
Selected issues in high yield bond restructurings in Europe: 
Overview of coercive exchange offers



Introduction

In “ordinary” circumstances, issuers have at their disposal a number of tools to address their balance 
sheets (refinancings, cash tender offers, debt repurchases, etc.)

Distressed borrowers are often unable to pursue regular way options due to capital constraints and 
therefore may look to a distressed debt exchange offer to address:

 Liquidity constraints, including need for new capital

 Impending debt maturities

 Over-leverage



What is a Coercive Exchange?

A distressed exchange offer is an offer by an issuer to repurchase its (or one of its affiliate’s) 
outstanding bonds on an out-of-court basis in exchange for new bonds with different terms, which 
may include:

Reduction in principal

Improved security (either via collateral or structural seniority)

Change in coupon (change in rate and/or cash vs. PIK)

Extended maturity

Occasionally additional securities, such as equity, warrants and / or the ability to invest new capital are offered along with 
the new bonds

Such exchange offers are based on voluntary participation and thus can only be successful if a critical 
mass participates.  Accordingly, coercive elements are employed to drive higher participation
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Key to a Coercive Exchange is a “carrot-and-stick” approach, whereby in addition 
to incentives to participating holders (the “carrots”), non-participating holders are 
penalized (the “sticks”)



What is legal framework and impact on process?
Types of exchange offers: registered vs private transaction

Registered exchange offers: Useful when debt is widely distributed
New bonds freely tradeable
Issuer may use (and pay) bankers to solicit exchange
Timing: may be subject to SEC review and comment process

3(a)(9) exchange offer: No registration required - quicker and less expensive
New bonds will be restricted if old bonds were restricted
Prohibition on payment for solicitation services
Issuer identity required
Bondholders may only contribute old bonds

Private exchange offer: No registration required - quicker and less expensive
New bonds will be restricted
Issuer may use (and pay) bankers to solicit exchanges
Generally limits offer to QIBs and non-US investors
Can use different issuer



Tender offer rules 
Exchange offers involve the purchase of the old debt securities:
US tender offer rules apply

Main considerations for straight debt

Minimum offer period: 20 business days for non-investment grade debt
New SEC position (Jan 2015): 5 business days for certain tender offers
BUT: does not apply to offers made in connection with exit consent 

does not apply if default or event of default exists
does not apply if issuer subject to bankruptcy proceedings 

Pricing options: Best price rule does not apply: early tender premium possible (and common)

Withdrawal rights: Not required

Prompt payment: Offered consideration must be paid promptly after termination or withdrawal of 
offer

Additional requirements if tender offer for equity securities or equity-linked securities



Blueprint items for Coercive Exchanges

Holder concentration 

Credit document flexibility 

Discounted trading prices in debt 

Ability to raise capital 

Industry headwinds and uncertainty 

Issuer’s willingness to be proactive 

Coercive Exchanges are hand-tailored corporate transactions with the following 
ingredients critical to their setup and success:
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Elements of Coercive Exchange
The “carrot and stick” approach is key to a successful Coercive Exchange, which 
typically consists of the following key elements

Description

Benefits to issuer

Sample “Carrots”

Sample “Sticks”

Pre-launch 
negotiation

 Noteholders offered the opportunity to exchange their existing notes for new notes and/or another security

 The terms of the new notes provide relative benefits to the issuer, such as:
– Lower principal amount / reduced leverage
– Lower cash interest 
– New capital

– Extended maturity

 The new notes provide relative benefits to the exchanging noteholders, such as:
– Collateral or additional collateral
– Structural seniority

– Fees
– Opportunity to invest new capital

 Non-participating noteholders can be penalized by the following:
– “Consent solicitation” whereby participating noteholders vote to weaken the existing indenture by amending / stripping as 

many covenants as possible pursuant to the indenture’s amendment thresholds
– Typically 50.1% amendment threshold

– “Layering” from new notes 
– Looming threat of Chapter 11 filing, which will occasionally be solicited alongside the Coercive Exchange, neutering the 

holdout threat due to lower acceptance threshold if implemented through Chapter 11 (66 2/3rds %)

 Typically, prior to launching the exchange offer, the issuer often times negotiates the terms of the offer with key bondholders 
and obtains their agreement to tender in the exchange
– By doing so, when the exchange offer is launched the issuer signals to the market that a critical mass of noteholders has 

already agreed to tender, thereby putting pressure on other noteholders to tender as well
 A minimum consent threshold is included in order for exchange to go effective



Illustration of Coercive Exchange
“Up-tier” Coercive Exchanges, whereby noteholders exchange from unsecured 
notes into new secured notes, is a commonly used structure
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potentially punitive 
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In order to effectuate 
such an exchange, 
an issuer requires 
sufficient flexibility 
within its credit 
documents to permit 
the incurrence of new 
secured debt and 
granting of liens



Issuer considerations
Benefits and considerations may vary significantly depending on the circumstances 
of a given situation

 Deleverages capital structure

 Provides increased liquidity runway to weather unfavorable market conditions through:

– Interest savings and/or 

– New capital invested as part of transaction

 Maturity extension(s)

 Potentially enhances equity value via deleveraging

 No shareholder dilution if no equity provided as part of exchange

 Utilizes valuable currency (i.e., collateral) that will no longer be available for future financings 

 Occasionally higher all-in interest expense, depending on what the issuer is trying to solve for

– May be acceptable to issuer if there is a belief that there will be an improvement in market conditions in the near or medium 
term horizon

 In connection with agreeing to tender their bonds in the exchange offer, noteholders might require tighter covenants restricting 
certain cash outflows (ex. dividends, capital expenditures)

 Rating agencies may view the transaction as a “Limited Default” (“LD”) (or a similar term, depending on the particular rating
agency)

– The LD rating will be removed after 1-3 business days

– The exchange offer will better position the Company for a ratings upgrade over the coming months

Potential benefits

Potential 
considerations



Noteholder considerations
Noteholders must weigh the terms associated with the new notes on offer relative 
to the benefits and the risks of holding out

Noteholder

Pros

Cons

 Structural enhancements, which may include:

– Collateral / structural seniority

– Enhanced guarantees

– Higher all-in coupon

– Consent fee

– New capital opportunity

 Concessions, such as:

– Principal haircut

– PIK interest

– Extended maturity

 Existing notes become junior (structurally or 
through layering) to the new notes

 Covenants and other protective features of the 
existing notes stripped by the consent 
solicitation accompanying the exchange offer

Yes No

Agree to 
exchange?

 No concessions on existing notes

 May be in a position to get paid earlier (i.e. 
maturity of the new secured notes is further out 
than the existing notes)

Consenting noteholders 
are willing to accept a 

principal haircut, as the 
exchange offer is at a 
premium to the current 

trading price



Communication with Noteholders
Impact of securities laws on process

Bonds are securities: Insider trading rules apply
No trading on material non-public information

Non-disclosure agreements necessary to discuss proposed terms with group of bondholders

Release of information required to cleanse bondholders and allow trading

Lock-up agreements: Prevent trading out after reaching agreement
Lock in support

Issuers to consider including reference to possibility of restructuring in bondholder reports issued 
under indenture reporting covenant



Recent Coercive Exchanges
The U.S. Oil & Gas space has been a hotbed of recent Coercive Exchanges as 
issuers capitalize on distressed trading prices and indenture flexibility

Company Completed Transaction overview Coercive nature Outcome

June 23, 2015

 Layering unsecured 
notes with new 2L 
notes for 
exchanging holders

 Maturity ahead of 
the unexchanged 
notes

 Reduced debt by $152m Exchanged $350m 9% 2022 unsecured notes for newly issued 12% 2L 
notes due 2020 at 70% of par before the early participation date or 65% of 
par after

 Exchange conditioned on at least 85% participation, a new RCF with 
borrowing base of at least $140m and $100m in equity contributions from 
the company's sponsors

 Prior to announcement, the existing notes' traded at 47.5% (premium 
~36.8% - ~47.3%) 

June 2, 2015

 Exchanged $279.8m of $600m 10.75% 2020 unsecured notes and 
$350.3m of $700m 9.25% 2021 unsecured notes for $504.1m new 3L 
notes (80% of par) priced at 10%/2% cash/PIK

 Subsequently, an additional $26.5m of 10.75% senior notes and $2.0m 
of 9.25% senior notes was exchanged for $20m of 3L debt (70% of par) 

 Privately negotiated  

 Layering unsecured 
notes with new 3L 
notes for 
exchanging holders / 
covenant strip

 Reduced debt by $133m

July 14, 2015

 Exchanged $465m 8.625% unsecured notes into $395m 9.875% 2L 
notes
– New notes mature ahead of old notes

 Exchanging holders invested $200m new money for 9.875% 2L notes 
used to repay amounts under the RCF

 Additional follow-on exchange of $81m existing unsecured notes for 
$54.8m 2L notes on August 4, 2015

 Privately negotiated

 Layering unsecured 
notes with new 2L 
notes for exchanging 
holders

 Maturity ahead of the 
unexchanged notes

 Reduced debt by $96m, annual 
interest by $3m

 Layering unsecured 
notes with new 3L 
notes provided to 
exchanging holdersAugust 27, 2015

 Exchanged $497.2m of unsecured 2020 notes, $774.7m of unsecured 
2021 notes and $294.3m of unsecured 2022 notes for $1.02bn 13% 
newly issued 3L 2022 notes

 Reduction in borrowing base by $50m to $850m
 Privately negotiated with a select group of holders and never publicly 

marketed or offered to the entire class

 Reduced debt by $548m and 
annual interest by $12m

 Layering unsecured 
notes

 Maturity ahead of 
unexchanged notes

 Incremental lien 
capacity

October 1, 2015

 Exchanged $158.2m 8.875% unsecured notes into $75m 8.875% 2L 
notes
– New 2L notes mature one year earlier than old notes

 Certain holders of exchanged notes received warrants for 6m shares at 
an exercise price of $1.00 / share ($0.70 / share when announced)

 Amended documents allow for transaction and incremental $50m 3L debt

 Reduced debt by $83m, annual 
interest by $7m

 Borrowing base reduced from 
$105m to $75m



Recent Coercive Exchanges (cont’d)

Summary capitalization ($ in millions)

A more detailed look at Lightstream Resources transaction

Source Company filings, Bloomberg

Notes
1 Converted using exchange rate of $0.80 USD / CAD, average of opening and closing exchange rate on June 30, 2015
2 Illustrative interest rate
3 Factset estimate

 Lightstream Resources exchanged $465m 
of 8.625% Senior Unsecured Notes into 
$395m 9.875% New 2L Notes

 The Company then completed a follow-on 
exchange and exchanged $81m 8.625% 
Senior Unsecured Notes into $54.8m 
9.875% New 2L Notes

 In addition, $200m of New 2L Notes were 
issued as part of the transaction, with the 
proceeds used to reduce the amount 
outstanding on the revolving credit facility 
(not reflected in transaction summary)

Unsecured notes were 
exchanged into a 
second lien position, 
priming non-participating 
noteholders

1st exchange
Price prior to announcement $64.3
Price after announcement 53.0

Drop in price $11.3
% delta (17.5%)

2nd exchange
Price prior to announcement $43.0
Price after announcement 30.0

Drop in price $13.0
% delta (30.2%)

Cumulative price change $34.3
Cumulative % delta (53.3%)

Jun-15 Adj. Pro forma Rate
Credit facility 1,2 $503.6 – $503.6 4.000%
New 2L Notes – 449.8 449.8 9.875%
New money New 2L Notes – 200.0 200.0 9.875%

Total secured debt $503.6 $649.8 $1,153.4

Convertible debentures $4.5 – $4.5 –
8.625% Senior Unsecured Notes 800.0 (546.0) 254.0 8.625%

Total debt $1,308.1 $103.8 $1,411.9

Cash 1 $22.4 $200.0 $222.4

2015E EBITDA 3 $235.4

Net 
leverage

Interest 
expense

Interest 
coverage

Transaction summary

Price implications to holdouts
4.80x 4.90x 5.00x 5.10x 5.20x 5.30x 5.40x 5.50x

Post
Pre

$80 $85 $90 $95 $100 $105 $110

Post
Pre

2.00x 2.10x 2.20x 2.30x 2.40x 2.50x 2.60x 2.70x

Post
Pre

Interest expense increased in 
order to obtain new capital / 

incremental liquidity



Recent Coercive Exchanges (cont’d)
In additional to Oil & Gas, Coercive Exchanges are actively employed throughout a 
variety of sectors

Company Completed Transaction overview Coercive nature Outcome
 Layering transaction 

by which unsecured 
notes become senior 
secured notes

In process
 Exchange 7.00% notes due 2019, 9.875% notes due 2019 and 7.25% 

notes due 2021 for new 6.25% trust certificates due 2022, 8.00% senior 
secured notes due 2022 and new 12.00% senior secured notes due 2023

 Concurrently, Arch is offering to exchange $418.69 of New Trust 
Certificates and $60 of cash for all $1,000 increments of the Company’s 
7.25% senior notes due 2020

 Not yet closed

 Granting of second 
lien for exchanging 
holders / priming of 
unexchanged notes

March 30, 2015

 $138m 4.80% notes, $209m 4.875% notes, $261m 6.25% notes and 
$67m 5.90% notes were all exchanged into $544m 7.75% 2L notes

 Concurrently, issued $540m 8.25% 1L notes to refinance its $1.125m 
revolving credit facility and entered into a new $550m ABL facility

 Cash increased by $540m, 
although total leverage 
increased by 1.23x

 Discount of $131m captured 
through the debt exchange

 Granting of second 
lien for exchanging 
holders and stripping 
of covenants in 
unexchanged notes 
indenture

March 5, 2015

 Holders of $225m 11% notes offered to exchange into $175m of 2L PIK 
notes and received 80% of the Company’s equity while providing new 
money in the form of a last-out $17.5m term loan

 15% of equity provided to holders who also provided the term loan
 5% of equity provided to noteholders that also backstopped additional 

secured funding under the credit agreement
 Comerica, Liberty's revolving lender, exchanged its $64m of exposure into 

new $50m term loan due 2016 and a $14m drawn balance on a new 
revolver (with excess capacity of at least $12.5m)

 100% of existing bondholders 
agreed to exchange their 
unsecured notes for $175m of 
11% 2L notes and equity

 The Company also received 
access to additional capital 
through loans provided by Third 
Avenue, Redwood Capital 
Management and Knighthead 
Capital Management

 Covenants stripped in 
the HoldCo and 
OpCo Notes 
indentures and 
layering transaction 
by which unsecured 
notes become senior 
secured notes and 
receive equity upside

December 23, 2014

 Concurrent exchange offers were launched for OpCo’s $400m 10.25% 
notes due 2018 and HoldCo’s $139m 15.00% PIK senior notes due 2018

 Tendering OpCo holders would receive  pro rata share of (i) up to $285m 
aggregate principal of 9.50% Senior Secured Notes due 2019 and (ii) up 
to 61.5% of the common stock of HoldCo

 Tendering HoldCo Notes would receive pro rata share of (i) up to $30m 
principal amount of new notes, (ii) up to 18.5of the common stock of 
HoldCo and (iii) warrants representing up to 40.0% of the HoldCo 
common stock on a fully-diluted basis

 $134.4m aggregate principal of HoldCo Notes and $374.7m aggregate 
principal of OpCo Notes were validly tendered for a combination of $296m 
9.50% Senior Secured Notes due 2019

 $134.4m aggregate principal 
amount (96.98%) of the Holdco 
Notes and $374.7m aggregate 
principal amount (93.67%) of the 
Opco Notes being validly 
tendered and exchanged for a 
combination of $296m 9.50% 
New Notes and iPayment 
common stock and warrants



Recent Coercive Exchanges (cont’d)

Summary capitalization ($ in millions) 1,2

A more detailed look at Cliffs Natural Resources transaction

Source Company filings, Bloomberg

Notes
1 Transaction does not reflect note purchases at discounts over same time period
2 Summary capitalization structure does not include capital leases
3 Reflects weighted average price of exchanged debt as of February 25, 2015
4 Reflects weighted average price of exchanged debt as of March 31, 2015

 Cliff’s Natural Resources announced a 
transaction in which it exchanged senior 
unsecured notes into second lien notes 

– $138m 4.80% Senior Notes, $209m 
4.875% Senior Notes, $261m 6.25% 
Senior Notes and $67m 5.90% Senior 
Notes were all exchanged into $544m 
7.75% 2L Notes

 Concurrently, the Company issued $540m 
8.25% 1L Notes to refinance its $1.125m 
Revolving Credit Facility and entered into 
a new $550m ABL Facility

Price prior to exchange 3 $70.2
Price after exchange 4 53.6

Drop in price $16.6
% delta (23.7%)

Net 
leverage

Interest 
expense

Interest 
coverage

Dec-14 Transaction Pro forma Rate
$1.125m RCF – – –
$550m New ABL Facility – – –
8.250% 1L Notes – 540 540 8.250%

Total 1L debt – $540 $540

7.75% 2L Notes – 544 544 7.750%
Total secured debt – $1,084 $1,084

4.80% Senior Notes due 2020 $490 (138) 352 4.800%
4.875% Senior Notes due 2021 690 (209) 482 4.875%
6.25% Senior Notes due 2040 800 (261) 539 6.250%
5.90% Senior Notes due 2020 395 (67) 328 5.900%
3.95% Senior Notes due 2018 480 – 480 3.950%

Total debt $2,855 $410 $3,265

Cash $356 $540 $896

2015E EBITDA $334

Transaction summary

Price implications to holdouts

6.80x 6.90x 7.00x 7.10x 7.20x 7.30x 7.40x 7.50x 7.60x

Post
Pre

– $50 $100 $150 $200 $250

Post
Pre

– 0.50x 1.00x 1.50x 2.00x 2.50x

Post
Pre Interest expense increased 

in order to obtain new capital 
/ incremental liquidity



Implications for the European High Yield market

Outside of the United States, Coercive Exchanges have begun to gain traction as (i) foreign issuers 
tend to view Coercive Exchanges as an attractive alternative to address troubled balance sheets 
relative to an insolvency process and (ii) there is simply more debt being issued

 In July 2015, South African based Edcon initiated a debt-for-debt for debt exchange, exchanging its unsecured 
subordinated bonds into super senior PIK notes

 Even though the offering memorandum was unclear as to where the super senior PIK notes sit within Edcon’s
capital structure, noteholder fear of being left behind was too great and the exchange was consummated

 In February 2015, Norwegian based Norske Skog completed a partial refinancing of its legacy senior unsecured 
bonds by exchanging them for a combination of cash (from new senior secured bonds) and new, longer dated, 
senior unsecured notes

 The exchange primed non-participating bondholders by placing new debt on top of them in the capital structure and 
additional debt on a pari-passu basis 

Expect coercive exchanges to continue rise in popularity as the HY market in 
Europe expands
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