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FIRM OVERVIEW

Babson Capital Europe Limited (“Babson Capital
Europe”) is one of the leading investment
managers of European senior secured and
mezzanine loan funds. The firm is based in
London and was established in 2000. Having
made its first investment in the European loan
market in March 2001, to date Babson Capital
Europe manages over €6.7 billion across 17 loan
vehicles and managed accounts on behalf of a
broad range of institutional investors. The firm
has a total of 52 employees, 25 of whom are
dedicated to investment origination, analysis,
monitoring and portfolio management.

Babson Capital Europe is focused on identifying
value within the European loan universe
through bottom-up fundamental credit research
and technical analysis. The firm has one of the
largest teams in the European loan market and
extensive experience in fundamental analysis
across the LBO debt space. This is reflected in
Babson Capital Europe’s consistently strong track
record. Babson Capital Europe is one of a handful
of institutions with experience of leading steering
committees in the European market and as
aresult has accumulated wide ranging knowledge
of the restructuring and recovery processes
across Europe.
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THE OUTLOOK FOR RESTRUCTURING
AND CONSENSUS IN EUROPE

As European loan investors reflect on what was a record year
for both loan market returns and the number of recorded
defaults, the primary market is at last starting to show some
signs of life. But with the backdrop of shallow economic
growth, the European speculative grade default rate is forecast
to remain high at between 8.7-11.1% in 2010', along with
a peak in restructuring activity in the first half of the year’.
With so much restructuring activity expected, will consensual
restructurings remain the order of the day? And how will the
approach of lenders differ across good and bad companies?
Stuart Mathieson, Managing Director at Babson Capital Europe,
gives us his views to answer these questions.

Is the restructuring landscape changing in Europe? If so, how?
The traditional view of restructuring LBOs was that lenders would grant
covenant relief in return for the sponsors injecting equity. Companies
have probably already done what they can to save cash and many are
still trading close to covenants, or will struggle to meet the demands
of increased debt refinancing. Gone are the days of the ‘London Rules’,
when banks dominated lending and syndicates were much smaller.
Transactions are now more widely distributed or traded, and the way
creditors react to changing circumstances has also evolved. Some
investors now actively seek equity control positions.

Do investors prefer consensual transactions? If so, why?

By their very nature, restructuring transactions are often contentious as
the process usually leads to one or more stakeholders losing some or all
of their value. The challenge is further complicated as, when things go
wrong, there is no clearly defined process for running a restructuring
transaction. The issues faced by stakeholders, such as jurisdiction,
syndicate make-up, subordination and new money requirements,
are often varied and unique to a particular transaction. Despite
this complexity, most investors and advisers agree that consensual
transactions are preferable. They are usually quicker, and eliminate the
uncertainty which can exist around an enforcement or court-driven
process, as well as minimising the disruption to the underlying business
and its non-financial creditors.

Cost is also often cited as an advantage of consensual deals, although
costs can spiral in transactions that have become ‘too consensual’ and
where the number of advisers involved has got out of control.

1 Source: Standard & Poor’s “ Up To 75 European Speculative Grade Companies Could Default
By The End Of 2010, S&P Forecasts”, 02-Dec-09.

2 A recent Debtwire investor survey highlighted that 46% of respondents believe this cycle’s
restructuring activity in Europe will peak in the first half of 2010.



There were many consensual restructurings in 2009, across a range of businesses and industries.
What is clear from these transactions is that consensual deals, including those for unhealthy
companies where substantial new capital is required, are often put into place where there is
either a robust ‘Plan B’ or a general acceptance of inevitability of a restructuring. In the case
of Monier, a robust enforcement strategy helped lead subordinated stakeholders to bow to
the inevitable and enter into a consensual restructuring transaction. In Sanitec’s case, senior
lenders consented, in order to avert an impending liquidity crisis and a possible filing.

Do the options available to lenders differ across the various European jurisdictions?

Well, jurisdiction continues to play a pivotal role in determining the options available to
senior lenders, and while this is too complex a subject for discussion here, in general, northern
Europe is proving to be more creditor friendly than southern and central Europe. While much
is made of forum shopping and COMP shift in the press, in practice, this is challenging for
most LBO companies as the process generally requires the support of both management and
the company board, which may well include representatives of the shareholder group. In most
instances therefore, lenders are forced to play by local rules.

How does the value of a company influence the restructuring process?

Establishing where in the capital structure the value breaks determines when and how local
rules should be applied. It also influences the perception of how other parties feel they are
being treated in the process, which is an important factor that is often overlooked.

As highlighted by the IMO Carwash case last year, while stakeholders can use several methods
to determine the value of a company, the figures will be hotly contested. True value is difficult
to prove without marketing, or indeed selling, a business into an open and competitive market.
In addition, as subordination increases, so does the incentive for the stakeholder to argue a
higher valuation. The best defence is to mount a credible bid, but this is not always easy to
do. As company valuations recover, however, and the size of the pie increases, there will be
more value to go around and this should help improve cooperation between stakeholders.

What else is important to consider in a restructuring transaction?

Just as important as jurisdictional issues will be the composition of the lending syndicate
— sometimes even down to the individuals around the table, as in the majority of cases the
debt will largely reside with the original lenders and distressed investors will remain in the
minority. Some early cycle defaults came with big cash requirements at a time when banks
and institutions were under considerable pressure. This enabled sponsors to cut solutions
deep into the capital structure, although lenders have since regained their composure and
have fought back. With the loan market having grown to accommodate larger businesses over
recent years, it can be argued that the issuer base is much stronger than in previous cycles.
Work-out bankers now have the option to assume control through partial debt-for-equity
swaps as a way to recover their money, where the price of new equity capital is a significant
write-down of the existing debt.

Are the solutions that are being put in place sustainable?

There is a common view that the banks simply can't afford to take the kind of impairments
necessary to fully stabilise businesses and this will result in lenders either keeping too much
debt on balance sheet following a restructuring, or extending maturities and deferring the
issue of over-indebtedness for another day. This in turn provokes accusations of ‘sticking-
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plaster solutions’ and ‘zombie structures’ and could inhibit future growth. However, for many
traditional investors it is often a more attractive path that minimises impairments, where a
lender has financed a market-leading business that is expected to recover in time.

While investor balance sheets remain constrained, companies and management teams that have
willingly taken on high levels of debt will have to continue carrying high leverage multiples.
So, yes, there are concerns in the industry. Distressed debt investors will have to take into
account that these high leverage multiples will require management to focus on improving
existing operations at the expense of new investment. Low interest rates will help, and it will
be critical to ensure sufficient covenant headroom, although how sustainable the implemented
solutions will be is another matter.

Have lenders changed their behaviour as a result of the lessons learnt in this cycle?

Yes, banks and institutions are becoming better versed at inserting super-senior debt tranches
into European structures although capital can still be hard to come by. Lenders are also happier
to source replacement management teams themselves, where necessary, and have been hiring
corporate finance and private-equity professionals to meet this need. The Italian yacht maker
Ferretti, for instance, was taken over by its banks and management last year, and other examples
where lenders have taken control and injected super-senior capital include Paroc and Linpac.

Do you expect consensual restructurings to remain the preferred approach?

Most European economies have now inched past the post into positive GDP growth, and
with different industries and companies likely to emerge from the recession at different times,
some companies will remain overleveraged and/or tight on cash. For every transaction where
an enforcement strategy is used to effect a change of control, the non-consensual template
becomes more developed.

This begs the question as to whether advisers will be more willing to recommend non-
consensual strategies in the future and whether lenders will accept this advice. Distressed
players aside, however, for most banks and institutions that continue to dominate syndicates,
the default position has not changed. There is limited appetite to take control of businesses that
lenders have little idea how to run, unless this is unavoidable. There is still a strong preference
to retain debt claims as opposed to accepting large write downs. So, yes, as the spectre of
forced whole or partial change of ownership continues to loom large, against a backdrop
of improving valuations and armed with a bigger (non-consensual) stick, the predominant
approach is likely to remain largely consensual.

What is your outlook for 20107

2010 is likely to be another extremely busy year for restructuring in Europe. Successful
restructurings will release management from having to spend precious time negotiating with
lenders, and in doing so will provide a platform for businesses to benefit from the expected
economic recovery. Lenders will need to give management the flexibility and tools to manage
their business effectively, and will tread a fine line between protecting existing claims and
maximising future value.
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DISCLOSURE

IMPORTANT INFORMATION: This Document is issued by Babson Capital
Europe Limited (“Babson Capital Europe” or the “Company”) and is designed
for investment professionals only and should not be passed to or relied upon by
private investors. This Document may not be reproduced or circulated without
prior permission. No statements or representations made in this Document
are legally binding on Babson Capital Europe or the recipient.

It should be noted that unless otherwise mentioned, the views contained in
this Document are those of Babson Capital Europe. These views may no longer
be current and may have already been acted upon by Babson Capital Europe.

NO OFFER: The Document is for information purposes only. Information on
specific securities is included for information purposes only. The Document
does not constitute an offer to sell, or the solicitation of an offer to purchase,
securities in any jurisdiction. Babson Capital Europe only supplies information
on certain products and services and does not provide investment advice based
on individual circumstances. This Document is not, and must not be treated
as, investment advice, investment recommendations, or investment research.

The information contained in the Document should not be construed as
either projections or predictions. The Company makes no representation
or warranty, express or implied, regarding the accuracy, completeness or
adequacy of the information. Past performance is not a reliable indication of
future performance. The value of any investment and the income from it can
you down as well as up and you may get back less than you invest. Where
appropriate, changes in the currency exchange rates may affect the value of
your investment.

Before making any investment decision, it is recommended that you seek
independent investment, legal, tax, accounting or other professional advice as
appropriate. Babson Capital Europe accepts no duty of care to you in relation
to investments.

OTHER RESTRICTIONS: The distribution of this Document is restricted by
law. No action has been or will be taken by Babson Capital Europe to permit
the possession or distribution of the Document in any jurisdiction other
than the UK where action for that purpose may be required. Accordingly, the
Document may not be used in any jurisdiction except under circumstances that
will result in compliance with any applicable laws and regulations. Persons to
whom the Document is communicated should inform themselves about and
observe any such restrictions.

Any service, security, investment, fund or product outlined in this document
may not be generally available to or suitable for you or available in your
jurisdiction. It is your responsibility to ensure that any service, security,
investment, fund or product outlined is available in your jurisdiction before any
approach is made regarding that service, security, investment, fund or product.

INFORMATION: Babson Capital Europe is authorised and regulated by
the Financial Services Authority in the United Kingdom (ref no. 194662)
and is a Company registered in England and Wales (No. 03005774) whose
registered address is 61 Aldwych, London, WC2B 4AE. For further information
about Babson Capital Europe Limited please visit our website at www.
babsoncapitaleurope.com or call Bettina Covac on +44 (0)20 3206 4587.
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