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lnsolvency and lnfrastructure Projects

1. lntroduction

2. Syndicate lssues

3. Appointing lnvestigat¡ng Accountant

4. Restructure/Standstill

5. DOCA Restructure

6. Receivership Restructure
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Early Waining Signs
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Default.

Request for covenant waiver/ relilai¡on,
Request to reschedule repayments / provide additional fund¡ng.

ASX Announæments / pGss release.

Fating agency act¡on (down-gEde).

Adveße audit comment.

Cred¡tor action / litigation.

Decl¡ning share price.

Detefoml¡on in financial perlomance.

Adversê industry/ markel / economic cond¡tions,

Regulatory action / change in tañffs.

lncrease in off-balanæ sheel linancing.
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Dealing wilh syndicate members
Some observations.
. Banks move at d¡fferent speeds (and some banks don't

move at alll)
. Banks have d¡fferent levels of resources.
. Some banks have ded¡cated workout and restructurino

teams (e.9. the Australian trading banks)
. Some banks w¡th smaller local reDresenlation run work-

outs through their local credit exebutive roles.

Some banks leave lhe ¡ssue with the person who wrote the
deal.

Some banks deal with the ¡ssue ent¡rely offshore which
gives r¡se to t¡me zone issues.
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How do Syndicates deal with the problem?
. What is the role of the agent bank.

. ls there a need for a lead bank? lf so which bank?

. Should the agent bank lead or should it be an
Australian trading bank with lhe largest exposure?

. Formation of the steering committee/representative
bank group.

. Which banks should join?

. What are the rules for committee members?
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Protocof of the Steering Committee
. Legal Counsel

. lndemnity for steering committee

. From lendeß and the company

. Helease from any confl¡ct of ¡nterest

. Use of confidential informat¡on

. Staysw¡thinworkoutgroup

. lnfomat¡on baniers created

- Share with wider syndiæle, when reasonably able lo do so

. No trading of a banKs debt, until all information public
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Steering Committee
Role of the Steering Gommittee
. Dialogue w¡th debtor

. Liaison with Syndicate

ln¡t¡al Cons¡derations by Steering Committee
. Quality and level ol reporling;

. Transparency and credibility of informal¡on;

. Competencyof management;

. Lender concerns, need for earlier invovement or inÌervention

. Need for an investigating accountant (lA)... Who to appoint?
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The lnvestigating Accountant
The Triggers

. Events of default - potential or actual

. Separate class of triggers?

. Debtor concerns, rule 3.1 issues

r Automatic acceleration?
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The lnvesligating Accourrtant
Terms of reference would lypically cover:
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Historical and prcjected proiect perfomance

Prcject model and key sensitivit¡es

lntegñty ot mode¡ and key inputs

Future æsh f low, debt seMce €pabilit¡es, lender covenanl sensitiv¡t¡es

Enlerpñse valuat¡on

Key prdecl risks

Assessment of managemênl

F¡nancing altemat¡vs and workout solutions
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The lnvestigating Accountani
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The lA is êxpected to play a key role in communication:

. Managlngdebtexpectations

. Managingequitye&ectat¡ons

. Assisting managemenl to communicalê effêctively with key
stakêholdeG, particulaly lendeß

. Prcvidingan'unbiased'oplnion

. Reducing confrontat¡on / tension between panies by act¡ng as a sensible
conduit / medialor/ interp¡eter

. Setting clear pdoril¡es and agræd m¡lestones to measure and report
progres towards ull¡male solution
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Tlre I nvestigating Accounlant

Who appoints the lA:

. Lenders

. Company

. Jointly

. Jointly with a default to Lenders
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Epic Energy
æ Lend€rs, d€bl ¡l .85 &i
Took 2 mqth€ lm ¡iú¡t @iMed ol lA lo lißlþbn
A€rsd elegy pd lA repd Es a refilæ Ë * by lh€ Mpúy
SMI¡ll ¿gr€med pú ¡¡ pbcê ard sk etery ågrê6d

lA r€pßsdod L€ndEß fi â Sal€ St*dE Cmmilêe wfrh qúly
Epb Bæd, Lder6

SlssúE Grq ãrd Eqúly

Saks pr@$ t¡nebble agrs€d ånd mil$to* ñdded ad repnd W by lAto

TIE Mbero{ lordêE $d pdgd¡al ølI* md lA hd a k€y ú b p¡ay in mægiq /
ñæ{iEidmahtuw

d qaHe d beire ffilud€d, lA
look dd as RsiEr Wid€d by Londers

Sâ¡Ð ffilûdd ând L€*É pd h fd
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CrossCity Motorway
. l6 Lenders, debt$600million

. Equ¡ty appo¡nted "adv¡sers" to negotialê with lenders

. Equity wanted lenders to "take a haircuf

. lnab¡lity lo pay ¡nterest, slower ramp up prolile

. Standstill solution not capable of being put ¡n place

. Sale v¡a receivership

. Polil¡cal issues had lo be diffused

. ln process of complet¡on; Lenders to bs pa¡d in lull

. Subslantial retura to equity
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Adelaide - Darwin Railway
. Equity sale unsuccesstul

. Inabilily to pay ¡nlerest

. Ma¡ntain reserves, slower ramp up profile

. lA appoinled and standslill effected

. Standstill des¡gned to give maximum flexibility to achieve ramp
up (capex specifically addressed)

' Equity / debl / company confibuted to the solut¡on resulting ¡n a
debt rêstruclure and ãdditional equity to meet lhe terms of the
reslructured fac¡l¡lies
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Three different solutions

Sìand3till Fmal Solvêncy Sâlê

Crosoñy MoloMay

Adelakls - Dailh Railway

Ep-þ Enorgy
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Don't Spook The Debtor
Although nol an infrastructure pro.¡ect the HWE example ¡s also
¡nteresting:

. lA appointed

. Weeklystandst¡llarangementsinilially

. Longer standstill (6 months) to allow lA lo complete his work ild
develop a solulion w¡th management

. Board gol neruous afler adownlum in results and called ln
Adminislratoß wilhout discuss¡ons with Lendeß / lA

, Value deslructive - equity wiped out

, Legal Peßpective

. Lendeß'Peßpective
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Tirne for Action
. Need to br¡ng negot¡ations to a head

. Lenders concerned

. Subsisling Evenl of Delaull?

. Needforclarity

. MACclausesuseful?

. Tming of measurement for ratios and covenants

. lmponance otnotaccelerating

. Renderingfacilities'ondemand'
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Standstill
Ksy Considdations ¡n Slrâlôgy Dovolopmont

. Curentadlutu¡opKiætvâlue

. UkêlhoodoI16toLêndgrs

. UpsldElorlendeß

. Fhdc¡or appêlite for risk

. û.flsred¡dddftn

Fêlatþnshþ wIh milagmenl ild equly

, H@liFlqryenltu

. ohr prciæl r*bdþs
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Standstill
Key Considêrations ¡n Stratêgy Dovelopment

. Nalureoffacil¡ties

, lmpact ol crcdtdoriElivê producls

' Tem of fæilþs

Whal is being requesied

. CdhtêrestbepâH?

. CÐ qy mortbatiÐ bo mads?

. Arê equity's dsma¡d rgaqablg?
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Standstill
Fundamenlal Pre-requ¡site to a Reslructure / Slandstill
1 Koydrivêrs

. Eqúlykßbr€Hnowrsfû,

. LendeÉ kd to be kepl rúols

2. llodêtorbratioñ h a Lendo/s posl¡n i.ê. a'stildstilf nota"step bacK

3. llo nêw risks i.s. e)posuro to maúet risk whêrs I prêviously di, not exist

bhiÍcf (CæCfy)

tErd dsk =iue# ¡eiún

4- ldêntly of lender... 6)dent ol derihlivê ad hedge ê)çosure?

5. Cæ oâch lêndêfs risk e)qosurê be addrêsd?

Ks¿ùþnth.ì
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Standsiill

Objætu
, &shltuhrqq
. Prsùolíqha

No ¡.t¡h
, þåMræh
. Wtudd¡E€*

Lhtr¡ly
. HtunqtruEy?
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Standstill
H¡ghl¡ghts of a Festructure / Standst¡¡l (continued)

Cffieds Rqdd

. WrìWplûlv

. marF6ÞgËha(Mtffiú?
Repdiry
. h/Mld¡Effiràl

RætbliF
. Epffiè¡¡ry
, Atuhóryæ
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Standstill
Higblighb ot â Rost.uclu¡e/ Slandd¡ll (continuêd)

. Rqor¡€

. lnMlh*/tuæ

. lds6rhlfudil

. AtMd@rd¡EB
F€æ I Cosls

. Eq¡lypaü@û

2i
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DOCA Scenario

H^1.¡ffiÐ

EBITDA sutf¡cient to æver Senior Debt and part of Junior 1 Debt, but nol
Jun¡or2 Debt
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DOCA Scenario
. lntangibles have impairment test and need to be written

down to $100m

. Junior debt 1 - trading in marketplace at 60 cents. Some
hedge funds have recently entered

. Junior debt 2 - nottrading

. Senior debl - nervous with respect to write down / its exit
strategy but comfortable interest is being paid.
lncreasíngly nervous w¡th respect to hedge fund
involvement
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DOCA Proposal
Balance Sheet Restructuring

Before After

-
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DOCA Proposal

A$ets witedom by $40Om bul net ¡npact only gl00m i.e. net asêts rodúced by
$100m duoto:

Redrction of Junior Debt 2
Conversion of Shareholder Loare
Witedown of Intang¡blæ (4001
Net Reduction (1001

Ex¡slhg shâr€hoHers to acquiio Junior Dsbt I dd a second chargo at a 6'qnliät
di*ounl (60 cents)
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DOCA Proposal

Restructure Proposal
. Junior Debt 2 convert to preference shares

. Shareholder loans convert to pure equity

. Junior Debt 1 - offer of 60 cents by ex¡sting shareholders

Legal Parameters

. Need for 50% in value and number to vote in favour (if
votes not consistent Cha¡rman normally "casts" with value)

. Secured cred¡tors who do not vote in favour can st¡ll realise
and otherwÌse deal with security

lllestpac
lnstitutionalBæk

:.¿
l(lroh\þnlh.¡

DOCA Arrangement
. Shareholdeß obtain agreement of Junior Debt 1 to sell but only $'l 50m

(for $90m). Hedge Íunds refuse io sell

. Junior Oebt 2 asked to convert to parlicipal¡ng preference shares
mnk¡ng above existing equ¡ty. lnterest mupon increased but only
payable out of prof¡ts (cumulâÎ¡ve)

BUT

. DOCA issues:

' Shareholdeß insist they want all of Junior Debt 1. Don't trust hedgê
funds

, Hedge funds refuse...... not bound by DOCA?

. Jun¡or Debt 2 refuse to convert ...... not bound .... are they a
secured cred¡torfor DOCA purposes?
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DOCA lssues

. Section 444(D) - a secured creditor can
realise or otherwise deal with security, unless

. DOCA provides otherwise and secured creditor
voted in favour, or

. Court orders.
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DOCA lssues
Who is the secured creditor?

' Separate security for each of Senior Debt,
Junior Debt'1 and Junior Debt 2

. Same security for all debt
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DOCA lssues
lnter-creditorþrior¡ty arrangements
. Arè lower ranking secured creditors really subordinated?

- Can lhey enforce upon an insolvency event/administral¡or/scheme
of arrangement?

- Do pr¡ority arrangemenls continue to subsisl upon an insolvency
evenÌ?

- ls security trustee/senior agenl obliged lo follow insùuctions of senior
debt for DOCAvoling purposes?

. Protection for the junior creditors?
- Unlaklypreiudiced?
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Receivership
lndemnityto receivers

. Riskassessment

. For New Money and Liabililies hcurred

. Co-ordinating syndicate to give ¡ndemnity.

. Several

- Givenbyalllendeß

l1lestpac
lnstitutionâlB&k ^éKqd¡\ienth¿

Receivership Sale
. Trade and Operational Credilors

. Market Value under Corporations Act

. Sale Advisors

. Political Considerations

' Tax and Stamp Duty lssues

. lnteraction with adminislration
. Ep¡c - adm¡nistralion ends

, Crossc¡ty
, VendorDOCA

- Sale Entity DOCA
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Receivership Sale
Consents required from financiers

UnitHolders 

- 

Shareholders
Vendor
Enlities

ùnils

Sale
Entitiês

G: Guannlo¡

Bi Borows
Bmow¡ng and Guârânlæg !æqaêd

'Nêêd tor gril¡ngubhment of dobt ât S€le Entity lèvel

'N€ed tor rolæ3e of Sâlê Entillês from sæurîly

^<zKorrla\'lenth¡
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Receivership Sale
Consents required from financiers

Alternative Structures?

. Less than 1 00% consent for debt extinguishment on
enforcement?

, Security over ultimate equity/units?... Tax
consolidation issues

' Equity agreements automatically come to an end
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Receiversh ip Restructure
The 856 in the $ Scenario

. Differing Lender Agendas

. Exit and Sell?

. lncrease and Buy?

. Retain?

. Equ¡ty upside?

. Role of the Steer¡ng Committee

. Dissemination of informalion

. Formulat¡ng solutions




