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Increased Shorting of Leveraged Loans

Introduction

In this issue of ELFA's Transferability Series, our sixth, we address the increase in the market practice of shorting
leveraged loans. ELFA's Leveraged Loan Committee aims to address key transferability issues faced by lenders in
the leveraged finance market, and propose changes to improve clarity, consistency, and fairness in loan
agreements and market practices. By doing so, we hope to foster a more transparent, efficient, and liquid market.

Our Aim

By addressing these transferability issues, we aim to create a more standardised and predictable environment
that benefits all stakeholders. Clear and consistent definitions and market practices will help foster acommon
understanding and a more efficient and fairer market. This, in turn, will enhance liquidity and ensure that lenders
can operate with greater confidence and certainty.

Challenges with Increased Shorting of Leveraged Loans

ELFA members have observed an increase in shorting activity in the leveraged loan market over the past 12
months. While short selling is a well-established feature of other asset classes and can support price discovery,
risk management and liquidity, its growth in the leveraged loan market has highlighted a number of structural
challenges arising from the market's unique settlement mechanics, lender-of-record structure and lack of a
formal loan-borrowing framework. These challenges relate in particular to transparency, settlement efficiency
and market liquidity.

As short-selling activity continues to expand, questions regarding whether market practices and infrastructure
are keeping pace with its growth are becoming increasingly relevant. In particular, greater consistency around
pre-borrowing requirements, short-position disclosure and settlement fail management could help improve
transparency, strengthen settlement discipline and reduce operational friction. Equally, enhancements to
market visibility and greater clarity around operational responsibilities may support more efficient price
discovery and transferability across the secondary loan market.

The table below sets out where these issues arise most acutely, and our proposed solutions.

Shorting of Loans: Issues & Proposed Solutions

Full Description ELFA's Proposed Solution

Disclosure of short positions
remains inconsistent across
the leveraged loan market,
limiting visibility into the scale,
concentration and location of
short interest. This hinders
dealers' ability to manage
inventory, anticipate
settlement requirements,
identify trading bottlenecks
and assess liquidity conditions.
The lack of timely, standardised
reporting also makes

1 Lack of Transparency Standardised Reporting:

Develop standardised reporting
and disclosure conventions for
short positions to improve
market transparency and visibility
of short interest, helping dealers
and investors assess liquidity
conditions and anticipate
settlement pressures.
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Full Description

ELFA's Proposed Solution

# Issue

it difficult to identify
settlement pressures or
potential short squeezes,
which can obscure market

dynamics, distort
perceptions of liquidity and
reduce market efficiency.

2 Settlement Risk &
Operational Burden

Short selling introduces
settlement risk, as sellers
trades before securing
underlying position for

This increases the likelihood
settlement delays or
particularly in less liquid
where supply is limited,
holdings are concentrated, or
seller sits outside the
settlement chain. Delays
cascade through the trading
creating knock-on challenges
counterparties and
uncertainty for buyers
delivery'.

Pre-borrowing Requirements:
Introduce requirements for
participants to demonstrate
reasonable ability to source
before executing a short
ensuring positions are
established where there is
realistic prospect of
reducing the likelihood of
settlement delays and
operational burdens.

3 Lender-of-Record
Constraints

Loan shorting can create a
disconnect between economic
ownership and legal lender status
not generally present in securities
markets. Economic exposure may
transfer to the buyer while the
original holder remains lender of
record until settlement
completes, which may result in the
party bearing economic risk not
holding the corresponding voting,
consent or governance rights,
while lender decisions may still be
shaped by parties that no longer
bear the exposure.

Clearer Treatment of Lender-of-
Record Issues:

Establish clearer market standards
and documentation provisions
governing lender-of-record
status and the allocation of voting
and consent rights, to ensure that
governance rights remain
appropriately aligned with
economic interest, including in
extended settlement periods.

In developing clearer standards
forlender-of-record status, ELFA
recognises that sub-
participations and similar
synthetic structures already
provide lenders with a mechanism
to manage exposure without
engaging the formal transfer
process. Any proposed framework

These frictions are consistent with the broader settlement and transferability challenges identified in ELFA's Transferability Series.
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Full Description

ELFA's Proposed Solution

should preserve this flexibility
rather than compel greater use
of transfer mechanics.

4 | Absence of a Repo or
Borrowing Market

Unlike many fixed income

the leveraged loan market lacks
well-established, broadly
accessible repo or

lending framework. Short sellers
cannot readily borrow loans to
facilitate settlement and must
instead acquire positionsin the
secondary market to cover
exposure, prolonging settlement
timelines, increasing friction and
exacerbating scarcity in less
credits. The absence of an
effective borrowing

limits liquidity intermediation,
increasing operational

and settlement risk.

Development of a Repo-style
Framework:

Explore development of a
loan-borrowing, securities-
lending or repo-style framework
to facilitate settlement, support
liquidity, and enhance dealers'
ability to intermediate. A more
formal borrowing mechanism
could reduce settlement
friction, mitigate scarcity in less
liquid credits, enhance liquidity
intermediation, and improve the
efficiency of the secondary loan
market.

5 Increasing, More
Complex 'Net-Short'
Restrictions

Net short lender provisions
featured in 47% of leveraged loans
issued in 2025, up from 35% of
leveraged loans in 20242,
incorporated to address
misaligned incentives among net-
shortlenders. As short-selling
activity develops, the operation of
these provisions is becoming more
complex, which raises questions
about how net-short positions are
identified and calculated for voting
disenfranchisement, the adequacy
of disclosure, and the practical
application of transfer and voting
restrictions. These challenges may,
in turn, affect transferability, lender

" participation and the efficient

administration of loan agreements.

Enhanced Transparency Around
Net-Short Holders.

Enhance disclosure and
transparency requirements to
enable agents, dealers and
counterparties to identify
restricted or net-short holders
more effectively, supporting the
practical operation of net-short
provisions.

®Refers to leveraged loans other than add-ons and repricings. Source - Octus Intelligence, Inc.
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Next steps

We will be engaging with key stakeholders, including lenders, legal advisers, and market participants, to further
discuss this proposal and encourage adoption of best practices.

Conclusion

The growth of short-selling activity in the leveraged loan market has highlighted a number of structural and
operational challenges relating to transparency, settlement efficiency, lender-of-record constraints, market
infrastructure and the treatment of net-short investors. While short selling can contribute to price discovery,
risk management and market liquidity, its increasing use has exposed areas where existing market practices,
settlement processes and documentation standards may not be fully equipped to support efficient market
functioning.

ELFA is proposing a series of targeted enhancements to reporting, settlement processes, lender governance
and loan-borrowing mechanisms to address these challenges. These proposals are intended to improve
transparency, reduce settlement friction, strengthen the alignment of economic and governance interests, and
support a more efficient and resilient secondary loan market.

ELFA considers that there would be merit in further market dialogue around the development of clearer
standards relating to pre-borrowing disciplines, disclosure of material short positions, management of
settlement fails and the treatment of lender-of-record arrangements, to ensure that market governance better
reflects economic risk. By addressing the issues, the leveraged loan market can continue to accommodate the
growth of short-selling activity while promoting efficient settlement, robust lender participation and greater
confidence in the transferability framework.

About Octus

Founded in 2013, Octus is the essential credit intelligence, data and workflow provider for the world’s leading buy-side firms,
investment banks, law firms and advisory firms. By surrounding deep human expertise with proven technology, data and Al tools,
Octus unlocks powerful truths that fuel decisive action across financial markets. Visit octus.com to learn how Octus delivers
rigorously verified intelligence at speed and creates a complete picture across the credit lifecycle. Follow Octus on LinkedIn and X.

About Akin

Akinis aleading international law firm with more than 900 lawyers across 17 offices in, Europe, Asia, the Middle East and United
States. Akin's top-ranked Financial Restructuring practice is widely regarded as one of the most experienced and innovative
globally. The team advises creditors, sponsors, and distressed investors on some of the most high-profile and sophisticated
restructurings across Europe and beyond. Akin's market-leading Capital Solutions practice brings together expertise in leveraged
finance, private credit, and bespoke capital structuring, and the team is at the forefront of advising clients on creative and flexible
financing strategies, including preferred equity, hybrid instruments, and NAV-based lending.

With a strong presence in London and across Europe, Akin is a trusted adviser to financial sponsors, credit funds, and institutional
investors navigating today's dynamic leveraged finance landscape.

akingump.com © 2026 Akin Gump Strauss Hauer & Feld LLP. All rights reserved. Attorney advertising. Prior results do not guarantee

a similar outcome.

About ELFA

The European Leveraged Finance Association (ELFA) is a buyside-only trade association comprised of European investors and non-
bank lenders in the high-yield, leveraged loan, CLO and private debt markets. Ilts membership consists of more than 55 institutional
fixed income managers, including investment advisors, insurance companies, CLO managers and pension funds. ELFA seeks to
support the growth and resilience of the leveraged finance market while acting as the voice of its lender community by promoting
transparency and facilitating engagement among leveraged finance market participants. For more information, please visit ELFA's
website: https://elfainvestors.com/
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