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The use of covenant suspension provisions in U.S. dollar denominated high-yield new issues increased 
14% between the first and last quarter of 2012, regardless of whether the deal was privately placed or 
registered with the S.E.C., as the chart below indicates. The percentage of deals including this provision 
thus far in the fourth quarter of 2012 was also the highest level (74%) we have recorded for any quarter 
in the last three years. During the prior two years, the percentage of deals including this provision varied 
from quarter to quarter with no discernible trend. This year also saw the highest percentage of deals 
(66%) on an annual basis to include this provision over the last three years, increasing from 59% in 2010 
to 64% in 2011. For full transparency, this analysis includes S.E.C registered as well as privately placed 
high-yield new issues in which public disclosure of the underlying indenture or offering memorandum 
was available. 

 

A covenant suspension provision either removes or suspends the effectiveness of certain covenants if 
the high-yield bond is rated investment grade after issuance. If the covenant suspension provision 
permanently removes the effectiveness of certain covenants when the bond is rated investment grade, 
regardless of whether the bond is subsequently downgraded back to a junk bond rating, it is considered 
to be a “fallaway” provision. If the covenant suspension provision only suspends the effectiveness of 
certain covenants during the time that it is rated investment grade, but the effectiveness of the 
covenants are reinstated when the bond is downgraded back to a junk bond rating, then it is considered 
to be a “suspension” provision. 
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We further evaluated the use of covenant suspension provisions based on the type of deal. The inclusion 
of this provision in privately placed deals showed a relatively small increase quarter to quarter in 2012, 
varying from 66% in the first quarter to 73% in the fourth quarter, as the chart below indicates. 
However, the percentage of privately placed deals that included this provision on an annual basis 
increased 10% from 2010 (60%) to 2012 (70%). Registered deals saw much greater fluctuation on a 
quarterly basis in 2012, ranging from a low of 35% in the second quarter to a high of 76% in the fourth 
quarter. On an annual basis, the percentage of registered deals varied from 53% in 2010, to 70% in 2011 
and back to 53% in 2012. The overall number of registered deals in any time period is significantly less 
than the number of privately placed deals in the same time period and the small sample set likely 
accounts for some of the overall fluctuations in the data. 

 

Lastly, we evaluated the use of fallaway and suspension types in those deals where a covenant 
suspension provision was included. In 2012, the percentage of deals using a fallaway versus a 
suspension provision increased from 27% to 36% between the first and fourth quarter, as indicated in 
the chart below. The 36% of deals that used a fallaway was the highest percentage we have recorded in 
any single quarter since the beginning of 2010. On an annual basis, the use of the “fallaway” suspension 
type has increased from 24% in 2010 to 30% in 2012 with a corresponding decrease of the same 
percentage in the use of straight suspension provsisions. 
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In conclusion, the use of covenant suspension provisions in 2012 has increased in each of the last four 
quarters, which speaks to the overall general trend in the increased use of this provision in each of the 
last three years. The use of fallaways has also increased on both a quarterly basis in 2012 and on an 
annual basis in each of the last three years. It will be interesting to see whether these trends continue as 
the calendar moves forward into 2013. 
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