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Comments

Guide

Issue

Definition of
Leveraged
Transactions:

Guidance
(Include
number)

Comment

Concise statement of why your comment should be taken on
board

1.

The definition of Leveraged Transactions refers only to Total
Leverage. In our view, the definition of Leveraged
Transactions should exclude transactions whereby Senior
Leverage is less than 3.0 times.

2.

Possibility to exclude debt instruments from Total Debt
calculation that are non-interest bearing or have undetermined repayment profile (such as shareholder loans)

Amendment
Section 3
and clarifications
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should be considered.
3.

The definition of EBITDA should allow for the adjustment of
items that are deemed non-recurring and exceptional in
nature (e.g. restructuring initiatives) in addition to permitting
reasonable adjustments to reflect the Pro Forma impact of
transactions such as acquisitions / disposals and the
associated costs/synergies.

4.

The calculation of Senior Leverage and Total Leverage
should be net of cash.

5.

The rationale for the inclusion of credit exposures to any
borrower that is owned by one or more financial sponsors
irrespective of leverage or any other credit metrics is
unclear to us and we believe that these criteria should be
removed or amended.

6.

There is no guidance on whether subsidiary level loans
must be evaluated against their own leverage where they
have support from a non-leveraged parent.

7.

“Committed” loans and credit exposures are specifically
referenced, implying that uncommitted lines are not in
scope. This should be clarified. We also seek clarity on
whether trade finance facilities are in scope. We also seek
clarification on whether all exposures to credit institutions
are intended to be in scope (as these clients are by their
nature leveraged).

8.

There should be the ability to have higher leverage for
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certain industries.

Excluded
Transactions:

Amendment

1.

In addition to excluding loans with natural persons, credit
institutions and investment firms, we would also seek to
exclude
loans
with
charitable
and
not-for-profit
organisations.

2.

In terms of the own consolidated exposure of a credit
institution, we would seek to amend this minimum threshold
from “€5m for a credit institution” to “Borrowers who meet
the definition and have Total Gross Debt of more than
€10m”. Issue here is that a Bank could lend €4m in a say
€20m club/syndicate transaction and be out of scope, or
lend €5m in bilateral facilities and be in scope.

3.

For clarity – would secured loans to entities such as
hospitals, hotels, nursing homes, student accommodation
assets, Motorway service stations, Telecoms masts etc. fall
within the definition of asset-based or CRE loans?

4.

In addition to excluding commercial real estate financing,
we would recommend the exclusion of all real estate
financing
transactions,
including
residential
investment/development.

5.

Similar to the U.S. Interagency Guidance on Leveraged
Lending, we believe that Excluded Transactions should
include loans that are secured by tangible collateral (e.g.
accounts receivable, inventory, property, plant and
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equipment, and real estate) that do not rely on enterprise
valuations for repayment and whereby the lender has
additional sources of repayment beyond the cash flow from
the operations of the borrower.

Underwriting and
Syndication

Section 5

6.

Bilateral transactions with total facilities of less than €10m
and syndicated transactions with total facilities of less than
€50m should be excluded.

1.

Transactions that present Total Leverage exceeding 6.0
times at inception should not automatically be considered
exceptional (as they are not in the market). We would
recommend this be a Gross Senior Debt metric. Equity is
often input in the form of a debt instrument.

2.

Is the obligation of identifying failed syndications only on the
Underwriting Institutions rather than any of the participants
when syndication does occur?

Amendments
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Policies and
Procedures for New
Deal Approval, and
Monitoring and
Managing of
Longer-Term
Leveraged
Transaction
Holdings

1.

For clarity - could definitions of the following be provided; (i)
new transaction, (ii) renewal, (iii) material modification of an
existing transaction.

2.

What form should the “critical review” from the independent
risk function of the due diligence take? Would a Credit
Committee process evidencing challenge to the originating
functions views be sufficient?

3.

Could examples of the “tail-end market events” that stress
cases should incorporate be included?

4.

For clarity – there is a requirement that an enterprise
valuation of the borrower be reviewed and validated by an
independent unit other than the originating unit. What form
of validation and review is sought here? Further detail
required.

5.

There is analysis to price loans to be prepared and
independently verified. Does this relate to approval of
participations in syndicated facilities and bilateral facilities
which may be less liquid? Further clarity required as to what
a Banks requirement would be in this area is needed.

6.

There is a requirement to run an impairment test in several
situations, including (i) upon the refinancing of a borrower at
an increased level of leverage relative to origination or
previous refinancing, and (ii) upon the refinancing of a
borrower that was granted a bullet facility. In our view, this
inadvertently captures normal refinancing transactions for
performing borrowers ahead of the final maturity date. Such

Section 6
Clarification
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transactions may include the incurrence of additional debt
that would increase leverage; however we view this as
reasonable when supported by satisfactory operating
performance and cash flows. As such, we believe that an
impairment test should only be required in the case of
refinancing transactions that occur in a stressed situation.
7.

Is the stress testing framework of the tail end risks a
portfolio stress test in addition to the stress case scenario
that should be completed on a case by case basis?

8.

There appears to be no restriction on making non-pass
loans (based on internal risk ratings) or requirements to
improve existing non-pass loans upon a refinancing, both of
which are required by the US agencies. There is also no
general statement indicating that the guidance is not meant
to constrain workouts, per the US guidance.

9.

Non-investment grade corporate bond issuance is included
in best efforts transactions that require monitoring and
reporting. Under the US guidance banks only monitor best
efforts loan deals.

10. The requirement for a borrower to demonstrate that it can
repay its debt within a reasonable timeframe, being over 5-7
years, focuses on total debt. There is no reference to senior
debt amortization as per the US guidance.
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Clarification

Has consideration been given to how American Banks are going
to deal with the situation were the OCC to request the utilisation
of a consistent approach across different businesses and
geographies, but if the ECB set different parameters?

Choose one option

8

9

