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Comment

Concise statement of why your comment should be taken on board
“all types of loan or credit exposure… irrespective of the classification in the regulatory banking book or regulatory
trading book.”
Amended to:

Draft guidance
on leveraged
transactions.

“all types of loan or credit exposure… held in the regulatory banking book.”
3.

Amendment

Reasoning
A concern of reduced secondary liquidity as a result of lower bank-led trading desk activity within leveraged assets
given the additional requirements set forth by the guidance.

Draft guidance
on leveraged

3.

Amendment

“Refers to IFRS current and non-current financial liabilities”
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transactions.

Amended to:
“Refers to IFRS current and non-current financial liabilities, net of cash”
Reasoning
Excluding cash will not appropriately differentiate the associated risk attached to two borrowers with same levels of debt
but differing levels of cash. Further, in excluding cash the guidance will likely capture a number of Large Corporate
borrowers. We understand this is not the objective of the guidance.

Draft guidance
on leveraged
transactions.

3.

Amendment



For example. One borrower may have €400m of debt, €0 cash and €100 EBITDA. Under this language you would
perceive leverage of 4.0x.



The next borrower could have €400m of debt, €400m of cash held overseas (that it is purposely not repatriating,
however could do so) and €100m EBITDA. Again, under this language you would perceive leverage of 4.0x. In
reality, when factoring in cash, this business is has leveraged of 0.0x.

“EBITDA (earnings before interest, tax, depreciation and amortisation) refers to unadjusted EBITDA, i.e. realised
EBITDA over the previous 12 months with no adjustments made for non-recurring expenses, exceptional items and
other one-offs.”
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Amended to:
“EBITDA (earnings before interest, tax, depreciation and amortisation)”
Reasoning
We understand the aim of using unadjusted EBITDA was for simplicity, to reduce subjectivity and increase consistency
however we believe this in fact leads to a number of issues and inconsistencies and failure to reflect reality.
1.

2.

Inconsistency with the Total Debt metric which accounts for the pro-forma capital structure post transaction. In this
respect, the proposed calculation of Leverage uses a numerator post-transaction and a denominator pretransaction.


Using the example of a borrower that is borrowing to finance an acquisition, unadjusted EBITDA would not
include the incremental run-rate contribution of that acquisition. Conversely, Total Debt would incur the
additional debt used to finance that acquisition. The result of this inconsistency is Leverage metric that fails
to reflect the true risk associated with that borrower.



Using the example of a borrower that operates within the software industry. A simple change in the
accounting capitalisation policy applied against capitalisation of research and development expenses can
lead to a significant fluctuation in unadjusted EBITDA from one accounting period to the next. The result is
a similar inconsistency in the Leverage metric – particularly if trying to assess a comparable borrower
within the same industry that perhaps does not capitalise any of their research and development expenses.

Inconsistency with the U.S. guidance which does not prescribe unadjusted EBITDA (p624 of the Commercial Bank
Examination Manual) simply defines EBITDA as “earnings before interest, taxes, depreciation and amortisation”.


The U.S. guidance allows for financial institutions to take a view on EBITDA and in turn provides a more
accurate view of reality. Comfort in a financial institutions definition of EBITDA is gained via the
examination process.

Delete:
Draft guidance
on leveraged
transactions.

3.

Deletion

“ii) all types of loan or credit exposures where the borrower is owned by one or more financial sponsors”.
Reasoning
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Inconsistent with U.S guidance while we see no consistency in defining exposures as “leveraged transactions” simply
based on their ownership structure.


Our understanding is under the draft guidance, a <1.0x levered business owned 10% by a financial sponsor is
defined as a leverage transactions whereas a 3.9x levered business owned by a single individual is not. We believe
this is an inconsistent approach.

“(ii) loans where the own consolidated exposure of the credit institution is below €5 million.”
Amended to:
“(ii) loans where the own consolidated exposure of the credit institution is below €15 million.”
Reasoning

Draft guidance
on leveraged
transactions.

Draft guidance
on leveraged
transactions.

3.

Amendment

The issue was debated heavily in the technical workshop. The shared concern is that the proposed €5m threshold will
capture SME exposures and define these as leveraged transactions. We understand that this is not the goal of the ECB
when issuing the guidance.

“Underwriting of transactions presenting high levels of leverage – defined as the ratio of Total Debt to EBITDA
exceeding 6.0 times at deal inception – should remain exceptional”
5.

Amendment

Amended to:
“Participating in transactions presenting high levels of leverage – defined as the ratio of Total Debt (Net of Cash) at the
level of seniority that the lender is participating to EBITDA exceeding 6.0 times at deal inception – should remain
exceptional.”
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Reasoning
Allowing for the consideration of seniority at which a borrowers exposure is secured (it’s ranking of priority during an
enforcement scenario) provides a more realistic assessment of risk associated with the particular exposure.


For example, we may lend into a Super Senior Revolving Credit Facility that is 1.0x levered. Subordinated to this
could be 5.0x of High Yield Bonds. Under the current language you would attach 6.0x leverage to the Super Senior
Revolving Credit Facility instead of 1.0x.

“Credit institutions should ensure that the leveraged borrower is able to repay a significant share of its debt within a
reasonable time frame…”
Amended to:
“Credit institutions should ensure that the leveraged borrower has the capacity to repay and/or the ability to de-lever to a
sustainable level over a reasonable period…”
Draft guidance
on leveraged
transactions.

6.

Amendment

Reasoning
This is inconsistent with the U.S. guidance. p625 of the Commercial Bank Examination Manual considers “A borrower’s
capacity to repay and the ability to de-lever to a sustainable level over a reasonable period”. Including the flexibility to
assess a borrower’s ability to deleverage provides a more realistic assessment of the associated risk for transactions.
This amendment will allow banks to support businesses that have growth and investment strategies.


Using the example of a dental chain borrower than plans to embark on an acquisition roll-up strategy of dental
practises, they will prioritise the use of proceeds and self-generated cash in order to further grow the business. In
acquiring additional dental practises, the incremental contribution to EBITDA will indeed deleverage the borrower to
a level at which refinancing existing debt will be comfortably achieved. In such examples, lenders require the
flexibility to assess deleveraging over a simplistic capacity to repay.

“…and to run an impairment test in each of the following situations:”
Draft guidance
on leveraged
transactions.

Delete:
6.

Deletion

-

“where the transaction is a refinancing of a borrower at an increased level of leverage compared with
respective leverage levels at origination or previous refinancing – that is, where the leverage level is defined as
the ratio of Total Debt to EBITDA;

-

where the transaction is a refinancing of a borrower that was granted a bullet facility;”
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Reasoning
The former will unintentionally capture numerous non-stressed scenarios where lenders are simply refinancing debt of a
borrower as part of business-as-usual.


For example, this language would require lenders to run impairment tests when a borrower has had strong
credit performance and is in turn seeking to refinance its loans given its improved credit status, while
subsequently raising additional debt (perhaps for an opportunistic acquisition).

The latter will require impairment testing for a simple refinancing of a bullet term loan. The purpose of this is unclear.
We do not feel this adds any value.
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