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Leverage peaks in the middle market across capital
structures in 1H17
LSEG | July 26, 2017

With market conditions extremely heated, leverage levels have peaked across most capital structures in the
middle market in 1H17. The “all senior” capital structure hit a new peak at 3.83 times in 1H17, up from 3.79
times last year and from 3.41 times back in 2013 when tracking began. Banks that are hampered by Leveraged
Lending Guidance while trying to stay competitive with the direct lenders are the big driver to rising leverage
levels on the “all senior structure.” The first lien / mezz structure is also at a peak of 3.65 times senior by 4.84
times total debt to EBITDA, up from 3.22 times by 4.43 times back in 2013. Leverage of nearly 5 times on
mezzanine deals is pretty aggressive considering the structure is more commonly seen on lower middle market
issuers. Naturally the first lien/second lien structure is the highest and most levered of all structures hitting a new
peak in 1H17 of 4.08 times senior by 5.41 times total debt to EBITDA. This level is elevated compared to 2013
levels of just 3.66 times by 5.01 times. The second lien structure is most commonly seen on larger issuers with
EBITDA of $40M and above and the institutional market has been buying a lot of this paper in 2017, driving
leverage levels to new heights amid strong demand for higher yields. Unitranche leverage, while not at the peak
levels tracked in 2016, is still elevated at 5.17 times in 1H17 as unitranche providers try to voraciously compete
with the second lien structure. So far in 2H17, pressure on leverage has not abated as middle market lenders feel
competitive conditions remain.
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