Internet Appendix for
"The Total Cost of Corporate Borrowing in the Loan Market:
Don’t Ignore the Fees"

TOBIAS BERG, ANTHONY SAUNDERSandSASCHA STEFFEN*

Section | Lender Fixed Effects p. 2-4
Section Il. Cancellation Fees for Term Loans and the Optiohetoninate p. 5-10
Section Ill. Structure and Quality of Fee Information in Dealsca p. 11-23

Section lll.A. The Structure of Fee InformationDealscan

Section 1l1.B. The Quality of Fee Information in &scan

Section IV.How to Calculate the Total Cost of Borrowing (TCBgasure p. 24-36
Section IV.A. Formula to Calculate TCB
Section 1V.B. Predicting Drawdown Ratios
Section IV.C. Predicting Upfront Fees

Section V.Supplementary Materials Available Online p. 37

*Citation format: Berg, Tobias, Anthony Saundersj &ascha Steffen, Internet Appendix for "The totet of
corporate borrowing in the loan market: Don't igntite fees,Journal of FinancdDOI String]. Please note: Wiley-
Blackwell is not responsible for the content ordtionality of any supporting information supplied the authors.
Any queries (other than missing material) shouldlipected to the authors of the article.



l. Lender Fixed Effects

Table IA.I reports five panels corresponding to Apgix Tables B.I to B.V that include
lender fixed effects. The overall results are motsstive to the inclusion of lender fixed effects.
For example, in Panel A, we report the results fAgpendix Table B.I (usage of credit lines and
economic performance) and add lender fixed efféadsling lender fixed effects does not
significantly change the coefficient on the equéturn and change in profitability variables.
Furthermore, the increase in the adjustéisRmall, suggesting that lender fixed effectscdre
little importance in explaining cross-sectionaligfon in credit line usage rates.

Similarly, including lender fixed effects in ouraysis for the option to draw (Panel B,
related to Appendix Table B.lI), performance priiPanel C, related to Appendix Table B.1II),
and the competitive bid option (Panel D, relatedppendix Table B.IV) does not affect our
results. Adding lender fixed effects to the anaym credit line usage rates and pricing structure
decreases statistical significance on the AISU-I8BAratio, while results on the utilization fee

are unchanged (Panel E, related to Appendix Tablg.B



Table IA.l
Lender Fixed Effects

This table provides a robustness test for Appeiidixe 1 — Appendix Table 5 using lender fixed
effects. We report results for the two key colurohgach Appendix Table (for example, column
(2) and (4) of Appendix Table 1), both as repoitedhe Appendix Tables, with Lender fixed
effects. Lender refers to the lead arranger, ifdh@re several lead arrangers we use the lead
arranger with the largest share in the syndicateth.l Sample, variables definitions, and
clustering is done exactly as in the respectiveeiplix Table. ***, ** * denote significance at
the 1, 5 and 10 % level, respectively.

Panel A. Robustness test for Appendix Table B.I

Column in Appendix Table B.I (2) (2) (4) 4)
Lender FEs Lender FEs
Usage Usage Usage Usage
Equity return -0.066***  -0.062***
(-6.67) (-5.89)
Change in profitability -0.168*** -0.171%*
(-2.69) (-2.80)
Fixed effects as in paper Yes Yes Yes Yes
Lender fixed effects No Yes No Yes
Adj. R 19.38% 22.14% 18.34% 21.31%
Obs 4,988 4,988 6,178 6,178
Panel B. Robustness test for Appendix Table B.I
Column in Appendix Table B.I (2) (2) (5) (5)
Lender FEs Lender FEs
Upfront Fee Upfront Fee AISU AISU
Equity volatility 0.359*** 0.306***  (0.132*** 0.130***
(6.15) (4.83) (11.92) (11.28)
Fixed effects as in paper Yes Yes Yes Yes
Lender fixed effects No Yes No Yes
Adj. R 35.87% 42.06% 58.55% 61.17%
Obs 2,274 2,274 12,063 12,063
Panel C. Robustness test for Appendix Table B.lII
Column in Appendix Table B.1lI 3) 3) (6) (6)
Lender FEs Lender FEs
Upfront Fee Upfront Fee AISU AISU
Equity volatility 0.340%** 0.289**  0.096*** 0.096***
(4.49) (3.40) (7.87) (7.50)
PP - continuous measure -0.064*** -0.081**  -0.086 -0.086***
(-3.79) (-3.91) (-22.70) (-22.11)
Fixed effects as in paper Yes Yes Yes Yes
Lender fixed effects No Yes No Yes
Adj. R? 42.63% 49.24% 64.53%  66.62%
Obs 1,319 1,319 6,846 6,846




Panel D. Robustness test for Appendix Table B.IV

Column in Appendix Table B.IV (2) (2) (5) (5)
Lender
Lender FEs FEs
Facility
Facility fee  Facility fee fee Facility fee
CBO (0/1) 0.250%*** 0.242%** -0.212*%**  -0.206***
(20.49) (19.76) (-17.81) (-17.32)
Fixed effects as in paper Yes Yes Yes Yes
Lender fixed effects No Yes No Yes
Adj. R? 46.35% 48.53% 50.00%  51.30%
Obs 16,329 16,329 16,329 16,329
Panel E. Robustness test for Appendix Table B.V
Column in Appendix Table B.V (2) (2) (5) (5)
Lender FEs Lender FEs
Usage Usage Usage Usage
AISU/AISD-ratio 0.128* 0.083
(1.68) (1.05)
UTF==0 x AISU/AISD 0.144* 0.100
(1.83) (1.22)
UTF==1 x AISU/AISD 0.033 0.014
(0.18) (0.07)
UTF (0/1) 0.050 0.038
(1.12) (0.82)
UTF -0.002***  -0.002***
(-2.79) (-2.72)
Fixed effects as in paper Yes Yes Yes Yes
Lender fixed effects No Yes No Yes
Adj. R? 17.58% 20.39% 17.67%  20.48%
Obs 6,099 6,099 6,099 6,099




I. Cancellation Fees for Term Loans and the Option tderminate

Most corporate loan contracts allow the borrowetetaninate the loan contract before
maturity. The option to terminate is particularlglavant for term loans. For credit lines,
borrowers do not have to terminate the loan cohtiaavoid having to pay the full spread.
Instead, borrowers can simply choose not to drawndthe credit lin€. Firms should be more
likely to terminate a term loan contract when spoérket spreads fall. Terminations or
renegotiations of term loan contracts before mitusi widespread. For example, Roberts and
Sufi (2009) report an unconditional likelihood @negotiation of 9.1% per quarter, of which
4.2% comprise early terminations.

The cancellation fee is akin to a strike price (avad to the price of the cancellation
option) as it only needs to be paid if the borroweercises the cancellation option. As an
example, let us assume that a borrower has a t@am With one year maturity remaining, a
contractual spread of 100 bps, and a cancellagenof 30 bps. The option to cancel is in-the-
money if the borrower's spot market spread decsdasiow 70 bps. If, however, the cancellation
fee were 60 bps, the borrower's spot market spaeadd need to decline below 40 bps to be in-
the-money. Thus, there is a trade-off between thkesprice and the price of the option: a
borrower with a high-volatility creditworthiness wihave to pay a higher upfront fee as
compensation for the cancellation option or willvéato accept a higher strike price (i.e.,

cancellation fee). We thus formulate the followmgpothesis:

HYPOTHESIS ILA. (TERM LOANS):Upfront fees or cancellation fees are an incregsin

function of the volatility of borrowers’ creditwdiness.

! Consistent with this economic rationale, we fihdttcancellation fees are more frequently usedkfon loans
(11%) than for credit lines (4%); see also Figuie the main paper.
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As for Hypothesis 2 in the main paper, we use #aized volatility of the borrower’s
equity return over the year prior to the loan or@ion date as a proxy for the volatility of the
borrower's loan spot market spread. We split thapéa of term loans into subsamples of
investment-grade (IG), non-investment-grade (nop-&hd unrated firms. For each of these
subsamples we sort all term loans into quintilesebdaon the firm's equity volatility. We then
analyze the existence and magnitude of upfront Gardtellation fees across these quintiles in
Table IA.II.

Panel A reports results for the upfront fee. Themme evidence that the upfront fee
increases with equity volatility, but the results anly significant for the non-IG sample. Panel B
reports results for the cancellation fee. We seftctincellation fee equal to zero for contracts
without a cancellation fee. We find that cancetiatiees are higher for borrowers with higher
equity volatility and the results are economicalhd statistically significant at the 1% level for
non-IG borrowers (31 bpp<0.01), unrated borrowers (22 bps0.01), and the total sample (24
bps,p<0.01). In Panel C, we replicate Panel B and i&gtie sample to observations with
nonmissing upfront fees to make sure that diffeesriietween Panel A (upfront fee) and Panel B
(cancellation fee) are not driven by differencethim samples. Results from Panel B are
confirmed. Panels D and E show that the resultsliawen both by high-volatility borrowers
being more likely to have a cancellation fee in¢batract (extensive margin) as well as high-
volatility borrowers having higher cancellation $emnditional on the existence of a cancellation
fee (intensive margin). Finally, we estimate mutiate regressions with loan and borrower
characteristics as well as rating notch, year, [mampose, loan type, and one-digit SIC code fixed

effects. The results are presented in Panel F anfirim the univariate results.



Overall, we conclude that high-volatility borrowdrave term loans with higher
cancellation fees (strike price). There is alsos@wvidence, particularly for non-1G borrowers,
that high-volatility borrowers have to pay high@front fees (price of the option). We leave a

more detailed analysis as to the rationale ofde&gn choice to further research.



Table IA.II
Upfront and Cancellation Fee as Compensation for # Option to Terminate (Term Loans)

This table shows the upfront fee and the cancetlatee by quintile of the borrower's equity
volatility as well as multivariate results regressupfront and cancellation fees on the borrower's
equity volatility and control variables. Panel Aopides results for the upfront fee. Panel B
provides results for the cancellation fee, with tiaacellation fee being set to zero for contracts
without a cancellation fee. Panel C provides theesanalysis as in Panel B, but is restricted to
loans with nonmissing data on the upfront fee,(tlee same sample as in Panel A). Panel D
provides results for a dummy that is equal to drnled cancellation fee exists (extensive margin),
while Panel E provides results for the magnitudehef cancellation fee for the sample with a
cancellation fee (intensive margin). Panel F presidhultivariate results. The sample is based on
term loans in the U.S. syndicated loan market frlo#86 to 2011. Variables are defined in
Appendix A in the main paper. We report t-statstilmsed on standard errors clustered at the
firm-level in parentheses. ***, ** and * denoteigsificance at the 1%, 5%, and 10% level,
respectively.

Panel A. Upfront fee

Quintile IG Non-IG  Not rated Total

1 (Lowest volatility) 87.54 61.75 73.85 71.30
2 89.86 71.73 60.36 67.36
3 56.67 67.92 78.36 72.49
4 49.73 76.39 74.02 72.22
5 (Highest volatility) 87.58 81.90 79.40 81.13
Q5-0Q1 0.04 20.14* 5.55 9.84
t-statistic (0.00) (1.74) (0.60) (1.42)

Panel B. Cancellation fee

Quintile IG Non-IG  Not rated Total

1 (Lowest volatility) 6.19 8.13 8.52 8.13

2 5.31 13.02 12.35 11.82
3 3.54 19.83 9.80 12.63
4 9.38 22.94 22.61 21.30
5 (Highest volatility) 15.32 39.23 30.38 31.86
Q5-01 9.12 31.10%**  21.87*** 23.72%**
t-statistic (1.54) (5.96) (5.55) (8.21)




Panel C. Cancellation fee — Observations with nagsimg upfront fee

Quintile IG Non-IG  Not rated Total

1 (Lowest volatility) 15.63 15.65 11.36 13.30
2 10.34 31.96 21.27 23.84
3 20.00 26.32 19.51 21.87
4 6.67 32.42 25.86 26.05
5 (Highest volatility) 28.33 47.92 43.18 43.21
Q5-0Q1 12.71 32.27**  31.82*** 29.92%**
t-statistic (0.75) (2.75) (3.78) (4.69)

Panel D: Cancellation fee — Existence (0/1)

Quintile IG Non-IG Not rated Total

1 (Lowest volatility) 4.42% 7.99% 6.04% 6.54%
2 3.54% 9.92% 7.79% 8.07%
3 2.65% 15.43% 6.43% 9.17%
4 5.36% 14.84% 11.19% 11.84%
5 (Highest volatility) 9.01%  20.50%  14.77% 16.15%
Q5-0Q1 458% 12.51%*** 8.73%*** 9.61%***
t-statistic (1.37) (4.89) (4.84) (6.98)

Panel E. Cancellation fee — Magnitude if canceallafee exists

Quintile IG Non-IG  Not rated Total

1 (Lowest volatility) 133.33 121.04 148.96 135.17
2 150.00 128.50 156.49 143.17
3 190.00 141.18 182.17 163.35
4 191.67 165.56 216.38 191.49
5 (Highest volatility) ~ 130.00 195.92 201.73 195.66
Q5-0Q1 -3.33  74.88** 52 77*** 60.49***
t-statistic (-0.07) (3.76) (2.70) (4.49)




Panel F. Cancellation fee — Multivariate results

Upfront fee Cancellation fee
(1) v (3 (4)
Termloans Term loans Termloans Term loans
Upfront fee  Upfront fee AISU AISU
Equity volatility 0.343** 0.330*** 0.399*** 0.366%**
(2.55) (2.64) (6.45) (5.14)
Rating fixed effects Yes Yes Yes Yes
Loan characteristics No Yes No Yes
Borrower_ . No Yes No Yes
characteristics
Year fixed effects No Yes No Yes
Loan purpose fixed No Yes No Yes
effects
Loan type fixed No Yes No Yes
effects
Qne-dlglt SIC code No Yes No Yes
fixed effects
Adj. R? 25.30% 33.72% 4.21% 8.12%
Observations 1,402 1,216 5,189 4,495
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II. Structure and Quality of Fee Information in Dealscan

In this section, we provide information about thelty and structure of fee information
in Dealscan. Section IIl.A provides information abthe structure of fee information in
Dealscan, while Section IlI.B provides informatiamout the quality of fee information in

Dealscan.

A. The Structure of Fee Information in Dealscan

When working with fee information in Dealscan Starucial to understand the hierarchy
of fees in Dealscan, what we label the "DealscanBEguations.” We provide a description of
these fee equations that shows how AISD, AISU,faed in Dealscan are calculated. Looking at
Table IA.Ill, we observe the following:

» Dealscan reports the all-in-spread-drawn (AISDihassum of the spread and the annual
regular facility fee. The upfront fee is not incagtin the AISD.

» Dealscan reports the all-in-spread-undrawn (AlS&the sum of the commitment fee and
the annual regular facility fee. The upfront fe@at included in the AISU either.

» Fees in Dealscan cannot simply be added up besause of the fee types reported in

Dealscan are subpositions of other fee types.

» Dealscan does not include so-called "special tgd#ies” but only "regular facility fees"
in its aggregate measures (AISD, AISU), and we follbw this procedure for our TCB

measure as wedl.

2 Special facility fees are, for example, additiofess that are charged if a drawdown occurs irffardnt currency
or extra fees that are charged by the lead arrakigieite Dealscan includes these fees when calagldltie total
annual or facility fee, it does not include thementdetermining AISD.
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B. The Quality of Fee Information in Dealscan

In this subsection, we compare Dealscamfieemation with fee information from a
randomly chosen hand-collected SEC sample of lI@f®facilities. The results are presented in

Tables IA.1V to 1A.X.

Table IA.IV reports, for each fee type, whether 8t&C-reported loan contract allowed us
to compare fee information in the contract with ifl@ermation in Dealscan. Some contracts filed
with the SEC refer the reader to a separate nompappendix for all or some of the fee
information. In these cases, a comparison with §za is not possible. For those contracts
where a comparison of fee information from SEC-reggbloan contracts with Dealscan is
possible, we report the number and percentagerdfas for which Dealscan is correct. For the
commitment fee, facility fee, utilization fee, acancellation fee, information is usually available
in the SEC-reported loan contracts and Dealscamedity reports the fee information in more
than 90% of all the cases. Thus, we conclude teald2an is generally a reliable source for these

fee types.

For the upfront fee, contracts refer to a separatgublic document such as a fee letter in
774 out of 1,000 cases (77.4%). In the remainirg @&es (128 without the upfront fee, 98 with
the upfront fee), Dealscan correctly reports thieamt fee in 186 (82.3%) of the cases. The 40
(17.7%) cases for which Dealscan fails to correctjort the upfront fee are mainly due to
Dealscan not reporting an upfront fee even thobhgtcontract contains an upfront fee (33 out of

the 40 "wrong" cases).

Table IA.V reports results of a linear regressibamerror dummy for various fee types

on deal characteristics, borrower characteristing, other control variables. The error dummy is
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equal to one for a syndicated loan facility if Dssaln incorrectly reports the respective fee type
(existence or magnitude), is equal to zero if Deaiscorrectly reports the respective fee type,
and is set to missing if a comparison is not pdssbsed on publicly available data in the
syndicated loan contracts filed with the SEC. Nohthe coefficients is significant at the 1%
level; however, in some of the regressions, upttord of the coefficients are significant at the
10% level (e.g., the utilization fee). However, tieatures support the use of Dealscan for fee
information. First, none of the right-hand-sideighles is consistently correlated with the error
dummy across all fee types. For example, for higatgd firms, there are fewer errors for the
facility fee, but more errors for the cancellatiee (both relative to the reference category of
unrated firms). Second, apart from the upfront &y, systematic error refers only to the few
cases in which Dealscan does not correctly reped.fWe discuss upfront fees in more detail as

follows:

1. First, we compare firms in the SEC sample thatygyont fees according to the SEC
loan contracts (872 firms) and those that do n28 (firms); see Table IA.VI.

2. Second, for the 872 firms that pay upfront feescampare those for wich the SEC
filings provide the magnitude of the upfront fe@ @ms) to those for which the SEC
filings only refer to a separate nonpublic docungerdh as a fee letter (774 firms); see
Table IA.VII.

3. Third, for the 872 firms that pay upfront fees, ezmpare the firms for which
Dealscan reports upfront fees (226 firms) versoselfor which Dealscan does not
report upfront fees (646 firms); see Table IA.VII.

4. Fourth, we replicate the second and third analgbese separately for term loans and

credit lines; see Tables IA.VIII and IA.IX.

13



5. Fifth, we replicate the descriptive statisticsttoe sample with Dealscan upfront fee

information; see Table IA.X.

With respect to the first analysis, we find thatfs that do not pay an upfront fee
according to the SEC loan contracts are low-rigkgi(higher proportion of IG borrowers, lower
spreads, higher coverage ratios). One possibleeapbn for this observation is that when a firm
is riskier, lenders want to get paid more upfréwg.a consequence, in the paper we split all our
hypothesis tests by rating category (IG, non-1Gyrated) to make sure that our results are not

driven by this differential treatment of upfronefe

With respect to the second and third analysesjnatefind that borrower characteristics
for upfront fee payers according to the Dealscaaliese do not differ significantly (at the 1%
level) from nonpayers in the Dealscan database.edewy we do observe differences in spreads
and fees (upfront fee payers according to Dealkeae slightly lower spreads) and loan
characteristics (upfront fee payers according tal§€n have slightly lower maturities). Second,
we find that the selection bias is significantlygler in the SEC filings: borrowers reporting the
specific magnitude of upfront fees in the SEC §irnas opposed to those referring to a
nonpublic document such as a fee letter) are sogmifly biased towards small, single-lender
loans. As to the fourth analysis, we do not obsarwemajor differences in the reliability of
Dealscan upfront fee information for credit lineglderm loans. Finally, as to the fifth analysis,
the replication of Table | from the main paper pdeg results in line with the observations from
the fours sets of analysis above: the descriptaistics for the sample with Dealscan upfront fee
information are similar to the descriptive statistior the overall sample, with any differences

reflecting the differences discussed above.
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Overall, missing data on fees in Dealscan couldu®eto one or more of the following
reasons. First, the term is not present in theraohtSecond, the firm is privately h&lr the fee
is part of a sideagreement not available in tha antract filed with the SEC, and so the data
are gathered from contacts on loan desks. Thiedpbservation is a renegotiation and the fee is
unchanged from the original contract. Our ressiiggest that for public firms that need to file
contracts with the SEC, and for fees other tharutifeont fee, missing fees almost always
indicate that this fee is not present in the loamtiact. For upfront fees, however, and possibly
also for privately held firms, the second reas@nseto be of major importance which gives rise
to possibly nonidiosyncratic variation in the aaility of fee information both in Dealscan as

well as in the SEC-reported loan contracts.

To summarize our analyses regarding upfront fagsresearcher who looks at pricing
information in the syndicated loan market has té&enane out of three choices as to the use of
upfront fee information: either ignore upfront fieéormation (which carries the implicit
assumption that upfront fees are all equal to zeis® upfront fee information directly from the
syndicated loan contracts (which seem to be bismedrds smaller, single-lender loans), or rely
on the Dealscan database (which means relyingrtropahe nonpublic sources from which

Dealscan receives upfront fee information).

% Most privately held firms do not need to reporthe SEC.
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Table IA.III
The Structure of Fee Information in Dealscan ("Deascan Fee Equations”)

This table depicts the relation between differeat fypes in the Dealscan database. ColEqgm
shows the number of the equation. Coludariable andSubpositionshow the variables and the
respective subpositions. The colundisMean MedianandStddevprovide descriptive statistics
for the non-winsorized variables and the subpasitioThe columrEquation holdsshows the
number and percentage where, based on Dealscantliataariable is equal to the sum of its
subpositions. The columiBxcesgprovides the number and percentage of observaiwbese the
variable is missing although at least one of thgpssitions is available. Equations (1), (4), and
(5) are based on the sample of credit lines amd keains in the U.S. syndicated loan market from
1986 to 2011. Equations (2) and (3) are based®sdmple of credit lines in the U.S. syndicated
loan market from 1986 to 2011.Variables are definefippendix A in the main paper.

Equation
Eqgn Variable Subposition N Mean Median Std. Dev. holds Excess
(2) AISD = 32,343 194.98 175.00 136.06 32,274 72

Spread 32,343 191.14 175.00 137.74 (99.79%)  (0.22%)
+ Annual regular fee 7,338 17.01  12.50 15.99

(2) AISU = 21,908 31.64 25.00 20.60 21,893 99
Commitment regular fee15,620 37.21  37.50 19.22 (99.93%)  (0.45%)
+ Annual regular fee 7,025 16.36 12.50 13.94

3) Commitment fee = 15,582 37.21  37.50 19.13 15,568 a7
Commitment regular fee15,620 37.21  37.50 19.22 (99.91%)  (0.30%)
+ Commitment special fee 6 24.99 6.88 37.51
+ Commitment advisory fee 2 2188 21.88 22.10

(4) Annual feé = 8,122 16.35 12.50 17.19 8,094 51
Annual regular fee 7,338 17.02 12.50 15.99 (99.66%) (0.63%)
+ Annual special Afee 905  9.23 5.88 23.32
+ Annual special B fee 21 5.70 3.85 4.60
+ Annual Advisory fee 3 16.44 8.51 18.43

(5) Upfront fee 7,661 65.52  40.00 85.15 7,635 154
Upfront regular fee 7,721 63.57 37.50 83.70 (99.66%) (2.01%)
+ Upfront special Afee 280 33.62 14.06 51.17
+ Upfront special B fee 32 16.45 5.51 22.10
+ Upfront advisory fee 19 128.63 100.00 152.19

" In Dealscan, the facility fee is usually labeldhtual fee”. In this table, we use the exact wogdiom Dealscan.
In the remaining part of the paper, we use the imgrtfacility fee” as it is usually referred to the credit
agreements.
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Table IA.IV
Reliability of Dealscan — All Fee Types

This table compares fee data from syndicated |aariracts obtained from SEC filings with fee datathe
Dealscan database. In particular, it provides arwew of the reliability of Dealscan for all fegpes. The
column "Comparison not possible" indicates contrachere a comparison between Dealscan and the hand-
collected sample was not possible. These conttetally refer to a separate nonpublic appendix{dart of)
the fee information. The reference to a separat@uigic appendix is particularly common for upfréees that
are specified in a separate fee letter. Of the @2@racts where a comparison is possible for tHfeonpfee,
128 of these 226 contracts do not provide the mpffee nor any reference to a separate nonpubperapx,
the magnitude of the upfront fee is available ia temaining 98 contracts. For the columns "Dealscarect"
and "Dealscan wrong", we classify Dealscan as benmogg if i) Dealscan does not report a fee eveugh the
contract contains a fee, ii) Dealscan reports aefemn thought the contract does not contain avegy (few
cases), or iii) Dealscan reports the wrong mageitud

Comparison Comparison Dealscan Dealscan

N . .
not possible possible correct wrong
Commitment 934
1,000 10 990 56 (5.66%)
Fee (94.34%)
- 967
Facility Fee 1,000 16 984 17 (1.73%)
(98.27%)
o 977
Utilization Fee 1,000 9 991 14 (1.41%)
(98.59%)
_ 984
Cancellation Fee 1,000 1 999 15 (1.50%)
(98.50%)
185 41
Upfront fee 1,000 774 226

(82.00%)  (18.00%)
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Table IA.V
Errors in The Dealscan Database: Are there Systemiat Effects?

This table provides results of a linear regressodnan error dummy on deal characteristics, borrower
characteristics, and other control variables. Thieradlummy is equal to one for a syndicated loanilifg if
Dealscan incorrectly reports the respective fee tigxistence or magnitude), is equal to zero if |Sxa
correctly reports the respective fee type and tiscsenissing if a comparison is not possible basegublicly
available data in the syndicated loan contracts.r¥pertt-statistics based on standard errors clustereleat t
firm level in parentheses. *** ** and * denotgysificance at the 1%, 5% and 10% level, respegtivel

(1) (2) 3) (4) (5)

Error Error Error Error Error
Variable dummy dummy dummy dummy dummy
Commit- Facility Utilization Cancellation  Upfront
ment Fee Fee Fee Fee Fee
Deal characteristics
Log(Facility Amount) -0.019 0.005 0.004 -0.019** .8g2**
(-1.55) (0.68) (1.04) (-2.35) (-2.27)
Log(Maturity) -0.022 -0.008 -0.010 0.009 -0.152**
(-1.03) (-0.72) (-0.65) (0.65) (-2.37)
Secured (0/1) -0.003 -0.017 -0.021* 0.014 -0.068
(-0.12) (-0.96) (-1.96) (1.04) (-0.61)
Sole Lender (0/1) -0.023 0.018 0.005 -0.014 -0.141
(-1.13) (2.09) (0.42) (-0.56) (-1.53)
Syndicate size 0.000 -0.000 -0.001** 0.001 0.015**
(0.27) (-0.25) (-2.05) (1.26) (2.32)
Lead size 0.012 0.003 0.021 0.001 -0.040
(0.94) (0.40) (0.91) (0.18) (-0.82)
Borrower characteristics
Log(Total assets) 0.018 0.002 -0.002 -0.000 -0.077*
(1.47) (0.22) (-0.21) (-0.01) (-1.78)
Log(1+Coverage) 0.025 -0.003 -0.010** 0.006 -0.090*
(1.59) (-0.33) (-2.01) (0.95) (-2.19)
Leverage 0.063 -0.040 -0.053** 0.012 -0.367*
(1.53) (-1.26) (-2.19) (0.44) (-1.83)
Profitability -0.167** -0.050 0.085 -0.045 0.618*
(-2.27) (-1.42) (1.46) (-1.02) (1.67)
Tangibility 0.063 -0.020 0.052 0.020 -0.072
(1.53) (-0.88) (1.61) (0.59) (-0.41)
Current ratio -0.003 -0.009* -0.005 -0.001 -0.006
(-0.28) (-1.72) (-1.44) (-0.18) (-0.19)
Market-to-book 0.011 0.004 0.005 -0.010 -0.036
(0.81) (0.49) (0.72) (-1.17) (-1.13)
High rating -0.072 -0.115** -0.021 0.051* 0.388
(AAA/AA) (-1.32) (-2.51) (-0.78) (1.81) (1.28)
Medium rating -0.053 -0.052** 0.056** 0.024 -0.089
(A/BBB) (-1.56) (-2.12) (2.55) (1.34) (-0.88)
Low rating 0.054** -0.007 0.004 -0.001 0.145
(BB/B/C) (2.09) (-0.42) (0.28) (-0.08) (12.04)
Year fixed effects Yes Yes Yes Yes Yes
Loan purpose fixed effects Yes Yes Yes Yes Yes
Loan type fixed effects Yes Yes Yes Yes Yes
One-digit SIC code fixed effects Yes Yes Yes Yes Yes
Observations 823 816 825 830 194
Adj. R? 0.14 0.09 0.09 0.08 0.40
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Table IA.VI

Comparison of Samples that Contain/Do Not Contain pfront Fee Information
— Results Based on Hand-Collected SEC Loan Contra@ata

This table compares firms in the SEC sample thatupdéront fees (872 firms) and those that do n@8(firms).
We report-statistics based on standa@st in parentheses. ***, ** and * denote sigo#nce at the 1%, 5%

and 10% level, respectively.

1) 2) 3) 4)
Sample 1:
Entire hand- Those with Those without

collected indication of indication of Difference

sample upfront fee upfront fee (2) versus (3)
Number of facilities 1000 872 128
Spreads and fees
Spread 207.57 214.13 162.87 51.26*** (4.42)
Commitment fee — Existence (0/1) 0.41 0.41 0.41 0.01 (0.12)
Commitment fee 41.52 41.63 40.72 0.91 (0.30)
Facility fee — Existence (0/1) 0.19 0.17 0.30 -0.13*** (-3.68)
Facility fee 17.19 18.45 12.44 6.01*** (2.79)
Utilization fee — Existence (0/1) 0.11 0.10 0.22 -0.12*** (-4.13)
Utilization fee 13.26 13.99 11.07 2.92 (1.52)
Cancellation fee — Existence (0/1) 0.09 0.09 0.05 0.04 (1.35)
Cancellation fee 189.75 195.17 128.57 66.60 (0.75)
Loan characteristics
Facility amount 358.42 355.31 379.64 -24.34 (0.44)
Maturity 53.23 53.76 49.60 4.16** (1.98)
Secured 0.68 0.69 0.55 0.14*** (3.15)
Sole lender (0/1) 0.14 0.14 0.17 -0.03 (-1.04)
Syndicate size 9.61 9.59 9.73 -0.14 (-0.16)
Lead size 1.54 1.55 1.48 0.07 (0.74)
Borrower characteristics
Total assets 3442.55 3339.86 4149.01 -809.15 (-1.23)
Coverage 13.36 11.98 22.67 -10.69*** (-3.89)
Leverage 0.34 0.35 0.29 0.06** (2.45)
Profitability 0.17 0.17 0.16 0.01 (0.89)
Tangibility 0.33 0.33 0.32 0.01 (0.61)
Current ratio 1.83 1.83 1.86 -0.03 (-0.29)
Market-to-book 1.70 1.67 1.89 -0.22** (-2.52)
Investment grade 0.45 0.42 0.68 -0.26*** (-3.83)
Not rated 0.51 0.51 0.51 -0.00 (-0.06)
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Table IV.VII
Comparison of Samples With and Without Informationon The Magnitude of the Upfront Fee

Columns (1) to (3) of this table compare — for &7 firms that pay upfront fees — the firms for eththe SEC
filings provide the magnitude of the upfront fedhe firms for which the SEC filings only referdcseparate
nonpublic document such as a fee letter. Column® (@) of this table compare — for the 872 firthat pay
upfront fees — the firms for which Dealscan repapfont fees versus those for which Dealscan doéseport
upfront fees. We repotistatistics based on standaiést in parentheses. ***, ** and * denote sigo#nce at
the 1%, 5% and 10% level, respectively.

SECcontract Dealsca
@) @) ®) @) () 6)
Without With
magnitude magnitude Without With
of upfront of upfront upfront upfront
fee in fee in Difference fee in fee in Difference

contract  contract (1) versus (2) Dealscan Dealscan (4) versus (5)
Number of facilities 774 98 646 226
Spreads and fees
Spread 269.85 207.07 62.77*** (4.85) 240.95  204.74 36.20*** (3.86)
Commitment fe— Existence
(0/1) 0.46 0.41 0.05 (1.01) 0.38 0.42 -0.04 (-0.95)
Commitment fee 37.61 42.21 -4.60 (-1.50) 47.18 39.86  7.33** (3.13)
Facility fee — Existence (0/1) 0.07 0.18 -0.11*** (-2.76) 0.13 0.18 -0.06* (-1.93)
Facility fee 43.57 17.20 26.37*** (6.02) 19.66 18.15 1.50 (0.57)
Utilization fee — Existence (0/1) 0.02 0.11 -0.09%** (-2.71) 0.09 0.10 -0.00 (-0.20)
Utilization fee 32.50 13.54 18.96*** (3.17) 13.10 14.29 -1.19 (-0.53)
Cancellation fe~ Existence
(0/2) 0.22 0.07 0.15*** (4.96) 0.14 0.07  0.07**(3.12)
Cancellation fee 230.94 181.36 -49.58 (0.85) 204.73 188.65 16.08 (0.30)
Loan characteristics
Facility amount 59.36 392.91 -334.55** (5.41) 416.51  333.90 82.61* (1.83)
Maturity 41.62 55.29 -13.67*** (-5.87) 58.36 52.15  6.21** (3.66)
Secured 0.83 0.68 0.15*** (3.04) 0.82 0.65  0.17** (4.78)
Sole lender (0/1) 0.59 0.08 0.51** (15.67) 0.20 0.12  0.08**(3.13)
Syndicate size 2.71 10.46 -7.75%* (-8.17) 10.80 9.17 1.63* (2.30)
Lead size 1.22 1.59 -0.36*** (-3.29) 1.62 1.52 0.09 (1.12)
Borrower characteristics
Total assets 392.79  3709.21 -3316.43** (-4.54) 3774.00 3191.73 582.28 (1.09)
Coverage 10.47 12.16 -1.69 (-0.61) 8.36 13.24  -4.88* (-2.49)
Leverage 0.26 0.36 -0.09*** (-3.26) 0.35 0.34 0.01 (0.56)
Profitability 0.09 0.18 -0.09*** (-6.56) 0.17 0.18 -0.00 (-0.29)
Tangibility 0.26 0.34 -0.08*** (-3.03) 0.33 0.33 0.01 (0.25)
Current ratio 2.10 1.79 0.30** (2.49) 1.89 1.80 0.09 (0.98)
Market-to-book 1.54 1.69 -0.15 (-1.56) 1.67 1.68 -0.01 (-0.12)
Investment grade 0.22 0.43 -0.20 (-1.22) 0.40 0.43 -0.03 (-0.49)
Not rated 0.91 0.46 0.45*** (8.69) 0.49 0.52 -0.03 (-0.69)
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Table IA.VIII
Comparison of Samples With and Without Informationon The Magnitude of the Upfront Fee
— Credit Lines Only

This table replicates Table IA.VII for the sampfeceedit lines only.

SEC contracts Dealscan
(1) 2) (3) (4) (5) (6)
Without With Without With
upfront  upfront upfront upfront
fee in fee in Difference fee in fee in Difference

contract  contract (1) versus (2) Dealscan Dealscan (4) versus (5)
Number of facilities 462 56 399 119
Spreads and fees
Spread 237.68  168.10 69.58*** (4.61) 194.89 169.88 25.01** (2.21)
Commitment fee — Existence (0/1) 0.80 0.65 0.16** (2.35) 0.69 0.66 0.03 (0.66)
Commitment fee 37.61 41.23 -3.62 (-1.25) 44.88 39.47  5.41* (2.38)
Facility fee — Existence (0/1) 0.11 0.30 -0.19*** (-3.07) 0.24 0.29 -0.05 (-1.00)
Facility fee 39.38 17.09 22.29*** (4.80) 19.66 17.60 2.06 (0.82)
Utilization fee — Existence (0/1) 0.04 0.18 -0.14*** (-2.70) 0.17 0.16 0.01 (0.27)
Utilization fee 32.50 13.55 18.95*** (3.15) 13.13 14.29 -1.16 (-0.51)
Cancellation fee — Existence (0/1) 0.20 0.05 0.15*** (4.51) 0.08 0.06 0.02 (0.71)
Cancellation fee 154.42 165.48 -11.05 (-0.26) 128.56 174.64 -46.08 (-1.05)
Loan characteristics
Facility amount 45.44 34792  -302.48*** (-4.77) 339.03 308.12 30.91 (0.65)
Maturity 34.98 48.50 -13.52*** (-4.92) 48.62 46.59 2.03 (0.98)
Secured 0.80 0.57 0.23*** (3.40) 0.71 0.56 0.16*** (3.05)
Sole lender (0/1) 0.61 0.08 0.53*** (12.45) 0.21 0.11 0.10%* (2.74)
Syndicate size 2.66 10.35 -7.69*** (-6.73) 10.84 9.12 1.72* (1.96)
Lead size 1.14 1.50 -0.36*** (-2.79) 1.40 1.48 -0.08 (-0.83)
Borrower characteristics
Total assets 381.02 3451.49 -3070.47*** (-3.50) 3268.12  3074.47 193.64 (0.29)
Coverage 15.21 14.41 0.80 (0.18) 10.30 15.74 -5.54 (-1.74)
Leverage 0.23 0.32 -0.08** (-2.48) 0.33 0.30 0.03 (1.16)
Profitability 0.10 0.17 -0.07*** (-4.09) 0.16 0.17 -0.01 (-0.79)
Tangibility 0.25 0.35 -0.10*** (-2.78) 0.33 0.34 -0.01 (-0.40)
Current ratio 2.19 1.82 0.37** (2.22) 1.88 1.85 0.03 (0.23)
Market-to-book 1.67 1.69 -0.03 (-0.19) 1.74 1.68 0.06 (0.62)
Investment grade 0.20 0.53 -0.33 (-1.47) 0.46 0.55 -0.09 (-1.18)
Not rated 0.91 0.47 0.44*** (6.45) 0.51 0.52 -0.01 (-0.27)
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Table IA.IX
Comparison of Samples With and Without Informationon The Magnitude of the Upfront Fee
— Term Loans Only

This table replicates Table IA.VII for the sampfa@rm loans only.

SEC contracts Dealscan
1) 2 3 4) ) (6)
Without With Without With
upfront  upfront upfront upfront
fee in fee in Difference fee in fee in Difference

contract  contract (1) versus (2) Dealscan Dealscan (4) versus (5)
Number of facilities 312 42 247 107
Spreads and fees
Spread 312.74 264.78 47.96** (2.46) 292.17 261.07 31.11** (2.26)
Commitment fee — Existence (0/1) 0.00 0.05 -0.05 (-1.45) 0.05 0.04 0.01 (0.27)
Commitment fee n.a. 61.67 n.a. 85.00 50.00 35.00** (2.36)
Facility fee — Existence (0/1) 0.02 0.01 0.02 (1.15) 0.00 0.01 -0.01 (-1.14)
Facility fee 68.75 25.00 -43.75 (n.a.) n.a. 39.58 n.a.
Utilization fee — Existence (0/1) 0.00 0.00 0.00 (n.a.) 0.01 0.00 0.01 (1.52)
Utilization fee n.a. n.a. n.a. 12.50 n.a. n.a.
Cancellation fee — Existence (0/1) 0.26 0.12 0.15** (2.65) 0.21 0.10 0.12**(3.03)
Cancellation fee 307.45 190.63 116.83 (1.19) 23454  202.08 32.46 (0.39)
Loan characteristics
Facility amount 75.58  459.52 -383.93*** (-3.24) 502.67 375.54 127.14 (1.51)
Maturity 50.31 65.40  -15.09*** (-4.35) 69.09 61.18 7.91** (3.20)
Secured 0.86 0.84 0.02 (0.34) 0.93 0.80 0.14** (-3.26)
Sole lender (0/1) 0.57 0.08 0.49*** (9.54) 0.19 0.12 0.07 (1.63)
Syndicate size 2.79 10.63 -7.84*** (-4.83) 10.75 9.24 1.50 (1.28)
Lead size 1.33 1.71 -0.38** (1.97) 1.85 1.59 0.26 (1.90)
Borrower characteristics
Total assets 408.97 4089.90 -3680.93*** (-2.93) 4344.36 3380.10 964.26 (1.08)
Coverage 4.67 8.95 -4.27 (-1.54) 6.26 9.37 -3.12 (-1.59)
Leverage 0.31 0.42 -0.11** (-2.27) 0.38 0.41 -0.03 (-0.84)
Profitability 0.08 0.20 -0.12*** (-5.39) 0.19 0.19 0.00 (0.18)
Tangibility 0.27 0.32 -0.05 (-1.34) 0.33 0.31 0.03 (1.09)
Current ratio 1.97 1.75 0.22 (1.25) 1.91 1.73 0.18 (1.41)
Market-to-book 1.38 1.69 -0.31** (-2.48) 1.58 1.67 -0.09 (-1.00)
Investment grade 0.25 0.28 -0.03 (-0.13) 0.35 0.25 0.10 (1.34)
Not rated 0.90 0.44 0.46*** (5.84) 0.47 0.50 -0.04 (-0.65)
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Table IA.X
Comparing Credit Lines and Term Loans — Sample WithDealscan Upfront Fee Information Only

This table replicates Table | from the main papertiie sample for which Dealscan reports upfroasf@he table provides summary statistics for
key price terms, loan characteristics, and borroetaracteristics. The sample is based on credit land term loans in the U.S. syndicated loan
market from 1986 to 2011 with non-missing upfraeg fnfomration in Dealscan. Variables are defimAppendix A in the main paper.

Credit Lines Term Loans
Variable Unit N Mean Median  Std.Dev. N Mean MediarStd.Dev.
Panel A. Price terms
AISD Basis points 4,758 185.24 175.00 100.90 2,954 284.26 275.00 135.94
AISU Basis points 4,758 36.41 37.50 18.47 92 66.71 50.00 28.26
Spread Basis points 4,758 180.62 175.00 102.08 2,954  283.07 275.00 136.21
Commitment fee Basis points 3,922 39.09 37.50 18.11 258 57.71 50.00 30.24
Facility fee Basis points 1,055 20.35 15.00 14.76 119 22.15 15.00 18.88
Utilization fee Basis points 356 13.64 12.50 8.04 0 na na na
Cancellation fee Basis points 391 157.50 150.00 100.39 501 164.97 100.00 100.59
Upfront fee Basis points 4,758 49.83 27.50 52.92 2,954 79.88 50.00 80.24
Panel B. Loan characteristics
Facility amount USD million 4,758 317.85 107.65 544.52 2,954 304.69 141.92 474.43
Maturity Months 4,758 45.54 38.00 23.31 2,954 65.39 70.00 23.07
Secured 0/1 4,758 0.61 1.00 0.49 2,954 0.77 1.00 0.42
Sole lender (0/1) 0/1 4,758 0.25 0.00 0.43 2,954 0.23 0.00 0.42
Syndicate size Number 4,758 8.69 5.00 9.51 2,954 8.51 5.00 9.61
Lead size Number 4,758 1.33 1.00 0.80 2,954 1.56 1.00 0.95
Panel C. Borrower characteristics

Total assets USD million 4,432 3185.26 497.84 7890.57 2,590 2539.70 708.22 5734.56
Coverage Percent 4,224 14.42 4.50 41.08 2,497 13.50 3.54 43.93
Leverage Number 4,430 0.31 0.28 0.25 2,589 0.38 0.34 0.28
Profitability Number 4,394 0.15 0.12 0.13 2,575 0.16 0.13 0.12
Tangibility Number 4,416 0.35 0.29 0.24 2,584 0.34 0.30 0.23
Current ratio Number 4,199 1.94 1.63 1.28 2,493 1.91 1.59 1.33
Market-to-book Number 3,710 1.67 1.36 0.96 2,055 1.60 1.34 0.87
Investment grade 0/1 1,405 0.48 0.00 0.50 973 0.21 0.00 0.41
Not rated 0/1 4,758 0.70 1.00 0.46 2,954 0.67 1.00 0.47
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V. How to Calculate the Total Cost of Borrowing (TCB)Measure

This section expands upon the discussion on the M&&sure in Section 1l of the paper.
Section IV.A below discusses the formula for cadtinlg TCB. Section D.2 provides details on

how to predict usage rates. Section IV.B providesits on how to predict upfront fees.
A. Formula to Calculate TCB

One of the key takeaways from our analysis is tfafpricingstructureof syndicated
loans matters. Fees serve particular purposes,aguphcing the options embedded in corporate
loan contracts and/or screening borrowers as ioltkelihood of exercising these options.

Once the menu of spreads and fees has been nedptiat can use this pricing structure
to estimate the likelihood of exercising the eml@etidptions and thus can calculate a total cost
for the borrower — what we label the "total cosbofrowing.” In general, we can define the total

cost of borrowing as

TCB = Upfront Fee / Expected Loan Maturity in Years (1A.1)
+ (1-PDD) x (Facility Fee + Commitment F¢e (1A.2)
+ PDD XFacility Fee + Spreayl (1A.3)

+ PDD x Proftilization>UtilizationThreshhold | Usage >) Utilization Fee(IA.4)

+ Prok{Cancellatior) x Cancellation Fee. (1A.5)

* Aggregating spreads and fees into a single meah@d CB, does not imply that a contract that mggcifies the
TCB is equivalent to a contract with the full mesfuspreads and fees. Rather, the mix of spread$esmsds
essential to price options and to screen borrowéssiever, once spreads and fees are set, any chseavho is
interested in the total (expected) costs to thedvegr can use the pricing structure to estimatdilkiethood of
exercising certain options embedded in loan cotgraied thus determine a total cost of borrowing.
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Specifically, the TCB is an annual cost measure FBD, the probability of drawdown,
is the ex-ante probability that the credit faciigygoing to be drawn down. The spread, the
facility fee, the commitment fee, and the utilipatifee are annual cost measures as well, while
the upfront and the cancellation fees are one-tees and need to be annualized as we describe

below.

The first term annualizes the one-time upfront fee¢he absence of a better estimate, we
use the contractual maturity of the loan as a pfokyhe expected loan maturity. Using the
contractual maturity provides a conservative edgnoéthe annualized impact of the upfront fee
on the total cost of borrowing, given that a lafigetion of loans are refinanced prior to the
contractual maturity. For cases in which upfromtsfare not available in Dealscan, we provide a
simple model for predicting upfront fees in IntarA@pendix Section IV.C.

The second and third terms are a weighted aveffape AISU (annual facility fee plus
annual commitment fee) and the AISD (annual facfe plus annual spread). For term loans,
we set PPD=100% as these are fully funded at @igin. For lines of credit, our evidence from
the main paper suggests that PDD depends on ttiagstructure (e.g., lower PDD for contracts
with low unused fees and high spreads) and otheower and loan characteristics. We provide
a simple model for predicting usage rates in IreeAppendix IV.B.

The fourth term adds the annual utilization fdeeower has to pay if usage exceeds a
certain threshold, usually between 30% and 50%@ttedit limit. The utilization fee is paid on
the entire part of the credit line use, and nat qusthe part above the threshold. We provide a
simple model for predicting usage rates being al3®% in Internet Appendix IV.B.

Finally, the last term reflects the cost of carat@h weighted by the annual probability
that a cancellation occurs. We would like to caltbrthe cancellation probability to the specific

pricing structure and borrower and loan charadiesisbut we do not have sufficient data on
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early terminations. We thus set the probabilityada 0.5% Future research might be able to

improve upon this calibration.

As an example, we consider the credit line by Migne@orp. that we discuss in the
introduction to our paper. The key contract termesas follows: the maturity is equal to three
years, the spread is 250 bps, the upfront fee [fpSQand the commitment fee is 37.5 bps. We
thus calculate an AISU-to-AISD ratio of 37.5/250845nd, using the coefficient estimates from
Table IA.XII, we determine a PDD of 26.90%. Theuldag TCB is equal to 111 bps, calculated
as the sum of the annualized upfront fee (50/3.%)1éhe expected spread payments
(26.90%250=67.3), and the expected commitment fee payn{éh&6.90%)37.5=27.4 bps).
Thus, the expected spread payments contribute 6QPettotal cost of borrowing, while the
upfront fee and the commitment fee contribute 46%hé total cost of borrowing (15% for the

upfront fee plus 25% for the commitment fee).

For the overall sample of credit lines, we findtttree AISD (spread and facility fee on
the used portion) contributes 53% to the TCB, ti&lA(commitment fee and facility fee on the
unused portion) contributes 25% to the TCB, theargffee contributes 20% to the TCB, the
utilization fee contributes 1% to the TCBnd the cancellation fee contributes less tharidl %

the TCB. For the overall sample of term loans, iwd that the AISD contributes 92% to the

® Roberts and Sufi (2009) report an unconditiorialihood of renegotiation of 9.1% per quarter, dfich 4.2%
represents early terminations, resulting in a 9.#%2%=0.4% per quarter or 1.5% per annum probwglafiearly
termination. This number is likely to be an uppmit for the applicability of the cancellation fdegcause
cancellation fees themselves will change the ecac®of early termination and cancellation fees apply for a
certain period from origination, usually one toethiryears. We therefore set this probability to 0.8%ng either 0%
or 1.5% instead of 0.5% does not materially afteatresults on the TCB measure.
® The utilization fee is a primary example why lawgiat individual fees as opposed to the TCB is irtgmi:
contracts with a utilization fee have significarityer usage rates (see Hypothesis 6 in the maiarpaso the
utilization fee acts as a screening device andédterdent of credit line usage. Thus, precisely bsedirms that
choose a credit line with a utilization fee rarebe their credit lines, the utilization fee rarapplies and only forms
a very small part of the overall cost of borrowing.
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TCB, the upfront fee contributes 8% to the TCB, #m&lcancellation fee contributes less than

1% to the TCB.

It is beyond the scope of this paper to providéenagkepth analysis of the cross-sectional
and time-series properties of the TCB measure. y@dawever, want to emphasize that these
results suggest that fees are an important pdieatotal cost of borrowing in the syndicated loan

market and therefore should not be ignored.

B. Predicting Usage Rates

We estimate a regression for the PDD and use Hudtsdo determine the TCB. We
obtain credit line usage data from CapitallQ angl the mean usage rate over the first three years
of the contract as our dependent variable. We agtithe regression without year fixed effects to

avoid any look-ahead bidsResults are presented in Panel A of Table I1A.XI.

In the first two columns of Panel A are the meaagesrate over the first three years on
our full set of covariates with a resulting adjasE of 13.75%. The second two columns report
a reduced model that uses approximately half ottwariates from the first two columns with an
adjusted Rof 12.64%. Thus, the reduced model is able toamphore than 90% of the variation
explained by the full model. The reduced model ulsesnteraction terms of the utilization fee
and the AISU-to-AISD ratio (+ if no utilization fexxists), the existence of the utilization fee (+),
the magnitude of the utilization fee (-), the syrade size (+), total assets of the borrower (-),
leverage of the borrower (+), profitability of tbherrower (+), and the borrower's coverage (-), as
well as borrower rating fixed effects (higher usaages for non-1G borrowers and unrated

companies compared to the baseline category ofd®d borrowers) and loan purpose fixed

" Coefficients are very similar, however, when addjear fixed effects.
27



effects (baseline category is corporate purposgeehusage rates for debt repayment, takeovers,

and debtor-in-possession).

We also estimate a regression for a dummy varidlalieis equal to one if mean usage
over the first three years after loan originatistarger than 30% and use the results to determine
the probability that usage exceeds the utilizatamnthreshold.Results for the full model and the
reduced model are presented in Panel B of TabMlIA/ariables that turn out to be significant
are very similar to those from the mean usage ss@e in Panel A. Therefore, we use the same
variables in the reduced-form model as in PanadrAHe prediction of usage rates larger than

30%.

8 We use the mean usage for simplicity, but appdyldfver limit of 30% (contracts usually specifytiization fee
threshold of either 30% or 50%). The utilizatioe fapplies for each day in which usage exceedstilimtion fee
threshold.
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Table IA.XI
Determinants of The Drawdown Behavior of Lines of @adit

This table provides results of a linear regressibusage variables over the first three years after
loan origination on a set of control variables. &ak reports results for the mean usage over the
first three years after loan origination. Paneleparts results for a dummy variable equal to one
if mean usage is larger than 30% (a standard tbl@dbr the utilization fee). In both panels,
column (1) provides results for the full model,luding all loan and borrower characteristics as
well as fixed effects (excluding year fixed effgctehile column (2) provides a reduced model
which uses only approximately half of all indepemideariables but achieves almost the same
adjusted R The sample is based on credit lines in the UySdisated loan market from 1986 to
2011 with existing credit line usage data from @&[. Variables are defined in Appendix A in
the main paper. We report t-values based on stdretaors clustered at the borrowing firm in
parentheses. *** ** and * denote significancela 1%, 5%, and 10% level, respectively.

Panel A. Mean Usage

1) (2)

Full model Reduced model
Dependent variable =  Dependent variable = Mean
Mean usage usage
Variable Coefficient ttstat) Coefficient ttstat)
Variables from hypotheses
AISU/AISD x UtilFee== 0.322*** (4.44) 0.303*** (29)
AISU/AISD xUtilFee > 0 0.140 (0.74) -0.006 (-0.03)
Utilization fee (0/1) 0.090** (1.99) 0.114*** (2.58
Utilization fee (continuous) -0.004*** (-3.09) -Mag*** (-2.78)
Profitability volatility 0.006 (0.07)
PP — predominantly increasing (0/1) -0.020* (-1.89)
PP — predominantly decreasing (0/1) 0.018 (2.37)
Loan characteristics
Log(Facility amount) 0.014** (2.10)
Log(Maturity) -0.014 (-1.00)
Secured (0/1) -0.021* (-1.72)
SoleLender (0/1) 0.017 (0.93)
Syndicate size 0.003*** (3.03) 0.003*** (3.42)
Lead size -0.003 (-0.59)
Borrower characteristics
Log(Total assets) -0.048*** (-7.30) -0.038*** (-770
Log(Coverage) -0.020*** (-3.41) -0.026*** (-4.71)
Leverage 0.139*** (3.42) 0.155%** (3.90)
Profitability 0.105** (2.97) 0.156%*** (3.93)
Tangibility 0.016 (0.53)
Current ratio -0.008 (-1.47)
Market-to-book -0.007 (-1.03)
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Rating grade
Investment grade
Non-investment grade
Not rated

omitted
0.029 (1.64)

0.073* (3.93)

Loan purpose (sorted by number of observations)

Corporate purposes
Working capital

Debt repayment
Takeover

CP backup
Acquisition line
Other

LBO/MBO
Recapitalization
Debtor-in-possession

Loan type
Credit line < 1yr
Credit line> 1 yr

One-digit SIC code fixed effects
SIC1=0
SIC1=1
SIC1=2
SIC1=3
SIC1=4
SIC1=5
SIC1=7
SIC1=38
SIC1=9

Constant

Observations
Adj. R?

omitted
-0.015 (-1.50)
0.077*** (4.51)
0.038** (2.41)
0.006 (0.32)
0.034 (1.57)
0.024 (0.98)
0.067 (1.41)
0.017 (0.28)

0.262%+* (4.19)

0.002 (0.10)
omitted
omitted
0.045 (0.49)
0.030 (0.34)
0.179 (0.20)
0.074 (0.82)
0.044 (0.49)
0.060 (0.66)
0.072 (0.76)
0.152 (1.45)

0.453* (3.87)

6,099
13.75%

omitted
0.018 (1.00)
0.072%** (3.96)
omitted
-0.017* (-1.73)
0.083*** (4.80)
0.043*** (2.70)
0.019 (1.10)
0.038* (1.76)
0.029 (1.21)
0.056 (1.18)
0.015 (0.26)
0.283*** (40
0.412%** (8.66)
6,099
12.64%
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Panel B. (Usage>30%) dummy

1)

(2)

Full model
Dependent variable =
(Usage>30%) dummy

Reduced model
Dependent variable =
(Usage>30%) dummy

Variable Coefficient (t-stat) Coefficient (t-stat)
Variables from hypotheses

AISU/AISD x UtilFee== 0.351*** (3.13) 0.333*** (30)
AISU/AISD x UtilFee >0 0.016 (0.05) -0.203 (-0.67)
Utilization fee (0/1) 0.147* (1.89) 0.193** (2.50)
Utilization fee -0.006*** (-3.10) -0.006*** (-2.95)
Profitability volatility -0.037 (-0.28)

PP — predominantly increasing (0/1) -0.015 (-0.82)

PP — predominantly decreasing (0/1) 0.022 (2.07)

Loan characteristics

Log(Facility amount) 0.025** (2.26)

Log(Maturity) -0.014 (-0.65)

Secured (0/1) -0.028 (-1.38)

SoleLender (0/1) 0.026 (0.93)

Syndicate size 0.005*** (3.31) 0.005*** (3.91)
Lead size -0.000 (-0.02)

Borrower characteristics

Log(Total assets) -0.086*** (-8.16) -0.067*** (-7
Log(Coverage) -0.031*** (-3.07) -0.044*** (-4.71)
Leverage 0.154** (2.40) 0.203*** (3.23)
Profitability 0.199** (2.11) 0.337*** (4.50)
Tangibility 0.096* (1.92)

Current ratio -0.018** (-2.11)

Market-to-book -0.013 (-1.17)

Rating grade

Investment grade omitted omitted
Non-investment grade 0.079*** (2.61) 0.054* (1.86)
Not rated 0.127*** (3.93) 0.122%** (3.83)
Loan purpose (sorted by number of observations)

Corporate purposes omitted omitted
Working capital -0.015 (-0.81) -0.015 (-0.82)
Debt repayment 0.106*** (3.83) 0.113*** (4.06)
Takeover 0.080*** (2.78) 0.086*** (3.00)
CP backup 0.001 (0.05) 0.018 (0.65)
Acquisition line 0.069* (1.94) 0.075** (2.07)
Other 0.079* (1.82) 0.091** (2.04)
LBO/MBO 0.054 (0.75) 0.030 (0.42)
Recapitalization 0.193 (1.00) 0.175 (0.92)
Debtor-in-possession 0.332*** (3.67) 0.364*** (404
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Loan type
Credit line < 1yr
Credit line> 1 yr

One-digit SIC code fixed effects
SIC1=0
SIC1=1
SIC1=2
SIC1=3
SIC1=4
SIC1=5
SIC1=7
SIC1=8
SIC1=9

Constant

Observations
Adj. R?

0.011 (0.31)
omitted
omitted
-0.020 (-0.14)
-0.020 (-0.15)
-0.056 (-0.42)
0.054 (0.39)
-0.016 (-0.12)
0.022 (0.16)
0.025 (0.18)
0.145 (0.90)

0.778%** (4.28)

6,099
12.48%

0.667***

6,099
11.28%

(8.17)
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C. Predicting upfront fees
We provide a model for predicting upfront fees able 1A.XII.

In Panel A, the left two columns regress the ugffea on our full set of covariates with
an adjusted Rof 21.75%, while the right two columns report dueed model that uses
approximately half of the covariates from the fftumns. with an adjustecfRf 20.78%. Thus,
the reduced model is able to explain 96% of thetian explained by the full model. The
reduced model uses profitability volatility (+, foredit lines only), PP dummies (-, for credit
lines only), a secured dummy (+), syndicate siydlfe lead size, defined as the number of lead
arrangers (+), total assets of the borrower (+)taedorrower's coverage ratio (-), as well as
loan type fixed effects (baseline category is drikes > 1yr, higher upfront fees for all term
loans), borrower rating fixed effects (higher upfiréees for unrated companies compared to the
baseline category of IG borrowers), and loan puegdb®d effects (baseline category is corporate
purposes, higher upfront fees for takeovers, LB@IM, recapitalizations, and debtor-in-

possession, lower upfront fees for CP backup lines)

In Panel B, we report the out-of-sample forecaspioger. We estimate the upfront fee
with a 10-year rolling window using the reduced midfdom Table IA.XII and then report theR
for the subsequent 10 years. The average in-saRip#e21.00%, and the average out-of-sample
R?is 19.83%. Thus, the model predicts quite well@fusample using a rolling 10-year window.
Researchers who wish to estimate upfront feedfull sample of Dealscan syndicated loans

could thus use the coefficients from reduced foradeh of Table IA.XII to estimate upfront fees.
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Table 1A.XII
A Simple Model for the Prediction of The Upfront Fee

This table provides a simple model for the predictof upfront fees for lines of credit and termrsaColumn

(1) provides results for the full model, includia§f loan and borrower characteristics as well asdieffects
(excluding year fixed effects), while column (2ppides a reduced model that uses approximatelydiafl
independent variables but achieves almost the safjusted R The sample is based on term loans and credit
lines in the U.S. syndicated loan market from 19862011 with nonmissing upfront fee information in
Dealscan. Panel B provides information on the dtgamnple performance of the reduced model for the
prediction of the upfront fee. The column "In-sagipbrovides in-sample &Ror the model using the covariates
from column (2) of Panel A and a rolling 10-yeandow. The column "Out-of-sample" provides out-ofrpde

R? for the subsequent 10 years using the paramesémsated from the prior 10-year window. The samiple
based on credit lines and term loans in the U.Bdisgted loan market from 1986 to 2011 with nonmgps
upfront fee information in Dealscan. Variables deéined in Appendix A in the main paper. We reperalues
based on standard errors clustered at the borrofivingin parentheses. ***, ** and * denote sigruéince at
the 1%, 5%, and 10% level, respectively.

Panel A. Parameter estimates

€)) (2)

Full model Reduced model
Dependent variable = Dependent variable =
Upfront fee Upfront fee

Variable Coefficient (t-stat) Coefficient (t-stat)
Variables from hypotheses (for credit lines only)
Profitability volatility 41.006** (2.32) 50.863*** (3.41)
PP — predominantly increasing (0/1) -11.493*** 65) -12.427*%* (-6.08)
PP — predominantly decreasing (0/1) -0.784*** (%.3 -11.244%** (-5.08)
Loan characteristics
Log(Facility amount) 1.091 (0.84)
Log(Maturity) -2.885 (-1.18)
Secured (0/1) 20.569*** (8.31) 22.377*** (8.67)
SoleLender (0/1) 11.489*** (3.44)
Syndicate size -0.472*** (-2.91) -0.569*** (-3.65)
Lead size 9.916*** (6.28) 10.049*** (6.26)
Borrower characteristics
Log(Total assets) 4.062*** (3.27) 3.667*** (3.42)
Log(Coverage) -4 .474%** (-2.93) -4.140%** (-3.46)
Leverage -12.967* (-1.67)
Profitability -8.694 (-0.65)
Tangibility -6.530 (-1.06)
Current ratio -1.377 (-1.43)
Market-to-book -0.404 (-0.33)
Rating grade
Investment grade omitted omitted
Non-investment grade 6.974 (1.63) 3.545 (0.85)
Not rated 13.909*** (3.65) 12.741%** (3.35)
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Loan purpose (sorted by number of observations)

Corporate purposes
Working capital

Debt repayment
Takeover

CP backup
Acquisition line
Other

LBO/MBO
Recapitalization
Debtor-in-possession

Loan type

Credit line < 1yr

Credit line> 1 yr

Term loan (non-institutional)
Institutional term loan

Delay draw term loan

One-digit SIC code fixed effects
SIC1=0
SIC1=1
SIC1=2
SIC1=3
SIC1=4
SIC1=5
SIC1=7
SIC1=8
SIC1=9

Constant

Observations
Adj. R?

omitted
-2.545 (-0.92)
-2.781 (-1.04)
14.189*** (3.89)
-10.918*** (-3.25)
-0.383 (-0.08)
14.901** (2.03)
64.480%** (7.88)
43.438*** (3.57)
65.864*** (4.16)
-8.927** (-2.10)
omitted
15.355*** (6.19)
7.795 (1.61)
24.610** (2.08)
omitted
20.423 (0.97)
13.189 (0.65)
8.187 (0.40)
16.285 (0.79)
10.736 (0.52)
17.713 (0.81)
26.645 (1.27)
10.784 (0.50)
-2.864 (-0.12)
4,925
21.75%

omitted
-2.139 (-0.77)
-3.293 (-1.26)
13.499*** (3.81)

-11.679%*  (-3.62)
-0.883 (-0.19)
14.650* (1.97)

62.870%* (7.60)
41.805++* (3.35)
65.453**  24)

-4.302 (-1.61)
omitted
1465 (6.25)
6.224 (1.29)
25.120** (2)09
0.861 (0.09)
4,925
20.78%
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Panel B. In-sample and Out-of-sample performance

In-sample Out-of-sample
Estimation
_ R Time period R
window
1986-1995 31.84% 1996-2005 21.88%
1987-1996 31.87% 1997-2006 21.89%
1988-1997 28.05% 1998-2007 25.41%
1989-1998 21.34% 1999-2008 28.32%
1990-1999 18.70% 2000-2009 25.74%
1991-2000 18.88% 2001-2010 22.39%
1992-2001 18.93% 2002-2010 21.15%
1992-2002 18.05% 2003-2011 16.55%
1993-2003 17.54% 2004-2011 15.24%
1994-2004 17.85% 2005-2011 14.84%
1995-2005 18.02% 2006-2011 15.54%
1996-2006 17.92% 2007-2011 13.76%
1997-2007 17.29% 2008-2011 15.90%
1998-2008 18.37% 2009-2011 19.28%
1999-2009 19.79% 2010-2011 16.96%
2000-2010 21.62% 2011-2011 22.47%
Average 21.00% 19.83%
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V. List of Supplementary Materials Available Online

File Type Description

Variable Definitions.xls Excel Variable definitioman be found in Appendix A of the
main paper. This Excel spreadsheet provides more
detailed information, for example the specific Beah
tables the variables have been sourced from.

FeePaper — ExtractFeelnformationFromDo-file Do-file that extracts fee information frobealscan

Dealscan_FINAL.do using the offline/CD version of Dealscan. As inghg
do-file requires that the table "CurrFacPricing$ha
been converted to a dta format and is availabthen
"path" folder. As output, this do-file producesta @le
with the FacilitylD in the first column and variotee
types in the following columns.

FeePaper - TCBcalculation_FINAL.do Do-file Do-ftleat calculates the total cost of borrowing
(TCB) measure using the reduced model provided in
Internet Appendix Section IV.

TCB.dta Stata data set  Dta file that provides t88 Theasure for all facilities
for which the TCB can be calculated using the reduc
form model provided in Internet Appendix Section IV

FeeData HandCollectedSEC.xls Excel Hand-collefstedlata from loan contracts files with
the SEC (used to check the reliability of Dealsfesn
information).
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