new business in leveraged 
loans totaled $257 billion, down about 2 
percent from the year-ago period, according 
to JP Morgan data cited by Z Capital. Sixty-
one percent of total volume came either 
from refinancings or repricing of debt.

Overall, loan deals in September are 
being met with both lower pricing and 
looser leverage metrics, according to SPP 
Capital’s monthly update.

“Liquidity is at a high point for 2016, 
with more investors having more dry pow-
der than they have had for years. Increasing 
share prices are bringing BDCs back into 
the market and creating more competition 
for senior and mezz lenders alike,” Stefan 
Shephard, managing director of SPP, said in 
a research note.

LEVERAGED LOANS

Lincoln International's Snapshot View on Loan Pricing and Terms
Borrowers by 

EBITDA:
Security Type Pricing Multiples Pricing Multiples Pricing Multiples

Asset Based 
Senior

L + 200 - 275 
LIBOR Floor: none n/a L + 175 - 250 

LIBOR Floor: none n/a L + 150 - 225 
LIBOR Floor: none n/a

Cash Flow 
Senior

L + 475 - 575 
LIBOR Floor: 100 2.75x - 3.25x EBITDA L + 450 - 550

LIBOR Floor: 100 3.00x - 4.00x EBITDA L + 425 - 525
LIBOR Floor: 100 3.00x - 4.00x EBITDA

Senior Stretch n/a n/a L + 525 - 625
LIBOR Floor: 100 3.75x - 4.75x EBITDA L + 500 - 600

LIBOR Floor: 100 4.00x - 5.00x EBITDA

Split Lien 
Unitranche 

(Term Loan Only)

L + 750 - 850
LIBOR Floor: 100 4.00x - 5.00x EBITDA L + 725 - 825

LIBOR Floor: 100 4.50x - 5.50x EBITDA L + 700 - 800
LIBOR Floor: 100 4.75x - 6.00x EBITDA

2nd Lien Loans L + 1000 - 1100
LIBOR Floor: 100 4.00x - 5.00x EBITDA L + 900 - 1000

LIBOR Floor: 100 4.50x - 5.50x EBITDA L + 900 - 1000
LIBOR Floor: 100 4.75x - 6.00x EBITDA

Sub Debt
Cash of 11.0% - 13.0%
PIK of 1.0% - 2.0%
All-in of 12.0% - 14.0%

4.00x - 5.00x EBITDA
Cash of 10.0% - 11.0%
PIK of 1.0% - 2.0%
All-in of 11.0% - 13.0%

4.50x - 5.50x EBITDA
Cash of 10.0% - 11.0%
PIK of 1.0% - 2.0%
All-in of 11.0% - 12.0%

4.75x - 6.00x EBITDA

Equity
Approximately 35% - 
40% of Total 
Capitalization

Approximately 35% of 
Total Capitalization

Approximately 35% of 
Total Capitalization

<$15mm of EBITDA $15mm to $40mm of EBITDA >$40mm of EBITDA

Note:  The values presented above are based on prevailing metrics observed by Lincoln International in recent months; however, leverage multiples and pricing are highly dependent on a 
borrower’s credit profile and may be higher or lower than those shown above for certain companies.




