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Regulatory 
crackdown on 
leveraged loans 
is said unlikely
By Kristen Haunss, Loan Pricing 
Corp/Reuters

• Leveraged-loan market unlikely to see crackdown
• Fractured Congress probably would stymie reform
• Powell, Yellen differ on risk assessment

The US leveraged-loan market is unlike-
ly to see a renewed regulatory crackdown 
despite mounting criticism of the asset 
class, as political gridlock in a divided Con-
gress would hold up reform attempts.

Federal Reserve Chairman Jerome Pow-
ell in late February said the $1.2 trillion 
leveraged-loan market does not pose a risk 
to the broader economy but is an important 
supervisory focus.

His comments contrast with those of 
other regulators, who compared loans to 
subprime mortgages, which were respon-
sible for the 2008 economic crisis.

His predecessor, Janet Yellen, in late 
February took a tougher line, for a second 
time warning about the potential economic 
perils of excess corporate debt in leveraged 
loans.

“If the economy encounters a downturn, 
we could see a good deal of corporate dis-
tress,” Yellen said at an industry conference 
in Las Vegas. “If corporations are in distress, 
they fire workers and cut back on invest-

ment spending. And I think that’s some-
thing that could make the next recession 
a deeper recession.”

Yellen’s comments follow warnings by 
Sen. Elizabeth Warren (D-Massachusetts) 
and Bank of England Gov. Mark Carney, who 
both warned of a potentially negative eco-
nomic impact.

U.S. regulators in 2013 updated Lever-
aged Lending Guidance, which said lever-
age of more than 6x “raises concerns.” The 
Republican administration promised dereg-
ulation, however, and after President Don-
ald Trump was elected in 2016, he vowed to 
dismantle the sweeping 2010 Dodd-Frank 
regulatory-reform package.

Market participants thought that the 
LLG could be relaxed in 2017 when it was 
deemed a rule under the Congressional 
Review Act. Government agencies clarified 
in September 2018 that guidance does not 
carry the weight of law and they will not 
take enforcement action based on it.

Leverage levels are touching new highs 
as a result, and are averaging 6.9x in 2019 
so far, after dropping to 6.09x in a volatile 
fourth quarter, according to LPC data. Lever-
age ratios hit a record 6.97x in Q3.

“One would say (the leveraged lending 
guidance) has had an insufficient effect,” 
said J. Paul Forrester, a partner at law firm 
Mayer Brown.

“There has been a sharp uptick in lever-
age, which is odd when loan funds had 
money exiting and there has been concerns 
expressed about a slowdown and possible 
recession,” he said. “None of it has seemed 
to curb (aggressive) lending. I find that strik-

ing in the absence of more bullish economic 
news.”

Although regulators have the authority 
to propose a rule on leveraged lending, they 
are unlikely to do so, according to Lee Rein-
ers, executive director of the Global Finan-
cial Markets Center at Duke Law School and 
a former examiner at the Federal Reserve 
Bank of New York.

“Do they have the political will or 
desire?” he asked. “It seems unlikely (in the) 
broader deregulatory environment and (a) 
slowdown in economic growth.”

The Office of the Comptroller of the Cur-
rency has been working with the Fed and 
Federal Deposit Insurance Corp, and has the 
power to take steps if it has concerns about 
loan underwriting quality, if necessary.

“We do compare notes in terms of what 
we see in the leveraged lending space in the 
regulated institutions, and then we also cer-
tainly talk about and work with each other 
on examinations of leveraged lending activi-
ties,” said Morris Morgan, chief operating 
officer at the OCC.

When the agency sees a weakness, either 
in the way Ebitda is calculated or covenants 
that it deems “problematic,” it addresses 
them with each institution, and will con-
tinue to address issues that way going for-
ward, he said.

“The only way really to be more restric-
tive than looking at the facts and circum-
stances of every institution would be to 
write a rule, and I don’t see writing a rule 
to be in the near-term future,” Morgan said.

A Fed spokesperson declined to 
comment.

LEVERAGED LOANS

Lincoln International’s Snapshot View on Loan Pricing and Terms
Borrowers by 
EBITDA: <$15mm of EBITDA $15mm to $40mm of EBITDA >$40mm of EBITDA

Security Type Pricing EBITDA Multiples Pricing EBITDA Multiples Pricing EBITDA Multiples

Asset Based 
Senior

L + 150 - 200 bps n/a L + 150 - 200 bps n/a L + 150 - 200 bps n/a

Cash Flow 
Senior

L + 425 - 525 bps 3.00x - 3.50x L + 400 - 525 bps 3.00x - 4.00x L + 375 - 525 bps 3.00x - 4.00x

Senior Stretch L + 500 - 600 bps 3.50x - 4.00x L + 475 - 600 bps 4.00x - 5.00x L + 450 - 600 bps 4.00x - 5.00x

Unitranche L + 575 - 675 bps 4.00x - 5.00x L + 550 - 675 bps 5.00x - 6.25x L + 525 - 675 bps 5.50x - 6.50x

2nd Lien Loans L + 825 - 925 bps 4.00x - 5.00x L + 800 - 925 bps 5.00x - 6.25x L + 775 - 925 bps 5.50x - 6.50x

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

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

5.00x - 6.25x Cash of 10.0% - 11.0%
PIK of 1.0% - 2.0%
All-in of 11.0% - 13.0%

5.50x - 6.50x

Equity Minimum of 35% - 40% 
of Total Capitalization

Minimum of 35% of 
Total Capitalization

Minimum of 35% of 
Total Capitalization

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. LIBOR floors, when included, are generally in the 100-150 bps range.




