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Foreword

Macroeconomic headwinds permitting, 2014 is set to remain awash with 
liquidity. Rampant primary markets will enable companies to refinance 
and private equity groups to extract more dividends and hit the acquisition 
trail again. 

The steady flow of distressed situations, however, will not stop. Ultimately 
not all issuers can afford to refinance and the swelling number of high  
yield issuers directly translates into an increased probability of future 
distressed opportunities.  

In 2013 many European banks took advantage of high secondary prices to 
dispose of junk assets. But they only scratched the surface and more needs 
to come out to clean up their balance sheets, especially in Southern Europe. 

Mario Oliviero
Deputy Editor, Debtwire Europe
mario.oliviero@debtwire.com

2013 may go down in economic history as the year when developed economies began to  
see light at the end of the tunnel, even though it remains a very faint light for some countries. 
Central banks’ commitment to ultra low interest rates and the introduction of forward guidance 
gave a boost to the US and European economies. The combination of return-hungry funds 
desperate to put money to work, surging inflows into high yield funds and the loan market 
scrambling for paper sent secondary prices rocketing and helped businesses escape workouts.

Supply will meet the demand of US hedge funds ready to buy everything 
that trades and bet billions of dollars on Europe’s macroeconomic recovery.

The show will go on.

Debtwire’s European Distressed Debt Market Outlook, in its tenth 
year of production, presents detailed results of a survey questioning 
100 European hedge fund managers, prop desk traders and long-only 
investors on the outlook for the European distressed debt market in 
2014. The report also polled 30 private equity practitioners and offers 
their insights on the market.



eXeCutiVe summaries

Rothschild

Europe in 2013 was characterised by growing confidence, and by continued 
stability in the political and economic climate. Central bank policies, low 
interest rates and tremendous liquidity converged to add buoyancy to equity 
and debt markets. Restructuring pipeline companies are getting refinanced or 
amended and extended. 

With a wider palate of financing options available to companies, new large 
scale restructuring case volumes were lower than in previous years. Despite 
this however, Europe continued to deliver opportunities to distressed investors 
from its varied jurisdictions, sectors and capital structures. There’s been a 
surprising dealflow, and a range of things to get involved in.

Market conditions in Europe’s larger economies mean geographic focus for 
distressed opportunities has shifted to Southern and Eastern Europe, where 
many situations remain in search of sustainable restructuring solutions.  

Andrew Merrett
European Head of Restructuring
Co-Head Financing Advisory – UK
Rothschild

The less tested European jurisdictions continue to be approached case by 
case but, with forum shopping, and new legislation bedding in, opportunities 
are easier to assess. 

Healthier markets point to more M&A solutions for troubled businesses.  
This aligns with investors’ views that asset disposals/breakups could be 
a feature of debt renegotiations this year. Bank deleveraging continues to 
generate opportunities for flexible capital. The spectre of tapering and rate 
rises could change things significantly and potentially very quickly. 

The key question in the medium term is one of timing. In some ways 2014 
may be appraised as the year where the future deal pipeline was built. 
However, that may overlook opportunities that are there today, provided  
one looks beyond large scale, debt for equity restructurings.



Leading EMEA restructuring adviser

Image: detail from a bond issued by Rothschild for the
1900 4.5% Coquimbo railway loan, Chile (The Rothschild Archive)

Punch Taverns (Current)
   Advising Senior Noteholders on £2.8bn  

potential restructuring

Tele Columbus (2014)
   Adviser on €600m amendment and 

extension of its indebtedness via an English 
Scheme of Arrangement 

Arcapita (2013)
   Restructuring of c.US$2.7bn  

financial liabilities

Belvédère Group (2013)
  Adviser on €620m debt restructuring 

CPI (2013)
  Adviser to lenders and shareholders on 

 the disposal and simultaneous €160m debt  
 restructuring of the Group to a consortium

Jurys Inn (2013)
   Adviser to Oman Investment Fund on the 

£648m financial restructuring of Jurys Inn

Outokumpu (2013)
   Adviser to ThyssenKrupp on the €4.3bn 

recapitalisation of Outokumpu 

Peermont (2013)
   Adviser to creditors of Peermont on  

its US$1.6bn restructuring

Prisa (2013)
   Adviser on restructuring of its €2.9bn  

capital structure  

Deutsche Annington (2012)
   Adviser to the Ad-Hoc Group of Noteholders  

of the GRAND CMBS on the €4.3bn capital 
structure reorganisation of Deutsche Annington

Findus (2012)
   Adviser on £950m restructuring of  

debt facilities

Klöckner Pentaplast (2012)
     Adviser to Second Lien & Mezzanine lenders on 

the €1.2bn restructuring of Klöckner Pentaplast 
involving €360m debt for equity swap

www.rothschild.com

For further details please contact Andrew Merrett:

New Court, St Swithin’s Lane, London EC4N 8AL 
Telephone +44 (0)20 7280 5728
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Bingham McCutchen LLP

Growing signs of recovery within the Eurozone, enormous volumes of high 
yield issuances and resurgent investor confidence have all contributed to 
making 2013 a relatively stable year for the European restructuring community. 
Although we have seen a number of legacy workouts as well as a few fresh 
situations, there has been a continued tendency towards amending and 
extending, which has enabled a number of debtors to further “kick the can 
down the road”, rather than engage in a wholesale restructuring. 

The debt markets have been awash with liquidity for much of 2013, and this 
looks set to continue into 2014. Consequently, companies will continue to 
have access to finance in the high yield market. Current market conditions 
are such that they have been able to secure low interest rates and relatively 
covenant-lite terms. Many companies have acted now in order to capitalise 
on this receptive market and attractive liquidity, and have chosen to refinance 
bank debt (often early) with high yield bonds. Borrowers have also increased 
their usage of the bond markets for M&A financings and/or to pay shareholder 
dividends, sometimes leaving them overleveraged and arguably over-dependent 
on their bond debt. Critics may say they have left themselves over exposed in 
the event that interest rates rise or if we experience a downturn in confidence 
in Europe. 

We have learnt from past experience that the much discussed “maturity wall” 
is more likely to crumble over time, rather than come crashing down all at 
once. However, the fact remains that there is a very high volume of high yield 
bonds that are due to mature in the coming one to two years. Although we 
are expecting the Amend & Extend model of the past few years to continue to 
be a preference for many debtors, we cannot conceive that it will be practical 
or possible to simply extend all of the maturities. Instead, debtors are likely 
to capitalise on increased liquidity and the active bond market to refinance 
their maturities wherever possible. Alternatively borrowers may choose to take 
advantage of the improving M&A landscape and engage in asset disposals 
and break ups in order to finance the maturities. 

Barry Russell
Co-Head, Transactional Finance Group
Bingham McCutchen (London) LLP

James Roome
Co-Head, Financial Restructuring Group
Bingham McCutchen (London) LLP

One theme that emerged from 2013 is the ability and willingness of alternative 
capital providers to fill the lending gap that has been left by deleveraging 
banks, particularly across Southern Europe. A classic example of this is the 
refinancing of the Spanish building material group, Uralita. We have also 
noticed increased competition amongst distressed funds and institutional 
lenders trying to source and invest in opportunities which might previously 
have been outside their comfort zone. 

In terms of implementation, we expect the firm favourites for both debtors 
and creditors will continue to be either an out-of-court restructuring, or a 
restructuring implemented via a UK Scheme of Arrangement or US Chapter 
11, both of which continue to be viewed as the most reliable and efficient 
forms of implementation. This is despite considerable efforts by a number of 
European jurisdictions to upgrade their insolvency and restructuring regimes. 
Although Spain has implemented reformed insolvency and restructuring laws, 
these remain largely untested and so the jury is still out as to whether they 
will make a meaningful difference. In contrast, the new German insolvency 
laws have been applied to a number of restructurings, with general success. 
Although Germany seems to be well on its way to becoming a restructuring 
friendly jurisdiction, there are still gaps waiting to be filled; critically, there is 
still no out-of-court restructuring process available. 

We look forward to an interesting year ahead. As trust and confidence continues 
to rally, we expect that the bond markets will remain open, and active, and that 
this will provide a valuable option for debtors facing forthcoming maturities. 
We do not, however, see how the market can sustain the volumes required to 
refinance all the debt that is to become due. It will be particularly interesting to 
see what alternatives bridge this gap. 
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Nationalisation and financial  
restructuring of three major Icelandic 
banks—Kaupthing, Landsbanki and 
Glitnir—and participation on the 
informal creditors’ committee  
of each of the three banks

Bingham is advising the worldwide 
bondholder group

€1.2 billion financial restructuring of 
one of Ireland’s largest companies

Bingham advised the noteholders 

Financial restructuring of first lien 
debt worth €840 million (total debt 
capital structure was €1.2 billion) of 
a German/US plastics and packaging 
company 

Bingham advised the senior lenders

€486 million financial restructuring 
of a worldwide manufacturer of 
terracotta products based in France

Bingham advised the senior lenders

kp klöckner pentaplast

Icelandic Banks

Financial restructuring of US$500 
million senior bonds issued by OSX3 
Leasing B.V., a stressed Brazilian group

Bingham is advising the trustee and a 
committee of bondholders

OSX

Quinn Group

Klöckner Pentaplast Terreal

€1.8 billion financial restructuring of a 
Greek telecommunications operator

Bingham advised the ad hoc 
committee of senior secured 
noteholders

Wind Hellas

Issues relating to the company’s 
high-profile matter involving US$1.7 
billion in accounting irregularities. 
The company has maintained its 
listing on the Tokyo Stock Exchange 
through speedy and drastic corporate 
governance reformation.

Bingham represented Olympus Co. 
Ltd. Japan as lead counsel

Restructuring of convertible notes 
issued by one of the world’s largest 
panel manufacturers with operations 
in the PRC, Europe, the US and 
elsewhere around the globe

Bingham is advising an ad hoc  
group of convertible noteholders 

Swap agreements with city-owned 
SPEs, secured by casino revenues

Bingham is advising UBS, one of two 
banks that are counterparties

DetroitOlympus Suntech

Bingham’s Cross-Border Debt Restructuring Practice 
Widely recognised as one of the world’s top-tier financial restructuring firms, Bingham has 
played a leading role representing creditors in numerous high-profile, precedent-setting 
workouts and restructurings throughout the US, Europe and Asia, including:



distressed inVestors surVey

Two-thirds of respondents believe that the European Union is now set 
for a period of growth, compared to just 28% who anticipate further 
stagnation in the region and 5% who foresee a gradual decline.

“Stability is returning to the Eurozone and optimism is growing, which is a 
sign of growth in Europe. All the political changes and corrective measures 
have diminished the risk of crises,” according to a hedge fund manager.   

“Growth figures in the Eurozone continue to be disappointing, driven 
by weak export numbers which have dashed hopes that an economic 
recovery in Europe would gather pace in the next couple of years,”  
an Italy-based portfolio manager countered. 

“The threat of an imminent Eurozone break-up that filled 
the headlines in 2011/2012 seems to have abated, at 
least for now. Trust and confidence in the markets seems 
to be rallying after a relatively stable 2013, although 
there are wide disparities in growth trajectories amongst 
European economies.” 
James Roome, Partner, Bingham McCutchen LLP

How would you characterise the trajectory 
for the European Union economy over the  
next couple of years?

 Growth

 Stagnant

Gradual decline

67%

28%

5%

In the final quarter of 2013, Debtwire 
canvassed the opinions of 100 hedge  
fund managers, long-only investors and 
prop desk traders in Europe. 

Interviewees were questioned about their 
expectations for the European distressed debt 
market in 2014 and beyond. The interviews 
were conducted over the phone and the 
respondents were guaranteed anonymity.  
The results are presented in aggregate.
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Half of the survey pool expects European restructurings to peak in the first 
half of 2015, though 38% expect the bulk to occur earlier, in the second 
half of 2014. Three percent of those polled expect a peak in the first half 
of 2014 and 9% anticipate it will happen in the final half of 2015.

“The level of outstanding maturities due by 2015 is very high and it is  
too early to say or predict the financing situation then. Expecting repayment 
of such a high volume of debt is not realistic and I think the peak of 
restructurings will be seen in 2015,” a partner at a UK-based hedge  
fund said.  

“Although the much discussed ‘maturity wall’ is nearly 
upon us, to date this has largely been dealt with by 
creditors agreeing to Amend & Extend, as opposed  
to resulting in a large number of comprehensive debt 
restructurings. That said, there remains a sizeable  
volume of debt to be refinanced in the coming year.”  
James Terry, Partner, Bingham McCutchen LLP

When do you expect the volume of European 
restructurings to hit its next peak?

Respondents are very optimistic about the prospects for the UK, with 81% 
expecting the UK economy to deliver growth and just 19% anticipating 
stagnation. No respondents expect the UK to decline over the coming  
two years.

“The UK is rebalancing its economy well which will be the critical booster 
for growth. The unemployment rate has fallen and consumption has 
increased even in the worst hit sectors, such as construction and housing, 
which are strong indicators of revival and growth,” a partner at a UK-based 
hedge fund said.  

“Austerity seems to have paid off despite concerns from 
the IMF and other Euro-sovereigns sceptical at the UK's 
push to cut public expenditure. 2014 is the year when 
we shall see if the UK's industrial push succeeds and the 
financial sector grows in the face of tougher regulation.” 

Glen Cronin, Rothschild 

“Although most market participants are feeling positive 
about the UK’s prospects in 2014, the growth of the  
UK economy remains heavily reliant on the housing  
and financial services sectors.” 

Stephen Peppiatt, Partner, Bingham McCutchen LLP

What about the UK economy?

 Growth

 Stagnant

81%

19%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50% 55%

H2 2015

H1 2015

H2 2014

H1 2014

 50%

 9% 2%

 38%

 3%

Percentage of respondents



distressed inVestors surVey

More than half (55%) of respondents expect break-ups or asset disposals to 
be the most prevalent forms of debt renegotiation in 2014, making these the 
most hotly anticipated outcomes by a significant margin. Respondents least 
expect debt buybacks to be particularly widespread, with 27% saying they 
expect these to be least prevalent. There are mixed opinons on the prevalence 
of equitisation, new money or Amend & Extend solutions, with a number 
of different respondents seeing them as either most or least likely. Eleven 
percent of respondents expect amendments to be least common and just  
3% think they will be most common. 

“In spite of all the growth expectations, financing has not improved to the 
expected levels and there are still a lot of companies in distress and not 
able to get any finance to be able to sustain their businesses. So for them, 
asset disposals are the only way to raise capital,” a proprietary trader said.

“M&A asset disposals and new money will play a larger 
role in resolving over-levered balance sheets in 2014.”  
Hamish Mackenzie, Rothschild 

“In general, banks have so far preferred to Amend & Extend, 
rather than to face losses through sales or write downs;  
so it is interesting that the majority of participants believe 
asset disposals will be the most prevalent form of debt 
renegotiation in 2014. This may be due to a belief that the 
continuing economic recovery will lead to a general increase 
in M&A activity across Europe, making asset disposals a 
more viable alternative in restructuring situations.” 
Neil Devaney, Partner, Bingham McCutchen LLP

Which form of debt renegotiation do you 
expect to be most/least prevalent in 2014?

0% 10% 20% 30% 40% 50% 60%

Amendments

Debt buybacks

Whole or partial debt
equitisation/exchange

Amend & Extend/
forward start facility

New money injections

Break-up or asset disposals

 11%

 27%

 25%

 11%

 3%

 3%

 20%

 14%

 13%

 14%

 4%

 55%

0% 10% 20% 30% 40% 50%

10 –15%

15–20%

20–25%

Over 25%

 4%

 23%

 28%

 45%

Percentage of respondents Percentage of respondents

 Most  Least 

Respondents are bullish over the proportion of sub-investment grade 
companies likely to face debt restructurings in 2014, with 45% of those 
surveyed predicting that it will be over a quarter. This is an increase  
on last year's survey when the over 25% category was chosen by 31%  
of investors. 

This year a further 28% anticipate that 20-25% of these firms will face 
restructuring and 23% of those polled think the percentage will be  
15-20%. A very small number of respondents (4%) see only 10-15%  
of sub-investment grade companies facing debt restructuring in 2014. 

“Amend & Extend transactions will continue to be a 
key tool to deal with companies’ upcoming maturities. 
However, recent processes suggest the bid-ask is narrowing 
sufficiently to bring M&A back into the restructuring toolkit 
for 2014.”  
Glen Cronin, Rothschild

What proportion of sub-investment grade 
companies do you believe are likely to face 
debt restructurings in 2014?
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Respondents identify Italy, Spain and Ireland as likely to see the majority 
of European debt restructurings. Forty percent think the majority of 
restructurings will originate from Italy, 24% think Spain will contribute 
the most and 23% expect it to be Ireland. Fewer expect the UK (5% of 
respondents), Germany (4%) and France (4%) to see a large proportion  
of overall restructurings.  

Last year the UK came first (24%) followed by Spain (18%) and Italy (17%). 

“Based on market estimates and the structural parameters of the economy 
in Spain, I think most of the debt restructurings will originate from Spain. 
As a region, Southern Europe has a lot of debt that will be restructured 
now and next year,” a partner at a UK-based hedge fund noted. 

“We continue to find Spain to be an active market for 
distressed investors, who although conscious of the 
challenges integral to restructuring in Spain, do not 
seem to have been put off by them. Transactions such  
as the refinancing of the Spanish building material group, 
Uralita, demonstrate that deals can be done in Spain, but 
Codere’s recent filing for pre-insolvency protection shows 
that debtors have the option to initiate a stay against 
creditor action if restructuring discussions stall.” 
Tom Bannister, Partner, Bingham McCutchen LLP

Where do you expect most European  
debt restructurings to originate from?

Respondents are close to evenly split over whether debt restructurings 
of sub-investment grade companies will increase or decrease compared 
to 2013. Thirty-four percent of the survey pool expects the proportion to 
rise, though slightly more (37%) see it falling. A further 29% think there 
will be no change. 

“This reflects the stagnation in economic growth. A number of companies 
are facing maturities but do not have sufficient cash and are also not  
able to access capital, leading them to restructure their debt,” explained  
a partner at a Switzerland-based hedge fund. 

“Our experience across Europe is that restructuring 
activity levels remain stable but the nature of this  
activity has changed in line with continuing stability  
of the credit markets.” 
Dacre Barrett-Lennard, Rothschild

Does this represent an increase or a decrease 
over 2013?

 Increase

 No change

 Decrease

34%

29%

37%

 Italy

 Spain

 Ireland

 UK

 Germany

 France

40%

24%

4%
4%

23%

5%



distressed inVestors surVey

Almost three-quarters of all those surveyed anticipate the majority of 
European debt restructurings to originate from Southern Europe. A far 
smaller proportion of those polled (24%) expect Western Europe to see 
the most restructurings while just 3% point towards Eastern Europe as  
the centre for debt restructuring. 

“We continue to see significant interest in distressed 
assets in Southern Europe, particularly in Spain and 
Italy. However, the influence of local banks and lack of 
confidence of foreign investors in the local insolvency 
regimes means that investors are more cautious in these 
jurisdictions than elsewhere. We have found this results  
in investors undertaking detailed legal due diligence  
pre-investing, in particular with respect to the strength  
of their rights upon a default.” 

Zip Jila, Associate, Bingham McCutchen LLP 

“In Italy there are signals of a slight economic recovery 
but the outlook for 2014 remains unclear. The uncertainty 
in relation to the timing and magnitude of the recovery, 
together with the difficulties of access to credit (in particular 
for medium-sized corporates) are the main risk factors for 
Italian corporates creating potential restructuring situations.” 
Alessio De Comite, Rothschild

Where do you expect most European 
debt restructurings to originate from?

0% 10% 20% 30% 40% 50% 60% 70% 80%

Eastern Europe

Western Europe

Southern Europe

 3%

 24%

 73%

Percentage of respondents

Respondents are almost evenly split in their expectations for distressed 
situations in the Nordic region. Fifty-two percent anticipate an increase  
in distressed situations compared to 2013, while 48% expect a decrease. 

“The Nordic region is now too dependent on the oil and gas sector and  
its other sectors look neglected. Stress in financial markets is visible which 
could spread easily to other sectors if corrective measures are not taken 
now,” a partner at a Switzerland-based hedge fund said. 

“The shared banking sector in the Nordic region and its rising debt around 
the household market is a key concern which threatens its robust 
institutions. Lately unemployment in the Nordic region has increased 
considerably which can increase distress,” a UK portfolio manager noted.  

“The Norwegian bond market is booming. Until recently, 
oil and gas projects have dominated the market but more 
recently mining companies have been active in issuing, and 
restructuring, bonds – Northland and Dannemora are prime 
examples. With a record number of issuances in 2013,  
we expect the following few years to be particularly busy.” 

James Terry, Partner, Bingham McCutchen LLP 

"The view on the Nordic markets is reasonably balanced. 
What would trip this in part is the oil majors’ view on 
investment in 2014 and beyond.” 
Dacre Barrett-Lennard, Rothschild 

Compared to 2013 do you expect distressed 
situations in the Nordic region to increase  
or decrease?

 Increase

Decrease

52%

48%
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A majority of respondents (69%) expect the high yield market now to  
be permanently open, though 31% do not. 

“Given the heady double-digit gains of the past four years, high yield 
investments are poised for a pullback. I think total returns are more or less 
tempered at this point in the economic cycle and opportunities for prices 
to go up are limited,” a partner at a UK-based hedge fund explained.

“High yield bonds offer a relatively attractive yield spread versus treasury 
and other bonds, which act as a cushion for high yield bonds in-spite of 
rate increases. There is plenty of room and the interest in this investment 
cycle is still high, which will keep the high yield market permanently 
open,” the head of trading at a UK-based proprietary desk said. 

“It is as though we are back in the 2005/2006 era in 
terms of new issuances – the market is wide open, with 
exceptionally low yields. However, this could quickly 
change should there be another flare-up in the European 
sovereign crisis.”  
James Roome, Partner, Bingham McCutchen LLP 

“The European high yield market is much deeper than 
previously, and there is a broader spread of both issuers 
and investors.” 
Christian Savvides, Rothschild

Do you consider the high yield market  
to now be permanently opened? 

 Yes

 No

 Eastern Europe

 North America

 Asia

 Western Europe

 Middle East & Africa

69%

31%
32%

30%

2%

20%

16%

Almost a third of those polled (32%) think the best distressed opportunities 
are to be found in Eastern Europe, while 30% expect North America to 
harbour the greatest opportunities. One-fifth of the survey pool identify 
Asia as the most promising region, 16% point to Western Europe and  
2% focus on Middle East & Africa. 

“Because Asia’s economic growth is sputtering and banks face the prospect 
of rising bad debts, investors are seeking opportunities to buy distressed 
debt in Asia and make high returns. Investors are able to spot signs of 
trouble in other key markets such as China, South Korea and India after  
a recent boom in corporate-bond sales sent debt levels higher,” an Ireland-
based proprietary trader said. 

“The interest of distressed investors is now in emerging markets, and among 
[those] Eastern Europe is on top because of their sophisticated market and 
favourable investment policies when compared to other emerging markets,”  
a head of trading at a UK-based proprietary trader said. 

“The UK (and US) will remain the preferred (most 
predictable) jurisdictions for restructurings, however, 
Germany has made efforts to broaden the available 
options – the key task now is to test that in order to 
maximise their effectiveness.”  
Glen Cronin, Rothschild

Where do you expect to find the best 
distressed opportunities going forward?



distressed inVestors surVey

Among those who think the high yield market could waiver in the medium 
term, the largest proportion (68%) expect it to close for stressed companies 
in 2015. A further 23% anticipate a close date earlier than this, in 2014, 
while 10% of respondents think the market will close to stressed companies 
at some point in 2016. 

“Certainly the outlook for high yield bonds has changed, but for investors 
who are looking for income or yield as part of their portfolio, high yield 
bonds still look attractive. Interest rates are very low throughout the fixed 
income universe but the benchmark index for high yield bonds runs in a 
better range for yields, so even while the risk profile is different the junk 
bonds are still attractive relative to investment-grade assets and money 
will continue to flow into them,” a France-based proprietary trader noted. 

“Periods of market disruption generally driven by extended 
political and economic factors, invariably prompt investor 
caution, with the biggest impact felt at the lower end of 
the credit spectrum.” 
Christian Savvides, Rothschild 

“We have found that, albeit at relatively high interest 
rates, there is no shortage of capital available for  
stressed or even distressed companies.”

William Swan, Associate, Bingham McCutchen LLP

If no, when do you expect it to close for 
stressed companies? 

 2014

 2015

 2016

68%

23%

10%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Paper & Packaging
Leisure

Business services
Natural resources

Basic industries
Media

Chemicals & Materials
Utilities

Infrastructure
Telco/Cables

Aerospace
Technology

Consumer/Retail
Transport (incl. Shipping)

Energy
Financial Services

Auto/Auto parts
Property & Construction 19%

4%
2%

17%
28% 70%

68%28%4%
6%
8% 32% 60%

47%44%9%
20%

16% 46% 38%
35%55%
35%55%

10%
10%

35%54%11%
33%45%22%

29%
24%

51%20%
65%11%

18%55%27%
18%47%35%
18%41%41%

40% 40%

28% 66%

79%
81%

Percentage of respondents

 Few opportunities  Some opportunities  Significant opportunities

The majority of respondents anticipate significant opportunities this year 
for distressed investors in the Property & Construction, Auto/Auto Parts, 
Financial Services, Energy, Transport and Consumer/Retail sectors. 

Business Services, Leisure and Paper & Packaging are seen as less promising, 
though generally more respondents expect these sectors to see at least some 
opportunities rather than few. 

“The property market in Europe has lots of opportunities and has strong 
potential for distressed investments. Right now, the property market is the 
elephant in the room which is enormously disproportionate to the scale of 
capital and expertise, giving maximum opportunity,” a UK-based hedge 
fund manager said. 

“I feel the ‘it’ factor here is the revival in the auto and auto parts sector 
in Europe to which the investors are linking to. Similarly, in the consumer 
and retail sector, investors are linking their capital to the revival in the 
sector and aiming for higher returns in the short term,” the head of trading 
at a UK-based proprietary desk said.

Please rate the following in terms of the 
opportunities they present for distressed 
investors in 2014
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 Convertible bonds

 Securitisations/ABS

 High yield bonds

 Private placements

 CDS

 Senior debt

 Second lien debt

 PIK notes

 Mezzanine debt

31%

22%

3% 3%

9%

15%

4%

4%

9%

The largest single group (31%) of respondents think convertible bonds  
are most likely to be attractive as a means to secure control of a credit  
in 2014. Twenty-two percent see securitisations/ABS as most likely to  
be attractive for control of a credit, while 15% identify high yield bonds  
for this purpose. Mezzanine debt and PIK notes, identified by just 3%  
of respondents each, will likely be least attractive.

The result is somewhat similar to the 2013 survey, with the exception  
of mezzanine debt, which this year has been replaced by ABS. 

“The lines between debt instruments have become more 
blurry as restructurings have become more creative. It is 
increasingly common to see instruments with a variety 
of non-traditional features and add-ons that have been 
designed by investors within restructuring discussions.” 

Christopher Leonard, Partner, Bingham McCutchen LLP

Which instrument is most likely to be 
attractive as a means to secure control  
of a credit in 2014?

0% 10% 20% 30% 40% 50% 60% 70% 80%

PIK notes

Senior debt

Securitisations/ABS

Private placements

Second lien debt

CDS

Mezzanine debt

High yield bonds

Convertible bonds 20%25%27%

28%

6% 15% 10%

13%7%10%

11% 9% 9%

15%9%4%

7% 8% 12%

10%7%5%

2% 5% 4%

15% 7%

Percentage of respondents

 Most attractive  Significantly attractive  Attractive

For another year, bonds are ranked highest by respondents. This year, 
both high yield and convertible rank as the first and second most 
attractive instruments in 2014. 

Twenty-seven percent see convertible bonds as most attractive, a further 
25% see them as significantly attractive and 20% say they are attractive. 
At the same time, 28% of respondents identify high yield bonds as most 
attractive, 15% view them as significantly attractive and 7% say they  
are attractive. 

Last year however, 19% of respondents listed mezzanine as the second 
most attractive instrument for 2013, just after high yield bonds and 
followed by convertibles. This year however, mezzanine debt is only 
chosen as most attractive by 6% of respondents. 

At the bottom of the ranking in 2014 there are PIK notes, pointed out 
by just 2% of the survey pool as most attractive, by 5% as significantly 
attractive and 4% as attractive. 

“The problem is there is very little yield in most types of investment grade 
fixed income today. That forces investors to look at asset classes like 
convertible bonds and high yield bonds where there is still some income,” 
a UK-based hedge fund manager said. 

“In the present climate, investors place a high value on 
upside optionality and control. Convertible bonds offer 
investors both and so are, unsurprisingly, often investors’ 
preferred instruments.” 
Elisabeth Baltay, Partner, Bingham McCutchen LLP

Out of the following, please rank the three 
instruments that you think will offer the most 
attractive investment opportunities in 2014
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Nearly three-quarters (73%) of the survey pool expect an increase in high 
yield related restructurings in the next 18 months, while 27% do not. 

“The wave of restructurings that was expected in the aftermath of the 
financial crisis has not changed much and the surge in investors' appetite 
for high-yield debt is widely known, affecting refinance and overall 
restructuring,” the head of trading at a UK-based proprietary desk said.

“There have been record volumes of issuances of high 
yield bonds during 2013 and the re-emergence of 
covenant-lite with a vengeance. At some point, there  
could be a large increase in high yield defaults and 
related restructurings, should there be a drop in 
confidence within Europe, restriction of liquidity  
or a rise in interest rates, but it is hard to predict  
whether any of these will happen during 2014.” 

Mark Fucci, Partner, Bingham McCutchen LLP

Do you expect an increase in high yield 
related restructurings in the next 18 months? 

 Yes

 No
27%

73%

More than three-quarters (77%) of respondents expect to witness more 
in-court debt restructurings in 2014 than during 2013, compared to 23% 
who do not. 

The result is an increase compared to last year, when 65% opted for the 
yes vote. This may be also linked to the growing use of court processes, 
especially in UK courts, to implement Amend & Extend plans and force 
dissenters to accept the debt renegotiations. 

“Insolvency reforms across Europe have facilitated in-court restructurings 
as disagreements in out-of-court restructurings cause further delay and 
stress,” a France-based proprietary trader said. 

“Despite considerable efforts by a number of European 
jurisdictions to upgrade their insolvency and restructuring 
regimes, consensual, out-of-court restructurings remain 
the preferred approach for corporate restructurings 
primarily for reasons of speed, certainty and flexibility 
but also because most court proceedings tend to be 
liquidation procedures.” 

Liz Osborne, Partner, Bingham McCutchen LLP 

“A number of European jurisdictions have recently reformed 
their insolvency and restructuring regimes; in many (for 
example, Spain), the jury is still out as to what impact,  
if any, these reforms will have.” 

Emma Simmonds, Partner, Bingham McCutchen LLP

Do you expect to witness more in-court debt 
restructurings in 2014 than during 2013?

 Yes

 No

23%

77%
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A significant majority (82%) of those polled think there will be increased 
interest in Southern European debt/assets while just 18% do not. The 
scenario is still the same as last year when 70% of respondent said they 
expected increased interest. 

“The stigma of undergoing an insolvency process remains 
strong in Southern Europe meaning debtors will opt for 
out-of-court restructurings where possible. This preference 
is, of course, limited to the personal protections that an 
insolvency filing may provide to individual directors.” 

Barry Russell, Partner, Bingham McCutchen LLP 

“The behaviour of Spanish banks has completely changed 
and they are starting to sell materially to distressed 
investors their non-performing and sub-standard loans.” 
Beltran Paredes, Rothschild

Do you think there will be an increased 
interest in Southern European debt/assets? 

3.40 3.50 3.60 3.70 3.80 3.90 4.00 4.10 4.20 4.30 4.40

United States

Italy

France

Spain

Germany

United Kingdom
 4.08

 4.06
 4.07

 4.09

 3.98
 3.92

 3.90
 4.10

 3.71
 3.82

 3.79
 3.80

 3.75
 3.76

 3.82
 3.77

 3.78
 3.83

 3.75
 3.88

 4.13
 4.12

 4.14
 4.32

Mean

 Yes

 No

18%

82%

Across each of the key aspects: speed, efficacy, outcome and range 
of available options; the US is seen as the best jurisdiction following a 
bankruptcy. The UK comes in second, achieving mean ratings of between 
4.06 and 4.09. Germany is rated third across most of the factors, except 
for range of available options, where it comes out marginally ahead of the 
UK. Spain, France and Italy are all rated at a similar level, with some mild 
variances. Italy is seen as slightly better for range of available options, 
while Spain is rated lowest for speed. 

Following the introduction of Germany’s new insolvency regime, known 
as ESUG, the range of tools available to restructuring practioners has 
definitely increased. However, despite some successes respondents  
rightly point out that there is still room for improvement in other areas. 

“The new German insolvency regime and its successful 
application on various large restructuring cases demonstrates 
Germany’s move to a more restructuring-friendly jurisdiction.” 
Christian Halász, Partner, Bingham McCutchen LLP 

“The French legal environment for restructuring is expected 
to evolve in 2014 with more rights for creditors who may 
be given the ability, in some limited instances, to kick out 
shareholders who refuse to act reasonably in an in-court 
restructuring.” 

Arnaud Joubert, Rothschild

Rate the following bankruptcy jurisdictions  
on a scale from 1 to 5

 Speed  Efficacy  Outcome

 Range of available options
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Of those who expect increased interest in debt and assets in Southern 
Europe, just over half (51%) think investors are mostly looking at sovereign 
debt and debt of sovereign-owned or part-owned companies. Twenty-six 
percent see investor focus on the financial sector, 18% think assets up for 
sale/to be privatised will attract most interest, while just 5% see direct 
lending as most interesting. 

If yes to the previous question, what are 
investors mostly looking at? 

Spain is singled out by 43% of those polled as the most interesting 
country to invest in debt or assets. Just over a quarter (26%) think Italy  
is most interesting, 16% point to Portugal and 15% identify Greece. 

“It is not surprising that Spain has been of central interest 
for distressed investors given the challenges that its economy 
has faced. However, investors need to price in the risk that 
the debtor files for the pre-insolvency procedure, as well as 
the risk related to the Spanish insolvency process generally. 
The Spanish insolvency process is burdensome and typically 
results in significant value deterioration.”  
Barry Russell, Partner, Bingham McCutchen LLP 

“Banks in Spain are either selling at serious discounts 
or converting into quasi-equity instruments. Therefore, 
there will be plenty of refinancings (in Spain) that need 
to be reworked once again because they didn’t address 
overleverage in their previous deals. Companies will 
realise this time that debt is no longer only held by  
banks; funds will also be part of the solution." 
Beltran Paredes, Rothschild

Which “PIGS” country do you think is most 
interesting to invest in debt/assets? 

  Sovereign debt and debt  

of Sovereign-owned or  

 part-owned companies

 Financial sector

 Assets up for sale/�to be privatised

 Direct lending

  Spain

 Italy

 Portugal

 Greece

51%

5%

26%

18%

43%

15%

26%

16%
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Over half of respondents expect liquidity in the primary market to increase 
between 20-29% in 2014. A further 29% anticipate a rise in liquidity of 
10-19%. Ten percent see liquidity rising by 0-9% while contrastingly,  
9% think liquidity will rise by 30-39%. 

In percentage terms, how much will liquidity 
increase in the primary market in 2014? 

Like last year, over 70% of the survey pool expects liquidity in the primary 
market to increase in 2014.

Do you expect liquidity in the primary market 
to increase in 2014?

 Yes

 No

 0–9%

 10–19%

 20– 29%

 30 – 39%

27%

73% 52%

9% 10%

29%
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The key driver behind primary market activity in 2014 will be refinancings, 
according to 46% of the survey pool. The next major driver is M&A, 
identified by 32% of those polled, while 17% think dividend payouts  
will be a key driver. A small slice (5%) of the survey pool think leveraged 
buy-outs will drive the most activity. 

“Given the volume of maturities in 2014, it is inevitable that 
most issuances will be to refinance existing debt. However, 
with low yields and increasing business confidence, it is 
perhaps likely that M&A-related issuances will account  
for an increased proportion of such issuances. 
Jeff Sabin, Partner, Bingham McCutchen LLP 

“There was a huge volume of issuance in 2013, roughly 
€67bn in each of the high yield bond and leverage loan 
markets, so to the extent there was a refinancing 'wall' it 
has gone. Of course refinancing is a permanent, recurring 
feature of the market, but we expect to see more M&A 
driven volume in 2014.” 
Christian Savvides, Rothschild

What will be the key driver behind primary 
market activity in 2014?

0% 20% 40% 60% 80% 100%

Banks

Collateralised loan obligations

Hedge funds

Mutual funds,
insurance companies

and pension funds
 92%

 63%

 36%

 33%

Percentage of respondents

A compelling majority (92%) of respondents expect mutual funds, 
insurance companies and pension funds to be the largest providers  
of liquidity in 2014. A significant proportion (63%) expect hedge funds  
to support market liquidity, while a smaller chunk point to collateralised 
loan obligations (CLOs) (36%) and banks (35%) as supporting liquidity.  

Who will be the players behind primary 
market liquidity in 2014?

 Refinancings

 M&A

 Dividend payouts

 Leveraged buy-outs
46%

5%

32%

17%
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The number of respondents thinking alternative investors will fill the 
hedging gap left by banks increased this year to 64% from 49% last year.

“Given that distressed opportunities in Europe have not been 
as prolific as one might have expected, hedge funds should 
have both the capacity and appetite to take full advantage 
of the widespread opportunities exposed by certain banks’ 
retreat from the lending market. Opportunities that might 
have once been insufficiently exciting for alternative investors 
are now seen as attractive.” 

James Terry, Partner, Bingham McCutchen LLP

Do you expect hedge funds to fill 
the lending gap? 

Just 1% think lending ability is unchanged and 28% see a moderate 
impact of between 0% and 25%. 

Over half (54%) think the rules have damaged lending capacity by 
between 25% and 50% and a further 17% of the survey pool see the 
outcome as more severe, reducing lending ability by more than 50%. 

“Basel III may still be modified, but what is clear is that 
lower rated loans will require more capital. This will push 
up pricing and reduce volumes available as banks factor 
in the greater cost to their operations.” 
Richard Millward, Rothschild

In percentage terms, to what degree do you 
think banks’ ability to lend new money or 
extend existing debt facilities has diminished 
as a result of Basel III rules? 

Between 0%–25%

Between 25%–50%

More than 50%

 Unchanged

 Yes

 No

17%

1%

28%

54%

36%

64%
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Sixty-one percent of respondents think there is a reasonable amount of 
liquidity in the secondary debt market in Europe, compared to 28% who 
think there is not very much liquidity. Just 11% of respondents claim 
there is a lot of liquidity in Europe’s secondary debt market. Last year,  
a majority of 53% thought the secondary market experienced a reasonable 
amount of liquidity. 

“Because of the debt crises and uncertainty around the euro's future,  
a significant amount of capital was pulled out from the market, causing 
liquidity in the secondary debt market to decline. However, as the bond 
market has now revived again and investors are lined up to invest in it, 
liquidity will increase,” a proprietary trader said. 

How much liquidity is there in the secondary 
debt market in Europe?

A lot of liquidity

A reasonable amount of liquidity

Not very much liquidity

28%

61%

11%

Over half of respondents (57%) think the level of liquidity will increase 
in 2014 and 43% think the level will stay the same. No respondents 
expect the level of liquidity to decrease.

“There is a constant and large inflow of new, patient investors which 
will increase liquidity in the secondary market. Entering the secondary 
debt market and investing in it is regarded better in terms of restrictions 
and opportunities than the primary market,” a France-based hedge fund 
manager said. 

“I wouldn’t say liquidity in the secondary debt market is very high now, 
considering the quick changes in the market. I feel the market is still 
holding onto a reasonable amount of liquidity, which will improve in  
the next 12 months,” a proprietary trader said. 

Do you think this level of liquidity will 
increase, decrease, or stay the same  
in 2014?

 Increase

Stay the same

43%

57%
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Respondents plan to slightly decrease capital allocated to primary high 
yield bonds, distressed debt and listed corporate equity in 2014. A greater 
proportion of capital is scheduled for the secondary bond/loan market, 
direct lending and CDSs. CMBS/real estate will see a marginally smaller 
proportion of capital while allocation to fallen angles will remain more  
or less flat. 

Where have you deployed your capital in 
2013? Where do you expect to allocate  
your capital in 2014?

0% 5% 10% 15% 20% 25%

Fallen angels

CMBS/real estate

CDS

Direct lending

Secondary bond/loan market

Listed corporate equity

Distressed debt

High yield bonds primary
 21.3%

 20.1%

 19.5%
 17.1%

 18.6%

 13.8%
 14.8%

 9.8%

 9.7%
 11.9%

 4.8%
 4.3%

 3.0%
 3.0%

 12.1%

 17.2%

Mean allocation percentage

 2013  2014

Only a minority (7%) of those surveyed have capital locked up for five 
years or more. The largest single group of respondents (49%) have capital 
locked up for one to two years. Forty-four percent have capital locked up 
for six months to one year.

How long do you have capital locked up for?

 6 months to 1 year

 1–3 years

 5 years plus

49%

7%

44%
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Sixty-eight percent of the survey pool are actively raising long-term capital 
for direct lending, though 32% are not doing this. 

“We are diversifying our investments and direct lending is a now a key 
area. As banks have reduced their direct lending activity due to policy 
restrictions there are now new opportunities for non-traditional investors 
like us. The margins are not yet compressed in direct lending,” a director 
at a UK-based proprietary trading desk said. 

“The opportunity in direct lending is more compelling as we are able to 
demand more attractive terms than in the broadly syndicated loan and high 
yield bond market where increased demand has compressed margins and 
weakened financial covenant protection for us,” a proprietary trader noted.

Are you actively raising long-term capital  
for direct lending? 

 Yes

 No32%

68%

In line with last year’s results, 60% of respondents have increased asset 
allocation to distressed investing in the last 12 months compared to 40% 
who have not. 

“I think the distressed situations are not as attractive as they used to be  
and companies are up for heavy negotiations as they are able to find capital 
from a wide range of sources and at cheap rates. Moreover, last year the 
situation was not favourable for investments including for distressed debt,”  
a managing director at a Netherlands-based hedge fund said.

Have you increased your asset allocation to 
distressed investing in the last 12 months?

 Yes

 No

40%

60%
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Sixty percent of those polled are not actively raising funds to invest in 
distressed debt, though 40% indicate that they are, a continuation of last 
year’s trend when 45% of respondents indicated they were raising funds. 

“There is lot of business to be done in the distressed market and as a 
hedge fund the risk involved is attractive to us for the high returns we 
could generate when the markets are turning and there is better market 
view,” a portfolio manager at a France-based fund said.  

Are you actively raising funds to invest 
in distressed debt?

 Yes

 No

60%

40%

Most respondents expect their distressed allocation to stay the same 
(42%) or decrease (35%) in 2014, while 23% anticipate it will increase. 
Last year only 11% expected to decrease their allocation, while 43% 
signalled they would have increased it. 

“Distressed investments did not yield the desired results to us last year 
and our capital got locked up, so we will now reduce our investments in 
distressed assets and will invest in other opportunities,” a director at a 
UK-based fund said. 

“Debtors have remained able to find short-term financing 
from a variety of sources. As a result, many of them have 
avoided significant restructurings of their operations or 
their obligations. So opportunities for aggressive moves 
from distressed players have been relatively few. It is  
not clear how long this dynamic will last, though we  
are starting to see evidence of some change.” 
Timothy DeSieno, Partner, Bingham McCutchen LLP

What do you expect to happen to your 
distressed allocation in 2014?

 Increase

Stay the same

Decrease

35%

42%

23%
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Just over half of those polled (52%) anticipate tougher fundraising 
conditions in 2014 compared to 48% who do not. This is a small change 
compared to last year when only a minority (43%) expected fundraising 
conditions to toughen in 2013. 

“Fundraising will get difficult and it will be tougher to source distressed 
opportunities. The key challenge will be dealing with high valuations which 
are not in accordance with the market. Also, companies in distress are 
now finding ways to sustain and refinance to prevent themselves from 
restructuring,” a portfolio manager at a France-based fund said.  

Do you anticipate tougher fundraising 
conditions in 2014?

 Yes

 No

 Funds-of-funds

 Banks

 Pension funds

 Insurance companies

 High-net-worth individuals

 Family offices

48%

52%

23%

23%

3%

18%

18%

15%

An equal proportion of the survey pool expect funds-of-funds and banks 
to represent the largest investment in distressed funds in 2014, with 23% 
of respondents identifying each source. Pension funds and insurance 
companies are each highlighted by 18% of the survey pool as the largest 
sources for investment in distressed funds this year, while 15% point to 
high-net-worth individuals as the greatest source. A small proportion (3%) 
of the survey pool believe family offices will represent the largest source 
for investment in distressed funds. 

“Banks are no more scaling back their lending activity and are now again 
the major source of funds for distressed funds,” a managing director at  
a UK-based proprietary trader noted. 

Which source do you expect to represent the 
largest investment in distressed funds in 2014?
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In total, 62% of the survey pool expect private equity to be either the 
primary, secondary or tertiary source of long-term exits from European 
distressed debt. Fifty-seven percent see distressed OTC trading or sale 
to other distressed players as among the top three sources, with 28% 
placing this as the primary source. A significant proportion (23%) of 
those polled identify strategic buyers as the tertiary source, with 40% 
viewing this source in the top three. Thirty-eight percent of respondents 
expect refinancing to be among the major sources of liquidity for long-term 
exits. Thirty-one percent identify public markets and 25% see existing 
shareholders as some of the top sources. 

“Public markets have improved in the last six months and investors are 
confident of allocating capital to them, thus it is now an attractive source 
of liquidity. Private equity players have a lot of accumulated cash, which 
will also provide more liquidity,” a managing director at a Netherlands-
based fund said. 

What do you expect to be the primary source 
of liquidity for long-term exits from European 
distressed debt? 

0% 10% 20% 30% 40% 50% 60% 70% 80%

Existing shareholders

Public markets

Refinancing 

Strategic buyer

Distressed OTC trading/sale
to other distressed players

Private equity 12%24%26%

13%16%28%

23%12%5%

20%15%3%

7%12%12%

8%6%11%

Percentage of respondents

 Primary source  Secondary source  Tertiary source 

Respondents are split in their opinions about the difficulty of sourcing 
distressed opportunities in Europe this year, with 53% expecting it will be 
more difficult and 47% thinking it will be easier. Last year, 37% of those 
surveyed thought it would have become more difficult to source distressed 
opportunities in 2013. 

“There are a number of reasons – such as increased competition, higher 
valuations, and a decrease in distressed assets – all because of the 
growing economy,” a fund managing director said. 

“We have found that clients who are able to source 
distressed opportunities and get involved with a meaningful 
stake so as to secure a seat at the table at an early stage 
of a restructuring are rewarded with better information, 
which can lead to an enhanced negotiating position and, 
ultimately, improved returns.”  
Axel Vogelmann, Partner, Bingham McCutchen LLP

Do you expect it to be more or less difficult  
to source distressed opportunities in Europe 
in 2014?

 More

 Less

53%

47%
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In line with last year’s respondents, over half (56%) of those surveyed 
this year are not actively seeking new money investments in stressed 
scenarios, though 44% are. 

“With fewer distressed opportunities available across 
Europe, there is higher interest and competition amongst 
investors as and when one arises. Ironically, this has 
sometimes led to increased borrowing options on the  
part of the struggling debtor.” 

Tom Bannister, Partner, Bingham McCutchen LLP 

“Across the market we see an increase in the supply of  
new money for special situations. The problem is lack of 
opportunity to deploy.” 
Dacre Barrett-Lennard, Rothschild

Are you actively seeking direct new money 
investments in stressed scenarios?

 Yes

 No

56%

44%

Among those respondents who are actively seeking new money investments 
in stressed scenarios, 48% indicate a focus on senior debt. Twenty percent 
are seeking investments in equity, 16% in subordinated debt and another 
16% are looking at super senior debt.  

Last year, senior debt was chosen by 69% of respondents followed by 
equity, super senior and subordinated debt.  

“For those investors who are able to urgently provide new 
money as part of a restructuring, their list of asks will 
be longer than it might have been in the past – they are 
unlikely to be satisfied with simply securing super priority 
status and are more likely to capitalise on their leverage 
and request additional security, control rights and more.” 

James Terry, Partner, Bingham McCutchen LLP

If yes, in what form?

 Senior debt

 Equity

 Subordinated debt

 Super senior debt16%

16%

20%

48%
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Of those who do expect to invest in out of the money swaps, 65%  
are pursuing a loan to own/control strategy while 35% are pursuing  
par repayment. 

“They are significantly cheaper to own than the underlying ones and 
possess what I consider to be built-in stop-loss protection. It is a solid 
strategy that offers the important benefits of leverage and downside 
protection,” a senior managing director at a UK-based hedge fund noted. 

“Assets in out of the money swaps create cheap synthetic call options. 
They are particularly attractive and are more efficient through loan to  
own or control,” a managing partner at a UK fund said.  

“Out of the money swaps are a new area which is gaining attention and has 
also given investors some joy. We will also explore it with small investments 
for now,” a director of trading at a German proprietary trader noted. 

If yes, what strategy are you pursuing? 

Marginally less than half (48%) of the survey pool expects to invest in  
out of the money swaps, compared to the remaining 52% who do not. 

“Swaps add another potentially interesting route into 
restructuring transactions, particularly if bank debt has not 
traded, it could also form part of a loan-to-own strategy.”  
Glen Cronin, Rothschild

Do you expect to invest in out of  
the money swaps?

 Yes

 No

 Loan to own/control

 Par repayment

52% 48%

35%

65%
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A return of 10-15% is expected by 62% of those polled when investing 
in distressed debt in 2014, while 33% expect a return of 16-20%.  
Two percent expect smaller returns, between 5% and 9%. A further 
2% of those surveyed expect returns at the higher end of the scale, 
between 21-30% and a small slice (1%) of the survey pool expect 
returns over 30%. 

“Competition in the distressed debt arena has increased significantly and 
the return rate has decreased with it. We are targeting the average rate  
of returns,” a senior managing director at a UK-based hedge fund noted.

“I feel returns in distressed debt will not stay the same and will decline 
in 2014 as the window for extraordinary returns has shrunk because 
of improvements in financing for distressed companies,” a head of 
proprietary trading at a Germany-based fund said. 

“A return of above 15% is the minimal expectation for the high risk 
involved in distressed debt investments and we are confident of  
achieving this,” the CFO of a Switzerland-based fund said. 

“Returns are harder to find with asset prices so high. 
Investors will need to venture off the beaten track to  
find them.” 
Dacre Barrett-Lennard, Rothschild

What percentage return do you expect when 
investing in distressed debt in 2014?

 5–9%

 10–15%

 16–20%

 21–30%

 Over 30%

33%

62%

2%2% 1%

The largest single group of respondents (52%) report returns between  
10-15% in 2013, while the next largest group (44%) report returns 
between 16-20%. A small number of those polled (2%) experienced 
returns between 5-9% and at the other end of the spectrum, 2% of 
respondents achieved returns between 21-30%. 

“Returns in most of 2013 remained above average which was carried from 
2012, but over the next year these higher returns will not be sustained,” 
the head of a proprietary desk based in Germany said. 

“We made some wrong investments and exited with the wrong source. 
Due to this we did not get returns as expected and fell short,” a managing 
partner at a UK-based proprietary trader said. 

What percentage of return have you achieved 
in 2013? 

 5–9%

 10–15%

 16–20%

 21–30%
44%

52%

2% 2%
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In line with last year’s results, the majority of respondents (64%) think 
acquiring a blocking stake will be the key to loan-to-own strategies in 
2014, while 36% think this is not the key. 

“We expect the trend of companies implementing 
restructurings by way of schemes of arrangement in 
the UK to continue into 2014; but there may be some 
interesting situations if minority investors seek to block 
or challenge a scheme of arrangement in order to further 
their loan-to-own strategy.” 

Liz Osborne, Partner, Bingham McCutchen LLP

Do you think acquiring a blocking stake will 
be the key to loan-to-own strategies in 2014?

Over half of respondents (53%) do not seek equity control of companies 
via a “loan-to-own” strategy, compared to 47% who do seek equity 
control in this way. This is a change compared to last year when 68%  
of those surveyed said they sought equity control. 

“The reduction in focus on loan-to-own strategies reflects 
market conditions expected in 2014.”  
Dacre Barrett-Lennard, Rothschild 

“We have assisted a number of investors in executing loan-
to-own strategies. Although subject to execution risk and 
often vulnerable to a number of external factors, the entry 
price for the investor is often significantly less than what the 
investor would have paid via a conventional M&A process.”

Elisabeth Baltay, Partner, Bingham McCutchen LLP

Do you seek equity control of companies  
via a “loan-to-own” strategy?

 Yes

 No

 Yes

 No

53%

47%

36%

64%
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A compelling majority (77%) of those polled expect an increase in the 
number of investors intent on acquiring control through equitisation in 
2014 compared to 23% who do not foresee such a trend. This follows  
last year's trend when 82% of respondents voted yes. 

Do you expect an increase in the number of 
investors intent on acquiring control through 
equitisation in 2014?

 Yes

 No

23%

77%

0% 10% 20% 30% 40% 50% 60%

Acquisition history

Maturity of amortisation of debt

Profit warnings

CDS prices

Management change

Price movement in quoted
instruments (i.e. debt, shares)

Financial ratios

Cash balances and available
headroom on facilities

Economic trends and 
performances by geography/ 

industry (including competitors) 
10%26%21%

17%10%21%

17%8%18%

14%15%8%

11%13%9%

10%6%10%

10%8%6%

6%11%5%

5%3%2%

Percentage of respondents

 Most important  Important  Moderately important

The most important metric to determine potential investment opportunities 
is economic trends by geography/industry (including competitors). Twenty-
one percent of respondents identify this as most important, 26% see it as 
important and 10% view it as moderately important. The next key metric 
by overall ranking is cash balances and available headroom on facilities, 
identified as most important, important or moderately important by 48% 
of those polled. Acquisition history is by far the least important, with just 
2% seeing it as most important, 3% pointing it out as important and 5% 
viewing it as moderately important.  

“A management change is a big event to notice and based on the 
management change we can decide whether a company is attractive 
or not. Profit warnings are the basic factors to consider for determining 
potential investment opportunities,” a director of trading at a Germany-
based fund said.  

“Tracking cash balances is important because it indicates how much 
the potential target could be valued and negotiated upon based on the 
market dynamics. Also, financial ratios need to be tracked and carefully 
examined to invest with the right value,” a managing partner at a UK-
based fund noted. 

“Investment opportunities are directly related to economic trends and 
the location of the asset. Europe as a geography is very volatile and its 
recovery is weak, and as our investments are primarily based in Europe 
we have to keep a track of the economic trends,” the senior managing 
director at a UK fund said. 

What are the key metrics you are tracking to 
determine potential investment opportunities? 
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Pension deficit

Unionisation

Extent of CDS
referencing/guarantees

Intercreditor issues/
debt documentation 

Timeframe for exit at
required rate of return

Legal jurisdiction

Access to funds internally

Regulatory risk

Cash need of the business

Market uncertainty

Leverage multiple 12%22%16%

16%9%25%

15%18%15%

16%10%11%

11%10%10%

10%9%11%

5%6%8%

6%8%2%

7%4%2%

2%

3%

1%

Percentage of respondents

 Most important  Important  Moderately important

What are the main issues preventing your 
investment in distressed businesses? 

The main issues preventing investment in distressed businesses are 
leverage multiples, market uncertainty and cash needs of the businesses. 
Overall, leverage multiples and market uncertainty are each identified by 
half of respondents as either most important, important or moderately 
important. A quarter of those polled see market uncertainty as the most 
important preventative issue compared to 16% who think leverage 
multiple is important. The least important issues are unionisation and 
pension deficit, highlighted by just 3% of the survey pool each as key 
preventative issues. 

“Because of all the uncertainty, releasing funds for distressed debt 
investments is a matter of scrutiny and this cautious approach makes  
it difficult to invest in distressed investments,” a Germany-based director  
of trading said. 

“Unexpected regulatory changes increase the risk factor in distressed 
debt investments and currently in Europe the regulatory climate is very 
uncertain,” a managing partner at a UK-based fund noted.

“We find it difficult to keep our cash liquid which is again due to market 
uncertainty. Also regulatory uncertainty is a big hurdle, because of which 
we cannot make quick decisions,” the head of trading at a Germany-based 
fund said. 

“A decrease in the perceived jurisdictional issues,  
as funds build on their experience outside traditional 
markets, brings ‘older’ issues such as leverage and  
cash back to the fore.”   
Dacre Barrett-Lennard, Rothschild
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Almost three-quarters (73%) of the private equity executives surveyed 
relay positive sentiments regarding the trajectory of the European Union 
economy over the next couple of years. An investment director based 
in Düsseldorf said: “The European economy is slowly coming out of 
contraction and the risks in European markets have decreased notably for 
the financial services sector, including sovereigns and banks in vulnerable 
countries. European countries have regained confidence in the integrity 
of the euro area and are determined to bring public debt back on a 
sustainable path and to progress with the necessary post-crisis reforms.” 

The remaining 27% of the survey pool are not so optimistic, expecting 
Europe to generally stagnate over the next couple of years. A UK respondent 
said: “Europe is struggling with macroeconomic uncertainties and falling 
living standards. I think much is required to drive forward a robust recovery 
and thereby induce growth. For now I think the European economy will stay 
stagnant and all the measures taken will not help much.” 

How would you characterise the trajectory  
for the European Union economy over the 
next couple of years?

 Growth

 Stagnant

73%

27%

In the fourth quarter of 2013, Debtwire 
canvassed the opinions of 30 private 
equity investors to gauge their views on 
restructuring and the state of the market. 

The interviews were conducted by  
telephone and the respondents were 
guaranteed anonymity. The results are 
presented in aggregate. 
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Thirty-seven percent of those polled indicate that 21-30% of their portfolio 
underwent a covenant reset, covenant amendment or maturity extension 
in 2013. A further 27% said that 31-40% of their portfolio underwent 
these measures. 

In the survey taken last year, 20% of respondents had to take these measures 
on over 25% of their portfolio; between 16% and 25% of the portfolio was 
affected for 37% of those polled. 

What percentage of your portfolio underwent 
a covenant reset, covenant amendment or 
maturity extension in 2013? 

Respondents are even more optimistic about the UK economy than 
they are about the European Union as a whole. Only 13% of those polled 
expect the UK to be stagnant over the next two years. Compellingly, 87% 
anticipate growth. A Swiss managing partner said: “The UK economy will 
be the fastest-growing of the major European economies over the next 
two years. Recovery in the UK economy is picking up speed because of 
internal demand and also appropriate measures by the government to 
improve employment and return financing to the market.” 

Among the negative commenters is a Swedish respondent, who warns that 
the UK is not immune to crises elsewhere in Europe. “The UK depends a 
lot on other European markets to support its growth, so the debt crises in 
Europe have had a significant impact on its economy. Now a slow recovery  
in Europe will further affect the recovery in the UK and stagnate its economy.” 

What about the UK economy? 

 Growth

 Stagnant

 0-10%

 11-20%

 21-30%

 31-40%

 Above 40%

13%

87%

13%

27%

10%

13%

37%
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0% 10% 20% 30% 40% 50% 60%

H1 2014

H2 2014

H1 2015

H2 2015

  3%

  40%

  50%

  7%

Percentage of respondents

About half of those surveyed expect European restructurings to peak in 
the first half of 2015. One respondent noted: “Restructurings in Europe 
will continue to happen as not every company will be able to pay off or 
extend maturities.” 

Forty percent of the survey pool expects the crest to come earlier than 
this, in the second half of 2014. 

When do you expect the volume of European 
restructurings to hit its next peak or has this 
already happened?

Asked what percentage of their portfolio underwent some form of financial 
restructuring in 2013, the most common response was 31-40%, given by 
30% of respondents. Twenty-seven percent of those polled cited a range 
of 11-20%. One fifth of the survey pool gave their answer as somewhere 
between 21-30%, while 17% of the survey pool said above 40% of their 
portfolio underwent financial restructuring last year. 

One London-based partner explains: “Some of the portfolio companies were 
not able to get maturity extensions and had to undergo debt restructurings.” 

Last year some 32% of private equity respondents said that over 25%  
of their portfolio underwent some form of financial restructuring in 2012.

What percentage of your portfolio underwent 
some form of financial restructuring in 2013?

 0-10%

 11-20%

 21-30%

 31-40%

 Above 40%

17%

30%

7%

27%

20%
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Thirty seven percent of respondents say that the greatest challenge to 
completing financial restructurings is an unworkable business model in  
the current climate. Availability of funds and lender perception of sponsors’ 
available funds or track record are each cited by 23% of those polled. 

In 2012, availability of funds emerged as the biggest challenge to completing 
financial restructuring (67% of respondents) followed by divergent creditor 
attitudes (50%). 

What is the greatest challenge to completing 
financial restructurings?

0% 5% 10% 15% 20% 25% 30% 35%

Failure to amend covenants

Overly aggressive base case

Liquidity shortfall

Too much leverage

Failure to refinance   33%

  23%

  17%

  13%

  13%

0% 5% 10% 15% 20% 25% 30% 35% 40%

Divergent creditor attitudes

Low valuations

Availability of funds

Lender perception of sponsors’
available funds/track record

Unworkable business model
in current climate   37%

  23%

  23%

  10%

  7%

Percentage of respondents Percentage of respondents

Failure to refinance is the single largest contributing factor to trigger 
restructurings for private equity portfolio companies, according to about 
one-third of the survey pool. The next most common explanation is that 
portfolio companies are over-leveraged, given by 23% of those polled. 
A further 17% say liquidity shortfall is the biggest trigger, 13% point to 
overly aggressive base cases and 13% indicate failure to amend covenants 
as the key issue. 

Compared to 2013, failure to refinance and too much leverage remain the 
prime factors contributing to financial distress with 60% of respondents 
last year placing both factors on the podium with equal percentages. 

What do you expect to be the single largest 
contributing factor to trigger restructurings  
for private equity portfolio companies?
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0% 10% 20% 30% 40% 50%

Build a relationship
with your syndicate

Be flexible

Avoid over-aggressive valuations
in a competitive bid process

Work on contingency plans

Focus on management/
operational issues

Approach lending syndicates
early in the event of stress

Avoid maintaining high leverage   20%  30%

20%17%

13%17%

20%7%

13%13%

10%10%

3%7%

Percentage of respondents

 Most important lesson  Second most important lesson 

Over half (57%) of those polled say that they are more likely to inject 
additional equity in portfolio companies this year compared to last year. 

Similarly, during last year’s survey a clear majority (67%) of respondents 
indicated that they would have been more likely to inject additional equity 
into their portfolio companies compared to the previous year. 

Are you more or less likely to consider 
injecting additional equity in portfolio 
companies this year compared to last year?

 Less likely to inject  

 additional equity

 More likely to inject  

 additional equity

57%

43%

According to 30% of respondents, the most important lesson that the 
private equity industry has learned from restructurings completed in 2013 
is to avoid maintaining high leverage. A further 20% indicated that this 
was the second most important lesson, amounting to half the survey pool 
seeing this as a critical lesson. Thirty-seven percent of the survey pool said 
that the most important or second most important lesson is to approach 
lending syndicates early in the event of stress. A further 30% of the survey 
pool said that to focus on management/operational issues is the most or 
second most important lesson to learn from the year just passed. 

A similar set of results emerged from last year's survey when 33% of 
respondents said that avoiding maintaining high leverage was the main 
lesson to learn from 2012, followed by 30% pointing to the need to avoid 
aggressive valuations. 

An Investment Director in Glasgow said: “High leverage has proven to be 
the biggest mistake by private equity firms. Focusing on operational issues 
will be on the agenda for private equity firms now as they want to make 
the management responsible to ensure better returns.” 

What lessons has the private equity industry 
learned from restructurings completed in 2013?
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Forty-seven percent of the survey pool injected additional equity into  
26-50% of their portfolio companies in 2013. A further 23% injected 
equity into between 11-25% of their portfolio companies. A small but 
significant proportion (13%) say they made no additional injections in  
the year just passed. 

The results imply last year respondents were slightly optimistic as 20% of 
those surveyed predicted that none of their portfolio companies would have 
needed additional equity in 2013, 20% indicated they were in the 0-10% 
bracket, 37% voted for the 11-25% and 23% went for 26% to 50%. 

What percentage of your portfolio companies 
have you injected additional equity into in 2013? 

Almost half (47%) of respondents will have to consider injecting additional 
equity into 26-50% of their portfolio companies in 2014 compared to 23% 
last year. Nearly a third (30%) may have to commit additional funds to 11-
25% of their investee firms, a small decrease compared to 37% last year. 
Just 3% of those surveyed say they won’t have to consider any additional 
equity injections in 2014, down from 20% last year. 

What percentage of your portfolio companies 
will you have to consider injecting additional 
equity into in 2014?

 None

 0-10%

 11-25%

 26-50%

 Over 50%

 None

 0-10%

 11-25%

 26-50%

 Over 50%

47%

30%

10%
3%10%

47%

23%

13%

13%
3%



priVate equity surVey
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in the fund

Amount of equity
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Expected return on new monies   20%  23%  20%
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  17%  20%  23%
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  7%  17%  23%

27%  10% 3%

13%  13% 13%

  17%  13%

Percentage of respondents Percentage of respondents

 Most important  Second most important  Third most important  Most important  Second most important  Third most important

When making new money injections, 23% of respondents see better 
covenants as the most important areas where leniency is expected from 
lenders. An additional 23% say this is the second most important issue 
and 20% place it third in terms of importance. The next key area where 
investors expect leniency is to write down existing debt, identified by 
60% of those polled as in the top three most important factors. Forty-
seven per cent of the survey pool placed priority return for new money in 
the top three most important issues when making new money injections.  

What leniencies do you expect from lenders  
in return for new money injections? 

Expected return on new monies is seen by 63% of respondents as one 
of the top three most important considerations when reviewing new 
investments in portfolio companies. The next critical consideration, 
according to responses, is returns already achieved by the fund, with 
57% of respondents placing it either first, second or third in terms of 
importance. Amount of equity invested to date is identified as most 
important by 20% of respondents, with 53% placing it among the top 
three factors. 

In 2013, the expected return on additional investment was the most 
important consideration when providing extra funding for 38% of 
respondents, followed by dry powder remaining in the fund (17%).

In a restructuring scenario, what are the 
main considerations when you review new 
investments in portfolio companies?
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In restructuring scenarios, 16.7% of respondents expect annual returns of 
more than 15% when making new money investments in preferred equity 
instruments. A third of respondents expect returns of 13-15% and half 
expect returns of 10-12%. For common equity, only 3.3% of respondents 
anticipate returns of more than 15%, while 63.3% expect returns of 
13-15% and a third expect returns of 10-12%. 

For subordinated PIK loans 10% of respondents expect returns of more than 
15% and half of respondents anticipate returns of 13-15%. Some 36.7% of 
respondents anticipate returns of 10-12% and 3.3% expect returns of less 
than 10%. Meanwhile, for super senior debt 16.7% of respondents expect 
returns of more than 15% and 40% expect returns of 13-15%. For these 
instruments 36.7% of respondents anticipate returns of 10-12% while  
6.7% of respondents expect returns of less than 10%.

When allocating new money in a restructuring 
scenario, what annual returns (%) do you expect 
from investment in the following instruments?

0% 20% 40% 60% 80% 100%

Super senior debt

Subordinated PIK loans

Common equity

Preferred equity

63.3% 3.3%33.3%

36.7% 50.0% 10.0%3.3%

50.0% 33.3% 16.7%

36.7% 40.0% 16.7%6.7%

Percentage of respondents

 <10%  10-12%  13-15%  >15%

Approximately two thirds (67%) of respondents expect lenders to be  
more open to write down/equitisation in 2014 compared to 2013. 
This is similar to last year’s results when a majority (60%) of private 
equity investors surveyed expected lenders to be more willing to accept 
debt write-downs or equitisations in 2013 than in 2012.

Do you expect lenders to be more open to write 
down/equitisation in 2014 than in 2013?

 Yes

 No
33%

67%
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The majority of respondents (70%) expect the amount of “Amend & Extends” 
to increase in 2014, a similar result compared to last year when 67% thought 
the number would have increased in 2013 compared to 2012. Twenty-seven 
percent of those polled this year think the amount will stay the same, while 
just 3% see it decreasing. 

The managing director of a firm in Ireland said: “Amend & Extends will  
be very common as more and more houses will prefer to change the  
terms of the loans rather than reduce their price expectations and sell  
the businesses.” 

Do you think the amount of “Amend & Extends” 
next year will increase, decrease or stay  
the same? 

 Increase

 Stay the same

 Decrease

3%

27%

70%

Most of those polled (60%) say expected returns have stayed the same. 
According to 37% of the survey pool, return required on new money 
injections has increased compared to last year. Just 3% say it has decreased. 

This somewhat differs from last year’s survey when a majority (64%) of 
respondents said the targetted return on additional cash injections had 
increased, and 33% thought it had remained the same. 

Has the return you require on new money 
injections increased, decreased or stayed  
the same from last year?

 Increased

 Stayed the same

 Decreased

3%

60%

37%
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This year, high yield instruments are expected to be most popular, with 
respondents expecting to use them on average for 37.3% of refinancing  
for portfolio companies. This marks an increase compared to last year, 
when respondents used it for 32% of total refinancing. Respondents 
expect to resort much less to leveraged loans this year: they accounted  
for 29.5% of refinancing in 2013 but are anticipated to be employed in 
just 20.2% this year. 

When refinancing your portfolio companies 
in 2013 what percentage have you used of 
the following instruments? And what do you 
anticipate using in 2014 by percentage?

0% 20% 40% 60% 80% 100%

2013

2014   37.3%   20.2%   16.7%   11.5%   15.0%

  32.0%   29.5%   16.2%   10.2%   12.2%

0% 20% 40% 60% 80% 100%

2013

2014

  55%   45%

  57%   43%

MeanMean

 High yield  Leverage loan  PIK

 Mezzanine  Unitranche

 Refinancing  Amend & Extend

On average, respondents used refinancing on 55% of portfolio companies 
facing maturity in 2013, whereas Amend & Extend was practised on 45%. 
This year shows a marginal shift favouring refinancing, with respondents 
on average expecting to use it in 57% of cases, compared to Amend & 
Extend which is favoured by 43% respondents. 

Faced with maturities on your portfolio 
companies in 2013, what method have 
you used by percentage? And what do you 
anticipate using in 2014 by percentage?
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Just over a third (34%) of those polled say that between 11-20% of their 
portfolio is performing below the level of the acquisition business plan.  
A further 31% indicate that a larger proportion, 21-30% of their portfolio 
is underperforming based on initial projections. 

What percentage of your portfolio is performing 
below the level of the acquisition business plan?

 0-10%

 11-20%

 21-30%

 31-40%

 More than 40%

7%

10%
17%

34%31%

Compellingly, 80% of those polled expect to restructure one or more  
of their portfolio companies in the next 12 months. 

Do you expect that you may need to restructure 
one or more of your own portfolio companies 
in the next 12 months?

 Yes

 No

20%

80%
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For those companies at risk of being restructured, new equity is the most 
likely method, placed most likely by 27% of those polled, second most 
likely by a further 27% and third most likely by 17%. Asset disposals 
are seen as most likely by just 7% of respondents, but 17% see it as 
second most likely and 30% as third, making it the second most likely 
restructuring method. Equitisation and operational changes are each 
ranked among the most likely scenarios by 50% of respondents. 

For those companies in your portfolio which 
may be restructured, please rank the following 
method of restructuring in order of likelihood 

0% 10% 20% 30% 40% 50% 60% 70% 80%

Covenant reset

New management

Operational changes

Equitisation/deleveraging

Asset disposals

New equity injection   27%   27% 17%

  7%   17% 30%

  23%   17%

  20%   20%

10%

10%

  10%   17% 20%

  13%   3% 13%

Percentage of respondents

 Most likely  Second most likely  Third most likely

More than half of those polled say that, of their underperforming assets, 
between 21-40% are potential stressed/debt restructuring candidates  
in the next 12 months. 

How many of these represent potential 
stressed/debt restructuring candidates  
in the next 12 months?

 0-20%

 21-40%

 41-60%

 More than 60%

3% 10%

55%

31%
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Private equity buyer exits will be most prevalent in 2014, say 57%  
of respondents. Seventeen percent of those polled expect refinancing  
exits to be most prevalent, while 27% see trade sales as likely to be  
most prevalent. 

“I would expect to see an increase across all transaction 
types. Trade sales, secondary buyouts, dividend recaps 
and IPOs.”  
Christian Savvides, Rothschild

What type of exit do you think will be most 
prevalent in 2014?

 Private equity buyer

 Refinancing

 Trade buyer

26%

17%

57%

More than three-quarters of the survey pool (77%) expect an increase 
in the number of private equity portfolio exits in 2014, ahead of new 
fundraising plans. 

“Given the liquidity in public and private debt and equity 
markets and the gathering pace of economic recovery, 
the key elements are all there for an improvement in 
transaction volumes.”  
Christian Savvides, Rothschild

Do you expect an increase in the number of 
private equity portfolio exits in 2014 ahead  
of new fundraising plans?

 Yes

 No

23%

77%
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Respondents rank covenant resets as among the most common outcomes for 
financial restructuring in the wider European market, with 76% placing them 
as either most, second most or third most common in 2013. Incremental 
investments (new money) Amend & Extend was placed as most common 
by the largest proportion of respondents (43%), while a further 17% see 
it as second most common, and 10% third most common. Incremental 
investments (new money) refinancing was also commonly used according  
to 67% of those surveyed. 

One respondent commented: “Amend & Extend is the most common 
restructuring outcome. European companies are not in a position to  
pay off debts completely, so Amend & Extend will be the solution.” 

In the wider European market, please rank 
the most common financial restructuring 
outcomes of 2013

0% 10% 20% 30% 40% 50% 60% 70% 80%

Insolvency − company rescued

Insolvency − company
wound down

Equity dilution

Incremental investments
(new money) refinancing

Incremental investments
(new money) Amend & Extend

Covenant reset  30%   23% 23%

43%   17% 10%

  23%   17%

3%   27%

27%

17%

  13%   10%

3%   13%

Percentage of respondents

 Most common  Second most common  Third most common

Seventy-three percent of respondents anticipate more market support for 
secondary and tertiary buyouts in 2014 compared to 2013. 

A partner based in Zurich said: “Fundraising will continue to be difficult 
because the market dynamics have not changed much. Lending institutions 
are under pressure to strictly monitor credit and reduce bad assets.” 

Do you expect the market will be more or less 
supportive of secondary and tertiary buyouts 
in 2014 relative to 2013?

 Less

 More

73%

27%
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With the economy recovering, the majority of respondents (63%) expect to 
see LBO deal volume increase by 30-50% in 2014. Twenty-seven percent 
see LBO deal volume rising by between 10-30%. A small group of those 
polled (10%) anticipate an uptick in LBO deal volume between 50-75%. 

These results follow last year’s trend where respondents anticipated that 
deal volumes would have risen substantially in 2013, with 43% expecting 
the number of deals to increase by 30-50% and 37% expecting a 10-30% 
increase. The last two years’ data are in contrast with the 2012 survey 
when 70% of respondents expected the number of deals to increase by 
less than 10%.

On what scale (%) do you anticipate  
LBO deal volume to increase in 2014?

 10-30%

 30-50%

 50-75%

63%

10%

27%

Respondents are split down the middle when it comes to playing an active 
role in the restructuring of non-portfolio companies in 2014, with one-half 
believing they will and the other half thinking the opposite. 

One executive noted: “If the opportunity is attractive we may go for it. 
There is no such policy that we will not get involved in the restructuring 
of a non-portfolio company.” However, another explained that: “We would 
rather concentrate on the restructuring of our portfolios than get involved 
in the restructuring of non-portfolio companies.” 

Do you expect to play an active role in the 
restructuring of non-portfolio companies  
in 2014?

 Yes

 No

50% 50%
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Improving the top line and dealing with specific underperforming divisions/
geographies are the key operational priorities for respondents, each 
identified as either most, second most or third most important by 60% 
of those polled. Thirty percent placed dealing with underperforming 
aspects as most important, while 20% said improving the top line was 
most important. Although taking costs out of the business was not ranked 
as the top priority overall, 30% of the survey pool see it as their most 
important operational priority. 

One respondent explained that: “Cost saving is a priority for us which will 
help our portfolio companies to sustain and invest in areas where they 
could develop their services better. We would also focus on managing 
cash flows in a better way to handle all kinds of necessities.” 

What are your key operational priorities  
in managing your current portfolio?

0% 10% 20% 30% 40% 50% 60%

Improving internal systems/
financial reporting

Bolt-on acquisitions

Taking cost out of the business

Managing cash flows/
liquidity/working capital

Dealing with specific
underperforming divisions/

geographies

Improving the top line  20%   20% 20%

30%   17% 13%

 7%   23%

30% 3%

17%

13%

  20%   23%

13%   13%  17%

Percentage of respondents

 Most important  Second most important  Third most important

Almost half of respondents (47%) say that between 30-50% of restructurings 
would have resolved differently if action had been taken earlier. A further 
37% of respondents think even more restructurings (50-75%) would have 
been aided by earlier action. 

“I can comfortably say around 50%. Time plays a key role in the success 
of restructurings – if it is not done on time and when required then the 
results too are not as expected,” one professional noted. 

What percentage of restructurings do you 
believe would have resolved differently if 
action had been taken earlier?

 10-30%

 30-50%

 50-75%

47%

37%

17%
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Even in circumstances where the tax environment accelerates for investment 
firms, more than half (57%) of those surveyed indicate that the probability 
of relocating outside the UK is less than 25%. Thirty-seven percent of 
respondents see a higher (25-50%) chance of relocation, while just 7% 
think the probability is over 50%. 

In circumstances where the taxation 
environment were to accelerate for investment 
firms, what probability do you ascribe to 
relocating outside of the UK?

 <25%

 25 – 50%

 >50%
37%

7%

57%

In terms of the percentage of activity respondents will devote to bolt-
on acquisitions rather than new investments this year, the survey pool 
gives a wide range of responses. Twenty-three percent indicate they will 
devote 11-20% to bolt-on investments. One-third (33%) will commit a 
larger amount of activity – between 21-30%, to such deals. Twenty-seven 
percent of those polled expect to expend between 31-40% of activity to 
bolt-on acquisitions this year. 

What percentage of activity will be devoted  
to developing the existing portfolio through 
bolt-on acquisitions rather than new 
investments in 2014?

 0-10%

 11-20%

 21-30%

 31-40%

 More than 40%

33%

27%

10% 7%

23%
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In line with last year’s results, more respondents expect to seek a dividend 
recap for a portfolio company than do not, with 57% expecting this to occur.

Are you planning to seek a dividend recap  
for one of your portfolio companies?

Half of respondents expect dividend recaps to increase in the coming 
months, while the other half do not foresee this happening. Last year,  
60% of respondents expected dividend recaps to increase in 2013.

One respondent said: “Unlike corporates, for private equity firms capital 
is readily available in the credit markets which has made it easier for 
private equity firms to tap the market to refinance companies and return 
capital to investors.” Another noted: “I think in the private equity space 
dividend recapitalisations to take payouts from the portfolio companies 
will increase and reach the highest levels.” 

Do you expect dividend recaps to increase  
in the coming months? 

 Yes

 No

 Yes

 No

50% 50%

43%

57%
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Asked whether or not they expect hedge funds to fill the lending gap,  
a significant majority (69%) answered positively. A managing director in 
Ireland said: “Hedge funds had a spectacular time in the last two years 
and they have deployed significant capital in the market, which has helped 
the market to bridge its capital void created by the lack of financing from 
banks. The current market fits correctly into the investment criteria of 
hedge funds so they are keen on further increasing capital allocation.” 

One Zurich-based respondent said: “Hedge funds have an opportunity 
here and with capital they are likely to dominate the market in the coming 
years. Companies are acknowledging hedge funds as debt providers more 
and more. This will further encourage alternative providers of capital to 
deploy more money and bridge the lending gap.” 

Do you expect hedge funds to fill the  
lending gap?

 Yes

 No

31%

69%

Almost two-thirds (63%) of those polled think that banks’ ability to lend 
new money or extend existing debt facilities has diminished by between 
25-50% as a result of Basel III rules. Nearly a quarter (23%) are slightly 
less pessimistic, indicating that bank lending ability has diminished by 
between 0-25%. A small number of respondents (13%) say banks’ ability 
to lend has dwindled by more than 50% as a result of the new rules. 

One respondent explained the implications: “Basel III rules have restricted 
the lending activity of many banks as they do not have sufficient capital to 
meet the Basel III requirements.” Another said: “Basel III rules have made 
lending challenging and have decreased lending ability by 50%. Because 
of the stringent capital requirements, banks are not able to release their 
money for lending.” 

In percentage terms, to what degree do you 
think banks’ ability to lend new money or 
extend existing debt facilities has diminished 
as a result of Basel III rules? 

 Between 0-25%

 Between 25-50%

 More than 50%

13%

63%

23%
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The tougher the deal, the more we enjoy it.
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When facing a cross-border financial 
restructuring, nothing matters more 
than the quality of your counsel. 
Have you heard what the industry is saying about us?

Named a “key player” in global insolvency and restructuring with 
the most recognised lawyers across the US, Europe and Asia.

— Who’s Who Legal

“‘The best in the market’ when bonds are involved, [Bingham’s] ‘superb’ 
team invariably has a seat at the table on the most significant  
cross-border restructurings”. 

— Legal 500 UK 

“‘They are head and shoulders above everyone else in their field’”.
— Chambers UK

“One of the most respected restructuring and insolvency practices  
in Japan…‘very result-oriented, client-focused and accessible’”. 

— Chambers Asia-Pacific

“‘These guys were all about the client…The focus is on getting a great 
result time and time again’”.

— Chambers USA

“Particularly visible in debt restructuring… ‘[They] always seek 
solutions that accommodate all parties during challenging 
negotiations’”.

— Chambers Latin America

Our cross-border financial restructuring practice has  
Band 1 placement in IFLR1000, Chambers UK, Chambers Asia,  
Legal 500 United Kingdom and Legal 500 Asia Pacific, among others. 
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