Foreword

Welcome to our 22nd issue
of Connect, Sanne’s regular,
technical bulletin for fund
managers, their intermediaries
and investors.
A Brave New World
How Private Debt will look post Covid-19
With regulators and market participants well on top
of things, regulations are driving transitions in the right
direction. As an industry, it seems like the US have
a well-developed plan for the LIBOR transition period,
ahead of the EU and UK markets.
However, with a growing number of more than 10,000
syndicated loans in the US market alone, are there
enough legal resources available?
Sanne together with Reed-Smith gathered virtually
to discuss the pending trends, opportunities and
challenges in the syndicated loan market.
As economic activity slowed and uncertainty rocketed
during the Covid-19 outbreak, non-financial firms
dashed to debt markets – namely bond and syndicated
loans – to secure funds for covering operational
expenses, and possibly buttress their cash buffers.

While policy initiatives accommodated this surge the
subsequent boom in borrowing was, however, uneven.

In this edition we discuss:
▪
▪
▪
▪

The LIBOR transition and regulatory frameworks
Covid-19 and the impact on the industry
Dealing with uncertainty
Looking ahead: private debt in a post-Covid world

Special thanks to Claude Brown, Eric Schaffer,
Mandip Englund and Daniel Trivic for their expert
insight and commentary.
Enjoy the read.

Keith Miller
Global Head
of Private Debt - Sanne
+44 203 974 8054
keith.miller@sannegroup.com
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01.
LIBOR transition
and regulatory frameworks
▪ Challenges for the transition period
▪ Client requirements
▪ Advice for lenders and borrowers

Three areas of focus.
The state of preparedness of market participants,
the changes in documentation and the challenges
facing service providers.
As everyone knows, LIBOR is going to cease to be
published and be available as a reference rate for
financial products. The Financial Conduct Authority
(FCA) will not compel banks to submit LIBOR
quotations, or sustain the LIBOR benchmark, after
2021. However, financial institutions and many other
market participants have had so much to deal with in
2020 that it has been difficult for these parties to
devise strategies and otherwise address the scale,
complexities and challenges of LIBOR transition.
In general, participants in the loan, securitisation
and bond markets seem to be making good progress
with their LIBOR transitions. Other sectors, such as
shipping and trade finance, seem to be slightly behind
the curve. Those developing markets which tend to
issue domestic local currencies have not necessarily
picked up the implications of the transition to risk-free
rates, however we expect to see more of this in the next
14 months.
Regulators are fully immersed in LIBOR transition, to
the point where regulations are driving the transition
rather than reacting to it. The market participants have
well-developed plans.
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One of the challenges is the contrast between the US and
European markets. In Europe, the Loan Market Association
(LMA) has had a long history of publishing documentation,
which has positives and negatives when it comes to
LIBOR transition
The positive is the fact that it is well-documented; however
the downside is the volume of LMA documentation which
needs to be changed in a relatively short time and
communicated to the market. In contrast, the Loan
Syndications and Trading Association (LSTA) in the US
does not tend to have standard documents but rather has
recommended clauses and provisions. This means that
there has been a proliferation of loan documents for the
markets, making an interesting transition process for the
loan market in particular.

Claude Brown
Partner - Reed Smith
cbrown@reedsmith.com
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“Regulators are fully immersed in LIBOR transition, to the
point where regulations are driving the transition rather than
reacting to it.”
Claude Brown

Challenges during the transition period
There is no universal approach to LIBOR transition and
we are having to go through an adaptation process. In
the UK, the Sterling Overnight Index Average (SONIA)
and the US Secured Overnight Financing Rate (SOFR)
replacements are fairly well documented, but there are
questions around uncertainty in the European market,
primarily because the EURIBOR rate will continue
through 2021. Many people wonder whether they
should stick with EURIBOR for the post-2021 transition
or if they should be moving over to the euro short term
rate (€STR). However a challenge with (€STR) is that
the market for it is still developing and it does not
necessarily have the depth and liquidity that many
would like to see to make the switch to using it.

Operational challenges
Daniel Trivic notes that there are a number of
operational areas where we see a major challenge for
an Agent, the first being systems. There is a different
calculation methodology behind SOFR compared to
LIBOR. SOFR or SONIA is calculated on a daily basis,
but with LIBOR, you essentially know your rate in
advance, so you would input that rate in your systems,
the system calculates interest and you can issue your
notices ten days in advance to the borrowers and they
can pay their interest on time.
The challenge behind a daily rate is that you would not
know your rate until the final day of the period, and
therefore it would be difficult for bill Borrowers to
receive the funds or distribution on the same day.
To work around this and the Alternative Reference
Rate Committee (ARRC) has recommended a five-day
look back period. For example, if you’re calculating
your interest period from 1-13 June, you calculate
interest from 25 May - 25 June, to bill on the 25 June
for the 30 of June.
Fund administration systems need to factor this in,
but that is just the recommended language. Other
agreements, documentation, conventions could include
seven-day or three-day periods.
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There is no convention; there’s no norm yet so this must
be factored in and fund administration systems should
be flexible.
There are approximately 10,000 syndicated loans on the
market that uses LIBOR language in the US alone. There are
certainly not enough legal resources in the world to look
after all 10,000 by the 31 December 2021 deadline.
The ARRC and LSTA have therefore recommended hardwired fallback language as opposed to the amendment
approach. Therefore, where LIBOR ceases to exist, you
would fall straight back to SOFR and have a spread
adjustment on there – and calculate on that basis going
forward. As a Loan Agent you need to ensure you keep on
top of things in terms of a legal perspective, make sure your
lenders and borrowers are versed in terms of deadlines,
timelines, ensure the language is agreed and implemented
going forward.

Client requirements around document
and legal challenges
As an example, if a client has LMA standard documentation,
can it take the ARRC recommendations for SOFR and plug
those in or would it cause issues? Should they should
stick with EURIBOR or move over to €STR, post
December 2021?
We’re also seeing challenges around the high number
of documents. If you look at securitisation, you could have
over 100 loans sitting underneath the asset pool and you
might have over another 15 documents that contain LIBOR
provisions. Another complex area is the hedging and the
amendment of hedging to make sure it is synchronized
with any sort of product, whether the loans are simple
or more complicated.
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“There is no convention; there is no norm yet so this must
be factored in and fund administration systems should
be flexible.”
Daniel Trivic

Applying this into systems and changing operations
accordingly is a challenge for lenders and borrowers.
Borrowers do not necessarily have the resources, but
they need funding and the ability to change from a
LIBOR forward looking rate to a risk-free rate in arrears
is quite challenging for corporates and their treasury
departments, particularly in SMEs.
There has been great progress in the industry, says
Keith Miller. Institutions like the LMA have done a really
good job of getting onto everyone’s priority list. For the
last 12 months, we’ve seen a lot of lender engagement
especially from the banks. They have driven the larger
vendors who have been working on this for a very, very
long time. The difficulties for some of them have been
the uncertainty around certain market conventions. It’s
been very easy for the lending community to demand
that systems are built to manage this change, but until
a lot of the market conventions have been determined
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it’s been very easy for the lending community to demand
that systems are built to manage this change, but until a lot
of the market conventions have been determined, it’s very
difficult to build something that is usable. There seems to be
a lot of progress on that front now, so Keith believes that we
are much further advanced than we were looking six or 12
months ago.

Advice to lenders and borrowers on LIBOR?
Claude Brown notes that, until recently, the approach of
regulators has been to ask whether organisations have a
LIBOR transition plan in place. However, we predict that
going forward we will see those plans under the microscope
to determine whether they make sense or not. It is no longer
a case of “do you have a plan?”, but rather about looking at
the plan and making sure that it is operationally viable. The
market participants are well encouraged to focus on that
as a matter of priority.
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02.
Covid-19:
Impact on the industry
▪ Trends in the European and American markets
▪ Lessons from Covid to be introduced in future agreements
▪ Legal and operational consequences

Could rapid drawdown on liquidity lines protect
companies going forward?
After seeing a halt on new issuance, credit funds
are spending more time analysing their own book
and working constructively.
Covid is arguably the first major credit event since the
boom of the private debt market, and it has been good
to see the market reacting the way that it should, with
business picking up again since the third quarter
of 2020.

These areas may be far more affected in future, particularly
when government support and funding will stop, especially
in the real estate and housing sector. Many landlords and
lenders have deferred or forgiven grant and loan payments
but that cannot continue in the long run.

We saw more lending opportunities - some more
sector-specific businesses like retail and travel have
taken a hit, but the pharmaceutical and the medical
sectors have been very resilient. There were a number
of large restructurings in the market in June and July,
but that does seem to have quietened down and many
of those companies were expected to head that way,
regardless of the Covid situation.

The potential for mortgages failing is enormous. Continued
consumer defaults may affect collateralised mortgage debts
and other security, which is an area of concern. If this leads
to more investment in lower credit quality loans, Eric expects
to see more defaults.

Eric Schaffer
Trends from a US perspective
Eric Schaffer notes that a number of industries
have been impacted in the US. Retail, hospitality,
entertainment, fitness centres, travel and even
the oil sector have seen a lot of restructuring.
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Partner - Reed Smith
eschaffer@reedsmith.com
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“Interest rates are likely to stay low which in effect tells us
that they are going to remain low throughout 2020, and
potentially post 2021.”
Claude Brown

Trends in the European market
Mandip Englund notes that even before COVID, the
restructuring community was predicting an economic
downturn at some point in 2020/2021, although it was
difficult to predict. The COVID pandemic accelerated
some of the issues that businesses were facing but
government support interventions have also effectively
delayed the evolution of certain issues. For example,
UK businesses have been benefiting from restrictions
of enforcement, and governments across Europe have
similarly been trying to dampen enforcement actions.
In addition, government liquidity support and employee
furlough measures have created a slightly artificial
“bubble” for businesses who were perhaps already
struggling before the pandemic.
There are also the practical difficulties associated with
formulating a realistic business plan to underpin a
restructuring or realising value from assets by way of
enforcement in the current market which has
dampened restructuring and insolvency activity.
However, as the pandemic situation evolves, we may
start to see more enforcements taking place in 2021.
At some point too, government support interventions
will need to be withdrawn or replaced, and it will be
interesting to see how this will happen and what the
restructuring and insolvency market will look like in
2021.

Lessons from Covid to be introduced
into future agreements
Claude Brown notes that people will be revisiting the force
majeure clauses in documents and there will be some
attempts to floor interest rates. Interest rates are likely to
stay low which in effect tells us that they are going to
remain low throughout 2020, and potentially post 2021.
Inflation is not the sole criteria on which central banks will
base interest rates, neither in the UK or Europe.
At the start of the pandemic there was a flurry of
companies calculating earnings before interest, taxes,
depreciation, and amortization (EBITDA), which is
essential for taxing covenants.
There was a discussion around whether Covid related
losses were going to be used as artefacts to artificially
inflate EBITDA and there have been deals where Covid
has been expressly referred to and can be used as an
adjustment. Whoever drives the documents has the
power in negotiations.

According to Daniel Trivic, hospitality is the first sector
where we saw first-hand experience of this. When the
first round of lockdowns happened in Europe in March
and April, some of our borrowers requested waivers
(for deferred interest of 12 months), more flexibility
around payment and when they can provide covenant
information, and to waive covenant breaches, etc.
Almost all mentioned, bar some minor conditions, have
been agreed to.

At the moment cash is king
Once you’ve drawn down on all your liquidity and the
source - what’s the next step? Lenders need to decide
what long-term solutions they see in line with the
uncertainty around Covid. We have interesting
times ahead.
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On the borrower side we are seeing firms wanting to
negotiate Covid holidays on payments for both interest
and any repayments due. The big structural discussion
has to be about having a consistent set of criteria on
how to base a payment holiday, which is something we
have not seen in the UK to date. You cannot point to a
particular alert or trigger at the moment so we will
certainly see a lot of Covid-related features coming into
documentation in the coming months until we get
some long-term resolution for the situation.

Unwinding documents
– how to make the process easier
Prior to the pandemic, there has been an increase in the
covenant-lite/ covenant-loose deals. In these situations,
Mandip Englund normally advises creditor clients to
use the opportunity to enhance their position, when the
borrower is asking for a waiver or a standstill. The
opportunity can be used to include minimum liquidity
requirements and tightening the covenants, so if things
get worse creditors have the opportunity to bring about
restructuring in a way that they would not have had
before. From the creditor perspective, if the borrower is
coming to you, you should be testing all of your
documentary protections to see if you can tighten them
up.
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There is ultimately still a lot of liquidity and dry powder
which investors are struggling to deploy, so as much as
some think documents will become less sponsor-friendly,
competition might continue to put sponsors in a strong
position and a change in dynamic is yet to be seen.
However, yields will be likely less rewarding than they
have been in the last two or three years and lenders might
therefore be more cautious and risk-adverse towards the
kind of opportunities they are looking for.

Operational changes that will
be important going forward
From an operational perspective, there is more focus
when you get these times of stress, having to keep an eye
on the covenants, making sure that everyone is on top of
compliance certificates and adding value to the lenders.
That is really where the independent agent can add value
in this process.

More flexibility around revolving credit facilities are also
an expectation, given this year’s market conditions. With
more liquidity available to the borrower, the more
attractive it is for them to go with that structure. As a
third-party agent, firms such as Sanne must be ready for
more complex transactions where the agent will be
required to have an extremely proactive approach.
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03.
Dealing with uncertainty
▪ Distressed and special debt
▪ An agent’s perspective
▪ Working from home

The first half of the year was quite subdued.
Lenders were shoring-up and shifting their
positions to ensure they are as healthy
as can be.
Now, they are looking for new opportunities.
From a private debt market perspective, there was
certainly a pick-up in new transactions over the third
quarter of the year. We’re still seeing that differ from
country to country, dependent on the Covid-19 situation
in each country at that time and who the sponsors are
and whether they are feeling comfortable investing in
that region at that moment. However, a lot of
transactions are still being closed.

Opportunistic deals and structures
- distressed debt and special situations
Claude Brown notes that he has seen a very busy
second half of 2020 with a lot of amendments,
extensions and various other adjustments of existing
facilities. However, he is also seeing, a lot of new deals
coming into the market. A pattern is emerging;
depending on whether Covid is impacting a particular
country or economy, you see an increase or a decrease
in activity in those areas.
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Reed Smith has had a number of enquiries coming out of
China on funding and new product structures just as Sanne
notes that the there is a lot of liquidity in the market.
Borrowers have drawn down on their credit lines and funds
with plenty of dry powder and want to see that deployed.
Some of it is opportunistic though; we have seen interest in
private jet fleets on the basis that people may not want to
travel on scheduled airlines in the foreseeable future. This is
direct examples of a Covid-driven opportunity. There have
been some shifts in the market, including new interest in
pharmaceutical life sciences and not just in the medicines
and COVID vaccines industries.

Daniel Trivic
Head of US Loan Agency - Sanne
+44 792 0021 736
daniel.trivic@sannegroup.com
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Regarding distressed investing and special situations,
Claude Brown is not sure whether there will be a
recovery in the hospitality and airline industries until
2022 or even 2023. Since the various lockdowns
and complicated travel restrictions, there has been
an increased interest in investing in booking platforms
that offers the opportunity to book self-catered and
self-contained holiday accommodation across the UK
and Europe.
There is also some interest on a longer-term basis in
commodity-based investments, particularly in minerals
and supply chain logistics. People are stock piling at
various nodal points on the logistics chain, such as
distribution centres. This means that there is a huge
demand for warehouse space. Historically, people have
tried ~to reduce storage capacity to downsize and get
items into more efficient transport corridors. Now the
nodes that link those corridors are expanding and we
have seen the increase in demand. We expect to see
more investment into logistics.

An Agent’s perspective

For example, in real estate, what would office space in
central London look like in 12 months? Is there going to be
a 50/50 split with working from home? How will that affect
the loans and rent?
From an Agent’s perspective, we just have to be extremely
proactive, diligent and ensure that we stay on top of
everything that we can to understand where things are
within the portfolios, how healthy they are and if there’s
any chance of any kind of action in the near future on
those that are not performing.

Loan management and working from home
Meetings via Zoom and Microsoft Teams has been the way
forward. Sanne has certainly ramped up its technology.
Everyone has access to real time data at all times and all
stakeholders have been in touch with each other and been
very friendly and responsive. It seems to have worked
not only across our own product line, but across all our
product lines within Sanne. That is the benefit of the
technological platforms that we have been developing
over the last 24 months.

Daniel Trivic explains that Sanne’s transactions are
varied per industry, such as real estate, hospitality,
medical, and technology to name a few. All of those will
have separate challenges and timeframes in terms of
how they react to Covid.
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04.
Looking ahead:
private debt in a post-Covid world
▪ Opportunities and challenges post-Covid
▪ The declining use of physical cash
▪ ESG opportunities

There are a few challenges for both agents
and trustees and we have seen interesting
developments around disputes.
Companies under pressure to try and raise further
capital include those that involve granting security,
transferring assets from a restricted group into a
non-restricted group relying on document
interpretation. Mandip Englund was involved in such
a situation when bond holders and a company was
trying to move valuable assets out of the group and
grant security over them.
My group wrote a letter to the security trustee
and advised them to not release that security. As
companies look for more ways to raise capital and
restructure, we expect agents and trustees to be
faced with more disputes between companies and
bondholders. There is an additional issue of valuations,
where agents and trustees can release security as well
as effectively releasing debt, subject to proper and fair
value being realised or given for the assets.

This might lead to disputes, particularly from sponsors or
junior creditors as to how “fair value” takes into account
short term Covid impacts.
With increased activity in the restructuring market, there
are going to be plenty of challenges where the agents
and trustees are going to be squeezed as these debates
are ongoing.
Sanne has been seeing opportunities in upcoming
restructuring as more banks look to get out of agency roles.
Banks often do not want to be caught up with the
administrative functions or are conflicted in their roles,
so as third-party agencies we have to make sure that we
are well staffed and equipped to handle the complexities
required here.

Mandip Englund
Partner - Reed Smith
menglund@reedsmith.com
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“There is a general desire to reset how we view financing
and that has had a very positive and electrifying effect on
ESG-related investments.”
Claude Brown

Almost every country in the Organisation for Economic
Co-operation and Development (OECD) has received
some sort of state assistance in various industrial or
economic sectors at the moment. That assistance will
have to cease at some point, whether it’s sooner or
later, and the masking effect it has had on the
economic activity will disappear, putting the stress
back on the commercial lending side and the loan
market players.
Another important element to note, for which we do not
really have an answer for the implications of, is the fact
that the pandemic has produced a huge decline in the
use of physical cash within all the economies of the
western world.
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Whilst this may not affect the wholesale markets that we
all operate in, where electronic transfers are the norm, the
decline of cash used in the day-to-day economy has some
interesting indicators not only for the borrowers, but also for
the banks and other financial institutions. It is a significant
change and we still need to see whether it will present us
with a challenge or opportunity.
It is also interesting to consider the case for environmental,
social and governance (ESG) related financing. There is a
general desire to reset how we view financing and that has
had a very positive and electrifying effect on ESG-related
investments. That is a great area of growth in the loan
market and in the financial sector as a whole.
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Sanne is a leading global provider of
alternative asset and corporate services.
Established since 1988 and listed
as a FTSE 250 company on the Main
Market of the London Stock Exchange,
Sanne employs c1,800 professionals
worldwide and administers structures
and funds that have in excess of £250
billion assets.

Keith Miller
Global Head of Private Debt
+44 203 974 8054
keith.miller@sannegroup.com

Daniel Trivic
Head of US Loan Agency

“Sanne’s Loan Agency business
has the scale and flexibility to
support your multi-jurisdictional
structures. We have designed
our Loan Agency teams and
tailored our service model to
deal with the complex nature
of your loan requirements.”

+44 792 002 1736
daniel.trivic@sannegroup.com

Keith Miller

Let’s talk…
Should you wish to find out more about
our services and operation, please get
in touch with our people. We would be
delighted to have a conversation with you.
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To find out more about Sanne, please email
Keith Miller, Global Head of Private Debt,
keith.miller@sannegroup.com or alternatively
visit us online, sannegroup.com

EDITORS: Rene Engelbrecht – Assistant Manager, Digital Media & Marketing
Sivani Pillay – Head of Communications
DESIGN: Kieran Blake – Administrator, Marketing & Corporate Communications
Information on Sanne and details of its regulators can be accessed via sannegroup.com

sannegroup.com

