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Foreword
In recent years there has been significant uncertainty
across Europe due to the impact of the recession, the
sovereign debt crises in Southern Europe and global
downturn in consumer confidence. Despite these
pressures on business, restructuring activity has been
subdued due to the buoyant High Yield markets and
the influx of liquidity from funds and other investors
looking to put money to work in Europe.
To gain a greater understanding of current European
restructuring trends and the outlook for 2014 we have
expanded our annual survey to lenders operating in
and investors focused on the Eurozone.
It is evident that there is substantial appetite to
invest in Europe, particularly from funds looking for
opportunities to generate returns by acquiring debt at
below par and participating in or driving a restructuring
in whatever form that might take. Refinancing and
asset sales are also generating returns for those lenders
with the liquidity and balance sheets to continue their
lending relationships with underperforming or stressed
corporates, even if this is only providing treasury
facilities.
The European Central Bank’s (ECB’s) Asset Quality
Review (AQR) programme is expected to be a key
driver of activity in 2014. Financial institutions across
the Eurozone will be working with a range of advisers
to meet the ECB’s requirements, to assess their
provisioning, plan for potential actions required to
sustain their capital bases and deleverage across their
asset portfolios. This is likely to increase the level of
debt trading and transaction activity, introducing new
stakeholders with a different view and approach to
underperforming or stressed corporates, as we have
seen in the UK and Ireland.

The findings of our European survey suggest that,
whilst economic and financial conditions even in the
larger southern Eurozone countries are improving,
restructuring activity will continue across Europe for
several years to come. This means opportunities for
lenders, investors and corporates. The key question
for me is whether the lessons of the recent credit cycle
have been learned or not and, hence, whether the
opportunities for some will be compounded by the
mistakes of others.
Many thanks to those of you who have participated in
this survey. We appreciate your time and insight and
look forward to further discussions with you in the
coming months.

Andrew Grimstone
UK Head of Creditor Advisory and Global
Managing Director, Restructuring Services
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50% per cent of respondents
saw a decrease in the number
of restructuring cases in
2013, in stark contrast to
the increase predicted
in our 2012 survey.

More than 50 per cent of
respondents expect
restructuring activity to decline
in 2014. For some, the expected
decline in activity is more than
30 per cent.

50%

61 per cent of respondents
saw no change in the time
required to complete a
restructuring, as lenders
became more experienced
and had a better understanding
of each other’s motivations.

93%

Across Europe, A&Es and covenant
resets were the most popular
methods of addressing restructuring
situations, and were used in more
than half of cases. A significant
number of institutions preferred
to avoid taking a write down and
found the fees/margins attractive.

New pressure on the
Energy & Resources
sector emerged in 2013:
these are predicted to
continue throughout 2014.

Respondents considered in more
than 60 per cent of cases that
management did not proactively
address their operational challenges.
In some cases lenders thought that
this was because management did
not have the right skills and CROs
were used in only 26 per cent
of the cases referenced.

The UK saw a higher number of cases
being resolved through an insolvency
(nine per cent) as compared to Europe
(two per cent), reflecting the tried and
tested nature of the UK insolvency
regime and its track record for
delivering controlled outcomes
in a predictable time frame.

When it came to provisioning;
nearly two thirds of respondents
use a drop in the value of the
business as a trigger, or a
restructuring event such
as a covenant breach.

€£$

At the outset of restructuring,
respondents were most concerned
with protecting their institution’s
reputation and minimising the need for
provisioning, but is not generally a key
consideration for measuring success.

The UK, Netherlands and Ireland
are rated as the easiest European
countries in which to implement
a restructuring through insolvency.
Spain, Italy and France were
cited as being the most difficult
insolvency jurisdictions.
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93 per cent of respondents
noted that when selling debt,
their primary concerns were
pricing and the assessment
of risk/opportunities rather
than liquidity.

40%

The number of second or
third time restructuring cases
would have been higher in 2013
if the High Yield bond market
had not ‘taken out’ as many
stressed cases.

Over 40 per cent of our
respondents consider that
HY bonds allow companies
to avoid having to address
under performance in the
short term.

Introduction
2013 was a year of two halves. The first half saw
continuing austerity across the Continent, but in the
second half, with the receding euro crisis, significant
amounts of new capital were attracted into the market.
This came from High Yield investors, alternative
lenders, institutional investors and banks returning to
the market. The impact was dramatic, driving asset
valuations up and loan margins down, and so allowing
many highly‑leveraged companies to refinance.
In the UK the shift in confidence was even more
marked. Deloitte’s 4th Quarter 2013 CFO Survey noted
that: “Perceptions of economic uncertainty are at a
three‑and‑a‑half year low, with risk appetites among big
corporates at a six‑year high.”1 57 per cent of the CFOs
in the survey thought that 2014 was a good time to
take risk on to their balance sheets. They had also seen
the return of banks to the market, offering competitive
pricing and, for the first time since the financial crisis
in 2007/08, providing an attractive source of financing
compared to the bond and equity markets.
While the outlook is mixed, the situation for Europe
as a whole does seem to be improving. The overall
growth rate in 2013 was ‑0.4 per cent and the forecast
for 2014 is 1.4 per cent.2 Spain and Italy are forecast
to return to growth in 2014 at 0.5 and 0.7 per cent,
respectively, from negative growth rates of ‑1.3 and
‑1.8 per cent in 2013. There is evidence of an increase
in consumption, investment and exports from the
Eurozone to non‑Eurozone countries. Companies have
moved away from defensive strategies of cost‑cutting
and cash accumulation, and have started looking
toward expansion and growth by introducing new
products and services, either by moving into new
markets or through M&A.

“2013 was a year of two halves. The first
half saw continuing austerity across
the Continent, but in the second half,
with the receding euro crisis, significant
amounts of new capital were attracted
into the market.”
Against this background, we wanted to explore the
implications for the restructuring market in 2014.
We surveyed key restructuring lenders and investors
responsible for managing ‘big ticket’ credits in the
UK and Europe (companies with debt in excess of
GBP 250m/EUR 250m) to find out how the changing
landscape in 2013 has affected their activity levels,
their objectives and the restructuring market.3
By restructuring, we mean any process such as
an A&E, covenant reset, debt for equity swap or
operational restructuring of a company under stress.4
Our respondents were from banking institutions
(67 per cent) and a range of alternative lending
institutions, including par funds, distressed funds,
opportunity funds, control funds and CLOs (together
33 per cent).
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Figure 1. Level of restructuring activity seen by respondents in 2013
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Figure 2. Time required to complete a restructuring in 2013 vs. 2012
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Current level of activity and time taken to
restructure
In our 2012 Restructuring Outlook survey, 81 per cent
of respondents predicted that restructuring activity
levels in the UK and Europe would increase in 2013.
Their responses were influenced by the threat of
recession, the deepening sovereign debt crises in
Southern Europe and government austerity measures
in both the UK and Europe. However as a result of the
shift in market sentiment in the second half of 2013,
the actual levels of restructuring activity seen by our
respondents were significantly less: 50 per cent saw a
decline, in stark contrast to their previous predictions.
Some respondents were still working through cases
from 2012 which were ongoing and few new cases had
come in during the year.
Improved liquidity and pricing in the market has
given lenders greater flexibility, providing them with
opportunities to sell out of their positions at various
stages of a restructuring. This increased flexibility and
sale activity has occasionally impacted restructuring
timeframes, but in fewer cases than expected.
For more than 30 per cent of respondents, the time
required to complete a restructuring had increased
compared to 2012. Some attributed this increase to
differing preferences within lender syndicates, but also
found that new legal frameworks and regulations had
resulted in restructurings taking longer. However for
61 per cent of respondents, restructurings in 2013 were
taking the same amount of time as in 2012, which our
discussions indicate is attributable to lender groups
handling complex cases more efficiently.

Shorter than in 2012

Early in the financial crisis, liquidity was a key factor
for banks, and at the time it determined how they
managed their loan portfolios. Banks have since shifted
their focus. 93 per cent of all respondents told us that
when selling debt in 2013, they were more concerned
with pricing and the assessment of risk than they were
with liquidity.
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Figure 3. Sectors with the most restructuring activity in 2013 and predictions for 2014
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Active sectors
In 2013 the sectors most active in restructuring were
Retail (11 per cent), Energy & Resources (E&R) (ten
per cent), Business Services (ten per cent), Real Estate
(ten per cent) and Travel & Leisure (ten per cent).
Sectors exposed to consumer spending have had a
difficult time, as escalating cost pressures and price
discounting have impacted margins despite top‑line
growth. Margins for cyclical businesses in the E&R
sector also fell as commodity prices came under
pressure, causing some press commentators to
proclaim the end of the ‘commodities super cycle’.

“Margins for cyclical businesses in the
E&R sector also fell as commodity prices
came under pressure, causing some press
commentators to proclaim the end of the
‘commodities super cycle’.”
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Strategies for restructuring
In Europe
Similarly in Europe, 56 per cent of the restructuring
cases in 2013 were addressed using an A&E or
a covenant reset, extending maturities out into
2017/2018 and providing companies with extra time
in anticipation of improved economic conditions.
In recent years, European banks have in general been
more reluctant than UK banks to take write downs
that would affect their regulatory capital requirements.
This might explain why 30 per cent of the European
cases were being addressed for a second or third time,
as company performance did not improve sufficiently to
support the amount of debt remaining on the balance
sheet. In some deals lenders were able to exit via a
sale, for example in Vion Group, a European food and
ingredients business, the group divested parts of its
business to pay back its lenders in full.7

“The company is generally too reluctant
to make painful decisions.”
Figure 4. Strategies used to restructure companies in Europe in 2013
40%

23%
20%
15%

Historically par lenders have been hesitant about
supporting debt‑for‑equity swaps and taking on the
role of equity investor, particularly in Europe. In 2013,
debt‑for‑equity swaps were used to restructure
13 per cent of our respondents’ UK cases and six
per cent of their European cases. When left with
no other option, banks have taken on a private
equity‑style role in managing a company and hired new
management teams to move businesses forward.
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Figure 5. Reasons why operational issues were not included in a restructuring
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While it is more widely recognised that a company
in trouble needs to address both its financial and
operational challenges, only 38 per cent of the cases
handled by our respondents in 2013 addressed both.
In a majority of these cases management seemed
reluctant to engage in an operational restructuring,
as they may not have had the right skills to do the job
or the time to address their operational problems.

“	A&Es have less impact
on the balance sheet.
Banks are selling out
as the pricing allows
them to, with distressed
investors buying up
the debt.”
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In the UK
In 2013 over half of UK restructuring cases
were resolved using an A&E or covenant reset.
These restructuring methods were equally popular in
2012, and the preferred approach for 55 per cent of
respondents but for different reasons. In 2012 lenders
had few other choices, as a result of low pricing in the
secondary market, the inability of some banks to accept
impairments on their balance sheets, and equity stakes
being too difficult to sell. As the UK economy improved
in 2013, lenders used A&Es and covenant resets as a
way to support businesses in anticipation of recovery
and growth, especially where lenders had strong
relationships with the shareholders. In addition lenders
had more options in 2013, with higher loan pricing
in the secondary market where distressed funds and
investors were ready and willing to invest. For example,
the M6 Toll Road was a high profile A&E in 2013:
lenders provided a seven‑year extension on the basis
that the company’s performance should improve in line
with the broader UK economy over this period.5

“If the price is right, we will sell.”
Figure 6. Strategies used to restructure big ticket companies in the UK in 2013
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19 per cent of the restructuring cases in 2013 were via
an exit (refinancing or sale) compared to less than ten
per cent in 2012, as the equity and High Yield markets
opened up again with the return of private equity
(PE) investors.
Biscuit maker Burtons Foods is an example of a
successful debt‑for‑equity swap where lenders took
control of the business in 2009, before successfully
selling in 2013.6
22 per cent of the UK restructuring cases in 2013
were being actioned for a second or third time; this
was mainly because restructurings in the early stages
of the downturn did not go far enough to address
unsustainable debt levels and operational challenges.
Some respondents indicated that they would have had
a higher number of recurring restructuring cases if the
High Yield bond market had not ‘taken out’ some of
their stressed cases.

“The degree of optimism
first time round was
misplaced.”
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Figure 7. Key objectives at the outset of a restructuring
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Provisioning methods
Asset Quality Reviews (AQRs) will be conducted
on about 130 European banks over the course of
2014, ahead of the European Central Bank assuming
supervisory responsibility for the European banking
sector from 4 November 2014. The AQR process is likely
to influence how most banks approach provisioning
against their loans. We asked respondents for insights
into their provisioning practices. Our survey revealed
that, at present, the provisioning triggers used are,
a fall in the external value of the business below a
threshold limit (40 per cent) or the occurrence of
a restructuring event such as a breach of covenant
24 per cent). Only six per cent of respondents based
their provisioning decisions on debt pricing levels in
the secondary market, reflecting the fact that most
respondents in our survey are not required to mark
their portfolios to market.

Figure 8. Earliest stage at which a provision is made
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Figure 9. How restructuring lenders measure success
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Key objectives in a restructuring
In 2013 banks in Europe and the UK received a
considerable amount of negative press from LIBOR rate
rigging, mis‑selling of interest rate swaps, and concerns
about the unfair treatment of customers. As a result,
it is perhaps no surprise that at the beginning of a
restructuring, many banks are now concerned about
the reputational impact of their actions. In contrast,
alternative lenders have not faced the same challenges
and regulatory requirements, and may be less
concerned about reputational risk. Both types of
lenders, however, agreed that operational turnaround
and right‑sizing the debt are key objectives to a
successful restructuring.

Measuring success
Respondents measure the overall success of their
portfolio by its contribution to the financial success
of their institution. Additional metrics for measuring
performance include improvements in amortisation
profiles (19 per cent) and minimising impairments
(16 per cent). Customer feedback and retention were
considered less important when assessing the success
of the team.

0%

“Repairing our banks’
reputation in the market
place is our number one
objective.”
8

High Yield (HY) bond market
The HY bond market was active through most of 2013,
especially in the early summer when €4.7 billion of
bonds were issued to repay existing loans.8
Over 40 per cent of respondents agreed that in
2013 the HY bond market allowed companies to
avoid addressing underperformance in the short
term. The hunt for yield by investors and higher risk
tolerance led to increased liquidity in the market, and
distressed companies took advantage of this by issuing
covenant‑lite bonds. A concern for some going forward
is that few, if any, effective triggers exist in the bond
documentation to address deteriorating company
performance, and lenders will have little recourse to
affect a restructuring if needed.
Jurisdictions
A great majority of respondents view the UK as the
easiest jurisdiction in Europe for implementing a
restructuring through insolvency, followed by Ireland
and the Netherlands. Respondents rated France,
Spain and Italy as the most difficult jurisdictions due
to the strong influence of government and national
laws which favour the rights of companies. In 2013 a
number of European countries, including Spain and
Italy, introduced changes to improve their insolvency
regimes; however, the effect of these changes is yet
to be established.

“In some ways they (HY bonds)
are building a pipeline for future
restructurings, as leverage is still high
but the lenders will have less power.”

Figure 10. Easiest and most difficult jurisdictions in Europe in which to implement
an insolvency
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Figure 11. Most sought-after services from advisors
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Use of Chief Restructuring Officers (CROs)
In 2013, CROs were used in only 26 per cent of
respondents’ cases, mainly to support financial and
operational restructurings and allow management
to focus on the day‑to‑day running of their business.
In nearly half these cases, the CRO appointment was
influenced by the lender committee but ultimately
appointed by the company.

2%

Management Incentive Plans

2%
0%

Figure 12. Most sought after skills of CROs
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Figure 13. Key influencers of CRO appointments
47%

28%

18%

7%

Lenders

10

Company

Sponsor

Use of advisors
Respondents used advisors in 2013 mainly for
short term cash flow reviews (18 per cent), options
reviews (15 per cent), Independent Business Reviews
(15 per cent) and valuations (13 per cent), to help them
assess their cases. Advisors were seen as adding value
through their sector expertise, their ability to manage
key stakeholders and their ability to drive lender
strategy.

Advisors

“As the economy improves, there will still be demand
for CROs even in less distressed situations in order to
drive through operational and business improvement
programmes akin to the role of a Chief Operating
Officer/Chief Performance Officer, as well as leading
integration and carve out programmes in M&A
situations”: Jas Sahota, Deloitte Restructuring Services
Partner.
Lenders found CROs to be most effective when they
were able to engage with the company for an extended
period of time, as this helped the CRO to understand
the business better and so restructure it properly.
Our respondents also indicated a preference for CROs
associated with either a Big 4 accounting firm or a
restructuring boutique (as opposed to standalone CRO)
as their affiliations allowed them to leverage additional
support during restructurings when needed.

“Having to do what’s right
for the business means
focusing on operational
turnaround.”

What does the future look like?
Deloitte’s head of research in Germany Dr.
Alexander Börsch has commented: “The length and
the depth of the Eurozone recession was, to a high
degree, due to uncertainty regarding the future shape
of the Eurozone and the tail risks associated with it.
Current developments suggest that uncertainty is on
the decline.” Under these circumstances most of the
crisis countries will return to growth in 2014, and it
would also imply that the Eurozone as a whole will
grow during the second half of 2014. The UK on the
other hand is expected to have the fastest growing
economy in Europe in 2014 with an expected growth
rate of 2.2 per cent.9
As a result, nearly 90 per cent of our respondents believe
that restructuring activity in 2014 will either remain at
the 2013 level or will decrease. Sectors expected to
remain stressed or come under pressure in 2014 include
Retail, E&R, Business Services, Real Estate and Travel.
Our UK respondents have largely exited their European
real estate positions and so are anticipating a slowdown
in their restructuring activity in this sector. “However, as the
portfolio sales market begins to open up further in 2014
(we are seeing increased activity in Italy and Spain), as the
European‑wide AQR tests gets under way and structured
European transactions unwind, we anticipate further
restructuring activity in the European Real Estate sector”:
Phil Bowers, Deloitte Restructuring Services Partner.
The E&R sector is expected to focus on controlling costs
and supply, and improving productivity. The sector will
receive a much‑needed boost if commodity prices start
rising again with growth in demand from developed
countries.

Figure 14. Level of expected restructuring activity predicted in 2014
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Greater liquidity has led to lower margins, weaker
debt terms and higher leverage, causing concerns that
the lessons of this last credit cycle may not have been
learned. Lenders are now engaging in deals they would
have avoided in the recent past. To quote one of our
respondents: “You have to follow the market or lose
out.” However, covenant‑lite loans and bonds will make
it more difficult for lenders to address a company’s
deteriorating performance, leading potentially to greater
write downs.
For these reasons we believe that restructuring activity
will continue across Europe for several years to come,
notwithstanding the return to economic growth and
jurisdictional challenges. In this environment, lenders,
investors and corporates will have plenty of opportunity
across the Eurozone but must also be careful to navigate
the pitfalls.

The upcoming AQR tests are expected to precipitate
a wave of deleveraging across Europe, with some
banks unable or unwilling to play a role in cross border
corporate financing going forward. The gap is currently
being filled by alternative lenders and institutional
investors causing a shift in the lending landscape.
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Footnotes
1. 116 CFOs participated in the survey including CFOs of 28 FTSE 100 and 42 FTSE 250 companies
2. Source: Eurostat – http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&plugin=1&language=en&pcode=tec00115
3. Over 40 senior restructuring lenders answered an online survey which was followed up with face to face interviews
4. A&E – Amendment and Extension to the terms and conditions of a debt instrument
5. http://static.macquarie.com/dafiles/Internet/mgl/com/mqa/news/mqa‑news/2013/2013‑12‑16‑m6‑toll‑refinancing.pdf?v=2
6. http://www.kirkland.com/sitecontent.cfm?contentID=230&itemId=10923
7. http://www.vionfoodgroup.com/en/news‑press/press‑releases/post/vion‑reaches‑agreement‑on‑the‑sale‑of‑ingredients‑division/show.html?L=
%2Fproc%2Fself%2Fenviron%2F&cHash=4a52bb21271321385269f9b22970ede3
8. Source – S&P LCD
9. Source: Eurostat
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