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Foreword

Foreword
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causing uncertainty among investors, discouragingass-border investment and delaying restructuring é companies facing
Deofeo <fZ 1< Dc...—Z—8 St> fReteeftt" L BfSI%S-ZF $7Z¢ ~ «ABECLSc 8% "Zoffoe— [
challenge to banking sector stability.

EU insolvency reform is long overdue and the Europ@ Commission has committed to take action. Latehis year, as part

of its work plan on capital markets union, the Comimssion will propose a legislative initiative on bugness insolvency. To

help inform the debate, AFME has published ‘Poteatieconomic gains from reforming insolvency law irfEurope’. Written

<o LLUZZf, U f=cte MG L fetec, L ledatek foo fof Yeff —<tof 7 Zf ™D (feY%otteZ & & —Sif
report provides a comprehensive economic and leganalysis of the effects of Europe’s fragmented ins@ncy laws.

o n:tyln_ nAAin. f Pc"e— :t'_(.f_:t:t--“,\'“é-:'t 1(‘._'#_..._(_1:52 (..‘Z’“i. > ni;‘gn.TM(- _S_f‘_’i(avu‘_"'(o%
the insolvency recovery rate should reduce corpora bond spreads by 18 to 37 basis points. Applied mss the economy,
this lower risk premium could add 0.3% to 0.55% tdEU GDP over the long-term, or between €41 and €78llon.

We put forward a number of concrete proposals forargeted harmonisation of insolvency laws through nriimum European
insolvency standards. First, we recommend that aMember States should have a Chapter 11-type stay mfoceedings to
Tef,Zt “—c.io fot F77F .. —<"F "Fed " FE T mfE%e BT L Ff 2o TR T L —cte T M T Chofcon Yoc 0!
capital to a distressed company. Third, we proposgronger creditor rights. And fourth, we suggest tat national insolvency
agencies should regularly report on their resultsn order to better inform investors and policymakers

—"te%o <oe Z Fe > "—Z%e et TR ETefet fUEAZD ot~ fot S<%SHEL A I Zof 27t 1
elements in delivering much-needed growth across # European Union. AFME and our members are fully goortive of
the Commission’s work on Capital Markets Union. Whwope this report provides the bedrock for meaningfudiscussion on
creating a consistent Europe-wide insolvency framewrk as part of this vital initiative.

Simon Lewis
S<t” §t..——<"¢
Association for Financial Markets in Europe
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Executive summary
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for insolvency law across Europe would help to redee barriers to cross-border investment and enableakter restructuring

,> Dceed St teecescis co—tote ' f T B fFEUoter oot Z7Fe > ZEXA SESETEFEL
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that could be achieved through insolvency law refon.
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effective insolvency framework has four main functns:

. eefeece%o “<f, <Zc<—> tTeomco%o—<oS o %EE" T fr B F"F3F-S of ™Sy "Stof e ZEtfac
going concerns.

o ef,Zco%o "Fe—"— .. ——"<o%0 O f T« Zqfr B Yo,k pedef —Fof 7t =Sk» TS
to normal operations.
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corporate insolvency.

Major differences between national insolvency frameorks in Europe have a range of negative effects @dhe economy and
Deefoe. . <fZ of"ef—eq <o...Z—Tce%a

+ discouraging cross-border investment (particularlywith respect to multinational companies or those wih complicated
Deefo ico%o o—"— . ...——"Fe & —SE",> "FT— fo% [LSHf f P~ . et %ot fZ4

o tee =" f%oco%o —ST —<oFZ> "te—"lfecte oo el fL LTt .. —ZfctebTTokE L —7-
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» making it harder to address high levels of non-pedrming loans (NPLs), which absorb bank capital, rede the
T Dc..ctes T L f—fZ fZZ'..FELPETot Lt ) fredkeY%ofere—te o—f «Zc—>4

Methodology and key ®ndings

Recent studies on the economic impact of insolvency reform in Europe have used relatively limited datasets and relied

on a range of broad assumptions in order to generate a macroeconomic estimate of the gains from reform. This study
seeks to augment the evidence by using market data in order to test the observable impact of variations in the quality of
ef—<'efZ <oeotZ "t > "Ufef ™ ee e _St "Vc.<o% 7 LL"FETc—A —ecoe%o -1 et >«
model to estimate the impact of insolvency regimes on the risk premium. This result is then used to estimate the potential
long-term impact on EU GDP.

Step 1: estimating the impact of insolvency refornon the risk premium

Co—vtZZco%o Tt et LSV —f B PO F I fE [t %o " EZ [ — < e, PP fot " ES T -
"ELUTEYS "f—fA f Dot —Sf— f . fetecof U et R VL TET> "E—fE Uy ffeke. Ukt T [T
bond spread. This suggests that countries with stra@ insolvency regimes have lower borrowing costs. Yen we control for
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Executive summary

unobserved country characteristics (e.g. institutioal factors or risks not captured in the credit raing) the estimated effect
falls to an 18 basis point reduction in the bond sead.

Step 2: estimating the macroeconomic impact of insévency reform

e[ Z2<oSET Z<—t"f——"1% fZZ7'™e —Sttofflf ZfestZ e > T fef ™ tae 2o SSF WLEFZ
macroeconomic impact of improving insolvency framewrks. Our estimations are based on the results ofl&ney et al

trsu & ™MS* Deet —=Sf— f "3 . Fe—folgteT et T «a facts . f—fT ™c—S ‘fceshmey. "Hf ot oce

Z'e%o—1F" fet f sarx 17 . fe—f%Z v%rae <k e "tof trete—4

We can combine these results with those from our bl pricing model to simulate the macroeconomic impet of insolvency

TECtTe f— Zt"tZ2a "~ f27 cfe M feP-fro Mt L N f -1 zw ‘15”2»#-Lié"-—fsv‘z?ulw-—..i"#f
Ce T @vs,s - @yz,s 7 ,F—-™Fte tAuTtF T rAAwivfc—<'ofZ Fe'Z'sefe— «o—ZFfce 1721t
2> wF—™Ite Xrrarrr E‘,e <o =S Z'™NZZdefE, fub sBE Sc<%S o fof ey  Stftceette, —
P70t —e e —%o%ofe—e —Sf— o— . S CentFIIp o7 kT e Yo faeZ T DZ™ Lfe _frAH o B[/ Af o
central European member states such as Poland, Huarg and Romania.

Potential economic bene®ts not estimated in this sty
There are a number of potential additional channelsiot included in our model which should further incease the overall

Tootetec 1 fe—f%te — —81 " e PIEsecedd fede™cded <o 7 —Tco%d BcoBoottE "
Lot fected <o % -1 Z3TFZe fehenH Ry 2ifSed << —ST Ted oL frfhaE%d Y e
.xu:t (._i%onf_:t.l. :t'N("‘..:t'_ ~Aun .“nfx.*a’?rqﬁ.j.ru':F.n_fa_#.T <~ xux%on:t.. x(y.:t-’c..l.gu(%oé(."yot~¢_21
etem' " Vecoe%o Z'foeed T oe—%oY%ofe—oSSETZEStetSfedfettoce " —" St e —_tcfed

8t cee—F <o froc.— 272> vEfedefit THBERacfoa —SF  ie trswefetePdSEP i Bt
@zYy{ <ZZ<'e <o o'oe@ F" ooy TS decdionocataf e fae ote_ T Fe— . léeteQf. feb'f fdtfe
-8t " — o highNPLs are hindering lending and the recoveryid highlighted pan-European insolvency reform as a
Tt e—y <o PR it — L F —STEE 8%t «-B e tNPL-dspesal can free up large volumes of regutgto
i [I<=fZ fol %oted”f—1 oc%oe <O ks esRaldyldting that freeifgsup tapidal disposed foNPL could unlock
ei™ Zietco% 0 ,E-™Ite @sxy @WASHLEAe wa T ECt koY% THefot 7 k™ Zifeed

Insolvency law policy recommendations

St et Zc.> teZ—ecte <o —Sffe—SI el o Pt [——"¢,—<cofolZF el xo"F 00
and convergence to best practice. These payoffs atéstinct and robust relative to the payoffs from ther categories of
institutional reforms.

T .teectt” =St "1ZZ7Z ' ™ce% tZFetelafpe —StteSefe et —St T D<o nn 0 foue
notably by enhancing the possibilities for restructiring:

» Stay: By preventing precipitate action by creditors, atay procedure is critical to the successful rescuer orderly
workout of a failing business. Most EU member statehave some form of stay but arguably the preciserfns in certain
jurisdictions do not go far enough.

« Valuation : Progress should be made toward creating a consistt framework for fast judicial resolution of valuaion
disputes.

« Cramdown : Creditors or shareholders with (on a proper valution basis) no economic interest in the enterprise,
should not be in a position where their “veto” coud force the commencement of formal insolvency pro@slings or delay
otherwise viable restructurings. There should be @ossibility, under appropriate circumstances, for écisions made
by creditors with a continuing economic interest inthe enterprise to bind creditors that no longer hae an economic
interest (otherwise referred to as a “cramdown” ofsuch “out-of-the-money” creditors).

- Roleofcreditors & feo,1” e—f—Fe oS — 71 fZ22'™ P2 f>—fSe" 11 féDZ—te—<fZ "'2%4
insolvency proceedings, including providing credites with all relevant information about the affectedenterprise and
any proposed plans or proceedings, as early in throcess as possible. The participation of creditorsr third parties
could yield new solutions or additional funding, tlereby making it easier to distinguish viable compaies from those
whose creditors are unwilling to provide support ard which should be subject to liquidation procedures

Potential economic gains from reforming insolvency law in Europe /
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* Financing: Steps should also be taken to address the issuieomgoing funding for distressed companies, in ordeo
ensure that a greater proportion of economically \able companies can be turned around, thereby limitig destruction
of value in a restructuring.

A convergence to best practices could be achievelsfdbugh a harmonised approach under which minimum stndards are
coo—tt "7 Ff LS 7 —St fZFete—fotETEYHISES fLZFAT ' of —<'ofZ petZTe " HY% <o
—Sce "t —8 ecocZf" 72> ec—— Attt o fadtETEE L0 LA T o %oe oSt Z T FF o f o B0 de87
rights, obligations, protections and outcomes acrasall EU jurisdictions. Otherwise, as is currentlihe case, we will continue
—t ekt fe [%o%o T %of—<'e " et %o fE . ety AR e Y EI e o'k (P ELPIPe. gt etALE T

There are important practical and political judgmens to be made on the priorities and phasing of fuhter insolvency
reform in the EU. AFME advocates pursuing a faimarrow and focused EU legislative initiative to emed the key minimum
standards of an effective insolvency law into natioal systems. Our proposals go with the grain of refms already being
implemented at national level.

Alongside, we advocate the development of recommendations and the sharing of best practice (both at EU and OECD
level) on a range of wider issues. The diagram below summarises our proposals for new EU legislation and a related
Commission Recommendation.

EUElegislativeEproposal le"EEUEre#0$$e%&atio%

lta-E
'lear(E)le*i+leEr, lesEa%&Epro#essEtoEsta
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restr #t,ri%gEisEatte$pte&E

2%g0i%gE34567E)i%a%#i9
E%s,ri%gEs,perOpriorit-E#re&itorEstat,sSE1
%e"E)i%a%#i%gEtoEaE &istresse&E#o$pa

'ra$&0"%E
6rovisio%sEtoEpreve%tE#re&itorsE"it. E%d
re$ai%i%gEval,eEi%Et. eE#0$pa%-ELlro$
.0l&i%gE,pErestr,#t,ri%g

're&itorErig.tsE
E%s, ri%gE#re&itorsE.aveEt.eErig.tEto
proposeEaI;restr,#t,ri%ngIa%ElorEt.e
&istresse&E#o$pae-

8eporti%gE
5%tro&,#i%gEperlor$ad#eEreporti%gE+-
Y%atio%alEi%solved#-EageYtiesE3e>g>
tises#alesEa%&EassetEre#over-Eper#e%

:al,atio%E
8e#o$evsatio%sEo%EaEH0SS0%EVal,at
$et.o&glog—§+ase&Eo%EaEggoij)AgI§#o%#
S$etri##(ElorEa&optio%Et.ro,g.0,tEt.eEEU

= &itfialE#tapatit-E
4evelopSed%tEol EspetialistE<,&itialEe*pe
oY%restr,#t,ri%gEa%&Ei%solve%#-E#ases(l
Yatio%alEa%&E#ross0+or&er

6rolessio%alEsta%&ar&sh
5%tro&,#i%gEsta%&ar&sElorEa&$idistrate
a%&Ei%solveY%#-Eprattitio%ersEi%EE,rop
parti#,larl-E1orE#ross0+or&erE#ases

. fTT(_(‘o I '”'%)o"ioo —' e¢e(eo_——o (fo"oTz~ﬂ:_o___"_')ou_.f_.""’:té (— ™ ‘_ZT “i_ ¢e _S':u: T"d:_.‘lo(u_s:
there is consistency among the courts and adminisitive personnel in the application of insolvency s and procedures.
The Commission could play a leading role in encouyang the development of appropriate frameworks in eder to facilitate
this goal.
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Introduction

1. Introduction

Report structure

This report aims to improve the economic evidenceral analysis regarding the impact of insolvency fraworks on European -
Foofefec fot Deofeoi«fZ of"of—0 «o 38 F "o fSIZ 6 of —'ofZ ZFE " $RFFFT =H— =SZT
direction for reform.

This report is structured as follows:
« Sectionl fe—f,Z<eSte f f..o%" —eT " —BF AfxastaSF o iBHIf ot e T —Sce "4
o Section2 ‘——Zcefe FEco—co%o "I Tee ' <o @ be fs ZfIMfrltA

» Section 3 provides an overview of the key legal and policyssues for national insolvency frameworks in Europe,
highlighting priority areas for reform.

o Sectiond e—""t>e —St "FZf " fe— f..tetec. Fef i faalt AT LTSt <ot f L Tt %o< S <o
“—fZc—> te L f'<—fZ of "et— T DS v fxf Al f e oot Z o 5 hESETe te of V"
performance in the EU.

» Section 5 provides conclusions and discusses policy considgions.

Sce METTo <o Z—The T fee YR FEFLTEFINEf2iton TA TS CHIVA $6 0 V1T fin
"t%o <ot “—fZc—> fot et efret— TITHZUWHISE fifhef fot [ —1.. Sec. 2. foctHZedT . ‘oo

et <8 Mhete—e f TI—f<ZET Z1%offRe TELITCHPe SfactefZ oot Z e 58 1% TEFE T
fe "Fr7ct™ 0 St a4 Sf'-1" ssTIFeiMePZac ita™ [ fel o —tciae% JE TN Fe—
Vet — =1t o —7U A et <§ easdf ot MHN e o f L —F Tt <o MY efetteZ T — FF>1
and the Czech Republic.

Economic functions of insolvency regimes

o fo—f,Z<¢oSET 1> 7 ”{-if"...év”ézfi' Mt ZPe =St ce %o D<-ﬁ¢.=$vfi<v~ﬁ‘-"4¢‘i-;tf.v.-‘f‘-c
performance (see also section4). S t+3 " FZ  efe— feot T " D<o » ' f'"DcosfepLlFUfE— ‘o —ST <o
frameworks that underpin them. These frameworks intude broad factors, such as the rule of law and thetegrity of the
E—tc..cf a8 fo MIZZ fo o't fkDec.ofedr ‘TBhocoZdo—fofl—"%0' " f"e <on'Z oL Sefret—fo8" o
"—Zfted St <o’V foe t "IDZE 4, —S¥ s ffl %ot f <o %ok fod <o te—ete— TF .. ¢

St Z:t‘ygofz TUfed ™ e 960t T e <o %0 L4l <'H;v‘—2f’it--<.-..i> g™ #AD<...<¢-V—Z’>f’*=sf.."ﬁ%f"’i7
o fie=fZ fot Zf,' ="  ['F "HfZZ = TFERFeds IWELY 't s—ecefoe Fo < fpLIT e DR I—E-BY
effective insolvency framework has the following factions:

. eefeoceY "(f”(Z(—) T<'—<-%o—<0§20‘%(%(£t(”’:(f—,,g;ﬁ—'\”f"i—é"i TMS<}..’§I°.f.é‘—"2<'r,,'z—iif*<
going concerns.

o f,Z<o%0 "te—"— . ——"<o% f .o<T<Zff B0, WEpodef —'tof 7t =SF» FétEL ST
to normal operations.

C Tt % ZE%ofZ L —fcom>  Ee—f% ESf [fZZTETEE "he—"enn SEEe o TP
—ettre—fetco% 8 fot "7 o E T e kT %o S f IR T e Zc—ctea

of, Z<o%o of——Ztotoe— " L Zfcoe ofcokocxed¥®y ESE L te—" T L T AF dete V" ff—04 <
corporate insolvency.

1 Forareview, see Ross Levine (1997), @Financialdevelopment and economic growth: Views and agenda® , Journal of Economic Literature, Vol.
35. No. 2 (pp 688-726)
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Introduction

Current divergence in national insolvency regimes i n Europe
Because of the divergence in European national insency rules and practices, creditors, administratts and other

depending on the European jurisdiction in which theproceeding is conducted. These differences lead tmcertainty and
<cof " Pe.cteva fof fed ‘o f fot%ff<Fi TEce& SfTE""Efe . f'<—fZ of"ef—0d

St "tZZ ™ce% U o't .. «Dc... TELEZF T tffotoffpcs TPB oo Z 0 > F B e f2G $1f o —fo %5
fot " FT—"fZ2>& fot <o ™S SarAfTfS Ut ™t oA ZPSTE Tt o Yot <SEfAZ f, 28
o =St fece%o T oo ZFe > " Fttco%ooA

o fUZ<f,ZF <ot Z7Fe > —" <Ko%t —Fe—0a

o =STE o f—cte ot U2 f Ao fode LR fTred
© =St ZHe%-S8 0 fet ifee T kT rWpB g > 0 L

o ofef%otefe— ‘T oot Z7he > "ttt co%oA

o Tfeeco%o 0 .7 ftTc—'"ea

e =8t 7% fet ZETEZ 7 f —c O fenB e L3 F ' TE ke %o A
o D<Z<os%o feot "E" D f—<'e " L Zfcoel

o THetteed «Za—> T T ece %y fot [ ex%e " ol o<

o fee—Zete— T —Ufesf.—cles fe—f P ke "t teo %A
o Z<f,<Ze=> Tttt —"ed oS 1S ZF et ot of o f%oteto—

o =St fTfZf <Zc=> " te—@ Focafe Dol CuYhot WATAf D Fe—1" <ot LE" £ EL e
protection after it has already entered into insolency or similar proceedings).

These differences between national insolvency anastructuring regimes have a range of negative effes; and in particular
are likely to:

- discourage cross-border investment (particularly wth respect to multinational 9ompanies or those WithCOfanicated
Deefeoco%o o="— . ——"Fe fot "k¥—=2a3f -SUf ORI e P et coe T f Pl o fLat E e ]
%otet"fZZ>a

. T<v°...‘—" %ot —SF —cofZ> "fe—"— echealwo BTG AE TD .. —ZEwE ffod e fESEE [
—Sfe "M Tctce%o fo N N——oc—> ="' "fe% e F"Eafe [ %o

C e LEfeE —eET—fcem fetethoem (oo SET AT ES TRt —S TEe D" f LT AE T T

+ resultin small and medium sized companies being at disadvantage as they are less able to meet higistructuring
Lte—e M —fet fETfe—f%ot ‘T oI ROBoc kT et EVEY o [ —SE" efe 1" o—f—Fed fof

* make it harder to address high levels of non-perfaning loans (NPLs), which absorb bank capital and deice the
T D<o T L fe—fZ fZZ' .. . f2ZZE Pt dFedecdoof ersSTe o—f <Zc—>4
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The EU policy agenda

«+ -St & -St pEetiDa—e 7 LTI ,,—f"!“A#Zii..-z.v.%i%o—vZf—<‘-- 1tt St ,,.:I;‘.-..—‘$§<—T¢A”¢:’§i-
fWofetf "7 . f'<—fZ of of—e —oc'e o@c'e0cB-—FSfo S — """ Yo Ffoee — T™™Mf"Feo Do fiNZA %"
. SfeetZe [0 —St 4 o'—f, 7> >t " tefea@pfoaSEcnfe. 0% fol TUHI DxefSi «offZ
ef""¢...te& <o fZe' 131 . 1T —'TIDSoffe . P WMESZfcara <o f ., vEFE<oTd M Bl Sf o}
cross-border supply chains are an important aspeaf commercial practices and a driver of economic e’

o ot fe— e’ M. f ST co %00 Sttt e ERo.. —STE ", ZFe T T 11 YmteaZ fcoe Y T,
trsv feefeeoto 7 St te—e 7 L Sel%f%odtfe 2t Uxta A f—8t feecoecte o Fot “Sifee St
typically entails: “high costs for cross-border creditors, incentivies forum-shopping, and obstacles to the re-orgaai®n of
cross-border groups of companies.”

o —St "F..fe— f..—<c'e "Zfe ‘e c—of "bflackt o fohk—FHFe ‘eecoec'e Sc%SL«%oSe<tde —8& f—

e—foetfrte f.mtee 7 N (0ot 77 ZTGEE™M e f IT T f—f —Stedeef Yof et F e fE
markets union, the Commission stated its intentiorio propose a legislative initiative on business inslvency, including early

"o — L ——"<o%o foet " Tctco%o T<f et iote f&frm A B f ™Mco%o ‘e —STIES EIFEF L —
‘e (ee'Z%Fe > "ET e (oo —f T <o f"...$jtrs-véwa—T,,-‘¢—‘§—$T. Ttet—eFede— > —Sfff feeces
LoD et <—e feec—ote— ' (oot ff77/ U ZZf FoTE LT e T —" <0 %o kT XAS f— <o

implementation of any minimum standards will require that they are introduced at the national membertate level in as
similar a manner as possible.

Currently, the EU policy framework comprises a faly limited EC Regulation on insolvency proceedingsyhich was adopted

cotrrr fet ™feo fetoftt <o trsw folfPBx.. . Secetf ekt M-S fo—f ZcoFeoAddaf™Mpn: S 1

insolvency regime should apply to a debtor, rathethan harmonising local insolvency laws. The Commigs also issued a
Toteefetf—cie cotrsv ‘s —ecotoe ZFdZ-ET™ST . S «Tte—Dcte [ Fo— d¥ffan Fo ¢ afog

p<otco%d Stef @ZiITHZ etfe—"FofrHiEFflci St et3- .S -1"4

I

EU policy framework comprises
a fairly limited EC Regulation
on insolvency proceedings.

I

2 European Commission (2015), Economic Analysis, Accompanying the document @Communication from the Co mmission to the European
Parliament, the Council, the European Economic and Social Committee and the Committee of the Regions®, Staff Working Paper, 30 September

3 European Commission (2014), Impact Assessment Accompanying the document Commission Recommendation o n a New Approach to
Business Failure and Insolvency?, Commission Staff Working Document, p . 23
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Sco S =17 Tt te fo RTINS BELS o fae ' Z-" "t fo Z1 1780 STSffofAeeE 2§
"EFT <o e E—e.—c'e ™S iet e As™ S« S e—SHfluee' 27 e > "thockhe ¢ fStA &f 2
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is also an important reference point when considerig further insolvency reform in Europe.

The European Insolvency Regulation

St T%ho—Z f—c'e ‘o coetZ e 5 7 trin T< $Rgulation’U)wvas adopted by the Council of the European
ecte fo tf  f> trrr fet fed <o-t T ftrrta‘e Qs #%0—2]‘—(" —te TP Zh Y RS T‘Zi
ofe,F” o—f—F+ +3.. 1 “TheRedulation aims to develop a framework for css-border insolvency proceedings,
and applies whenever a debtor has assets in moregh one EU member state. The key idea is that the mier state where
—-St t1,-" Sfe <=+ te_"f ‘" CQMPF) skeuld be the judsdiction under whose laws instvency proceedings
are conducted. The Regulation also, importantly, pvides for mandatory, or “automatic”, recognition ésuch proceedings in
other member states.

The Regulation did not seek to impose disciplinesnonational regulations, but rather worked with them with a view to

foe—"co%o fo '"TE"Z> —"tf—efe— AV el 2ERA LfiVEefce > Fe DU AL %t <o tZ 1

Lttt ce%oe fol So, et U Lttt Ybe R s s/t HEZ f ™. ™MiETE fE 7St H B 254
<o fZZ5& o'— fZ7 TH,—""e f"F . i40E ke 2084 WSt T <o %o L te L TV xKoA fol

institutions, investment undertakings, holding funds or securities for third parties, and collectiverivestment undertakings

f’t ¥ts..2—ttta

Centre of main interests (COMI)

St f%o—Zf—c's of—o f ", ———f ZS P " Lefrmot— oSGt Boco—F T TD<L A SFLZTH 2
centre of its main interests”. The presumption catve rebutted by objective factors which are ascertaable to third parties
(see Eurofood). The ability to rebut the statutorypresumption has encouraged companies to take stepsrebut the statutory
Mie—e'—cte —et " f 07 fee "1 E oY% P D O oS (%S [0 L EL..—<TF Tf .=
ce LteE—e..—c's ™M_S ‘_St” oSttt FiMiert —SefSt e . Z—TFTA

i e "<e% f tE,—"ie Stft "D f T—E Vet . —Steaf "%t
i e —<"5co% ... "Ftc—""e 0 St L SfefotvaStft "Bt Z¢
i. S'Zt<e%o , f"T ett—ce%oe <o =St —f"%t— E—"<otc...—<'+a
iv. “"tece%o f ,fee f ... .. ‘—e— <o —Stfefi"%ot— E—"cotc...—<'*a
V. convening restructuring negotiations in the targt jurisdiction (see Wind Hellas.

St .'—"—e&d S ™METE"E Ut —eZ<of¥S L F ~Shhoenttf —foete UL HPeseZ " T %ol <
were taken only weeks before applying to commence an insolvency proceedings in the target jurisdicton).

s trst —S% teecescts TETCE™EL 8% o ofplZTEV oS %o —Zf -t fof "i. %osendt fZoF
several weaknesses in its operation. St efce ™ffoeefeete Sc%SZ<%S—FT ™It de&eseITIpS . 2 2Zf=F<¢S>
Lttt co%o A —SF "te—"c... -t TEPcoadiktae oot WkfTce%ome—" " o, FET<oTbde [ &Pof B¢
_S:t ”i°('%0 I Y 1111...:t:t.r(.%0.éZ_Sini%o.f.y‘.rx('\.%n."Zoinfn_u_._nﬂ “.x.yf.(i.nat%o._.r_z_fé_:tn,”'\.111:4:_

4 Appendix A summarises the types of insolvency and restructuring proceedings available, recent legisl ative reforms, time limits for ®ling,
whether creditors may propose a restructuring plan, cram down rights, company valuations, the role of existing directors and managements,
moratoria, pre-packs, avoidance transactions, DIP ®nancing, termination rights and future reforms.

Council Regulation (EC) No 1346/2000 of 29 May 2000 on insolvency proceedings

Winding up of insurance ®rms is regulated by Directive 2001/17/EC (introduced 05/05/01, deadline for implementation 05/05/04) which is
applied to the winding up of insurance ®ms whether founded on insolvency or not. The same applies to the winding up of credit institutions
under Directive 2001/24/EC (introduced 20/04/01, de adline for implementation 20/04/03).

7  COMI shifts are generally effected at holding com pany level rather than at operating company level, since the latter would require major
organisational upheaval; i.e. moving the operating company's assets and employees from its home jurisd iction to the target jurisdiction.

8  Whether COMI shifting is necessarily prejudicial to creditors is a matter of debate, since one posit ive consequence is that the process allows
restructurings to be effected under more “exible re gimes, for example, as permitted under English insolvency laws. On the other hand,
opportunistic shifts can tend to favour larger debt ors and increase costs to creditors by reducing the predictability of loan conditions.
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demonstration that the central administration is located elsewhere, and a comprehensive assessmentatifother relevant

“f.o='"ed — Thecte =St ie—e'acfo «SES Kt -Sfte " HUMpco—1"1T B8t SESEBDEZ

proceedings. The amended regulation also introducesframework for resolving group insolvencies by,mong other things,
placing an even greater emphasis on avoiding a multiplicitgf proceedings for the same debtor and providing mechanisms
for coordination of group companies across borders.

Forum shopping

“Forum shopping” has also been used in Europe wherebtors and creditors have sought to utilise nonrisolvency based
The—— L ——"<o%o it —"Fe [UfclE @ e SET—<toFZf" —St "t S, Pieef e UELcES-
companies to restructure using English law schemesf arrangement. English courts have been willing t@anction such

... Stefe T fUfe%otoete— ™MSE T o TRLS IS %o ZFeS—lé—"—0 <o Foe%f "FcoSEPAf S T2
—C tE—fTecet ™MSF_SE” St F <o et P cFor TA 0.~

™S$-S3” —St o> Deofo.«fZ T —oYpZe ST P FodIM SISt —St'deecdofa'ts . 72—
English jurisdiction (seeApcoa a

ii. whether the secured assets and creditor operatins are in England (se®e Drax Holdings Ltda

iii. whether all of the company’s scheme debts andtercreditor agreement are governed by English lawiseePrimacom a

iv. MS$t-St” —-St t1,-" Sfe o' "1t -1 Re Magyar BelBqomB\a [t

v. whether a decision to sanction the scheme is éky to be recognised and upheld by the courts of levant foreign

jurisdictions.

o otef (7. —ee—fo  fed —St f «ZdDcShoeosef—F< Tt e~ fot o " LT aff At SEZ " esd
a company in distress, but this is not available tall companies (particularly medium or smaller compnies), and may often
S E o7t te—Zs fet <of Dt —SP P, AN Wi Eca-" <ot —cted

Commission Recommendation

o st f7..S trsv =St ‘eeceecte ' — 7ot P Fe Qebdeet focioe T StAUALISY ‘0§ oL TMfoldtfe
failure and insolvency” (the “Recommendation” ).!* The main thrust of the Recommendation is to shitthe emphasis of
oot Z7Fe > 0 Lttt ce %o ™M TV e g« el A fenbe T LT - —— e %ol <DFE—L i ZZL™

f"‘_oT foT ":t__"o — %0 " <* %o ___‘c_._0/0'5"';‘"._]%_(_-_35.(_‘(T."%O%(i 'oo(..(”‘_I_'k_":bo_‘sfi_f””ﬁ'r
Bank, showing that recovery rates are highest in jisdictions where restructuring is the most commonform of rehabilitation
proceeding’? 'f..<D«...fZZ2>4 —-St f..‘'eetetf—c'e fT . f-1f°4

« permitting the debtor to retain control of the business and to request a
—Fe Ty e f> 7 et Tt —fZ tet T fete— f—ctee |
There has been a recent trend
* the possibility of arllnapp,rovedv restructuring"plan tvrarpminlg d?V\‘/nA" , for non-English companies to
Teoodomcodho 7 f1f=SToc W TETSE =12 8DFET  ostructure using English law.
C T e Tt Ctes N et fte I TR U ot 0%acd !/
in the implementation of a restructuring plan.

9 European Commission (2012), REPORT FROM THE COMMSSION TO THE EUROPEAN PARLIAMENT, THECOUNCIL ANDHE EUROPEAN
ECONOMIC AND SOCIAL COMMITTEE on the application of Council Regulation (EC) No 1346/2000 of 29 May 2000 on insolvency proceedings

10 http://economia.icaew.com/opinion/february-2015/ the-eu-insolvency-consultation-two-years-on

11 http://ec.europa.euljustice/civil/®les/c_2014_15 00_en.pdf

12 European Commission (2014), Impact Assessment Accompanying the document Commission Recommendation on a New Approach to
Business Failure and Insolvency?, Commission Staff Working Document, p . 8
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The Recommendation goes beyond the Regulation inedéng to promote harmonisation across EU jurisdictns by
introducing minimum standards for national regimes. The objective of the harmonisation approach throug the “New
Approach” initiative is to move jurisdictions in eah member State closer to best practice, where this measured in terms of
improvements in the recovery rate, in a bid to fosr convergence around best practices.

o L teel—cte ™S fes " Ffe ecocofat foRbA L >

s& Fe ¥ e—f—Fe Ff..S& fe 0 of £3 %o —F2FO [ 2o et o%o [ ZGf ¥ Yo dtet B [
To.tetec.. <o "fefe_el fof

td * —St F8—fe— —Sf— —Stet . Sfadote Ul "IVt Febte —Sf— It S IDL ST Fend
states, Vthe Enacting State can hqpe to see furtregonomic improverpents, dvue to (a) a more readily @mgnisable procedure
™S o'"F "t —f,Z2F ‘—— . et Affdt Feo—<EFf L= i —co %o LT et TR B f LT

(again because of the more predictable outcomes).

The Recommendation highlights that "further harmonsation of minimum standards for European insolvencyegimes would

St7’ = “f . <Z<—f—=F o f it afeld fITLTTE ot 2e -7 — L —— ScdorAfE o0t T YN —
there should be minimal differences in the mannemi which each Enacting State interprets and introdwes the harmonised
framework into their local insolvency laws. Therefoe, the scope of each Enacting State to interprend introduce different

criteria in relation to those standards should beiimited.

eour F'—fe, 3" trswa —ST ‘eecescie fF—fEf P DB e'ZFete—f—c'e " _Seetecfefancie I
‘* stAudatrsv ‘e f f™ rif S ' fadcodenZ freZ >08 St FTfZ—f—<'e foleetMTE oot t
member states had implemented insolvency reforms imesponse to the Recommendation, but suggested thttere are
important disparities in perceptions about the effets of such national reforms, notably between the & and members
states (including those that have implemented char&s). This is evidenced by the Commission’s statentdn the evaluation
that “among the Member States who replied, severfllember States consider that they already largely oaply with the
Recommendation”, quickly followed by Commission’s anclusion that the Recommendations had “not succeed in
Sf ce% —St Thec"tt <o'f .= <o "FXZe—fodothote-SE Prefo—cfl THDf. o+ 2ot foiSfe.%
To—"F'"ted—"e f..f—ef " <—o ‘eZpxfl<of L «eUdtcBfo fo— o—o t" 7 E¥5¥% —Piedp S5
Zf—e..Stt "3 7ee80 Sco o—%o%oto—of>FPho” £ EITMaoact” foet”—c'e —SfSWME" Fheb_
caused by divergent European national insolvency ggmes to be resolved at the individual national les! and would require
some level of minimum standards to be applied acraesEurope.

The evaluation further concluded that the“differences in implementation mean continued legahcertainty and additional
Lteme T et e_"e (o festeeco B oS EHWrca fIACEYY < =St £ O T«fteZt  hete" focfotedua ot
"fte'testd fof fZ'e%oo<Tt <—o £ fZcef mc oRZBHT toscxm—to_cte fo bfratle Shcie PULfZ et
f Z1%ocoZ f—<"F cocmcf—<"F o —pctoraedces Z T, > >
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Legal and policy aspects of EU insolvency systems

3. Legal and policy aspects of EU insolvency system

This section provides a legal and policy overviewfd&curopean insolvency frameworks. The contents agructured as follows:

© F..-c<'suds f8fecete —St ofce ZPPf LoflTtene et <o —""1A
o Foo—<ieudt "ETcE™e P f < fLeolL e S IO ET e A<TET
» Section 3.3 discusses the case for further policeform at EU level.

3.1 Legal aspects of European insolvency frameworks

Sce of . —c'e fEfoecoete foeofoe—f7 ZEUbFZ > f¥ Hhacate oo —" "FE Tco.. —Vews %’ 2 S %
divergences in practice at national level. The disission focuses on:

i_ ._f) ””~(o('¢oé

i. =St “fZ—f—<'e ""fer™ o]

jii. ..."feaet ™ea

V. ‘¢%0‘<*% T1,—""eecea ‘eetooc’e Pcefe <o%da fof

v. the role of creditors.

Stay provisions 5 § o o
g7y TEDcoET o—f> e f <SP FE TR FI-SF 5 —ecofee <o ffer"— eI fLZ T AP

procedure. Stay provisions need to strike a balandeetween preventing precipitate action by creditorsand offering certainty

and predictability around the contractual provisions linking debtors and creditors. According to workconducted by the

World Bank, the critical dimensions of stay provigins are:

o f——tef—c.c=> T e—f> " L feete ‘ditcu%edZSETLE. ;P %o~

o =St t3—fe— " LTEf%t 0 —SPAfb, LT Aeftte C f

« the scope of creditors covered by the stay order.

ef Tt —f—% 7 TEZs "he—Tc. —<H BeofbZ> Sk d doflk —SF S feefie 8 ffet—t.f o fld —
CEUFZ7 TfZ—F 0 =St —ecofeel T N FEFVLFA fA~ AT fZ2'™ . — oW RFREefNFre L TR
punitive amendments) at a time when their continuedcommitment is most crucial to the company’s resculternatively,
upon a default, an ineffective stay might not preva creditors from instituting proceedings to seizesecured assets or taking
other actions that would hinder a successful restreturing.

We may distinguish between automatic court stay orers that apply for a relatively brief period, and &y orders that can be

tE8—fettt e— Ef...— — The'ee"f Z¥% TS £8FfoscaWef_c'e " oU5t. e odePle fo f %
St Zte%—-S " f e—f> ’"‘...iT—"iiJ’v:-—-,,‘fZTfib,,:ft"-—ﬁiT(-#‘:...—”:H’ ...th-w%o—i"jé—%oé'—‘-—fvz
cen -—AD<...<i°t —<::t - ':t...—"iv: L‘?z",,%o—'f‘i-“éi’,’,:—f—i— r.f‘—-E)(T:t-...it<!%oﬁ"$¢a¢,ff"1té v
L EE T o %o oS —ZT o= [ of Z'eWmEH S¥ET Bee foS feoUo T —et—Z> TTETHe LT S le —
Tt co% oF . feef”s Deofeo.co% — USSP df aEFE coo—f5 Z'e%o 7 teffemo sfHA oo frd

actually erode value.

Most EU Member States have introduced some formsity as part of certain court-supervised insolvencgand restructuring
procedures. However, the drafting and scope of sudtay provisions varies widely. Spanish insolvenciaw includes a time-

limited moratorium on creditor action, although sud time limits are generally too short to adequatelyrestructure an
otherwise viable business. Under English law, cordctual termination provisions triggered by insolvercy are permitted and

"Refce FEFT . cof,ZF > =St Lt —e—F%f fo> o —MA— S22 fSt"e " FA —St "fHMLteS e da THST .
as noted above, is an increasingly popular restrugting tool, does not trigger a stay.
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The valuation framework
Reliable valuationis a critical aspect of insolvency proceedings. \(adtion is necessary in order to:

i fe—f,ZceS ™MSE_St” f fco—"teoftZo oof IS ke — 4 fSZE. A2, te—co—F - —"ft1a
i, ti—17ecet ™MSc..S o—fetS Zt1"e "Hflo fcm £S Tl ecocxBacd

i, co”Ve fes "He"— ——"ce% 'Zfed MBI SHZttAtfet " 7

iv. assign new interests to stakeholders as approjate, including rights to any future value in the estructured company.

o f Tfe—"— . ——"<o% ..'e—13—4 #FES M7 o« FfLadfr—c e footoe [ . O%cfesUr TfZ-—1"f
valuations and liquidation (or “gone concern”) valuations A going concern valuation assesses the value of a compangaas
operating business and therefore ascribes value bloto the company’s assets and its future earning peer and prospects.

o L te—"fe—A f Y%o'et ..o t"e “fZZf MiaSethiatekbed% —ST TfZTIP I fZ. . fedfanin'lt
piecemeal basis out of an insolvency process, arftttefore, tends to be lower than a going concern kaation. Thus, a universally
applied going concern valuation approach is likelyo save more viable businesses than a liquidatioraiuation approach.

Unlike the United States, Europe does not yet hawee consistent methodology for valuing companies in @&structuring
process. Each member state has its own rules govémng the technical basis for insolvency, which lead® inconsistent
outcomes, particularly for a cross-border group o€ompanies. There is also currently no consistent ntieod or platform for
resolving shareholders’ disputes as to the basis @&luation, short of a company entering formal indeency proceedings.

et <S ‘e —ZcoFe S'™ Tf7 f ' Vedet Yot LEFEZ 572%™ tco efe, 1" o— fhafe % £<8ESeZ
arguably has the most developed jurisprudence. Hower, in contrast to the U.S. courts, the English us have tgnded to 3
endorse liquidation valuations as the relevant mefc rather than going concern valuations? e« "f”"—<...—Zf"a <» =St

of schemes of arrangement the English courts havetlitionally favoured applying a liquidation valuation to determining
which creditors have an economic interest in a sctmee company and as a comparator to the restructuringutcome projected
under the scheme'

A more harmonised approach to valuation would prowde creditors with greater certainty and predictabiity regarding

~St” "< %oS—e ™SFe f o te fes "fZ At Bhcefoof., L f Dot Dot < fZ fTencte FUfrebfe —tco
more accurately evaluate downside risks. A desirablminimal requirement, which has already been impl@ented in some
European jurisdictions, would be a “Best interestsest” to establish whether creditors are at least & well off under the
proposed restructuring plan as they would be undea liquidation scenario.

While in certain European countries there are procedings outside of formal insolvency which use theiown valuation
methods, a more consistent framework could be creatl across Europe to resolve valuation disputes quity outside
formal insolvency proceedings. This would enable pctice and precedent to develop in restructuring Vaations, providing
stakeholders relative certainty of outcome, whilsavoiding the value loss associated with formal indeency proceedings.

Cramdown

Having established a valuation for the enterprised be restructured, it may become evident that somé@wer ranking

stakeholders (e.g. shareholders and subordinated editors) would likely receive little or no return on their credit or

investment under the insolvency proposal and therafre no longer have an economic interest in the entprise. Traditionally,

however, the agreement of these “out-of-the-moneyjunior creditors and/or shareholders would nevertheless be required

for an out-of-court restructuring. More recently, @rties have realised that making a restructuring deendent upon the
Lteete— T e fet St 7Tt e ™S of "Hefilfed P.fleePant” "ot <o o' Dytokie I Fo ik

Ad hoc approaches to crgmdownvcreate uncertainty cme[ning stqkeholders’ rights ar]di ultimately, makeestructurings _
f——ect: T TTefZ oot ZTFe > " L EFF LY STttt Ei ™McZZ [ F . tet fel s Eif ek W ZsE S e

13 English law, however, does not preclude the use of alternative valuation methodologies (including g oing concerns valuations) (see Bluebrook).

14 This approach is grounded on the understanding t hat the most likely alternative outcome to a succes sful creditor scheme is the applicant
company becoming insolvent and that it therefore fo llows that a liquidation valuation of the company i s the appropriate starting place (see
MyTravel).
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capital structures predominate. Practice currentlyvaries across Europe. With respect to cramdown predures, English
courts apply a “fairness test” prior to sanctioningan English scheme of arrangement. This contrastsittv Spain where
LT Te="Te e T ce % [ O T <o " O may erfly-challénge”a Bcheme @fter it has been séinoed by the court.

To create a robust and readily available cramdownegime that effectively binds out-of-the-money stakeolders, minority
dissidents and apathetic creditors, there should benore consistency and an improvement in minimum regirements and

ot —ctee T _Sted R L —ft e—f eFSHATEE 1< Sk F F-Sce —'7 <o | fietho. —ZFTA f."ETA
shareholders who no longer have an economic interedn the enterprise as determined by a universallapproved valuation
methodology should not be in a position where their‘'veto” forces formal insolvency proceedings or dels otherwise viable
restructurings.

Ongoing (debtor-in-possession) ®nancing

o =St f,ete.t 0 ti,—"ecoe eotoWe of " fo%bboddfensd —ett” ™SS fae e f3cotFT:
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complicated cross-border proceedings where the rigls and obligations of creditors, directors and othestakeholders differ,
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evolved in the U.S. for this sort of rescue fundingut is yet to develop in Europe.
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claim, allowing them to be paid ahead of all othexdministrative claims.
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lenders such as hedge funds, private equity fundsstitutional lenders and CLO funds, drawn by theigher yields available
or possible loan to own strategies.
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15 This term is not de®ned under Spanish law and nor has any guidance been developed by Spanish courts .
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Role of creditors

Where a debtor is not obliged to put a creditor'sestructuring proposal to a vote, creditors are effetively forced either to
approve the debtor’s plan or push the company intdiquidation. However, in recent years there has beemuch greater
receptiveness across Europe to lender-led restructing proposals:® A number of jurisdictions now grant creditors theright
to propose their own restructuring plan (or a couner-proposal to a debtor’s plan), most notably in Fance and Spain.

. —T—ge—"f" <okt ""faecee' Z fet> "8 Pt Toodle —< fEZ54 ‘—St” h—(#"i o—3% 1. g—éf(
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vote. This would allow credit-bids and, more genellly, create an incentive for the debtor to ‘stay hoest’ and present more
achievable restructuring proposals.
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process as possible, as well as information relatinto non-creditor sponsored restructuring proposals

3.2 Practical aspects of effective insolvency frame  works
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divergences in practice at national level. The disission focuses on:

i. —St E—t<..<fZ o>e—%Fea
ii. —éi ("IZNZ::O_,_) ””A:I:oo('oé f.T
iii. reporting and transparency.

The judicial system
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on the judicial region in the applicable country inwhich the case is heard, or depending on which jgé presides over the
case. The adoption of minimum insolvency standardacross Europe would help to reduce any negative effts of judicial
inconsistencies in the interpretation or applicatian of insolvency laws.
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across the EU to interpret and administer its insefency rules and regulations in a balanced and comssgnt manner.

Professional and administrative standards

The administrative and professional personnel invaled in insolvency proceedings should also be consded, especially for

large cross-border insolvencies. This is not a redated profession and standards vary across Europpatrticularly outside of

=St Zf "%t c—cted — f ecoco 2R SEHHI I e B Fat [ Sc%S Loy HLe %o ofe L TZHF %

ZY%ofZ fet ,—ecofoe ""f .. L F A DAf AL foB bt fotf WLt fZ fo¥ 2 i adhE fo M
St o't ... «<Db«c.. ...‘--<T;t”f—< oo —SfdtecstZ deel cFV di R T 0 o PTET LT ateSce—f27
e—"— . ——"ted ¢ -ST 4 a4 " fEfa PR —SHH THESFktd ot dFS. iWSfZéCE‘JZ‘I
sfee’—"—.> L fefed fo ™MEZZ fo VPrgelidtletmefRecSf— $5. 72— "BLY Tl ofei £ fo
i-—f fo —-Ti” —St T —<te T aBiZa .T.é—i-’"i--éf-...T.x*iﬁ”i‘r <o —SE A Hof.e Msf’*#
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insolvency proceeding.

16 See for example the restructuring of French fashion retailer Vivarte; a lender-led restructuring proposal which resulted in a fully consensual
work-out involving France's largest ever debt-for-e quity swap, and which avoided the need to put the ¢ ompany into Accelerated Financial
Safeguard proceedings.
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Reporting and transparency

The research that we have conducted for this repotias highlighted the lack of real-world data on theutcomes of insolvency
proceedings and their effect on European capital niiets (and the European economy). More and betterada on insolvency
proceedings and procedures would be useful in assgag the utility of the legal and practical aspectof insolvency
frameworks discussed in this report.

Reporting by national insolvency agencies is gendha patchy across Europe, with reporting typicallylimited to a small

oo FT T L fete fol . tefe Tteeq VT frek D foc'0d fo <o —SAc... &° P oIt
since its insolvency agency publishes a full recomf each case. Although the Czech authorities dotmpaiblish aggregate data,

market participants are able to use the public reaa to derive data on overall outcomes!
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is essential that more data is made available to Hopolicymakers and the market generally.

3.3 The case for further EU level reform of insolve  ncy laws

T ofeet— F8't..— St teo frc—ciPpegorofak VETZ VantZT _"ce% Zf™e alefi NFesFTEF—"

forces. Stakeholders approach each restructuring i their own agenda and strategy, often looking fopositions of control

fet <eDZ—Fe. f = %ofce ZE 1 f%otdefodho flfem e UpZ Mpste fot . ‘eofesZed seoffiffoccee
various local jurisdictions often cite political caonsiderations, or historical and cultural practices,as serious impediments

to insolvency reform and harmonisation. As a resultand as highlighted above, the absence of a cotsig, predictable and

well supervised European restructuring regime contiues to create a considerable layer of uncertaintyncreases costs and,

—t etet FE—Fe—& fZ-F"e —St F. . 'eddce " Fooffl—floAffeSc eco% [T BIL ™M fo "t _at
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Further harmonisation of minimum standards for Eurgean insolvency regimes would help to facilitate me predictable

and orderly outcomes for corporate restructurings.As shown in Section 4, market participants are morékely to invest,

and are willing to pay a price premium, when purchsing assets in countries with the most predictablegestructuring
outcomes. Divergent and inadequate insolvency regies limit the potential of the private sector to attact investment,

while, on the other hand, developing sound minimunstandards introduce a greater level of predictabity to creditors and

—St7 e fet S ZTFeA ,te— <o Fe—otd Tofcao ZESEp et ESTetDc—0 fUco%oWof ZTF F.otttece
environment. Accordingly, we believe that certain &y aspects highlighted above, when enacted propernd supported by

the relevant jurisdiction’s legal, judicial and reglatory frameworks, would greatly increase the effetiveness of European
insolvency and restructuring laws and, where appropate, would positively enhance a company’s abilityto effectively
restructure and avoid formal insolvency.

A predictable, consistent and effective restructurig process is singularly lacking across Europe. Tieeis no doubt that the
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European capital markets. Whivle introducing such rlqrms will lead to improvemepts generally, they wil have their greatest 3
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» Tackling the problem of non-performing loans (NPL). o <—e ote_ " Ffe— "_<¢.. 7% "#HfE--SESt —
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NPLs constrain banks’ ability to lend and limit theffectiveness of monetary policy.” S Sfe <tfe—cDctt o777

Europe’s insolvency framework as a priority in orde to reduce Europe’s large stock of NPLs.

17 Aggregate data published by a Czech ®rm, InsolCentrum, cite an effective recovery rate of 6-7% of ¢ reditor claims in 2011 and 2012, with an
average time for resolution of 21 months. At that t ime the World Bank estimates a resolution period of 38 months and a recovery rate of 56%.

18 July 2015 IMF Atrticle IV report on Euro area policies, available at: https://www.imf.org/external/p ubs/ft/scr/2015/cr15204.pdf
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evidence of the contribution of sound insolvency rgimes (among other factors such as GDP growth andlat ratios)
in accelerating the speed of adjustment of NPLs. Be we provide further support to this argument, which however
is more robustly analysed in the EC papefigure 1 ...‘' f"f¢ —Sf ...Sfe%f <o o L E-MEEF AT FoF tr

— " fe L t—e—"c(ted —St ec—Ft —Sf—S fFfFILFrA ™ee' 2 e > "T%eSte FLFL ffes":
distance to frontier (DTF) metric*.

As illustrated in Figure 1, countries with stronger insolvency regimes were lble to adjust more rapidly their NPL ratios
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restructurlng and continuation of debtor’s operatlms and therefore smooth the progress towards a raﬂlchange of
unsustainable debt levels? Sce "fe—7Z— <o o """ fF 5 ook 77 fixfZoaxeeprt <8 eefd u ™S,
that countries with stronger insolvency regimes detveraged more rapidly in the post crisis period.
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Figure 1:Quality of insolvency regimes in 2015 (distance to  frontier) and change in NPLs in Europe, Japan and
the United States
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19 Report of the ECB comprehensive assessment, available at: https://www.ecb.europa.eu/press/pr/date/2 014/html/pri41026.en.html

20 Risk Assessment of the European Banking System, EBA, December 2015.

21 European Commission (2015b) @The Economic impact of Rescue and Recovery Frameworks in the EU°. available at http://ec.europa.eu/
economy_®nance/publications/eedp/pdf/dp004_en.pdf

22 For a detailed de®nition of this metric see section 3.2.1.

23 A similar result was observed by correlating the 2015 level of NPLs and the same metric of quality of insolvency regimes as of 2015.
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Capital market harmonisation. The EU is striving to harmonise capital market r@ls and practices across Europe, as
Fretfe it > coc—cf—<TFe o— S fUo—SEca it feSHf v et L~ fZf tfrdcted—S e d
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a of"ef— f,—-fF & fZ-F"efl<CkTcoThofItto a‘'"t" -St fF—«=%¢ T
fetl . fe—"fZ o ... —"c—cte Tfo a0 "<«5uEncH of these initiatives and regulations support
and encourage deeper and stronger markets and ameténded to increase harmonisation across Europe. Waipport
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and corresponding focus on closer alignment of Eupgan insolvency rules.

Public/private issues. European insolvency procedures sometimes have conigated or unintended securities law

<o’Z ¢ foctesA o Vef e "E%of T coBhy (LNt lecaHosZ deot > "t %ocete FHffecx%er ...t —"— "
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(including possible criminal sanction) for market duse. Any European insolvency reform should addreghis issue and
make it clear when and how securities of an insolve company may be publicly traded during insolvencyroceedings.

Disclosure. Many European countries are currently reforming ad revising their insolvency laws, as illustrated bythe
coT ef—cte Lte—feott <o U iet<E chetadfftfo it bAfe> T, [UF [ E%E"fF 1]
shifts and other mechanisms to tailor where and hovtheir insolvency or restructuring proceedings areconducted.
St Z i f—c'e fol "froc. O fo—e Hofd <o 2t 0% M. Tt T o %o ...fo einFaceFi GLTE
on the outcome of such proceedings. This situatidncreases investor uncertainty regarding the treatnent of debt in
an insolvency or restructuring and, in a worst casscenario, might result in such treatment being verdifferent from
the insolvency considerations described in the releant offering document. Reform and harmonisation oEuropean
insolvency regimes would help to reduce this uncedinty.
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here is a strong prima facie

case for greater harmonisation
of insolvency rules.

I

24 See the European Commission's Green Paper on 2Building a Capital Markets Union®, page 5, footnote 1 .
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4. Economic analysis of the impacts of insolvencyagime quality

This chapter provides an economic perspective on ¢hissue of insolvency regimes and offers an estineabf the potential
pletDc—e 7 oot Z7 e > TET e o VI fPH oSt 3Vt fe "1ZZ'™e]

« Section 4.1 summarises the economic literature omsolvency regimes.

o F..—<'e VAL " Tctte fo TETTE™ TS H efeecifr oo ofZ oot Z e o0l fadsMEFf ff-
limitations.
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insolvency reform.

. To.o—<'e VAV "t de fo foe—cof—F ‘A nSHefDd N ete oot Z 7 e 5 "E heed—Fad T te ¢
derived in section 4.3.

4.1 Key messages from the economic literature
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the linkages between insolvency reform and key maorand microeconomic variables.
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variables:

The impact on equity and credit markets: §
© <o T hefe—e o =St F DL cFes CZEF - FeT PRI et —0 " T, EfecTa trrz a

* equity beta and price volatility are lower in counties where the bankruptcy code favours debt renegations (Favara
t— fZaa trst a

© Zf™e fet et fede— e fetfite BRI EFFEE2FAS T f L e Siaetfcke oot
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« market valuations improved with the introduction of new bankruptcy laws which gave greater protectiorio creditors
ftofzZfa trss a
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Financing conditions for companies:
o ettt Zs feet—'— > L tfe ZHffA " S<HAS T s ZP A fot "feecd trrz a
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Entrepreneurship and company formation:

« sound insolvency regimes encourage entrgpreneurshipstimated as the likelihood of self-employment (ECGand rate of
ef™ Pc"e fe—"> fif ft-4 fZ4& trrs a

25 See for example, Raghuram Rajan and Luigi Zingales (1998), @Financial Dependence and Growth®, American Economic Review, Vo. 8, No.3,
pp 559-586; Ross Levine and Sara Zervos, 2Stock mar kets, banks and economic growth®, Vo. 8, No.3, pp 5 37-558; Marco Pagano (1993),
aFinancial markets and growth®, European Economic R eview, Vo. 37, pp613-622; Robert King and Ross Levine, @Finance, entrepreneurship,
and growth = Theory and evidence®, Journal of Monet ary Economics, Vol. 32 pp 513-542; Rioja, Felix, and Neven Valev. 2004a. 2Finance and
the Sources of Growth at Various Stages of Economic Development.° Economic Inquiry 42: 127+140 and Philippe Aghion, Peter Howitt and
David Mayer-Foulkes (2005), 2The effect of ®nancialdevelopment on convergence: Theory and Evidence®, Quarterly Journal of Economics, Vol.
120 (1), pp 173-222
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I\/Iacroeconomiq outcomes: 3
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* Sound pre-insolvency regimes speed up the adjustmeaf NPLs (EC).
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A more comprehensive and detailed literature reviewon insolvency regimes, creditor protection and eawomic performance
<o Tttt <o eef3 ud

St "fetf .S —eti —fete <o —Sco "FEE ISP akFomSIt Deofo i fZ ofl¥iae )5 Teeec
premiums, and has reported the effects of changesthe quality of insolvency regimes on these premims. Recent work also
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4.2 Insolvency regimes and economic performance

This section provides an overview of the main dataources currently available on international insolency frameworks and
:téfo(cio _Si cf(o oioof%o:to Ce _é:t Tf_ff—ftua g‘_t.”.:ﬁ:““._<l. fz.‘ T(.__Tg_:k.is(z_(.(Q%q‘_T(fJ
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EU member state performance as measured by World Bak indices
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of distressed, but ultimately viable, businesses.

Measuring best practice in insolvency regimes canebdone in many ways. One is to focus on quantitagivperformance
measures, such as the reported cost of proceedingsne for creditors to recover credit, and rates oflefault and recovery.
A second approach is to identify the desirable pragrties of an insolvency regime, and to “score” thactual regime of a
E—"cotc—c'e foft ‘o MSE St &cfot SSMFfPaecSHEZES" 1" —<ted

These “desirable properties” relate essentially téhe decision rights of the various parties over bugess operations and the
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with less decision rights compared to common law gimes, such as England and Wales. The economicaatle for such
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than other parties, and may also have the possikiyito undertake actions that might be in the interst of a subset of
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residual rights of control over decisions about thalebtor’s operations and assets will arise.

« Collective action problemWhile it is in the interests of all parties to seure an orderly liquidation or restructuring, some
Tfr—cte of > "7 FTF —-SETE - T BRUED " eacs x8f f2758 T o — 7S HRf8+2" <S P%o
chances of an orderly resolution are diminished. &ystem of rules specifying decision rights and thecope of these
rights is thus required to enforce cooperative behaour.

The World Bank, through its Doing Business databas@rovides information on both the quantitative and qualitative

properties of insolvency regimes® Because this database provides information that isomprehensive in its coverage of

t—e—cte fet —the T ceet ZVh e o BT fIf 2 LA HCd” o e f e AT TR kYA Fo. Lot tA -
To "¢tE™ ‘o e "Uf <. Fe <o «VHI—fecicttiet £S1SA

26 The information reported is collected on the ba sis of a simulated case study scenario of an insolv ency. Experts are asked to rate institutions
and laws in speci®c countries, and from this, a com putation is obtained for both the quantitative and qualitative indicators.
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Quantitative and qualitative measures of insolvenaggime performance

et trrva —=ST  UZT fee <o% EEftee (EFfaT—e—"cte te TfU e fofil afZce

including rule of law, creditor protection, and qudity of the insolvency framework.
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Quantitative data on insolvency outcomes. This covers the cost of insolvency proceedings,ahime for creditors to
"ELOUTET Lt —a fet LTRSS FEfReAf B f Tf—F fiTEva

Qualitative data on strength of insolvency framewor k. This composite measure is based on four sub-indise

TR %0 < f TE " %ofecef—cte cottEAa - P e Tec%oe <oTES —' WF-FWT ™MSE-St
L ___":‘:T(_‘"c fc (c(_(f_i 2(“_(d'tff_((“oo ﬁo‘l'(‘('k ";"‘%tfﬁ%oioio_ e ﬂ#sé_.‘r'fco‘rf(:i_fo Ce
LT ET =t "% S—0 <ot 18A f.. S fees B TR WA Fod oSt UL fTTRBXA BT - fod
e—f"—e <o trsva

Overall ‘distance to frontier’ score . The DTF is an overall score showing how a countiy performing in relation

to insolvency, drawing on the available measuresoFeach variable included, a country’s performancis measured

"PZ2f—<f = =St ™ e fet e U fidade HY "Feefr —' Srrad SteifiirfReifiE i
the DTF score. This approach is used to summarisadh aspect of institutional quality in Doing Businss. Note that

this measure was not used in earlier years, so amalysis of this variable over time would need to se a consistently

derived measure?’

Figure2 «S‘™e _ St tz .. ‘—e—"cFe "fooft oo (45 Z5fteswa St ,f7¢ ¢S'™ _St ¢rsw )
ranking tends to place established EU members highevith the EU15 clustered to the upper end of thelistribution .
fet =STF f...... Foocte L f—e_"cte FEAFE-SIIPL £:SLIZMFY ¢ _SSTfeaf S —SL<

appearsinl10" 'Zf ..t fe'e%oe— —St swa fef —Sfti —BFIL2f%ifret—"..S Z*™t” —Sfe ‘-
countries.

27 The range of indicators and method of aggregati ng scores in Doing Business has changed over time. In 2004 the quantitative measures of cost

of proceedings and time of proceedings were used, a longside qualitative measures of priority of claims and ef®ciency of outcomes. In 2005
the qualitative measures were dropped, and a recove ry rate was introduced, itself re ecting the time a nd cost of proceedings. From 2007, the
recovery rate was used to rank countries. From 2012 a distance to frontier approach was used to treat each aspect of institutional quality + in
relation to insolvency this used only the recovery rate. In 2014 the strength of insolvency framework index was introduced and used alongside
recovery rate in 50:50 proportion to calculate DTF.
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Figure 2:Distance to frontier, recovery rate and strength of insolvency framework in EU28
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better on strength of insolvency framework than orrecovery rate.
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—fZ>8 > ..te="fe—& 'eZ> "'—" ‘2"« $ ¢ $idtSker substantialirereases in recovery rate (Hunga Estonia,
Bulgaria, Croatia). Several members of the EU13 Wilave implemented various reforms and seen improveents in the

recovery rate.
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linking recovery rates with the availability of regructuring options. But we also note that even thes weaker jurisdictions
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Figure 3:Recovery rate in EU28 countries - 2004, 2010 and 20 15
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there is presently much less variation in variable®f institutional quality within the EU, than outsde it. Taken together, the
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of their insolvency regimes.

Finally, we consider the link between economic groth and the quality of insolvency institutions, in ight of the well-

established literature on the link between economiagrowth and the quality of institutions generally.Figure 4 compares

GDP with the resolving insolvency DTF score. Thifi@wvs a strong positive relationship between the twovariables. GDP

BT L f—f <o Tf = £8 2 fcee U Wi d ¥ <k eSY —Se..."fa SULe— ‘2SKkE fcacfead—25t |
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countries are very similar.

I

EU13 countries have
bene®ted from policy
convergence with the EU15.
I
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Figure 4:Correlation between Real GDP per capita and the ins  olvency index
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The links between insolvency regime quality and thevider business environment

— e —eF 7 —t L teect it —St HAffLEVSET BB e 0 "f %ot ‘g Ze—p TR <% F
of doing business. This is because such factors aigo liable to affect measures of risk, and thusould need to be taken into
account when modelling the determinants of corpora bond spreads.

We have estimated correlations between insolvency TF as calculated by the World Bank and other easédning business
institutional indicators. Positive correlations were found with variables such as ease to start a busss (0.49), access to
LETe— rawx a 7t —f i —<co %o e tcfotco T e "o raxe™ " ... fefe— ravz a

St L UEZf—cte <o e e%ote— ™z St SEUfLZ—ee—"""coco % Pt ZSte TYfIZTe <
resolving insolvency DTF score.

4.3 Estimating the impact of insolvency reformon ®  nancial market performance

Sco ot —cie TETEZe fo b et ISR AL ST ™M e of —cfefel foste ' ZSHe £ IO %0
C Dcofoe . fZ of"ef—eh fo offe—"k¥e YEEE sA S f—ted —St fTTch S IMEZ4 8 Hfe o™
compensate for the risk of taking on corporate debt

St t.teteci FetDeoe foocoftt 0 MEF o REZTE fekfof> —e Tt T ot 2S4BT L,
TETe o 38 Z—tco% (=St 1B F T st edBk Lt tfo "t 11 eof Tyt iBied i
< Wo"Ef-F" f..... foeeo — Deofeo  HFUL!. 2o1F3ZPed Te—"% "Tet—"eSc —féda. telf St e
ef et —T ,FefDc—e fUcoce%o "' f o lWeed ot V" —t ek, TET —TfTE feot «STHI B fee
addressing Europe’s high level of non-performing lans.

Our model uses corporate bond yield spreads (the ffierence between corporate bond yield and sovereighond yield) to
sffe—"F "coo "Viec—eld St —ScoMé P %St FZfa ™Y e %ol oo Z7HE ST UBSH =T oo,
value that would be recovered in the event of defdu Thus, the return required by corporate bond halers to compensate for
losses in default should be correspondingly lowefo estimate this relationship, we take into accountther factors affecting
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yield spreads, such as risk at the issuer levéland the term premium. We use a bond pricing mod& estimate the corporate

LT OCEZT T fe f T—ei—ce Fedoc, A MERIFS. 0. Z—TF & ="d<—" T PZF %o & <22
Miec—e & ,ctafee "f—<' f etfe—avif 4T FhEfedest Mo otem@t<TE e DEf LIf Erd—droc Z2Eep
insolvency recovery rate to measure the effect ohsolvency regime performance?

—7 efce Ti—e <o e =St "E L TEY f—f fe—cof—%1 <o —SE UZt feeie fce%o —ece]
same stylised insolvency case would progress in different jurisdictions, giving a consistent measure over time and across
countries.®

o flTte—cte = =St T<"t...— £77 1St (oo Zitte i PEW%ocE ™M Z7 fZet SE Tfo—SF O T EcE"
since ratings agencies adjust individual bond ratigs in light of a jurisdiction’s recovery rating. Weastimate this by combining
St £t - 7 L7t tem T f—co %o —Felmmea LI ™M — Bt 0 E—S<fHHE—eeededed <D<

Econometric methodology
We use a panel model pooling individual corporatednds to estimate the correlation between insolvencynetrics and risk
premium (corporate bond spreads), whilst taking inb account other relevant characteristics that mayféect risk premia.

The key motivation is to understand the impact ofrisolvency regulation and other institutional factos on risk premium
(corporate bond spreads). Whilst the bond charactéstics are not of direct interest, it is importantthat these are modelled
adequately, in case some of their impacts were mitabuted to the strength of insolvency regimes frameworks. As a result,

C— <o [ f—F — fe—cof—t f ZFPBHE folf PEASTELITEZ4 17 S WS [~ StcenZ e
metrics is relatively simple and only available aannual frequency.

FZ0™M MY vfete —8F e 0 fet SAdfe kBt 2781 1St 2Bt e—fil RE—f<FS Vi

Scope of the econometric model

Bonds

The focus of the estimation is on ‘vanilla’ bondge. non-callable, zero-coupon bonds issued in honeerrency. Other types of

Lot frF et— fefZrefTa fo <— <o—BEBK )T Z D<o A —"Fc Mc(—S<sef Ppt S/t T L4
captured properly, their inclusion could bias the esults.
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Timescale
—" efe’Zf T—ee "o trrv = trSWA TS ™MEE 1§ STt of e ot e PIF AL 5 I%f ¢
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Countries

o <o ZFTA =St fefZrece oS oAt enfEEVE LAY [, . —Zf" —Stte S f= Bopitert it
reformed their insolvency regimes. However, there @ very few corporate bonds in many of these counigs - this itself
"tDZt .- =St "FZf—c'eeS< [ F-TMEEF ef LS - Sx I p%ecoPhod —" of ¥,V o ZFf NP forf
t e "cted St ofE <> 7 fefeof ftE <fZAH ™ =S oo fZ71" o—o HUE RV fata R
France®

28 A review of the relationship between insolvency regimes and bond market development is presented i n Annex 4.

29 Intheory, one could use existing corporate bon d indices, which are de®ned for speci®c maturities and ratings of bond, and can be aggregated
measure yield spread on a consistent basis over tim e. However, this approach is not feasible, as corpo rate bond indices are only available for
a limited number of European countries, mainly the more advanced ones in the region. If there is only limited number of countries, for which
bond data are available there will not be enough variation across insolvency regimes to identify their impact on bond spread. Instead we pool
together data on individual corporate bonds. Even i f the number of bonds for a country is too small fo r a published bond index to exist, they
can still be included in a wider model, allowing us to see how a country's insolvency regime affects t he bond spread. This approach maximises
the range of countries that can be included in the analysis.

30 Whilst we explored using Moody's data on actual recovery outcomes by case as an alternative measure of insolvency regime performance, we
did not consider this appropriate, due to patchy co verage over countries and time, and varying case mix making it unlikely that the observed
cases are representative of the underlying regime quality. The outcome recovery rate data are discusse d further in Annex 3.

31 As a cross-check on the effects of sample compos ition, we have explored alternative weightings of t he sample, such as reducing the weight
attached to Italian and German bonds or re-weightin g bonds such that the countries have equal prominen ce in the sample. This has little effect
on the results, suggesting that the results are not being driven by the dominance of Italian and Germa n bonds within the sample.
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Results of estimation
Our bond pricing model shows that low corporate bod yield spreads are associated with higher recoversates, indicating
that countries with robust insolvency regimes typi@lly have lower borrowing costs through capital makets.
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by the 10 year sovereign bond yield.
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Basic model
The basic rrlodel (1) does not take into account thienpact of any insolvency metric. The purpose is test@blish tha'E the
frrrf S =t Ltet fe—cef—cte o ™ e ke et E ™ co%s TE T e T " %s fOTL P . ~SETE" T e

o —Sce o'137Z4 —-St “f <f, 2t —SfUfedte, ot PS"IfEe 1A
» Time to maturity: remaining time (months) until the bond matures.
« Credit rating: S&P historical ratings, translatedrnto ‘notches™
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separately (“missing beta” in table 1).
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» Time trend: picks up any additional (common) changgin the yield spread that are not correlated wittthe above
variables.
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bond spread.

Model with insolvency metrics: the impact of insolency regimes on borrowing costs

et ™Y ftt —SF TE.LTEYS "fof «ees £ 8 ZHIS AZ <oco%o —* 8 Zf ot fEETsA K
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different countries in which the bond was issued.

The estimation shows that a one percentage point increase in recov ery rate is associated with a reduction in bond
spread of 0.0366 percentage points. That is, a 10 percentage point improvement in rea@ry rates as measured by the
World Bank, is associated with a bond spread 0.3&pentage points smaller, indicating that countriesvith better insolvency
regimes have lower borrowing costs.

32 The bond sample used in the analysis is discussed in further detail in Annex 4.

33 The credit rating variable is linear, i.e. assumes that the impact of a one-notch improvement will be the same at any level of credit rating.
Alternative measures of credit rating were consider ed, which allow the impact to vary along the credit curve. However, the non-linearities were
not pronounced, and these changes made little diffe rence to the overall results. In order to keep the model simple and parsimonious, the linear
speci®cation was preferred.
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variables with the insolvency rate.
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see that a one percentage point increase in recover y rate is associated with a reduction in bond sprea d of 0.0178
"E7 o te—f%f ''<o—ed feoT —Sce <o oc% ¥ Do~ fERAT f5AIBE this methodology, a 10 percentage point
improvement in recovery rate associated with an 1®asis point reduction in bond spread.
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variables (or “dummies”).

Robustness checks
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alternative measure of insolvency regime performane (Column 4 in Table 1). S<e fZe' Sfe f e—f—<o—<...fZZ> «
negative impact on bond spreads, with a one point i ncrease in the score associated with a 0.27 percent age point
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34 Country dummies for each country in the sample.
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Table 1: Results of bond estimation model + impact on corpor

(1) Basic model

(2) With recovery rate

ate bonds yield spread (% points)

(3) With recovery and
country dummies

(4) With Strength of
Insolvency Framework

Time trend (days)

Time to maturity (days)
Credit rating (notch)
Missing beta®

Beta

Missing bid-ask®
Bid-ask (% point)
Recovery rate (% point)
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R-squared
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0.000307***
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Source: Frontier analysis of Datastream and WorldeéBk data
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35

In these models, we estimated the impact of inso Ivency regime on risk premia (corporate bond spread s) using other alternative measures of

yield spreads (different from the estimated in Table 2); introduced controls for other institutional v ariables (e.g. Doing Business institutional
indicators); added weights by size of bonds; change d the sample to include near-maturity bonds; and es timated other within-country models

(impact in selected economies
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Summary of main ®ndings from the econometric analis

A 10 percentage point improvement in recovery rategs measured by the World Bank, is associated witbond spread
0.37 percentage points smaller, indicating that cautries with better insolvency regimes have lower borowing costs.

Alternative estimations that take into account theeffect of unobservable country level characteristig (i.e. “country
dummies”), a 10 percentage point improvement in reavery rates is associated with a 0.18 percentage jp reduction
in bond spread.
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notch improvement in rating.
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4.4 The potential macroeconomic impact of EU insolv ~ ency reform

We can infer the likely impact of insolvency reformby combining macro-economic data with previous eshates of the
"EZf—<teeS<’ F—™xFte Deofo.  <fZ @ff?ét fMY pofacsfiofe 7 —STE <o f %oxof weDZiFe xf
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We begin by assuming that the reform would allow amtries to reach a recovery rate of 85%, which israund the level of the

R T ... "+ EfJeéduntries are shown ranked by recovery rate iRigure 5 together with the benchmark level they

are assumed to reach through reform.

Figure 5:Recovery rate - scope for improvement in EU28
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36 The EU28 weighted-average recovery rate (by GDP) stood at 77.2% in 2015. The EU15 weighted-average recovery rate stood at 79.4%
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percent. Our econometric analysis indicates that percentage point improvement in recovery rate redues bond spread
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results from Bleaney et al; as this paper uses corporate bond yield spread, sbe recovery rate results can be translated
directly into macroeconomic impacts.
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percentage points. Evidence from credit rating agemes suggests they take account of jurisdiction r&king assessments
when rating individual bonds:® These effects are relatively small, however, arodrb% to 10% of the size of the direct effe¢t

“37 -St  tz& =St —'—fZ <o f...— ™Mbl @AS, s foft@yz,c 7 ,E-™IFe AwWhSZ> tAU”
GDP’ The impact on GDP by country is shown Irigure 6. The absolute value, in Euros, of impact is givéy the size of the
Foofetes fot =St ecoed T =St FoATEPlfEY U E—fZE Zf %ot RS fVTISESE oL
in their insolvency regimes, so are top of the impz rankings:** Poland, Greece, Romania and Hungary are smalleoeamies,
but they have considerable room for improvement, ath so are also feature high in the rankings.

The impacts are likely to be gradual, as countrigsplement reform and adjust their internal insolverncy proceedings from a
legal and market practice perspective.

I

The total impact on annual GDP
is between "41bn and "78bn.

I

37 Bleaney etal (2015) investigate the causal relaionship between the aggregate European bond spread index and economic activity in Europe. The
study ®ndsthat@bond spreads consistently predict changesinrealactivity®, withapercentage point reductioninbond spread associatedwitha1.57
percentage pointincrease in GDP and a 1.06 percentage pointincrease in employment.The second task fo cuses on the implications on individual
countries. While the sign of the causal relationshi p between bond spread and GDP is unambiguously nega tive, there is some country heterogeneity
inthe size of the effect. Thisimplies that countr ies differ in their sensitivity to changes in ®nancial conditions. In particularin Germany, France and the
Netherlands, the response is weaker thaninthe oth er countries, making such countries less vulnerable to ®nancial marketturmoil. As spreadsre ect
the willingness to lend in the economy, decreased a ccess to credit makes output go down whichinturn affects all indicators of economic activity.
The paper contributes to the interpretation of the causal relationship between corporate bond spreads and economic activity.

38 S&P outlines a methodology by which it assigns r ankings of 2A°, 2B° or 2C°. This is combined with a preliminary recovery assessment of each
issue, to generate a notch adjustment relative to t he issuer rating. If a country were to improve its insolvency regime and move from band B to
band A, some of the bonds would see an uplift in cr edit rating. Other things being equal we would expe ct this to feed into a reduction in bond
spread. We use a distribution of actual bond recove ry ratios from Moody's default data to derive a bot tom-up calculation for each country.

39 See Annex 4 for a detailed methodological explan ation of the indirect effect via credit ratings.
40 2014 ®gures at market prices (Source: Eurostat)

41 For countries where the size of the recovery rate gap is small or nil, this methodology does not ta ke into account the indirect bene®ts to
companies based in such countries but with assets i n economies with large recovery rate gaps. Therefore, the aggregate impact is likely to be
larger than the estimated.
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Figure 6:lllustrative GDP impact of insolvency reform on EU2 8
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Source: Frontier analysis of Datastream, World Banls&P and Moody's data

Figure 7:lllustrative employment impact of insolvency reform
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contribution by country is shown below.
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Source: Frontier analysis of Datastream, World Banls&P and Moody's data
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across EU28

United Kingdom

The absolute impacts shown above are driven in palty the size of each country’s economy. Howeverghelative impacts
(i.e. as a proportion of a particular country’s GDBr labour force) depend only on the scope for immvement in a country’s
insolvency regime.Figure 8 shows the relative GDP impacts (green bars) and @yment impacts (green area) by country,
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scope for improvement, the potential impact from réorm is small or even zero.

Figure 8:Relative impact of reforms by country
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Source: Frontier analysis of Datastream, World Banl§&P and Moody’s data

The magnitude of impact from reform depends on hownuch improvement is achievable. The higher the behmark recovery
rate, the more countries have scope for improvemenfigure 9 shows the impact on GDP under different assumptisron the
Sircete—f7 f8co " —Sf ecoco—e TEF TSP —Ffe P ed Sco <o 4STMG IS §1 B
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But if reform would only lift countries to a recovey rate of 70 percent, there would not be any gains larger economies such
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Figure 9:GDP impact for EU28 under different improvement ass  umptions
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As our results illustrate, there are potentially lage macroeconomic impacts from insolvency reform. e magnitude of these
depends on how the impact of insolvency regime ondnd spread is calculated, as well as the assumpti®applied regarding
the amount of regime improvement that reform can geerate.

A relevant caveat to these results is that the indidual country-level impact would depend, on:

© Sco—o%o TEL T Tfo %of 7 en3TeBeS FEACFIITEds <o fotT A

 individual labour market characteristics of each eanomy (e.g. distance to individual natural rates ofinemployment or
Zf, —" of"ef— DZtS<¢,«Zc—> & feof

» size of funding carried out via capital markets?
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integrated market.

Key ®ndings on macroeconomic impact of EU insolveyaeform

Using our own estimated impact of insolvency regirrte on borrowing costs, we derive estimates for GDPha
te'Z'sete— t°7f...—0a "~ fZ7 Zw 1 et Saof
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gains from the reforms in absolute terms (i.e. in ilions of Euros) are located in the larger of thenore recently
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impacts are to be found in Croatia, Romania, Bulgarand Greece, where the GDP impacts are in the ganof 1.5% to
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42 See Bleaney (2015) for further discussion on country-level heterogeneity in the sensitivity of spre ads.
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5. Conclusions and policy discussion

Implications of our ®ndings

The purpose of the Commission’s proposal for a nespproach to insolvency and business failure is tdismulate convergence

in insolvency regulations across the EU, by develog a set of minimum standards with which nationalinsolvency
Z3%ocoZf—cte ™M 7% b "EU—"Et e IMOIZZY "SPAEfedff TE™ o ™G e 2E%—1
and, in particular, the view that facilitating oppatunities for restructuring early on, or prior to, the commencement of formal
insolvency proceedings is desirable from the poinof view of creditors and debtors, and thus ultimatly the economy as a

whole. These efforts represent a step-up in EU-widdisciplines on insolvency regulation, which so fahave focused mainly

on cross-border proceedings.

Sce "F7 "~ Sfe fEfecetT f "fod%ott it E fIZ~Ffodd 4% , —S TEco—co%p fotZ ook M T o0 —
in the EU, and the steps taken to enhance the quwlof such regulation, across the EU. The qualitaé evidence highlights the
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However, our research, as well as various statemenaind publications by the Commission, suggest thatich reforms have
not adequately addressed the problems associated thi the different and disparate national insolvencyregimes across
_n:y:té f.T _Sf_ .(%0'(9(...f'— TM-t‘”@A"w.ich.”.:t_“,,FZTZ*N(f_i on "i.lZNi _S:t.:ll: ,”‘,,Z:t"é

The quantitative evidence generated by the researcbonducted for this report is based on assessing ahges to metrics

of regime quality and the cost of corporate borrowig. The chosen variable, the recovery rate, is thmeasure that the
feecescte (—of7” Sfe —eft —' tThe !M«sF ZSHe Dot DWocef "I Veed SHfLEV T EfAE> f<Kooc

effect of changes to the recovery rate on the cost borrowing i.e. as the recovery rate improves, we observe that theost of
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previous empirical research, notably the work undetaken by the World Bank and the Commission, linkinghanges in the

recovery rate to reforms to the insolvency regimeand notably reforms that include pre-insolvency resucturing options.

The results can also be paired with the qualitative evidenceported in this report, which documents improvements to tte

recovery rate in many member states following acceson.
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power.
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empirical literature linking the costs of corporate borrowing to economic activity. Positive effectsin the range of 0.3% to
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Priorities for EU insolvency reform
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practices, notably by enhancing the possibilitieof restructuring:

« Stay: By preventing precipitate action by creditors, atay procedure is critical to the successful rescuer orderly
workout of a failing business. Most EU member statehave some form of stay but arguably the preciserfns in certain
jurisdictions do not go far enough.

* Valuation : Progress should be made toward a consistent fram®rk for the fast judicial resolution of valuation
disputes.
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* Cramdown : Creditors or shareholders with (on a proper valution basis) no economic interest in the enterprise,
should not be in a position where their “veto” coud force the commencement of formal insolvency pro@glings or delay
otherwise viable restructurings. There should be @ossibility, under appropriate circumstances, for écisions made
by creditors with a continuing economic interest inthe enterprise to bind creditors that no longer hae an economic
interest.

- Roleofcreditors & te,1” e—f—Fe oS — 71 fZ2'™ _2ftPpc—""2'f>—fSe" 11 f¥DZ—te—<fZ "'Z%4
insolvency proceedings. The participation of creddrs or third parties could yield new solutions or aditional funding,
thereby making it easier to distinguish between vible “supported” companies from those which creditos are
unwilling to support and which should be subject tdiquidation procedures.

» Financing : Steps should also be taken to address the issuieomgoing funding for distressed companies, in ordeo
ensure that a greater proportion of economically \able companies can be turned around, thereby limitig destruction
of value in a restructuring.

There are important practical and political judgmerts to be made about the priorities and phasing olufther insolvency
reform in the EU. AFME advocates pursuing a fairlyarrow and focused EU directive to embed the key @inents of an
effective insolvency law into national systems. Ouproposals go with the grain of reforms already beig implemented at
national level.

Alongside, we advocate the development of recommeations and the sharing of best practice (both at EeEnd OECD level)
on a range of wider issues. The diagram below summiges our proposals for the new EU directive and aew related
Commission Recommendation.
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Agenda for further research and evaluation
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the economic impacts of insolvency reforms. To beagiwith, insolvency reforms may have economic impastvia channels
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on growth through productivity-related impacts. Rebrms of legal frameworks, including those for insslency, can have a
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Finally, it is likely that the results reported inthis paper are underestimates, because they are aggregation of country
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cross-border trade and investment, on an intra-EUdsis, but also from the perspective of global inveésient by making the
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likely to be substantial.
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reform and convergence to best practice, and thepayoffs are distinct and robust relative to the pagffs from other categories
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response to EU initiatives, or as part of reformsndertaken unilaterally to enhance the quality of tle policy environment
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linking institutional reform and quality, to economic performance.
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participants, increasing recovery rates while reduimg costs for investors, making it more likely that viable enterprise would
be given a second chance, encouraging cross-bordevestment and increasing the competitiveness of Eapean industry.

43 Philip Hartmann, Florian Heider, Elias Pappaioannou, and Marco de Luca, (2007)?The role of ®nancid markets and innovation in productivity
and growth in Europe®, The European Central Bank, Occasional Papers Series, No. 70
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Annexes

Annex 1: The relationship between insolvency regimeguality and bond
market development
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debt, the type of debt, and whether to apply for edit ratings.
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states. The evidence suggests that higher recovergtes are associated with larger corporate bond mdets, which would
suggest greater liquidity. This would be consistentvith better recovery rates lowering borrowing costs, and in turn raising
the attractiveness of debt funding. However, we havnot established the causal relationship, and caotrule out other
mechanisms such as joint determination.

Figure 10 shows the recovery rate plotted against the ratiof outstanding debt securities to GDP, which gives indication
of the development of bond markets in each country. There is a positive correlation between the two va@ables, consistent
with our hypothesis on bond market development.

Figure 10:Relationship between outstanding debt securities (n on-®nancial) and recovery rate
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measure of liquidity than outstanding debt, as it W include churn occurring within the year (new debt replacing old debt).

44 We focus here on non-®nancial issuers, although similar results are obtained if we add banks. Scal e is logarithmic in order to show detail in less
advanced bond markets.
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Figure 11:Relationship between gross debt securities issues ( non-®nancial) and recovery rate

Gross issuance of debt securities by non-"inancial entities in 2014 relative to GDP
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Figure 12:Default rates and grade mix over time in EU
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Default rates vary by country and, as shown iRigure 13“° below, there is some positive correlation betweewlefault rates

fef 73,717 "f-%ea St"t 't f -i—é‘Z#”-f“—f‘-—-iﬁ‘—%f—Evu? « -St ‘,,-Zcﬂ;é—féff—...é-v—’-‘d’fi-
S<%ST"” T3 f—Z—- "f—F° F8% & FHFcs! T 2 STESFZE "', —e— @' Z ST 5 S0 « Sifee
St <o o L UE T f F 7 e 2TEE L h Yo - Do fe. TA fol SILIH et —7 fflc
in the sample. There is scope for the type of ins@ncy outcome to affect an issuer’'s conduct, as tipeospect of liquidation
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Figure 13:Relationship between default rates and recovery rat e
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45 The 2000-2014 period has been chosen for default rates to bring in two waves of defaults. The 2004 recovery rate is the earliest observation
available, and indicates the prevailing insolvency regime around the start of this period.
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Annex 2: Data on recovery rates

Evidence from credit-rating agencies

We have cross-checked the World Bank-derived recomerates against jurisdiction assessments by S&F avell as historical
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S&P undertakes jurisdiction ranking assessments of recovery, taking account of rule of law risk and creditor friendliness,
analysed on seven different measures. This places countries in different bands, which are then used to inform credit
ratings. Figure 14 «S*™e o (E—"<sF<...—<c's fesfooete_o fo "foett <o trsu fet trsxa feof -S
plotted against each other. There is a clear relationship between the two, with Al-rated countries having the highest
"ETETS "f—%e 7" —SE trsu "feece¥%o  @'f-1T <o —SF trsx W fescodt& foffe—f it —F
uses World Bank data as input to produce the ranking assessments, therefore there is an implicit element of correlation
between both variables.

Figure 14:Relationship between S&P jurisdiction ranking asses sments and World Bank indicators recovery
rate
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are based on the 30-day post-default bid price asercent of face value of the bond. The data are ease level and show
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46 In 2016, S&P ranked jurisdictions in 30 countrie s grouped in three categories: A, B and C. In 2013, 32 countries were ranked grouped in four
categories: A1, A2, B and C.
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in recovery rate.Figure 15 shows outcome average recovery rates by country @ighted by amount of debt outstanding)
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recovery rate barely changes across the differentijisdictions’ ranking assessments. This lack of rationship may partly
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of the variation in recovery rate outcome. But evenwhen controlling for these factors, to derive ‘adjsted’ recovery rate
outcomes, we see little relationship with jurisdicton assessment.

Figure 15:Relationship between S&P jurisdiction ranking asses sments and outcome recovery rate
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with more than 10 insolvency cases, so the other ¢ points would be either missing or associated wit one or two
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focused on the World Bank recovery rate as a measuof insolvency regime performance. Conceptuallyhis may also be a
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Annex 3: Literature review

Impact of insolvency reform on equity and credit ma rkets

A widely cited study by La Porta et al (1997) conalbled that the prevailing legal environment (which @compasses both
Zf™e fof Fo™7 oo o—fotfTe koocadf fFpE—1ELFeS T f L —eToief I fl—fZfVF 25T
found that countries with poorer investor protection (i.e. a lower quality of legal rules and law enforcement have smaller

and narrower capital markets:’
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the study also underscored the very strong correladn between measures of debt enforcement and broadeneasures of
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arrangements is further borne out by other research®
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of new bankruptcy laws which gave greater protectio to creditors.>* Meanwhile, in a study focusing on the Czech Repiahl
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performance, and estimate their relationship to aspcts of the institutional environment (property rights, creditor rights,
ZI%ofZ ""fef™ e f— & & 7 ISfetiAdfacHfleFYET B4 FTTE .- 1T UG SfeeT e ZE fra

spreads. They found that if a borrower moves from aountry with weak creditor rights to a country with strong creditor

rights, loan spreads are 39 basis points lowéf. $%.”>¢3 F— fZ trsv T"f™ ‘e tfof %" "fElte&efit D
that under weak creditor protection, the spread irrecovery rates is substantially negative whereas i only slightly negative

with strong creditor protection.**
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Impact of insolvency reform on ®nancing conditions for companies
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creditor unfriendly aspects of bankruptcy law:®
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with weaker creditor protection, as potential creditors will consider that the likelihood of recovering debt is lower, and be
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The ECB’s research reveals that a stronger legalstgm improved the probability of gaining credit within the European
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moving from the most costly to least costly jurisdition improved the probability of accessing all reqired credit by around
33 percent.

Impact of insolvency reform on entrepreneurship and company formation

St —"ffe ‘eecescts Stiwestigated the impact of pre-insolvency framewdks on entrepreneurship and non-
performing loans (NPL). According to the study, edr intervention frameworks increase the chances ofurvival of viable
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investigating the interrelationship between insolveicy regimes and macroeconomic stabilisation polici(see section 3.3).
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As observed in preceding sections, the importancef eeforms to insolvency regulation in the EU is tde understood in
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regulation created “high costs for cross-border crditors, incentives for forum-shopping, and obstacleto the re-organisation
of cross-border groups of companies’”

Impact of insolvency reform on macroeconomic outcom es
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Iegs available credit not only struggle to break ito new markets but can also strugglg to hold ontcheir local market share. 3
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taking not only economic activity with them but al® job creation®? This could point to potential displacement effects.
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for creditors and the performance of an observed emomy, which is measured by GDP.
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to stimulate growth, has been blunted by the overhag of bad loans. Part of the solution to this probm of a “debt overhang”,
with a view to unclogging credit channels, lies ilmproving the effectiveness of legal frameworks foinsolvency.*
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Annex 4: Technical annex on econometric model

Overview of bond data
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eligible bonds.
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« Redemption Yield (daily series)

«  Composite Bid / Ask Price (daily series)

« Credit Rating (S&P data on ratings changes, at setulevel or issuer level). From these snapshots full ratings history
can be derived.
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thin for other countries.

Table 2: Coverage by country and maturity

L Ry
0 st 19 37

Austria X

Belgium 0 t t 0 4

Switzerland 0 1 0 0 1

Czech Republic 0 t 0 0 t

Germany 1 ux 103 80 ttr

France 0 00 18 18 ux

0 t 7 0 9

"tZfet 0 3 5 4 st

—-fZ> 0 vt 134 43 ts{

—38fe, —"% 14 5 0 1 tr

Netherlands 0 4 tx 8 38

Portugal 0 1 4 1 X

Sweden 0 3 X 0 9

Turkey 11 1 0 0 st
Source: Frontier analysis of Datastream and S&P dat
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analysis as they are not typical corporate-issueddmds given that they also carry state guaranteeshig leaves a dataset of
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Table 3: Average issue size by country, EUR millions

Country All bonds in sample Excluding bonds with <1y ear remaining
Austria 39 33
Belgium 14 14
Switzerland tuz tuz
Czech Republic w X 0
Germany 54 53
France trx trx
11 11
"tZfet wt wit
—fZ> 85 84
f'fe x{ x{
—S8fe, ' —"%0 71 71
8.t 75 75
Netherlands 38 35
Portugal x{ 97
Sweden 7 7
Turkey 159 19

Source: Frontier analysis of Datastream, Bloombeand S&P data

Coverage over time of the sample is shown iRigure 16 & F ‘,e1”"f —Sf— ""<'" —* trsr .. '"féfPodt oo o—
understand that this due to poor retention of datefor bonds that have matured more than 5 years preously.

Figure 16:Coverage of sample over time
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Source: Frontier analysis of Datastream, Bloombeand S&P data
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Sample structure and choice of estimation strategy
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with better insolvency regimes have lower bond sprads. Although this result is intuitive and the keyleterminant of bond
UEfT Sfe fZ7Eft> L EEe fo f— e %o o S LM« —Z— - ohaaf e SIP FE SIS
<% S— "ITDZE...— oot ST —etd"Zrco%o "FZf—<'eeSced

We have used a panel model pooling individual corpate bonds to estimate the correlation between inslwency metrics and
risk premium, whilst taking into account other relevant bond characteristics that may affect corporatdond spreads.

St ..S<t” ft fe—f%t ° =St "ZIt ede %o fredS o HES <o —Sf— <o fffZZ7" W e ffaf <
with smaller bond markets, in which bond indices a& not published or cannot be collated manually dut sparsity of data.
A second motivation for using a pooled bond appro&ds that it gives one set of estimates, whereasdites must be analysed
separately by maturity, rating, etc., which could@mplicate interpretation of results due to potentid ambiguities.
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Econometric model
The general model can be written as:

CEZ18e " f18 A% A [ .. ee—fx—oB 28w R B BIFF«B" [ IBB ASBRf Gy 8 PUETf
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for bond i in country g at time t.
The variables are discussed in turn:

. <ﬂ;2v’r EfT the'—fe =St fetie sctZP —v§¢f”—<—-—~”fi$i- "f-ta ’"‘§<ﬂ;¢”;tx%oé$,i31r 3>i#21'é
e —STE .fet T —"retet ' —e—"cHeBoSFT DLttt ot Td Lo s ™EFZ fELfEf T
be captured in the sovereign bond yield, so shoulibt affect the spread.

« The time to maturity variable is the remaining timeuntil the bond matures, which is included to coniol for the effect of
the term premium. This is a linear variable measum in ‘trading days’.

« The credit rating controls for the default risk premium. We use S&P historical ratings, translated int'notches’. Credit

rating is the main determinant of bond yield spreagso we only analyse bonds for which historical cdt rating is

available. The credit rating variable we use is liear®® The correlation with market return variable is andogous to a

T,8—f1a fet effe—"%e St . " f et "« =Ft™MSEePo%oZ ', fZ o—' ...>feFtS EFSEf2°%
etf8 4 ST ...'F D cto— ‘o —Sealoff'<f ZF-Bok e fRef—c... oleafhe Lok DEf, Pk I Seo ¢

bond. This is estimated separately for each bond g a rolling window approach to allow for variation over time. Note

that many bonds are illiquid and show minimal varidion in price, in which case the correlation will ke small. At the

wf%ocesce%o 0 f etie Z<Tf —SEIMBZA 4 Geexp—% —St t-fADSEFI LRIt <

a dummy variable.

* The time trend picks up any additional (common) chages in the yield spread that are not correlated wth the above
variables. We use a linear variable.

© St cfeefee o EfT %o The [ oeffe ot ZREERTU-Sf ot A o o feretn ffoHoc 2SR TS -
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65 We also considered using non-linear or non-para metric measures of credit rating, which allows that the impact of a one-notch to vary along
the credit curve. However, the estimated credit cur ves were not markedly different from the linear spe ci®cation and did not affect the results
regarding impact of insolvency metrics. Overall, we considered the linear credit rating variable to be preferable, as it gives a simpler, more
parsimonious model, which is less demanding in term s of data.
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institutional factors at country level. On the whoé, we focus on the recovery rate, which carries iofmation on the time
and cost of proceedings and recovery rate.

« The error term includes unobservable heterogeneityt the bond level (e.g. some particular charactetis of the bond

~Sf— <o o — fTE —f—3Z> e AZEY -l ZSTIZ TTEA%0A .. — 0 =lof "I D T T ed %o "
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relationships, and the remaining correlation betwea insolvency regime and bond spread show how theinovements are
correlated over time. That is, an improvement ovetime in a country’s recovery rate is associated wht a reduction in the
bond spread.

o —SEHA DSET £t —e ™M 7 prittea e S SEBAt %ot "feotTA® ¥t k" hvAuE T
better quality data, as panel estimates then relyrovariation over time within each observational uni. As noted in section
tA "f.. fe— oot Z7 e > "E " Vee SETR ko FLTEIEVCf (T —e—"cted | LET-WHA7 foF a2
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model would be sensitive to changes over time in saple composition. For this reason, a linear time &nd is used to control
for temporal shocks.

For each country, we can measure the correlation evtime between insolvency regime and bond spreads)so controlling
for bond characteristics. This gives a series of thin-country relationships between insolvency regine and bond spread.
St %ofed”fZ "te—7Z—- """ —ST D«SISHETH =S—%FZL . fe fo [TIP%F TTLEFMSScaax

Using the same control variables as before (contriahg for bond characteristics and linear time trend, we estimate the bond-

pricing model separately for each country in turnThis helps identify which countries may be drivinghe relationship. The
"fe—Z—e fUF ¢S ™e o f 7F v FZ TMIMB«. G oS MIF_SFL"> "f-F4 —SHefETPL. T
—SE e—e F7 T e oot fIpffEH OO0 LS Lt —e—Tcte Fp ETed S UnfLh
in fewer than 40 bonds each.

Table 4: Results of within-country models estimating bond sp read as a function of bond characteristics and

recovery rate

Austria -.104*+* arsx svvt
France arts .005 svts
Germany .009 .007 11449
—fZ> ®ASXX Arsx 9334
"tZfet -344 avzt VZX
Netherlands earyx a rvx {rt

Robust standard errors in parentheses *** p<0.01*¥p<0.05, * p<0.1
Source: Frontier analysis of Datastream and Worlda®k data
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size is fairly small and the bond pricing less accate. By pooling multiple countries together, we irprove the accuracy of
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Indirect impact via credit ratings adjustment
We estimate the notch adjustment to credit ratinghiat would result from improvement to jurisdiction rating.

We assume that reform would move each country frorits current jurisdiction rating to a jurisdiction r ating of A (seeFigure
14 for country groupings). Many of the smaller Europan countries do not have an S&P jurisdiction ratingA,B,C), so we
assume the current jurisdiction rating on the basisof recovery rate, and the relationship observed ifrigure 14 (C<40,

Vi© Uxrd uxr a .S TE—e —'T e%o@E —2%etc...—<'s Sfacfo foo' ffett o= VETEFEf—xa

The notch adjustment of a bond depends on both therisdiction rating and the ‘preliminary recovery rating’ of that bond as
TET o e trsX  —T<etc.—c'e foeece%S ehil i S’ ZTA f 0T ™S FE 3T fcacoBd <
the range of 70-90, would see 1 notch uplift in aA-jurisdiction, but O notch uplift in a B-jurisdiction.

Preliminary recovery ratings are not observable, buinstead we use Moody’s data on actual recovery momes. We use
data on over 3000 bond defaults to calculate the evall distribution of recovery rates. We assume thiathis distribution is
representative of the distribution of preliminary recovery ratings.

feftt ‘o —S«co VT<._"<”__<‘.3 f _<v‘.”"@;.._:t".(_-j-«._fz_«j_‘:fz. [ 17 f %t —SZkT& foirdftx ..
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of credit rating on bond spread. Overall, this redts in around €5bn of GDP impact. This is much sniet than the other
€33bn or €73bn coming directly through the recoveryrate improvement.

Results of alternative model speci®cations

We have also tested whether the impact of insolvegecegime still holds when other institutional factas are taken into account
in the bond pricing model. These include various tlicators from the World Bank Doing Business, Herigge Foundation, and
”f"‘f"i.._.) o — H.f_(b.fz ZHH_I_(K. .Tiéa

Although there are many variables that might descbie the business environment, the ones that shoulcetrelevant in terms
of corporate bond yields would be those that are a®ciated either with the probability of business fdure or with what
happens in the event of failure. Note that some tiese measures have changed little over time in theountries in question.

Ze'd o' —F —Sf— —SFef <ot f-RTf™McSS%eSA>" L ITHIF "f -1 <o —SE PELfE< e P DL
—>' . fZZ> Az & o —SFed L. FMefS —SHA™MEf I ETH... — of>-SH T e %F " B«Yax§ o f
other variable picks up all of the effect.

foZt W ¢S ™o "toe 7 o "7 _Sf kefat——SE"ifZ "F s f/—F "t .. O TELRDcte—eM™MFB f
secondly with “country dummies”. As can be seen, Bome cases other institutional variables have a aoaterintuitive sign.
This would suggest that when placed ‘head to headith the recovery rate, the recovery rate continuedo have a negative

P70 e et i fTA ™MScZe— £SFendF B« e S EST T <o Tee—t"—f T4
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spread than the institutional variables, and therafre that the insolvency regime is driving the resus.
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Table 5: Impact of recovery rate, while controlling for othe r institutional variables ¢

No country dummies Wg:ni?#ggy
LI EIRE institutif)na? \</a.1.riaibile. | recf)v;)r; r.elllte(: i institutif)nfl \(/.'s.\.rieibTe. . ‘ . reciv:)r; r.elllt(; -
Starting business DTF rastt -0.007*** 0.149** @rarrx
Liability DTF -0.494x** erarst @rawvx -0.015%**
TRt et e f_cte rartt &erarsx rarut serartr
—"1e% —S " Z1%fZ "<%S—+ <eT130.0mst -0.035*** 0.585%** -0.01**
-8 0 LR T— o Ve f—cte <ot 1 5-0.881 ®rarsx &erauyx -0.003
Enforcing Contracts DTF -0.001 -0.035*** 0.055*+* -0.0g**
"Zt fee Tt -0.19** -0.031*+* -0.53 -0.014%**
Heritage Foundation overall score -0.047%** erartv eratwx -0.034**
T<—f%t ‘—etf-cef <ett8 erartt -0.033*** -1.395%** ®rarsx
Zt fee <t 13 rartt -0.034%* 0.101 -0.015%
LTt ®raswx -0.035%** eta{z -0.093***

Robust standard errors in parentheses *** p<0.01*1%<0.05, * p<0.1
Source: Frontier analysis of Datastream and Worldé®k data
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issues including scope of countries and bonds in sgle, treatment of currency effects, treatment ofédmporal shocks and
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information.
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allowing temporal shocks to vary from month to monk.

66 The various measures have been chosen to cover a wide range of institutional factors, and because t hey are measured consistently over
time, so that the published data can be used. One e xception to this is the Transparency International Corruption Perceptions Index, for which
the scale and calculation basis changes between 201 1 and 2012. In this case the variable is standardised each year with mean of zero and

standard deviation of one.

67 Principal Components Analysis

68 Principal Components Analysis

69 As an additional robustness check we have tested the impact of using only data from 2010 onwards. T his gives similar cross-sectional results,
but the panel result becomes insigni®cant. When this shorter time period is used, the amount of variat ion over time in recovery rates is further
reduced, so that when the country dummies are added there is insuf®cient data left to identify the impact of recovery rate.

Potential economic gains from reforming insolvency law in Europe /
Page 57



Annexes

© ffreefo—"co> tete  —Sce o THZ fofte W $EZLhatG [0 of >Ef7 "hefotica%o —o—cZ o]

o Zfete—frs et tf—f =St ofe At cZHFEHEwWE e " ™SS L UAAZ> f-co% ™
t§-"f..—tta
o el FO0E L me ot E7 U fo St et SNt AVAE—Fe— Sy ot L f—fe Lt EZ TS f

the 10-year sovereign yield (German bond for Euroze), and the spread between the country’s sovereigmond and
the sovereign German bgnd. This model allows for dhcorporgte bond yielq to move in line with both tke own country
o TE "t %o foeT —ST frefe ¢TI "F<Y%ood ffod Pece ST of
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Table 6: Alternative speci®cations of the basic model

|00 | e [ e | e | e | e |e |

_ _ Month Include near- Include Sovereign
Variable Central model | Un-weighted dummies maturity supplementary S
bonds bonds

Time trend (days) rarrrvtz 0.000184*** 0.000447*+* rarrrvt{ erarrrtsy
Month dummies e Z—TFt
Time to maturity (days) 0.000197*** rarrrsxt rarrrtst rarrrtr{ rarrrtru X rarrrts
Credit rating (notch) erattt @ratst @eratuw erattu 20.8973*
Missing beta (dummy) -0.0313 erat{u -0.0107 -0.153* e@erartzv rartrr
Beta 7.934%+* stasx 4.953%** {ayty yatwy ta{ur
Missing bid-ask (dummy) satuw S&szx 0.750%** satxt sattt rawyx
Bid-ask (% point) raryxx rarxzz rarxt{ 0.0818** 0.0753*** rarvvt
Recovery rate (% point) eraruxx erarvut & rart@0345 -0.0377*** erartxz
Sovereign bond yield raxr{
Sovereign-DE spread 0.504***
Constant wat{w Xauzz waxv{ 5.040%* 5.414%* 4.959%**
Observations tta{zt tta{zt tta{zt tvaxsu tud{zv ttadzv{
R-squared rauxz rauxz 0.511 rauxv rauxt 0.538

Robust standard errors in parentheses *** p<0.01*1p<0.05, * p<0.1
Source: Frontier analysis of Datastream and WorldéBk data
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«‘ttza St ‘-S%t” -iuf—v<”<—<i- ift-i-";{;Z.f—jﬁ—ZSiZ'&i—-—Z—-é . :ET;gé” W fSE tel [l
R T <o o—f—coe—«. . fZZ> <Ko cEfeffoll. SheKote tor,e—" ™S HSI DI A FH
many of the bond characteristics have smaller efféex on spread. This may be because the sovereigneets terms (own
sovereign yield and sovereign-DE spread) are pickgnup either country-level effects (since sovereigylield varies by country)
o—cet@ o %o T e ece  fte "It Koo D@ ZT TG fe Ztee tEZEVF I PT ™ML -GFf -
characteristics.
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placing equal weight on more illiquid bonds can béhought of as adding ‘noise’ due to inaccurate omrelevant price data, and

™Ste L Veege.f—e—"s Tf(f—c'e (xm<be Pl —FFHf "o fco k%o — "t eanoF AP oS LI
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the limitations facing a panel estimation approachgiven the data available.

Table 7: Alternative speci®cations of the country ®xed effec  t model

|00 | e [ e | e | e | e |e |

Variable Central model | Un-weighted Month Include near- Include Sovereign
dummies maturity supplementary effects
bonds bonds

Time trend (days) 0.000380*** 0.000141*** 0.000405*** 0.000389*** -0.000177**

Month dummies e Z—tFT

Country dummies o Z—tTHt o Z—T%1 e Z—1T11 o Z—11t o Z—T%7
Time to maturity (days) 0.000189*** rarrrsyx rarrrtrw rarrrtrv 0.000197*** rarrrtt{

Credit rating (notch) -0.184*** -0.157%** -0.197%** eratrt eraszt -0.155%**

Missing beta (dummy) rartzw &eratzu rérxw u0.00435 0.0113 rart{v

Beta xa{{x Srasx UAYXX 8.749%* xavuu 1571

Missing bid-ask (dummy) satyv satx{ rayzx  1.354%* satww raxvyv

Bid-ask (% point) rarxyx 0.0481*** 0.0554** 0.0731%** rarxwz rarvtr
Recovery rate (% point) -0.0178*** a@rarrtsr -0.00470 @rarsxr -0.0179*** -0.0190***

Sovereign bond yield rayty
Sovereign-DE spread 0.713%**

Constant tayxs taf{vv tazwt 1.137** tavtt vaxrs
Observations tta{zt tta{zt tta{zt tvaxsu tua{zv ttazv{
R-squared 0.398 0.418 0.534 rau{t 0.401 rawyt

Robust standard errors in parentheses *** p<0.01p<0.05, * p<0.1
Source: Frontier analysis of Datastream and WorldéBk data

Potential biases and limitations
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by data availability.

« Endogeneity . Our hypothesis is that stronger insolvency regutans lead to lower risk premiums. However, the
coe'Z7fe > "T%ocot <o f t—e="> (Gppotat EBZE Pk Td—ToF > T ... FZf<E% ™S St —
characteristics in that country, or with other insttutional factors that can affect bond spread. Thesfactors may be
confounded with the effect of insolvency regime oborrowing costs, which could bias our estimation oSuch effect.
This issue is addressed methodologically in severalays. First, we have controlled for a number of stitutional factors
—* =St f8—te— —Sf— -S> [ ofFS{ A, ZFAF L ITZLSE W TEZ —ecolh-eA foo—SIPRET
will absorb any unobservable heterogeneity at theauntry level and, this approach should remove anyrass-sectional
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endogeneity. Finally, we have run single country-iel regressions, which measure the correlation ofisolvency regime
fol Lot >cdZt 717 —cof <o £f..S e %oe Fo»a . fUoofocmetfs. —<'ofZ FoT %otedcodit T P oA
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problematic if it affects variables of ultimate inerest. This problem may arise if the strength of solvency regulations
is correlated with the level of default at a county level or with various other institutional factors. There are 74 separate
measures reported in World Bank Doing Business, andany of these could have some bearing on the comade yield

o EfTA o Z<%BS— " —Sce ™Mt Sfflerf ScholStZse . Z2EVP%ET Tff L Yp " Moot SE —St ofe

. Selectionbias. D<”"eie Tf,—a@cee—<o% FSf < —2Sf> S Fl.~ttdess...o " —SIME—"<cot<.
S ™Mot U fZ7 coo—F"e ™St SthefedW%iSes VD<F T, - <o SE WEFE EZTcT T
so in the ‘unsafe’ jurisdiction, so that the bondm the ‘unsafe’ jurisdiction are never observed. Unrtunately, there is no
consistent data that can be used to model the set@mn process.

« Unbalancedpanels & St ...‘¢"'ec—c'e . Sfe%ote ‘“1" —foctt fAtfofto—S—%fe'ZF4 ~ . F"—fco ..
therefore their insolvency regime) are concentratecbn time periods when bond spreads are particularihigh/low, it
wfe W E TP, —Z— = et 727 7> e G e Lo oS i eed fecSTelefReciU o7t

sensitive to sample structure. For this reason weae a linear time variable, rather than many time dummies.

* Outliers. Outliers arise where a bond is materially differehin some respect. Some illiquid bonds may carry accurate
et st ZT <ot e f—cte fot —foeftede thA-"tade Bf 25T "te—Z—cd <o DZHFL - P ET <2277
bonds, we weight observations by issue size, contat with standard approaches to bond indices. Shoduration
poTe of s fZet —fot ‘o £83-"tet "fASIIZ ~TIGHT Yo —fZ@ "L e —c@Di—F HfPb F—3"¢f
outliers in the estimation sample.

fer 7 =St "—te—«fZ ,<fete Teo ke Tt dS™McZG e —St "feiZ L[ D Afo—<"firt
estimation requires a considerably richer datasetwith good coverage over time for many countries unergoing substantial
changes in insolvency regime. But as observed earli much of the recent insolvency reform has beem iEU accession
countries with thin bond markets and poor data, tyjcally not available through providers such as Datiream or Bloomberg.
For any future research on the impact of insolvencgeform on these countries, it would be desirablea gather detailed bond
FFof "o ot ct—f2 . '—e?s 181 SfuhfPf Pk — HeaDMtie o'  foa
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Appendix A: Key Differences in EU Insolvency and R&ucturing Law™®

UK (England and Wales)

Corporate Insolvency

and Restructuring
Proceedings

Pre-insolvency

i.) Scheme of
Arrangement

ii.) Company voluntary
arrangement (CVA)

ii.) Administration

iv.) Administrative
Receivership*

Post-insolvency

Vv.) Scheme of
Arrangement

Vi.) CVA
vii.) Administration
viii.) Liquidation

«§a
Receivership

tecoco—"f—cTt

Time limits for

i i rms? 5
Recent Legislative Reforms? D<o %

$7<ett 7, whkich governs No prescribed time
administrators’ conduct in limit but risk of
relation to pre-packs, became  directors’ liability
771 —<TF fes THe k" trsw
along with the introduction of
pre-pack pools for connected
party transactions (although
obtaining clearance for
connected-party pre-pack
transactions from the pre-pack
pool remains voluntary on a
Lo Z> 7 $8 7fce fece &

The Small Business, Enterprise
and Employment Act, which

is being introduced in

phases, contains a number

of insolvency reforms which
have general application to all
relevant companies (not just
SMEs).

s .=t trsw <e—%”
alia) the following reforms
became effective (i)
preventing essential utility
and communications services

from cutting off supply or

charging premium rates while

insolvency practitioners seek

a viable solution to rescue a

business and (i) insolvency
CDL S Zt e ™METE % fe—F 1
the right to assign certain

pre-insolvency avoidance

transaction claims to third

parties

Creditors able to
propose restructuring
plan?

Administration : one or

Court approved cram down
on creditors?

Scheme of Arrangement: can

more creditors may apply be used to cram down secured

for an administration
order. A qualifying
DZ'f—<o%
has the power to choose
the identity of the
administrator

CVA:creditors cannot
propose a CVA

Scheme of
Arrangement : creditors
can propose a Scheme,
although in practice
applications are usually
made by the company

and unsecured creditors if
approved by at least a majority

... S f 7 %o in iuhberahd 75% in value

of each class of the members
or creditors who vote on the
scheme*

There is no obligation to
consult any creditor whose
rights are not affected by
the scheme or who has no
“economic interest” in the
scheme

Court approved cram down
on shareholders?

Scheme of Arrangement :
members may be bound

by scheme if approved

by a majority in number
representing 75% in value of
members in that class”

CVA the company’s
shareholders can approve the
proposals by a simple majority
in value, although if they do not
approve the proposals and the
creditors do, the CVA will still
be implemented. Dissenting
shareholders can challenge
the CVA on the basis of unfair

The Cou.rt will only sanqion the prejudice or procedural
scheme if the “proposal is such irregularity

that an intelligent and honest
man, a member of the class
concerned, acting in respect of
his interests might reasonably
frrriote

e SEet o
used to restructure foreign
companies where there is a
Oe—"Dc..cte— ..
—8f .te'fe> fef'-8%
CVA may be used to cram
down creditors if approved
by a majority of creditors
comprising 75% in value of the
company’s creditors present
and voting at the creditors’
meeting called to consider the
CVA (50% voting in favour
must be unconnected with
the company). A CVA cannot
affect the rights of a secured

VLR fe—<f 2
with their consent

A CVA may be challenged on
the grounds of unfair prejudice
or material irregularity (subject
to time limits)

feet ]

LTETe=ra 8L

—St “fc"efee —foo

‘eete7>

a6 L E—™MEte

Valuation method
for the purposes of
determining creditors’
entitlement to vote
on a court-sanctioned
reorganisation plan

The price that a purchaser
will pay for that business
at the current time

Valuation on a liquidation
basis is appropriate only
where the sole alternative
is liquidation

70 Analysis as at January 2016.

71 Administrative Receivership may be available to a holder of a “oating charge over all or substantia lly all of the company's assets. Pursuant to
the Enterprise Act 2002, this out-of court enforcem ent mechanism is no longer available for charges created after 15 September 2003 (unless
a speci®c exception applies e.g. capital markets exception) and is rarely used in practice.

72 Unlike U.S. Chapter 11 proceedings and the German Insolvency Plan, a UK scheme cannot be used to cram down an entire dissenting class.
aRoll over schemes® which combine a scheme (to bypa ss consent thresholds to roll-over senior debt to a Newco) and a pre-pack sale, where
assets are transferred to a Newco and junior debt i s left behind in the Oldco, have therefore become ¢ ommon in the UK (e.g. IMO Carwash)

73 http://www.icaew.com/en/technical/insolvency/ins olvency-regulations-and-standards/statements-of-ins olvency-practice-sips-england

74 Recent examples include Apcoa, the German car parking operator (2014); Zlomrex International Finance S.A, the French ®nancing vehicle for

the Cognor group, suppliers and distributers of ste el products in Poland (2014); and Magyar, the Dutch holding company of the Invitel group
of companies, one of the leading telecommunication services providers in Hungary (2014)

/
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Creditor’s ability to
exercise contractual
Position of management Priority status of post- termination

(insolvency and restructuring Stay on proceedings Pre-pack sale available? Avoiding Transactions "F—<—<'e Pcefe. <r% rights following Future Reforms?
proceedings) Deefe.<o% commencement
of restructuring/
insolvency proceeding

Administration : directors Administration / Yes. The sale of all or Administration / Administration / Yes - contractual o' 7%t —Zf%e

displaced unless the Liquidation : automatic  part of a company’s Liquidation : an administrator  Liquidation: provisions providing Modernisation Project.

administrator agrees otherwise =~ moratorium business or assets can  or liquidator may apply to the Dcefe..<o% <o '~ thata contract may e Zfete—f—_c'e tf-1%
be negotiated with courtforanorderto avoidor  f"f<Zf,Z+ta $‘™ t He'@rminated upon

Scheme of Arrangement: Scheme of a purchaser prior to unwind certain pre-insolvency | an administrator or the commencement

directors remain in place Arrangement : the appointment of transactions liquidator may raise new | of insolvency or

no, however in

. Anp ‘ an administrator and - . N money on the security restructuring proceedings
ﬁ;’vﬁeegrecctgf If:{':}i::‘exeﬁ:f‘:j practice, aScheme of  ysy gt coegtoffzy <8 fr 7S ofdinkhEbered  are valid provided they
- Arrangement is often upon his appointment ~ administrators and liquidators  a¢sets, Such additional | do not offend the anti-
UEETHOEENEEN GIR used in conjunction have the right to assign certain  nging will rank as deprivation principle
licensed insolvency practitioner ' ith Administration to The company’s creditors  pre-insolvency avoidance e e TSR G (parties cannot, on
Liquidation : directors displaced take ad\(antage of the are not consulted prior tran_saction claims to third Z¢t—<tf-c'e £8" % ebdnkruptey, der;rwe the
moratorium, or a lock-up  to the sale. However, parties. which has priority over bankrupt of property
arrangement is entered  the administrator must other claims (save for that would otherwise be
into with creditors comply with Statement Zfeee ot —"11 avaifabR férkreditors)
ee'Z Fe > Tfll—<. i
CVA small companies are si i ! ! S (V‘\’Ivhltm\zre \)/(Mas)?; vz
e 3 ~|w X o
eligible for a moratorium CVA / Scheme of
of up to 3 months Arrangement : no The anti-deprivation rule
when proposed by the statutory priority for new has been construed very
company’s directors. For funds made available narrowly (Belmont Park
companies not eligible for pursuant to a CVA or Investments Pty Ltd v BNY
a moratorium, a CVA may Scheme of Arrangement, _‘*"**"f—% " —e_t% F"7c.. fe
be used in conjunction although this may be XV W W y~a ‘efe "
with Administration to granted contractual -8 <&'e o A XVWV
take advantage of the priority yyix B

moratorium

75 In practice, a @rollover scheme and pre-pack® (s ee footnote 72 above) is often used to take control of a distressed company without shareholder
consent

76 In practice, UK companies often grant a “oating charge over all their assets. As such, generally, there are no unencumbered assets over which
to grant new security. The UK Government considered amending legislation when consulting on the Enterp rise Act 2002 and concluded that
athe matter was one of too great complexity which r equired a wider consultation, particularly if it we re intended that the UK courts would have
a role in approving the grant of super priority fun ding on a case by case basis®. See INSOL article 2R epair or Recycle? Some thoughts on
DIP Financing and Pre-Packs® (https://www.insol.org /_®les/Fellowship%202013/Literature/Session%206/Rep air%200r%20Recycle.pdf) and
aFinancing Corporate Rescues, Where Does the UK Stand?°, by Akpareva Aruoriwo (http://sas-space.sas.ac .uk/5609/1/2080-3020-1-SM.
pdf).

77 The suspension of ipso facto clauses in administ ration was considered during the Standing Committee Stage of the Enterprise Act 2002 and
was rejected for interfering with freedom of contra ct.
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France

Valuation method
for the purposes of
Court approved cram down Court approved cram down on determining creditors’
on creditors? shareholders? entitlement to vote
on a court-sanctioned
reorganisation plan

Corporate
Insolvency and Recent Legislative

Creditors able to
<of Zcec—e "'" Pl Prop¥se restructuring

Restructuring Reforms? plan?

Proceedings

Pre-insolvency st f"..8 trsv ,Z<% f—<'s —° D<ZS$afeguard/ AFS/AS/  Mandat ad hoc / Conciliation Fef"f22> o f 'Zfe " T<tco%o " fStiske— <o MSt-_§
. Ordonnance to for either Judicial Judicial Reorganisation  Proceedings: *‘  f* for equity swap must be approved by the plan affects the
i) Ma”df"‘t adhoc  reform French Reorganisation Proceedings & >+ ™ &greement can only be adopted resolution of a meeting of shareholders.  ""faef&ce—ce% ... ‘o—"f .. —
proceedings insolvency law, or Liquidation the creditors’ committees  with the unanimous approval  However: arrangement between
i - t°"t...—<"1 s -prdceedings within 45 must be formed®, each  of every creditor”® o the debtor and creditor.
:.r)o(c::g;:ilg;tslon trsva <e'Z3e}sddysfollowing the date  committee member can SHEEC )/ AFS( 28] ‘?Ud"f'al f7d 7 f LEeiDenof 7
.> =S% ur —-«jonwhich the company  submit a draft plan or Safeguard/ARS /AS | Reoroanisationipicceeting=iel trust security, all creditors
iii.) Safeguard trsv fet tw —7Zb..fe% .. f+SeDZs0lgestamendmentsto Judicial Reorganisation judgment approving the restructuring (regardless of ranking) are
trsv tH.."Fte fe¥'Z te— $§..% —thé cerBpany’s plan proceedings & >%+  «f> ,%plan may appoint a judicial administrator  entitied to vote on the plan
iv.) Accelerated fetet+t ,> — S bpering of conciliation used to cram down creditors with power to convene the shareholders’ it iheir claim is affected
Financial Safeguard  $'—+.+ 1" trsv proceedings has been Judicial meeting which will vote on the
(AFS) OIS Dzt ™c_§cs _§REPYARSAtion The safeguard or shareholders’ cram down. The Court can
days) Liquidation feeloaniaton plan must decide the shareholders will vote by a
v.) Accelerated Z —%o—e— trswa ‘< proceedings & >%+ be submitted to: () the eco'Z% of @' "<~ f— -8t Do~ .. fZZ& « -St%
Safeguard (AS) Macaron Directors face a creditors can submit a DeefefZ Fe—f,Zco S gdcond chll Tuorum and majority will be
: management ban if they  takeover offer feececZf=31 .%o <——Fddhermiifed by applicable commercial law
Post-insolvency “feZ =t D2t ™Mc—Sco —Sco —cof the main suppliers of goods
vi.) Conciliation Zcog= [fof Tl Zif,<Zams 7 Td _?ervui_es kflommlt_teeI and  Judicial Reorganisation proceedings :
Proceedings, AFS ff DoffomncfZ off=="F 6 ﬂ")' (',ha?g [ RIS (i) when the debtor's equity value is lower
- e ondholders’ meeting for : a :
fet <o tf..S IEN) | approval than half its share capital armandataire
caseprovided that assetlsdue to_thelr ad hoccan be appointed, and (ii) if the
the company has ERE e (e The plan must be approved Lotelfes Sfe o swr Fe'Z ke
been insolvent for D ftu efE > T L Efcetfrcte M-S %Z fZ o—f"" " u o swr
less than 45 days held by voting creditors employees) and the liquidation of the
before the petition ‘e $f..8 ..‘eec——tta compghdy would have an adverse impact
<o DZtt plan is approved by the on the economy / local employment
. . creditors’ committees, a single = and a share capital reorganisation is the
«wa —tea<fz o . q B
RS bondholders meeting will only solu_tlon, the court may appoint a
. be held. The plan must be mandataire ad hoc*
proceedings T s f LU fE e .
"B —tedfZ of claims held by voting Judicial Liquidation proceedin gs: N/A
Liquidation bondholders

proceedings The Court ensures that the

interests of all the creditors are
e—"Pc..cte—Z> "t . %1t

78 Creditors' committees, namely, the ®nancial institutions creditors' committee and the trade credito rs' committee, must be formed if the debtor
has more than a *20m turnaround or 150 employees. A s the case may be, a general meeting of bondholders is held to vote on the draft plan
as approved by the committees.

79 In the restructuring of the French fashion retailer, Vivarte, the Vivarte Group failed to receive the support of 66.6% of creditors for a covenant
standstill due to the opposition of certain funds, seeking higher fees to approve the request. The com pany was, nevertheless, able to implement
a fully consensual work out plan involving France's largest ever debt-for-equity swap through Mandat a d Hoc and, ultimately, conciliation
proceedings to implement the work-out plan.

80 The Mandataire ad hoc can convene a shareholders' meeting and exercise the voting rights of uncoope rative shareholders to approve an
increase in share capital for subscriptions by a th ird party

81 The Mandataire ad hoc can convene a shareholder's meeting and exercise the voting rights of the dis senting shareholders or order the sale of
all or part of the dissenting shareholders' shares for the bene®t of persons who undertake to implement the plan.
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Position of management

(insolvency and restructuring
proceedings)

Stay on proceedings

Pre-pack sale available? Avoiding Transactions

Priority status of post-

Tfocmc'e Deofe.co%

< %o

Deofe...

Appendices

Creditor’s ability to
exercise contractual
termination
rights following
commencement
of restructuring/
insolvency proceeding

£ Mandat ad hoc / Conciliation Mandat ad hoc st f"..S trsv Available inJudicial Conciliation Proceedings : Mandat ad hoc
proceedings : management remains  / Conciliation Ordonnance provides Reorganisation or new money/goods/services / Conciliation
—fz in place but is assisted by a court- Proceedings: no for a court-appointed Liquidation proceedings for provided to a debtor with proceedings : pursuant
friice—tt DL E automatic stay, however — <e+‘Z~ % .5 ‘"B« ... $Suspicibus transactions settled  a view to ensuring the -+ -8% st .8
directors may apply to debtor to prepare up to 18 months before the continuation of its operations trsv "Tleefe.  fa

Safeguard / AFS / AS management
stays in place but its powers are
limited to common management

acts. He can be either supervised or
assisted by the judicial administrator.
The supervising judge may appoint up
to 5 creditor controllers to supervise
and assist the proceedings

_8f ‘—n_
year grace period on
obligations to creditors
(deferral/rescheduling of
payment obligations)

Safeguard / AFS / AS /
Judicial Reorganisation
and Liquidation

Judicial Reorganisation proceedings : automatic
proceedings : judicial administrator  stay for debts originating
frrlee—t =t feece— "o T homberofe tefopening
circumstances) replace management. @ __ t%oete—
Supervising judge may also appoint up 18, f'—c'eed
to 5 creditor controllers to supervise
and assist the proceedings

=g

creditors are not affected
NSt T G fecefocte bt _ ang their dept is not

requires so, the Court may make the stayed

plan conditional on the removal of one

or several managers.

Judicial Liquidation proceedings :
management replaced by judicial
liquidator. Supervising judge may also
appoint up to 5 creditor controllers to
supervise and assist the proceedings

Employee representative also
appointed for collective proceedings

4 +teDerfe..

—.. fe®<tte—<fZ22Z> fepeningjudgment
within the framework of

Conciliation proceedings

a consensual sale of all

or part of the debtor’s
assets which would be
implemented within
the framework of a
subsequent insolvency
proceeding (e.g.

f t%—f"1 "

R:eo,rganisation

—tc..<f2Z

* 7% or Uigtidation

T)%ée?edingsfz
fz

are granted priority over
pre-petition and post-petition
o Zfcee
D<Z<o%o ...
where it is provided as part of

contractual provisions
(i) triggering detrimental

$8...f'— ... 1"-cprIequencas to the
fe—e fef ™ fdgbiorfor {ii) fHarging

him the creditors’ Mandat

a court- sanctioned conciliation ad hoc or Conciliation
agreement. Note that this new = counsel fees over a
eted> TMctTe—s Tiie o — DEETATVCF e —SF 7%

to shareholders or partners
who contribute to a capital

ground that conciliation
or Mandat ad hoc

<o "tfetd $<-St” 1 preceedihgs-havetbeen
to Mandat ad hoc proceedings commenced are now void

Safeguard / AFS / AS |
Judicial Reorganisation and
Liquidation proceedings :

Te—@'f—<—<'e Dcofo,

paid back when due, and if
not, priority over pre-petition

Safeguard / AFS / AS /
Judicial Reorganisation
and Liquidation

. pré@eadings : contractual

provisions triggering
termination of the

secured and unsecured claims = contract on the sole
Cttef™ Peefe.t "7 grbdnd of the opening

during the observation period
where certain conditions are
ef—ceD<tT
e—@BD<Z<o%o ...
and new money provided
pursuant to court-approved
conciliation agreement)

of Safeguard, AFS, AS,

— P fZ F " %efecofocte t”
,—— "feee Ligudation proceedings
emed EgOGid [TUEf

Future Reforms?

82 Similar to a UK-style pre-pack, the fact that the company is in ®nancial dif®culty is kept con®dential, until implemented through a subsequent
insolvency proceeding. This can help preserve value in the company.

Potential economic gains from reforming insolvency law in Europe
Page 65



Appendices

Germany

Valuation method for the
Corporate Insolvency Creditors able to purposes of determining

. Recent Legislative Time limits for . Court approved cram down on Court approved cram down ey
and Restructuring Reforms? BT % propose restructuring creditors? on shareholders? creditors’ entitlement to
{ * 700 [ [

Proceedings plan? vote on a court-sanctioned
reorganisation plan

Preliminary Act for the Further  Without undue Creditors may by Insolvency plan can be used to Insolvency plan can be used  For the “best-interest” test,

Proceedings ™ Facilitation of the delay after the resolution of the cram down secured and unsecured  to cram down dissenting the court compares the return
Restructuring occurrence of creditors’ assembly creditors shareholders for the individual creditor

i) Protective Shield of Corporations, illiquidity or over- oot~ R . B __ inthe envisaged insolvency

Proceedings* effective 1 March | indebtedness, but  administrator to prepare [ - Z£f e T L TR FELZfme _‘g_ *S EfraZt, h’aé&ir@t%—le-m’v’ldend in

B TEZcecefrs 3 LISIERYD) at the latest within  a draft. Creditors may not Such rejection can be dls‘r.egar.ded the plan, such rejection can  reqjar insolvency proceedings
o 3 weeks propose a draft or any under the following conditions: be disregarded under the (liquidation or going concern

Possession Proceedings

(“Preliminary DIP te—te— —— ‘e7> l&léjéﬁt‘y’ §imple majority of the following conditions: sale).

Proceedings”) [Celplrpeseloiclpla: voting classes, each with more Majority: Simple majority of the ' oy the “economically

- The creditors’ committee | than 50% of (i) votes cast and (ii) voting classes, each with more ' easonableness” test, i.e.
R advises the administrator - 2mMounts (shareholdings) than 50% of (i) votes castand | yhether the insolvency plan

e 77> " tETco%oe

(“Preliminary Regular in preparation of the plan

O fee 4o fe_6E " t(,}i{"i”f',‘?t‘”‘@ (s_hgrgholdings) provides for an economically
~ reasonable participation of

Proceedings”) crammed down class are notworse 0 fe— e—1"fe— fe-064 " :

off with the plan than without Shareholders are not worse off 1€ dissenting class, the court
Main Proceedings with the plan than without evalyates whether (i) no other

- - “Absolute Priority Rule”: Creditors of creditor receives more than the
ccccdeetZTfen> Zfe the crammed down class adequately “Absolute Priority Rule”: value of its claim (ii) nopari
T dE T e Y% [ participate in the value distributed,  Shareholders adequately passucreditor receives more

administrator led) i.e. under the plan (i) no creditor participate in the value than a creditor in an impaired
(“Insolvency Plan ") receives more than the value of its  distributed, i.e. under the plan  dissenting class and (iii) no
A f,—""@ ede ‘sefeecis o Zfcea < ot e Tt f@ ho.CréditmkreCéivves more subordinated creditor receives
Proceedings (DIP receives any value and (iii) ngari =Sfe -8% "fZ—% *° c-anyyahpunger the plan
Proceedings”) passucreditor receives more than the no pari passushareholders (“absolute priority” rule). Here,

creditors of the crammed down class  will be better off than without  the value of the company is in
T F%e—Zf" ee'Z7Fe.> _ ) - ‘ll'le plan . ) particular relevant if the plan
Proceedings (led by court © =SE o8- 17 fe colZ7he.5 TZf A foresees a participation of the
appointed administrator) subordinated claims (by law or creditors in the company, e.g. by
(“Regular Proceedin gs”) Fontrac?) are deemed to be waived any kind of instruments

in principle. Only if a plan deals

with subordinated claims and if The remedies of creditors

the insolvency court summons based on the above tests are

et f—%t L "Fte—""e = D<ZF -SF<” procedurally limited in order

claims (which will only happen if e =t 87t —' =St 'eDef

all non-subordinated creditors will of a plan and instead aim to

be paid in full) will subordinated compensate a creditor in the

creditors have a right to vote on case of violation of its rights

the plan

83 German law does not provide for a pre-insolvency proceeding. Due to the absence of a pre-insolvency proceeding and the short deadlines
obliging the directors to ®le, it can be dif®cult for German companies to arrange a rescue deal or sale, without the risk of insolvency becoming
public knowledge. This can, arguably, have a negative impact on value of the company.

84 The Protective Shield Proceeding is a new type of proceeding where the debtor, if not yet illiquid, is granted 3 months to develop a restructuring
plan as a debtor-in-possession under the supervisio n of a court appointed supervisor who may be sugges ted by the debtor.
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Position of management (insolvency and

Stay on

restructuring proceedings) proceedings

Preliminary Proceedings Preliminary

Proceedings: No
Protective Shield/Preliminary DIP automatic stay

Proceedings: Management remains in but usually court
place butis supervised by a court appointed orers a stay. Court
preliminary supervisor (suggested by the
debtor/preliminary creditors’ committee)

may also stay the
enforcement of

Preliminary Regular Proceedings : Lolisliorseparation

Usually management remains in place but
all decisions are subject to approval by a
court appointed preliminary administrator
(suggested by a preliminary creditors’
committee)

Main Proceedings:
Automatic

stay upon
commencement of
main proceedings

Main Proceedings

Insolvency Plan Proceedings: Depends
e MSE-_Si o ftecedsed f-'" Z%t
below)

DIP Proceedings: Management remains in
place but is supervised by a court appointed
supervisor

o F =St ofce L tETce%oe fo
proceedings have been opened, the
supervisory board, the shareholders’
meeting or comparable organs shall have
ot <oPDZ—te.t ‘e —SF tH,—Vie ofef%otete—a
The withdrawal and appointment of new
members of the board of management shall
be effective only if the court appointed
supervisor gives its consent. That consent
must be given if the measure does not
"Zf .t =S L vEte=""e f— f teoftTfe—f%ta
practice this often means that such consent
is usually not given. All of this also applies
mutates mutandis already in the Protective
SciZt TiZcocofs L FE T %ea

Regular Insolvency Proceedings: Court
appointed administrator takes over
management powers

Priority status

Pre-pack sale available? Avoiding Transactions

Pre-pack sale not
available™ supervisor may challenge
certain pre-petition
transactions, if the transaction
was detrimental to the
creditors. Standard look-back
period is up to three months
prior to the insolvency
application.

Similar results may

be achieved by careful
planning, dependent
on cooperation of the
competent court

A debtor is able to
present a pre-packed

However,

administrator/
of> "f<et «iHOwever, ipso facto

money ranking

as administration

claim and/or on

f..<Dc.. f2Z>& 7 <t fheseturty.of <‘o

of post-petition
Deef
D<o

<* %o

0%

ee'Z%%e .5 ftecece—"f No'super senior
R
Deofo..<o% [ pvdlfhadfter

‘Zfea <'Ztete—f-guajable for repayments ofa  unencumbered
best to be pursued by & spareholder loan within 1 year  assets (in
petition for Protective prior to the commencement of  Preliminary
Shield Proceedings. Such' ha main proceedings. Proceedings

planned sales usually

take place only uponthe =~ « .. feke *° 0 <Z°—2Z

subject to prior
authorization by the

opening of the insolvency Disadvantage” court)
proceedings over the (“Vorsatzanfechtung) which
estate of the debtor and  means cases where the debtor
only if the insolvency made payments with the
administrator (or the intention to disadvantage all
debtor-in-possession) of its creditors and where the
agrees. other party was aware of the

debtor’s intention, the look-

back period is 10 years prior to

the insolvency application.

o L fefet Vfo—<—'—e fefDc—-

(. Stee—e%oof i the. S——«%

look-back period is 4 years.

Appendices

Creditor’s ability to
exercise contractual
termination
rights following
commencement
of restructuring/
insolvency proceeding

Future Reforms?

Contractual termination coce—">

rights in principle

trefe el t
issued consultation on group
cee'Z7fe cte <o
commencement of Main  corresponding draft law dated
Proceedings ur fe—f"> trsv <o ...
under debate in the German

Bundestag
clauses risk being void

if they are conditional o frte—ced —S17F <o . —""
—'e f DcZ<o% "' attaft®fbrm of the German
opening of) insolvency provisions for avoiding
proceedings. However, transactions being discussed in
other termination the German legislature under
clauses based on other  which it is proposed avoidance
circumstances other than = transactions will be limited.
insolvency are arguably

still valid.

Further, lease contracts
where the debtor is

the tenant may not

be terminated by the
landlord based on
default of rent due

prior to petition for

the commencement of
insolvency proceedings
or deterioration of assets
of the debtor

85 As aresult of the lack of a German style pre-pack sale, there are examples of German companies taking advantage of a UK pre-pack. See for
example Re Christophorus 3 Limited [2014], whereby ATU, the German automotive group, implemented a res tructuring via a UK administration
and pre-pack sale. Despite the group having almost no connection with the UK, it incorporated an Engli sh company to purchase the assets of
the Group in order to obtain a UK administration or der and sell its assets to a new group structure.
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Appendices

Italy

Corporate
Insolvency and Time limits for

D<Z<s%o

Recent Legislative
Reforms?

Restructuring
Proceedings

Pre-insolvency Several reforms No prescribed time
. , ., have been enacted limit but risk of

<@ e—F"ce fooziltr trrua Sdirectors’ liability in
for concordato

most recent ones oco [f O3B ©7
(concordato con are:
riserva)
. i Law Decree No.83
ii.) Court supervised  «~ v __, totrst
settlement
with creditors f™ $.."1f [& x{
(concordato ‘" ts —ef trsuéa
preventivo

Law Decree No. 145
iii.) Debt Cotu FofeE T
Restructuring trsua
Agreement @ccordi
di ristrutturazione | Law Decree No. 144
dei debit) ‘T tv —e% trsva
jiii.) Out-of Court  Law Decree No.

FrocDokt fol ZUATSW Tty |—ok

Plans piani di trswa
risanamento
attestati)

Post-insolvency

Ta S-"fUteef”>
administration

(Prodibis

Proceedingy®

Tcad S-"fUtesfs
administration

for large insolvent
companies’

(Marzano

Proceedings)

vii.) Bankruptcy
proceedings
(fallimento) **

Creditors able to propose
restructuring plan?

Settlement with Creditors:
the composition plan includes a third
party offer for the sale of some or all

7 f -1 Bftlcddhtor's assets, a competitive

process will be commenced
(“Concordato Preventivg”

© fttemced ™MEEUE fUZfe Tite

not result in the payment of (i) at
least 30% of the total unsecured
indebtedness in case of composition
plans on a going concern basis,

or (i) at least 40% of unsecured
creditors’ claims if not on a going
concern basis, one or more creditors
representing at least 10% of
creditors may present a concurrent
proposal and composition plan.

Debt Restructuring Agreement : no,
only the debtor may propose a debt
restructuring agreement

>te 7

Valuation method
for the purposes of
determining creditors’
entitlement to vote
on a court-sanctioned
reorganisation plan

Court approved cram dow:
creditors?

Court approved cram down
on shareholders?

Settlement with Creditors: N/A

if the sanctioned settlement

""" ofZ <o of— t8F.. ——%t > =S¢t
debtor, the court may appoint

ajudicial administrator vested

™-8 —Sf Mg ¢ 8. —-F -S%
UtefZA C -8t ef——Zfefe—
proposal includes an increase

of the debtor’s share capital

requiring shareholder consent,

the judicial administrator

~frrtce—tt ig,i,,_n?ay.Qe.e_r?gowered by the
the viability (but not fairness) of Cotrtiolcalllalsharsholders

the settlement plan to creditors or of=colip fjoif =" HEHFmeol = ek
e voting rights of any dissenting

shareholders in such a meeting
S0 as to increase the debtor's
share capital.

Settlement with Creditors: may
be used to cram down secured
and unsecured creditors (requires
approval by more than 50% of
creditors (by nominal value of their
claims) and majority of creditor
classes)

Only creditors who are affected by
the settlement plan are entitled
to vote

Debt Restructuring Agreement:
where more than 50% of a debtor’s
debts are owed to bank or other
—>'te " Deofe.<fZ .."ftc—""e4 -St
debtor may seek to impose the

debt restructuring agreement to

$"—<D<tt "o plantis’Z f « & dissenting or apathetic creditors.

prepared by the debtor

Extraordinary Administration:

Various conditions apply including
¢« —=8f DeofecfZ Fte="e —Sf- Sf ¢t
approved the debt restructuring

ST eof"s fhecece="f —4gfement represent at least 75%

proceedings can be commenced

by a creditor (as opposed to
FE-"f "teof"s frececo"f
enterprises, which cannot)

Post-Bankruptcy Creditors’
Composition : once insolvency has
been declared and the relevant
procedure has commenced,

RO 4 it

of the indebtedness in that class

(ii) the legal position and economic

B ok _St Daofe<fZ L 7ETa=t"e
that approved the debt restructuring

agreement are of the same nature

as the dissenting creditors (e.all

Deofo<fZ "ftc—""e [ <o =St ofet
class) (iii) the plan represents the

TS PERLIRT I D i“_be.sﬁlt%n(aﬂ'?" Lotdissenting

proposal for a composition with the
Court, with the aim of concluding
the insolvency proceeding with

a consensual restructuring with

creditors and is on terms that are at

least equal to those under any other

realistically feasible alternative (iv)

the court validates the plan and (v)

—8F " WoS—e " etem@DcofofZ "ttt

viii.) Post- creditors

Bankruptcy are unaffected.

gredltors.’. F oDkt fe..att Bfcwdcs

oS el an out of court procedure
Extraordinary Administration:
no, unless through settlement with
creditors
86 Extraordinary administration is available under lItalian insolvency law for large companies that employ at least 200 employees during the

previous year (including those admitted to the redu ndancy fund). The overall debts of the company must be at least 2/3 of the assets on the
balance sheet and of pro®ts deriving from sales and provision of services during the previous ®nancial year. When a company subject to the
extraordinary administration procedure is part of a corporate group, the procedure extends to the othe r insolvent companies within the group.

87 Extraordinary administration of large enterprise s is only available under Italian insolvency law to insolvent companies with at least 500 employees
in the last year and an overall debt of *300m. If t he company subject to the procedure is part of a gr oup of companies, the extraordinary
commissioner may ask the minister for economic deve lopment to admit other insolvent companies in the g roup to the procedure by submitting
the application for insolvency to the relevant cour t.

88 The procedures that arise out of bankruptcy are insolvency, arrangements with creditors and liquida tion (for entities of public interest which are

not allowed to go bankrupt).
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Appendices

Creditor’s ability to
exercise contractual
Position of management Priority status of post- termination

(insolvency and restructuring Stay on proceedings Pre-pack sale available? Avoiding Transactions TF—c—<c'e Deofe. 0% rights following Future Reforms?
proceedings) Dcefe.co% commencement
of restructuring/
insolvency proceeding

Settlement with Creditors: Interim Petition for Both Debt Restructuring ~ Bankruptcy: a receiver may A debtor in Concordato Pre-insolvency:
management remains in place  Concordato: automatic Agreements and Court challenge certain pre-petition  Preventivo or Debt
but are subject to the control e—f> "o —8% tf-1 ‘" fdpdvistd Settlement  transactions according to Restructuring Agreement Contractual clauses that
of the judicial commissioner. for a period up to 180 days With Creditors (whether  certain hardening periods and ~ may seek court authorisation | Provide that bankruptcy
§—"f"tcef”s —"feef .. {depending on the Court or not preceded by within certain time limits. UL <ot e D SgNStituigsgraunds
require Court approval decision), when the debtor e—F"ce Foc—c'e ™MEE"E o— .8 Deofo.l _W‘J’é?:m‘_'”at'on o
e—e— D<Z% t<—8%” f fbr,Concordat are Payments made and g”a’a”teesarrangements maybe granted ineffective only |_n case
Debt Restructuring Restructuring Agreement or instruments suitable for  9ranted by the debtor as partof »» v, o _ fo—ed < f Jof Settiement with
Agreement: management a Settlement with Creditors. pre-pack and pre-agreed aSettlement with Creditors, appointed by the debtor Creditors which provides
remains in place Any judicial mortgage on the  restructuring plans aDebt Restructuring L B7—<Dcte —Sf— .- foriRg continuaion of the
B . 5 ¢debtor's properties granted Agreement ora ¥"—<BD it peip. e <o <o —§3 DUsipessasayongoing
B=ceBY "Hoom =1 "2, Z8F {1 tfoe " =t DZco%o <o Rescue Planare not subject to | post interest concern
management remains in place . claw-back }
since this is an out-of-court [petiective o ftte—cied f tE,—0" Np restrictions to
restructuring procedure Settlement with Creditors: o« Mtaecee Z ke > - Chrichifaks Preventivo : enforce similar clauses
Extraordinary Administration: | 2dlomatic stay from date thetCo;m ma.i iy orde;s or Debt Restructuring z‘ Debt Retstrut(:jttérlngn
= p—— D Zco% fot T —8% te—cf protecting certain transactions - agreement may seek court grfemen andCoul .
% duration of the proceedings (up from claw-back risks authorisation to either receive T —<P<FT Fe.—F Zfe

directors are suspended and

attributed to one or three =" [j off8go=0 % { ofo=&o &

$E_"f O tenf"s “ v s co o  Aysjudicial mortgage on the

Extraordinary

CmdTee Berfe ot U pioniapsiard
Administration for

—t ot tEco—co%o —"fTE "Eofe Fo21

appointed by the Ministry of GRS el gra‘n:ecf I — Large Companies: the c;d“ Mz Wh;:e s?fh . o actialclatsesitat
Economic Development or the ¢ -ﬁ—§ E ettt SRz coto e commissioner's powers are < tfd e . { f ﬁwaque that bankruptcy
Court IS the same as those of a receiver 9ranted priority status. ;:orlstltu.testgmunds
- ; for termination are
X Debt Restructuring during bankruptcy proceedings  The court may authorise . )
Bankruptcy: control of o o meffecgve ,
Agreement: f——"ef—<... xr Tf> e—...S Dcofeco% f""fe%ofete—vd

Extraordinary

Administration Proceedings:
the commissioner can only
claw-back transactions
approved as part of a
Ministry-approved liquidation
programme, but not if there is a
restructuring plan in place

company transferred to the
receiver. Creditor committee
consent required for

FS=Tf Ut fs <feef

™8t et £

P focte o— EFLL- -

consulting with the debtor’s

main creditors and provided

-Sf- -St t,—"" ..'eDcee —Sf-a
¢ —St Dcofoco%o <o "F—"ET

to meet urgent operational

stay on creditor actions from
date restructuring agreement
i_spu'b.lished in the Companies’
Register. The stay may also
be anticipated upon court
fUUTfZ O f ETCT T X ot e
before the entering into the

agreement, in addition to the business needs (ii) the
xreetf> e—f> "£"¢'t 22 ™ co%o ee'Z7fe..> fTecece—"f proposed purpose for the
the publication of same (for an supervisor may challenge Deofoco% fol —Sf— «— ™Mfe —eof 7%
CEVFZZ e—f> 17t 0 str e certain pre-petition = mfes fZ-ef =T Deofeco%o
) ; L transactions, if the transaction ~ and (iii) failure to provide
BP=aDIBY "FoLMDE [0kl was detrimental to the —S% Deofeco% . —ZT . f—<t
formal moratorium, however creditors. irreparable and imminent harm
a contractual standstill is to the business.
commonly entered into with "D fZZ25& fTct et f—cte
creditors available for repayments of a

shareholder loan within 1 year
prior to the commencement of
the main proceedings

Extraordinary
Administration: automatic
stay on creditor actions and
enforcement of security

Bankruptcy: automatic
stay on creditor actions and
enforcement of security
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Appendices

Spain

Corporate
Insolvency and

Restructuring
Proceedings

Creditors able
to propose
restructuring
plan?

Recent Legislative
Reforms?

Time limits for
D<Z<s%o

Court approved cram down on creditors?

Valuation method
for the purposes of
determining creditors’
entitlement to vote
on a court-sanctioned
reorganisation plan

Court approved cram down
on shareholders?

Pre-insolvency { trsw — T tw——> —' B<Z1 Mny<ckedioris T—f L —FT EDcefe.. <o % affrovat efiat — ¢ Pre-insolvency : No. A N/A. Subordinated
) f> trsw 1°°f.t-=3ESe 0 ™MSabletoproposea | Zife— xr' " Zof,<Zc—<te o1 <k T plan frdvidite for & débt— creditors are eligible to
i.) Out of Court ty f> trsw & thecompanyhas  restructuring plan  required®’. There is no need for Court approval for-equity swap must be Tt ‘e f "iDcefe.co%0
Payments formally validates or should have when negotiating N approved by resolution of agreement even if they are
Agreement” Ss trsva  becomeawareof | f "tDcefe..co% [°<*S Sked 7 "feSkedete— T Dt dmretididers meeting. “out of the money™*
i) Protected clarifying certain its insolvency (cash | agreement ‘i'a'T’S which require approval by creditors . However, unreasonable refysal

$Dcfe. comp [*Fomr T -SOESY .7 -s;g 5 * *'*;-“%ﬂédf- Zif'd-édws <-§S'%Pshafehoméfs7mé.fé‘m§
Agreementd® reforms is no concept of <« .f co<fZ cam ?’e aseéd to cram-cown secured and unsecured g the capitalisation could

palance sheet supporting a creditors. The majorities required depend on result in liability in subsequent

iii) Spanish Scheme s's trsv insolvency in Spain) Spanish Scheme whetlher the scheme affects secured or non-secured insolvency proceedingé’
of Arrangement (effective on ) of Arrangemer'n creditors and the terms of the schemé. The Court
S Beefef2 .i v ( ;" ya traningolvent may apply for its homologation is needed for the cram-down to be Insolvency proceeding s:

—%ete fetcompanycan homologation effective Shareholders are affected

(homologacién N
S makes applicable  apply to the by the Creditors Agreement
judicial). Also claw- g g Withi Credit followi | of the Spanish
[Er——— the main principles = Court to obtain AT (EETRIEAT) [ECIOISIM Ay oloWiNglappiovalloiUIESpanis approved by the Court, save
ack protecte Do fe ... <o%n addiional 3 creditors Scheme of Arrangement by the Court, challenge it on e T .
Post-insolvency agreements to months to negotiate ifS IT ibTI'('. %o tr=St fece ot oot of "< Bgquick@for any debt-for-
; of total liabilities
P );:::;;:el:;wy fi?'em:m or o JQQ\LSmeK a Creditors Agreement in insolvency proceedings: equity swap
e <. LT P
proceedings ™ _Sco _5% .. additioal monthto '€Organisation plan the Absolute Priority Rule does not appla) The debtor has a veto right on a

- - tance of at least 50% of the ordinary liabilies A
concurso). The i ~ineetz~Aroposal gceep proposed plan (even if accepted
( ) Gy D <o et Z7HORES is required for non-burdensome measures (like

proceedings re tttceY%oeA — B . N R A s by creditors). The debtor may
will either also introduces o TRZf-cte MUt Te =1 =t wrt T TN 2 —piofer Buiadibn and, if he so
have the aim of e — to imminent acceptance of a superior proportion of the liabilies decides, no proposal should be

than those voting against the proposal will be
e — P e —St Zfee f%o%olFeec
payment within 3 years or immediate payment with

insolvency, there is
ot t——> - D<Zt4 ,—-
debtor may decide

reorganisation (by
way of a creditors’
arrangement

regarding transfer
of business units
within concurso

afproveg by tl the Coun

supported by a to do so f T'“.""‘i—i?”“““ if--‘—éf-vtr"é .t.f:f—...ﬂ...i:’—f-:.‘.":t = z
viability plan) or f™ sy trsv Xw -St ‘r_<-f >_Z<f,,<z<_<_i-_<s FEe— "t _&t
liquidation (in (effective on onerous measures (higher haircuts, conversion into
which case sale of L=, i7 ta trsv a Squityeic)
business as a going = <* --- o f-%- Cram down on privileged creditors and secured
concemisalso | <t ~SE e Z7He.o LTETC e o 20t L teecTETET TCBKAHIT L E"—fco *—fZc
available) Pawlcontentsiof majorities concur
the latest RDLs
with some minor However, creditors” cram down will not be effective
amendments unless the Court approves the Creditors” Agreement
89 An out-of-court payments agreement under Spanish insolvency law can be reached by (i) an entrepreneur (an individual) in a position of current

or imminent technical insolvency with liabilities b elow *5 million; and (i) a legal entity in a position of technical insolvency with fewer than 50
creditors or assets or liabilities below *5 million , provided that the costs of the agreement can be m et and the expected assets and revenues
will be suf®cient to allow a viable agreement. An insolvency mediator is appointed and the payment pla n must achieve the consent of at least
60% of liabilities affected by the agreement. If ag reement cannot be reached or the terms are breached , a consecutive insolvency proceeding
will be declared in order to directly liquidate the assets. Therefore, an out-of-court Payments Agreem ent is very rarely used.

90 There are two types of re®nancing agreement under Spanish law which are protected from claw-back ri sk: (i) a collective re®nancing agreement,
being an agreement entered into by creditors repres enting at least 60% of existing liabilities and mad e in response to a viability plan; and (ii)
an individual re®nancing agreement 2safe harbour® which is not supported by a majority of creditors bu t which may, if certain criteria are met

(which evidence that the re®nancing agreement clearly improves the debtor's ®nancial position), be pro tected from claw-back risk.

91 A key element of the RDL 11/14 was the introduct ion of a new section 3 in article 90 of Law 22/2003 (the Spanish Insolvency Law) which
provides that special privilege to secured claims s hall only apply to that part of a secured claim not exceeding the value of its security. Value
of the security for such purposes shall be understo od to be 90% of the 3fair value®, less any preferen tial claims over the same asset. Valuation

criteria are set out to determine what is to be con sidered as 3fair value® of the secured asset, depen ding on the type of asset.

92

/

In relation to syndicated facilities, if lenders representing at least 75% of the outstanding princ ipal (or less percentage if so stated in the facility
agreement itself) approve the re®nancing agreement, it will be understood that 100% of the lenders hav e approved it (for the purposes of
calculating the 60% of the outstanding liabilities required).
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Position of management

(insolvency and restructuring
proceedings)

Pre-Insolvency: management
remains in place

Insolvency proceedings :
general rule: management
remains in place supervised
by the insolvency manager
appointed by Court

Management is replaced by the
insolvency manager in cases of
eetZTFelo L *T"%ﬁa‘gr&%ﬁﬁs réadhed and is
creditor, when the Court deems
it appropriate or whenever the
liquidation phase is opened

Stay on proceedings Pre-pack sale available?

Pre-insolvency : Upon the There is a possibility
communication to the Court of = of sale of business unit
the start of negotiations within ' through auction or direct
a Pre-insolvency scenario, sale (if the insolvency
enforcement actions against manager considers it to
certain debtor’s assets are be in the best interest of
e—f>Ft "7 f o f8ce—-« 'the infsbivent debtor)

of 4 months. Public claims are

not affected by this stay Unlike the U.S. pre-pack

sale, the sale or auction
of a business unit
(before liquidation)
P«Zft 17"t -8t ‘— tequires' Couirt’sanction.
to get its homologation, single = The consent of 75% of
enforcement proceedings are  the relevant secured
stayed by the Court until the creditors may also be
homologation is awarded required where the price
to be received for the
Insolvency proceedings: upon | gecyred assets included
the issuance of the insolvency i, the production unit is
order, the general rule is that lower than the value of
enforcement actions against e security
the debtor are stayed

Spanish Scheme once the

With regards to secured
creditors, only enforcement
actions over certain debtor's
assets (such as assets
considered needed for the
continuity of the debtor’s
activity) are temporally stayed.

Chetttete— C DeefefZ
collateral shall be stayed as a
consequence of the insolvency
of the collateral grantor.

Appendices

Creditor’s ability to
exercise contractual
termination
rights following
commencement
of restructuring/
insolvency proceeding
Ordinary rule: new money TfeceS eetZ7fe.>
challenge any pre-insolvency  provided by means of a Law does not recognise
transactions if they occurred "tDcefe. 2% f%"FF e tontracfuet elauses which
™c—Sce —SF ""E7< —e B0% frivilegedt(over ordinary  allow the termination
caused damage to the debtor's claims) and 50% “post- of an agreement merely

Priority status of post-
"foc—c'e Dasfe
Deofo..co%

Avoiding Transactions < % Future Reforms?

An insolvency manager may

estate petition” claims (claims against = upon the issuance of the
~ the estate) insolvency order of one of
St e Zfe.> f™ AR gL Z8% frocte £5.|f1— v _&%

certain presumptions of acts
to be harmful to the insolvency
estate

However, 100% new money i fet T Bsfen<fZ Z7f-%"f7
FS8F..——3T —T3" "I Bgidements yulated in

agreements prior to October wotrrw

trsxd of > —etf” L E"fce

cTr§Jitnstances be granted However, a creditor may

post-insolvency order claim apply for termination of

status (even if supplied by agreements with pending

specially related party) in the  reciprocal obligations

case of a subsequent insolvencyin case of breach of the

o fttc—cted —St"f <o
possibility to rescind those
acts and contracts that the
debtor has entered into in the
4 previous years in fraud of

creditors proceeding that occurs within  contract by the debtor
A EDcofeo % %othpeFOE LM% toIfr tETCT

which meets the legal S—f" £8 0 —8SF toff"

requuemegts is immune to period the ordinary rule will

claw-back apply again

93

In very simpli®ed terms, the regime for the cram down on ordinary unsecured creditors requires: (a) the approval by creditors holding 60%
of ®nancial liabilities for non-burdensome measures (e.g.. deferrals for up to 5 years); (b) the approval by creditors holding 75% of ®nancial
liabilities for more onerous measures e.g. write-of fs etc.. The regime for the homologation/cram down on secured creditors is the following:
(a) for claims up to the value of the security, the approval by creditors holding 65% of ®nancial liab ilities for non-burdensome measures (i.e.
deferrals for up to 5 years) and the approval by cr editors holding 80% of ®nancial liabilities for mor e onerous measures e.g. write-offs etc., and
(b) for the secured debt amount not covered by the security value, the same majorities as for unsecured creditors is required.

94

adisproportionate sacri®ce® is not de®ned under Spanish law and there is no set of guidelines devel oped by the Courts. The Spanish Court has,
to date, only admitted challenges on this basis in a very limited number of cases. Furthermore, any po tential challenge to a resolution validating
a re®nancing agreement is heard by the same court that issued the resolution (not by a higher court).

95

To avoid debtors objecting unreasonably to reach ing agreements setting out debt for equity terms, a new presumption of serious wilful
misconduct or fault by the debtor or the debtor's | egal representatives, directors or liquidators, in generating or aggravating the debtor's
technical insolvency, has been added where they obj ect to a re®nancing agreement and an insolvency order is later issued on the debtor (and,
most importantly, this presumption can apply even t o the shareholders or members if it was their negat ive vote at the company's shareholders'

meeting that prevented the exchange of debt for equ ity).

96

Note, however, that for formal Spanish Court pro ceedings, subordinated creditors do not formally ha ve voting rights.

97

See footnote 90. The Spanish Scheme of Arrangement may also resist claw back upon the scheme's appr oval by the Court.
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Appendices

The Netherlands

Valuation method
for the purposes of
Court approved cram down Court approved cram down determining creditors’
on creditors? on shareholders? entitlement to vote
on a court-sanctioned
reorganisation plan

Corporate Insolvency Creditors able to

Recent Legislative > - . !
Reforms? <ot Zeoc— B« propse restructuring

and Restructuring
Proceedings plan?

Pre-insolvency Legislative proposals No prescribed time limit ~ No, but the current Informal composition No No prescribed valuation
. e s ., have been circulated for = but risk of directors’ legislative proposals outside insolvency : no o methodology

sg oo fZ .."*""* torfsilitation purposes liability include a restructuring F5..1'— <o "E"> 15,04 ng'sl'af"f proposals have .
offer outside of and proposed legislation plan presented by the circumstances) been circulated that allow for ~ The dr::xft bill does not
insolvency” co $8't.—tt —* et oot creditors, provided that arestriction of shareholders’  <e...Z—13 fe> o't .. <Dc..

£°°F ... — <o trsx the company does not Composition proposed rights and the imposition ofa  provisions relating to the
Post-insolvency o . A N .

—fet —8F Dcve— (sPUB ant topbankruptcy: debt for equity swap type of valuation evidence
ii.) Composition proposed propose a restructuring }l;esd owever; will O"Wdae or valuation methods
pursuant to bankruptcy plan itself-*° inding on ordinary creditors
(not secured or preferential

iii.) Bankruptcy creditors without their
(faillissement) consent). Requires majority in

" number and value®*

iv.) Suspension of

pa)ymer?ts"g (surséance Legislative proposals have

van betaling) been circulated that include a
cram down of creditors within
a certain class or of an entire
class of creditors, provided that
creditors do not vote in favour
of a restructuring proposal on
improper grounds

98 An informal composition outside insolvency is an agreement between the company and its creditors, t hat provides for partial payment in full
satisfaction of the creditors' claims. The company is free to negotiate terms with its creditors, howe ver it is only allowed to put forward one
proposal plan. Once agreed and approved by the cour t, the company avoids liquidation and its debts are discharged. Only parties to the
agreement are bound by its terms.

99 Under a suspension of payments, a debtor is give n temporary relief against its unsecured creditors and any creditors who have subsequently
been granted a security interest. The period may last up to 1 1/2 years and may be extended, during wh ich time the business is managed jointly
by the company and the adopted administrator.

100 A notable example of an English scheme of arrangement being used to restructure a Dutch company is the restructuring of Magyar Telecom
B.V. (2014), where an English scheme of arrangementwas used to compromise New York governed notes iss ued by a Dutch incorporated
company. Magyar embarked on a number of measures (such as opening of a UK of®ce, notices to creditors, negotiation meetings with creditors
in London, appointment of UK based directors) to en sure that COMI shifted from the Netherlands to the UK. The other relevant jurisdictions
(the Netherlands, Hungary and the United States) did not provide any attractive alternatives to the En glish scheme for the implementation of
the transaction. The trend of using of an English scheme of arrangement to restructure NY high yield b onds issued by European corporates
has continued e.g. Zlomrex International Finance S.A. (2014).

101 If the required majority do not vote in favour of the plan, the supervisory judge may, upon request, approve the plan if at least 75% of the
present ordinary creditors vote in favour, provided the rejection of the proposal is due to one or mor e creditors who could not reasonably vote
on the plan.
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Creditor’s ability to
exercise contractual
termination
<» %o rights following
commencement
of restructuring/
insolvency proceeding

Position of management Priority status of post-
"f—<—c's Deofe

Deofe..co%

Future Reforms?

(insolvency and restructuring
proceedings)

Stay on proceedings Pre-pack sale available? Avoiding Transactions

Informal composition offer Suspension of

outside of insolvency : no court  Payments: limited stay

<e™'Ztete—  ofef% % eHwhich does notprevent  pre-pack restructurings  bankruptcy trustee can avoid

remains in place the commencement of in the Netherlands pre-bankruptcy transactions
proceedings by creditors) despite the fact thatthe  that are detrimental to the

There have recently been Provided that certain
anumber of successful  conditions are met, the

Dcefe...<*% <o <Centractual clauses that o= Zt%oceZf—<'e <o £8' ... -
available provide that bankruptcy — ,t «o'Ztefe—Ft <o trsxa
constitutes a termination  Based on the English scheme

%" —et f"% ~fZctéf aranggment and the U.S.

for deliveries of certain Chapter 11, it will introduce

However, inBankruptcy ,
if loans or credit
Suspension of payments:

unless cooling-off period  pre-pack lacks a statutory creditors of the bankrupt are obtained by the utilities a framework that enables
management remains in place, s ordered by the Court  basis® debtor bankruptcy trustee, these companies and creditors to
supervised by a Court appointed rank as estate claims and prevent minority obstructive
administrator and a supervisory = Bankruptcy: upon the Typically this procedure security can be granted creditors forcing the company
judge. The administrator's appointment of the is achieved by the Dutch over unencumbered to offer a composition in
approval is required to bind the  bankruptcy trustee, all court appointing a assets to secure the bankruptcy or suspension of
company and dispose of assets = creditors’ actions and so-called ‘silent trustee’, repayment payments

claims are automatically ~ who can participate in .
Bankruptcy: management stayed negotiations with the *suspension of DZ18¢, 2% of...Sfecoe <o
displaced by court appointed e payments, if loans or envisaged that will enable
bankruptcy trustee, who acts o =8 —8% .. fef " credit are obtained creditors or the company to
under the supervision of the bankruptcy and a by management with offer a tailored composition
supervisory judge suspension of payments, the approval of the if they (i) have ascertained

the court may fora . administrator, these that the business is heading

LEERLE (:t ete_Seq ™M_§ rank as estate claims and Ser feen—'— A fet << Sf"

frleee, 28 $8—Feecte " security can be granted provided opportunity for the

t"—"-S}" «'e—Sea ""t1” over unencumbered company to offer a composition

a general stay of all assets to secure the itself

creditors’ actions repayment
New proposals by the Ministry
C—e—cF e Z—tF < f
version of the pre-pack
and a statutory basis for
the appointment of silent
flecoco—"f—"ea < f .."fe
down of creditors within a
certain class or of an entire
class of creditors and (jii)
restriction of shareholders’
rights and the imposition of a
debt for equity swap as part of
restructuring proceedings

102 E.g. in July 2014, the Dutch childcare service provider Estro went bankrupt and a Dutch “pre-pack’ bankruptcy process was utilised. Currently,
all Dutch courts except for two, are accustomed to approving the appointment of 2silent administrators ° to effect a Dutch pre-pack sale.

Potential economic gains from reforming insolvency law in Europe /
Page 73



Appendices

Luxembourg

Corporate Insolvency T

Reforms?

and Restructuring
Proceedings

Pre-insolvency No

i.) Composition with
creditors (concordat
préventif de faillite)

ii.) Suspension of
payments (sursis de
paiemeny)

iii.) Controlled
management procedure
(gestion contrdlég

Post-insolvency

iv.) Bankruptcy
proceedings (aillite )

v.) Compulsory
liquidation (liquidation
judiciaire)

Creditors able to
<of Zcoc—e "'" P« Propise restructuring
plan?

,.i<%nf—<‘- — D<ZKo™¢—S«ce
1 month of cessation of
payments

Court approved cram down
on creditors?

Court approved cram down
on shareholders?

Composition with Creditors :  No
approval of the majority of

creditors representing at

least 75% in value required to
approve composition

Before approving the
composition, the Court will
analyse whether the proposed
composition is in the public
interest and in the creditors’
interests. Additionally, the
debtor must be considered

to be in good faith and to
Dot «—ednioitunate
circumstances (débiteur
fZSE—"1—8 F— tf et "<

The relevant law for the

composition procedure is a

szzx f™ fet —Sce " Ft—"F <o
rarely used.

Controlled Management:
reorganisation plan must

be approved by majority in
number and value of creditors
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for the purposes of
determining creditors’
entitlement to vote
on a court-sanctioned
reorganisation plan

N/A



Position of management

(insolvency and restructuring
proceedings)

Stay on proceedings

Pre-pack sale available?

Creditor’s ability to
exercise contractual
Priority status of post- termination
"f—<—c'e Dcofe.. <r% rights following
Deefe.. 2% commencement
of restructuring/

Avoiding Transactions

Appendices

Future Reforms?

Suspension of payments :
management remains in place

monitored by a court appointed

administrator

Controlled Management :
management remains in place
t—"¢ce% Dc"o— 'Sfet
management but actions
supervised by court appointed
magistrate. Acommissaire

is appointed to supervise
management in the second
phase

Bankruptcy / Compulsory
Liquidation management
displaced by court appointed
receiver (curateur)

Composition with creditors
(concordat préventif de
faillite )

Management remains in place
Supervisory judge supervises
_&f e I

ec—<c'e

Suspension of No

, | payments : moratorium

on payment of creditor
claims

Controlled
management: creditors’

' “rights(inthudiigs decured
LTEte=tTe 181~ ™MStd
D Zf™e Tt
differently) are stayed
—e—<Z [ DeofZ ...
on reorganisation/
liquidation plan is taken.

IEE i R R

Bankruptcy /

Compulsory

Liquidation:

enforcement actions

against the debtor are

suspended. However,
Deofe<fZ . 22f-%"f2
arrangements” remain
enforceable

Compositign with

-+ ¥+ tfeditors Scbneordat

Selteamcte a2t R LD o d it de faillite )

realise the company’s assets,

liquidators are appointed by the

S-S e

ec—<¢'e <o

court and are supervised by the = approved, it applies to

supervisory judge.

fZZ .."Fte—'"e 1§..%'—
-8% —f8§ f—-S‘"<—<t-a
claims guaranteed by

security or mortgage and

claims due in respect of
maintenance @liments)).

The composition only

applies to contracts

signed/debts contracted

before the composition

was obtained

insolvency proceeding

Bankruptcy / Compulsory
Liquidation: certain security
interests and transactions may
be challenged by the receiver in ‘™METE"a <" D f e qdar whether contractual
bankruptcy if they are granted 1S granted after the provisions providing that
during the hardening period (a €0mmencement bankruptcy constitutes
cfSco—e 0 x o'e—§.g "FInGinsplvency grounds for early
days in certain circumstances) Proceedings the lender  termination, acceleration
“ree _8% tf-1 o~ —$3 il pe aggreditor of and penalty are valid
the petition the bankruptcy estate

(créancier de la masge
Where a transaction is made  and will be granted with
with the purpose of defrauding = a priority claim against
creditors’ rights, such the estate
transaction may be challenged
irrespective of the date the
transaction took place

Dcefe..<o% <o Bankruptcy/
available. Compulsory
Liquidation: it is not

Draft legislation on
business preservation and
modernisation of bankruptcy
law was introduced in the
—8fe, —"% [ Z<fete— ‘e
s f,"—f"> trsua St t"f -
legislation provides for the
introduction of out-of-court
procedures to avoid formal
insolvency proceedings.
The legislation is intended
— "' Z2f . -8f t8c o %
restructuring procedures
due to practical challenges
associated with them in a
0Y4p 470

L —scstes L te_FE—

103 Financial Collateral Arrangements include: transfers of ownership for security purposes, repurchas e agreements relating to ®nancial instruments
(including securities, shares, etc.) and claims (including receivables and bank account balances).
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Appendix B: Main principles of the U.S. Chapter 1¥ramework

We have set out below the main principles of the solvency framework under Chapter 11 of the U.S. Bamiptcy Code, which
is the most widely cited non-EU restructuring andrisolvency regime. Chapter 11 is a rehabilitation gime which enables
1Z<%o<,2f Deofeo.«fZZrstco—"Foodelt o8 Lt fofrat (o T —SteloBcafehc o Foff ot 29
—St ioF i —cte T fe f——tef—c.. Efxb—<¥%oa V&Sffe cFo—f—FtT Foe—ct8ts fOF —Stesg e
e—coe—F iV f—co%od T Viete— —SEFRZHfIfofaofolTEe > "T%ocod oottt S SEA |
Recommendations, emphasis is placed on providing/@able company with a “second chance” to continuesa going concern.
Tt e e —%o%ote— —Sf- — 't LSM™M 7EGfEEITSsSE-727ME T fZ2<E Ee—SfSfIE1E fxa
might be useful in the analysis and application ainy European reforms.

o ,FetDe—e Tt =t - b St fab & fZ—T1A
« The “automatic stay,” imposed by the U.S. Bankrupt€ode as soon as a bankruptcy case is commencedte Automatic
stay provides a breathing space from creditors in ich a debtor can try to reorganize by restructurig its business or
selling its assets without being pressured by theanmencement or continuation of lawsuits or the seiare of assets.
* The presumption that the debtor’'s management willemain in place, rather than be replaced by a truste
. St fo<Zc—> = ', —fce e—@m@t—c—<'e Dcofo. <%
. St fo<Zc—> = ', —fce fo... Toe —{o% fhebae it foEtTc—""e o [—~7ZF 3 FaeFlhiococo—

* The ability to sell property of the debtor’s estateree and clear of liens, claims and encumbrances.

o St f,<Zc—> =t "FEF .- =T heeted fisé‘iﬁ-—qté"zs’i.vt‘Zv-i"ffo.i.-—f-’r foo—edf oft ofo"ofc%on ot 2
fet —ed8'«<"FT Zffede = —=S"T "3 YT el oo fM—SofLf fPecKhooete— ""'Sc c—<c'oed

© St F3.Z—eTF "S- =t Vet Poo%f -G S8 LZAfZ bt tfoe T f SFfl-spef. fedffe
acceptances of the plan during the initial 180 days

o St f,<Zc—> = "fe"—  ——"f DcfforRfl doLhoffL sfer —Te—foel" TSP &..IFET
U.S. Bankruptcy Code.

- St T<'.J.éf"%o¢ Cof tE,= T f,,-is:‘t”it,,—é—ﬁﬁ—f—fii‘fi ...‘-D<”-fv—<‘-v-‘<%ff—’<2-fé- T " %0
"t %o fTTZEee T ™MSE_SE" f T S EfITNf'DFZIT.I"-FT -ST 'Zf-a

St facZe—> "7 f Ltefer <o Sfl-§leseeth’ Cfifflostotie— fof =t f —fce TLARE AP foodho

fre . —Zf 2> [t fe—f%ot —e "PRA—VIeSCe 3% fATER T T "F—Fe—Fot il FEcoteed PFRT U
foeoco— <o ofco—fcoco%hy ,—ocofoe | (Fieor——5 Ffte—SIPfcefe.. co% <o M PHZr F% priff,tZ,
—Z8 ot " <oe%o —' “f..<Z<—f—-F —FEca ] fIPE,—7 "RSE,IES [ hsZEAcof Seoebco%oe oo,
asset realisations in a liquidation.
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Appendix C: Case studies on major restructurings ifcurope
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ways, highlight the need for further harmonisationof EU insolvency laws. Wind Hellas restructured seessfully through a
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S<%S e—fetf ta "—1Z ""Tctde fSLFfieex fotSEFToHf L ofZ " 0ottt oot @ 2t F <
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distributions to creditors.

Wind Hellas

<ot FZZfe ™fe ‘e 0 —St Zf"%ofes 7 Meaa o lh ot " Tt oY% J oS, ELBETZE4E F3
ef " <. fe = —SF "tfe ofet—a o drr{4 ESL. %o —f oS T DZF "1E A, ——S <%0 6—W
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facilitate the use of appropriate restructuring tods and procedures.

As part of the restructuring the centre of main inérests (\COMI6O  *~ +ZZfe $Zf..‘ee—ec. . f—c'oe —8fe,
(“‘Hellas 16 & f —&8fe,'—"% "T%ocoe—F"11T S‘Ztce%doo o' FEr80T%ff o+L£F ~"'e —8fe ‘—"% -
et 0 St oScT— ™fe _t [fRZTHeESE Poo"ta"— . ——"<o% — 2ot FFRZEILFI L
English law, which were considered to offer a betteprospect of business continuity and value prese@ation compared to the

oM Yot TVefZ <ot Z e s L ETEES Y LR, TE K27 [ e ViU Lolf o0 ZF ST, —1"%0
‘272 ™ce% —St oe— ... .. foe " —7 o<%o " < % fRTIAfEZAf ™ fo "7 ffmdFhce S ETocofo—
frlico—ete—a —St FZ7fe flecece—"ff “"’¢$‘1‘-i"¢fr%o<¢’r f T« {¥undef whith th¢ Zhares in
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operating with an improved balance sheet.

The Wind Hellas case bolsters arguments in favouf barmonising European insolvency laws and the adadion of minimum
e—fotf te f. " ee fZ7 ofo f" o f—Hhdta-Sfm ' BF FSf¥%fetf Te SfliifSxaftteff-"28F —
‘° —-St <ot ;ZZf- ”ﬂ;-—”—...——’:<-°/oo‘é—2_y§v¢§-ff"~1iv,,‘¢—¢4..f‘..-.S<;t”¢T —eco %" f ‘—iéiﬂ:, —f" %5
Pt Fee ™St —— efftceYho —' oST—eWFZFfPA Sce LeF T f—c'e <o Nflo«e HZffLS R
ot Fe—e T eef77%" Dcvee ™S fIEERLCPELoFZ SETE" b 7 R [ N B 2% P2 N T-
—t ——<Z<of =St frfe%otete—e . ¥ZFestst %S i fhodee a more favourable restructuring forum

> 0<% f—<o %o a

104 The term pre-packaged administration sale or 2 pre-pack® refers to an English law process under wh ich a company enters administration and
the administrators, immediately following their app ointment, sell the business or assets of the compan y to a purchaser under an arrangement
which was agreed and negotiated with the administra tors prior to their appointment. The key feature of a pre-pack is the speed in which a sale
can be executed thereby limiting the potential repu tational damage which can be caused by a company en tering insolvency, protecting value
and enabling business continuity, thereby facilitat ing the preservation of jobs and goodwill.

105 Council Regulation (EC) 1346/2000 on insolvency proceedings
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Nortel
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looming interest payment, various key Nortel groupcompanies concurrently commenced main insolvency pceedings in
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competing interests of the different insolvency esdtes resulted in deadlock regarding the allocationf asset sale proceeds.
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UUArrr ‘"—1Z "feeciet”e <o —SF  feter&vrr"dpZc feoftf Sft - ™Mfe——c"ded i<t tco-

The key protagonists in the Nortel insolvency werdi) the Canadian parent company, Nortel Networks bhiited, which
together with certain Canadian subsidiaries appliedor protection under the Canadian Companies’ Credrs Arrangements

= << =ST A A .te'fer "—t7 . FS™M%Peet SFAAMMS .. 1 —fce AT AUV —fect«f
under Chapter 11 of the U.S. Bankruptcy Code and)(L9 European companleé06 each of which was pIaced into English
flecoce—"f— L FE T o %o e —SE feie —SfMAS Z'S f—FT <o =St LA 2 frEddT A% ™

commenced in various other jurisdictions including secondry liquidation judiciaire proceedings in France and bankruptcy
1111.”:t:t.r(.%°. ce .nf:tzé

The Canadian, U.S. and European estates worked tibge to achieve a number of successful business @stitures and asset
sales realising in total over U.S.$7.3 billion ofate proceeds for distribution to Nortel creditors & part of a coordinated
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agree on a methodology by which the sale proceedsudd be allocated between themselves and distributkto their respective
Ete=t"ed o =St foetef 7 fo —faZZSif-—ﬂZ-if%‘”:tit:H- ™1t Zf ToAf eFf fomt™MES oo
’”‘—”f...—ﬂ;‘r fol £8 Feec™t Zc—<%offL'Stfo<oPborTco%of fPHfa —ST aZATf B+ Sde—1+d "o
Although —S3 “"—fZ ... fef <o fo £8fe' 21 S-St T DfcotZ—etd ™. "eege [Ziet"«dpZ5E%f -
—St ,fefDc—e 7 Sfretecett —ifa FLLf et t>ZEDP FSco—<o % oo T floe Y —F %2
“fcZe—f—c<o% S{ T frf—F -t E SRR fledEpe SE—"cot .. — et as. eatha.. .0 %022leS
flecoco—"f—cto "7 tttcodoe ‘o —St FwZ«aSte. ~SF— MFHF of —coDctt —SfFMESF ZS. fA4T
England. This process allowed the coordinated appatiment of administrators to each relevant Nortel Evopean subsidiary
feld <o of T'co%@a ocococott —St SIMPD 24t Ef<Fef™8ke. . SFT Tf...S o T Ef " bcd %otk
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subsidiaries it was possible through the use of scalled “synthetic secondary proceedings®’ to limit the number of actual
secondary proceedings to France only (where the admistrators invited the appointment of a French liquidator), thereby

ecececoco%o —SF e—o F7 0 TP TS AWt e Mt ™GLE BEv—"tt - | f SEAtATESI >t
reforms which introduce (amongst other things) (i) limits regarding the opening of secondary proceedigs and (i)
.r_z.ln) ---“,:t"f_(l. ":!:_TMI:I:. IA‘D—('."..—$§‘z§‘¢L°ZT'$”.¢T—ZZ) 'if. _gpé _(_é; A_"_‘:F‘rj
coetZ7Fe > " fee ™M_7% |t f7f. -T"#A-E}€’¢.)‘<¢Z<—-étt-ﬁf'---<'%o —St, ety Zken LS f-
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106 The 19 Nortel subsidiaries which entered admini stration proceedings and their original places of i ncorporation were: Nortel Networks UK Limited
(UK); Nortel Networks SA (France); Nortel GmbH (Gemany); Nortel Networks France SAS (France); Nortel Networks NV (the Netherlands);
Nortel Networks SpA (Italy); Nortel Networks BV (the Netherlands); Nortel Networks Polska SP Zoo (Poland); Nortel Networks Hispania SA
(Spain); Nortel Networks (Austria) GmbH (Austria);Nortel Networks sro (Czech Republic); Nortel Networ ks Engineering Service Kft (Hungary);
Nortel Networks Portugal SA (Portugal); Nortel Networks Slovensko sro (Slovakia); Nortel Networks Oy (Finland); Nortel Networks Romania SRL
(Romania); Nortel Networks AB (Sweden); Nortel Networks International Finance & Holding BV (the Netherlands); and Nortel Networks (Ireland)
Limited (Ireland).

107 Synthetic secondary proceedings are arrangements whereby the of®ceholder in the main proceeding undertakes to deal with any assets in
the “second' jurisdiction in accordance with the se cond jurisdiction's law of distribution thereby neg ating the need to actually open secondary
proceedings.
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Appendix D: Case studies of recent national reforms

Italy
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The main steps in the reforms have been:
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agreement with all creditors on the reorganisatiorof the business, and contains “cram down” provisia Creditor
protection against claw-backs was also enhanced.
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includes the possibility of contacting loans that e given “super-senior” status in the case of subgeent debtor
insolvency. A provision of a one-year suspension piyments to secured creditors, subject to court ggoval, was also
introduced.
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competing restructuring plans, drawing on the U.SChapter 11 as a model.
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