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Mid-2015 Restructuring Review: Europe And Emerging Markets 

Law360, New York (July 27, 2015, 10:27 AM ET) --  

For those focused on the debt restructuring market, the Greek sovereign 
crisis[1] has drowned out news of other debt restructuring matters this year. 
Our article below addresses key trends in Europe and the emerging markets 
this year, which may have gone unnoticed given the understandable emphasis 
on Greece. 
 
Opportunities for distressed debt funds to buy attractively priced distressed 
corporate assets and work them out have been few and far between in recent 
terms. Prices of distressed assets have been high, and often, par lenders have 
decided to extend and amend loans (rather than engage in loan sales to funds 
or effect fundamental workouts of problem loans). Risk has not been fairly 
reflected in the price of either primary or secondary market debt. The 
risk/reward dynamic has been skewed in favor of high risk and low yields — not 
an attractive combination. The main driver of the activities of distressed debt funds is the default rate. 
In the 2015 Deutsche Bank Annual Default Survey, Deutsche Bank commented, "We can’t overstate how 
low defaults are ... the 2010-2014 cohort [of high-yield bonds] is the lowest five-year period for HY 
defaults in modern history." Hence, the low level of distressed debt activity. 
 
Poor European growth rates, the difficult backdrop of the Greek debt restructuring talks and major 
geopolitical risk have yielded surprisingly few loan defaults and insolvencies in recent times. In Europe, 
restructuring activity has tended to be concentrated more in Southern than Northern Europe. 
 
Nonperforming Loan Sales in Europe 
 
Last year, the asset quality review and the European Central Bank stress tests concentrated the minds of 
the management of banks, and while the first quarter in 2015 has been quiet for loan sales, we are 
expecting an increase in sales of distressed loans across Europe. In particular we are seeing an increase 
in Eastern European banks selling their nonperforming loans (NPLs) and expect this to increase in the 
next few years. Participants in Western Europe, the U.K., Spain and Ireland have, in recent years, taken 
the lead in real estate loan sales, many of which are distressed. Both Spain and Ireland set up asset 
management vehicles focused on managing and selling off NPLs. 
 
One market that distressed debt funds have been eyeing closely is Italy and the vast amount of NPLs 
held by the domestic banks. We recently held a seminar on this subject[2] and it is clear that the more 
than €150 billion of NPLs presents both a significant opportunity and challenge for distressed debt 
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participants as the banks in Italy take steps to organize sales processes for their NPLs. We expect a 
considerable uptick in loan sales and restructurings in the next few years in Italy, although this has been 
predicted and has failed to transpire for some years. 
 
There has been a small but steady flow of Italian corporate restructurings, often via informal semi in-
court proceedings under Article 182-bis of the Italian Bankruptcy Law, or IBL.[3] For example, the Italian 
power company, Tirreno Power, has in recent days (July 2015) just received its lenders' consent to the 
restructuring of its €897 million debt. On June 27, 2015, the IBL, which regulates the 182-bis procedure 
was passed. The amendment is an important step forward for Italian restructuring law as previously, a 
182 bis-restructuring was only available if 100 percent of creditors agreed to the restructuring. Among 
other things, the amendment allows the "cramdown" of dissenting minority creditors where (a) at least 
50 percent of the debtor's financial creditors have assented to the plan and (b) 75 percent of the 
financial creditors who have executed plans are in agreement.[4] 
 

 
 
 
 
Source: C&W Corporate Finance 
 
* Please note that C&W has not recorded any transactions in France in Q1 2015 due to a lack of market 
transparency 
 
 
Austerity-Related Pressures 
 
The pressure facing corporates resulting from the austerity drive in Europe is having a significant impact 
on a number of unrelated industries. In Spain and Italy, significant defaults are occurring owing to the 
reduction in government support to the renewables industry as discussed in our seminar on the subject 
last year.[5] In a measure expected to net the Treasury over £900 million per annum in additional tax 



 

 

receipts by 2020-21, the U.K. government announced in July 2015 that it was going to remove the 
Climate Change Levy (CCL) exemption for electricity generated after Aug. 1, 2015. This is expected to 
have a "material short-term impact" on earnings for a number of U.K. renewable energy companies. This 
follows on from the termination of the Renewables Obligation regime in April 2015.[6] 
 
In other areas such as health care, we would expect further activity over the next 12 months as 
governments under budgetary pressure force significant contractual measures or impose fiscal 
measures, which directly impact service companies to keep costs down. At the end of last year, for 
example, in the U.K., NHP (one of the U.K.'s biggest nursing home groups) was sold for £477 million in a 
process that resulted in NHP's lender and hedging counterparties suffering an approximate £600 million 
shortfall. We expect further pressure on health care groups particularly in the U.K. in the coming year. 
 
Focus on Oil 
 
At the start of 2015, distressed debt traders focused on the impact of low oil prices, and there was an 
expectation that a restructuring wave might result in the new price environment. Looking back at the 
first half of the year, the reality has been a ripple of activity rather than a wave. The expected wave of 
consolidation in the industry has started with the announcement in April that Shell was taking over BG 
Group. At the smaller end of the scale, MOL Group announced in early July 2015 that it was buying 
Ithaca Petroleum Norge, the North Sea explorer. 
 
There have been a number of oil explorers, producers and service companies that have sought covenant 
adjustments and extensions to the payment profile of their loans and bonds. Oil-focused corporates 
have, to date, been nimble in making cost adjustments and seeking waivers from lenders. Given that the 
North Sea is one of the highest cost-producing areas in the world, much of the activity has focused in 
this area. We expect the pressure is more likely to be centered on oil service companies as the industry 
looks to reduce costs. Gradually, in the current environment, service contracts will be adjusted or 
eliminated and service companies to oil producers will find the latter part of this year and next year a 
challenging environment. 

 



 

 

 
It is noticeable that few reserved base lenders (RBL) (RBL facilities being one of the key sources of credit 
for E&P companies) have made moves to sell their commitments notwithstanding the difficult 
environment their borrowers face. Many E&P companies entered into oil price hedges in a higher pricing 
environment, and when these are reset at the end of the year, liquidity pressure is likely to mount. 
 
Emerging Markets 
 
Investment outflow from the top 15 emerging market (EM) jurisdictions reached $250 billion in the final 
quarter of last year. 
 

 
 
 
 
It is also notable that in recent years, there has been significant growth in U.S. dollar borrowings by EM 
companies. Adverse currency movements (the dollar has strengthened appreciably against many EM 
currencies), exposure to falling commodity prices and slowing growth means that a significant rise in EM 
restructurings later in the year is to be expected. 
 
China 
 
In China, much of the media coverage has focused on the significant stock market falls in recent weeks 
and the efforts of the Chinese government to prevent further market declines. Little remarked upon 
outside the specialist business press are the small but significant number of defaults that are occurring 
in China. Kaisa Group Holdings Ltd, a Chinese property developer, defaulted on its 2017 and 2018 notes. 
Perhaps even more noteworthy, a state-owned company Baoding Tianwei Group Co. failed to pay its 
April interest payment on its U.S. dollar debt. The Chinese government seems determined to signal the 
end of "moral hazard" by allowing defaults to take place but at the same time, it is trying to ensure that 



 

 

a number of the trust structures sold as investments to the Chinese public (which were formerly off-
balance sheet) are refinanced on domestic banks’ balance sheets. 
 
Russia 
 
Russia appears to be coping better than some commentators initially predicted despite the sanctions 
environment. Notwithstanding this, it is hard to see that a significant restructuring wave in Russia can be 
avoided as the economic realities bite.[7] 
 
South Africa 
 
Finally, the market is looking with interest at South Africa, following the announcement by Edcon, the 
largest nonfood retailer in the country[8] of the results of its Exchange and Consent Solicitation. Ninety-
five percent of the group's 2019 senior notes have agreed to participate in the offer, which will reduce 
the group's interest bill by €72 million. 
 
Ukraine 
 
A number of Ukrainian corporates have already undergone (or are undergoing) restructuring processes. 
In April 2015, DTEK, a leading Ukrainian energy company, restructured via a U.K. scheme.[9] 
 
Somewhat overshadowed by the Greek crisis, debt restructuring talks between Ukraine and its 
bondholders to restructure Ukraine's sovereign debt are ongoing. The Ukrainian authorities are seeking 
to secure up to $25 billion from the International Monetary Fund and World Bank. In May, Ukraine 
adopted a debt moratorium law, which the Ukrainian government has recently hinted might be used if 
there is a failure in debt restructuring talks. 
 
Conclusion 
 
Outside of the great drama of the Greek bailout discussions, corporate restructuring and distressed 
loan/bonds sales perspective in the first six months seems to have been relatively quiet in Europe. The 
old investment adage, "past performance doesn’t indicate future performance" applies as much in the 
distressed debt market as it does in any other market: do not expect activity levels to be quiet forever. 
Restructuring activity is increasing in the emerging markets particularly for those corporates involved in 
the commodity sector. Although not classified as an emerging market, given how significant mining is for 
the Australian economy (and specifically Chinese demand for Australian commodities), we would expect 
restructuring activity to pick up in Australia, too. 
 
All eyes are on the U.S. Federal Reserve. The inevitable decision to raise rates, possibly as early as 
September this year, will see tighter monetary conditions in other parts of the world. The Bank of 
England governor, Mark Carney, has indicated that interest rates could rise "at the turn of the year," and 
the ECB's current program of quantitative easing (QE) is also set to end in September 2016, indicating 
that the loose monetary era is coming to an end, which is also likely to bring with it an end to the "zero 
default" world. Counterintuitively, a normalization of economic conditions may mean that restructuring 
activity gathers pace over the next few years. 
 
—By Stephen Phillips, Daniela Andreatta, Saam Golshani, Colin Graham, Dmitry Gubarev, Maurice Hoo, 
Scott Morrison and Anthony S. Riley, Orrick Herrington & Sutcliffe LLP 
 



 

 

Stephen Phillips is a partner in Orrick's London office and co-head of the firm's European restructuring 
team. Daniela Andreatta is a special counsel in Milan, Saam Golshani is a partner in Paris, Colin 
Graham and Anthony Riley are partners in London, Dmitry Gubarev is a partner in Moscow, Maurice 
Hoo is a partner in Hong Kong andScott Morrison is of counsel in London. 
 
The opinions expressed are those of the author(s) and do not necessarily reflect the views of the firm, its 
clients, or Portfolio Media Inc., or any of its or their respective affiliates. This article is for general 
information purposes and is not intended to be and should not be taken as legal advice. 
 
[1] https://www.orrick.com/Events-and-Publications/Pages/Bank-Resolution-in-Greece.aspx; 
https://www.orrick.com/Events-and-Publications/Pages/A-Short-Guide-to-the-Implications-for-the-
Imposition-of-Capital-Controls-in-Greece.aspx 
 
[2] http://s3.amazonaws.com/cdn.orrick.com/files/ItalianNPLSlides.pdf 
 
[3] Royal Decree 267/1942, the "IBL" 
 
[4] Further details of the amendments can be seen in our recent update on the law: 
https://www.orrick.com/Events-and-Publications/Pages/MATERIAL-CHANGES-TO-THE-ITALIAN-
BANKRUPTCY-LAW.aspx 
 
[5] http://s3.amazonaws.com/cdn.orrick.com/files/restructuringsoutherneuropeenergy.pdf 
 
[6] We discussed the Renewables Obligation regime in a recent alert: https://www.orrick.com/Events-
and-Publications/Documents/The-UK-Solar-Gold-Rush.pdf 
 
[7] We recently discussed sanctions and Russian restructuring in a seminar in London late last year: 
http://s3.amazonaws.com/cdn.orrick.com/files/restructuringsoutherneuropeenergy.pdf 
 
[8] http://www.trustnet.com/Investments/Article.aspx?id=201507150733380897T 
 
[9] The technique of restructuring non-U.K. companies via U.K. schemes is discussed in our recent alert: 
https://www.orrick.com/Events-and-Publications/Pages/European-Revolution-vs-English-Evolution.aspx 
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