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ABSTRACT
This article is aimed at presenting a wholesome approach to the management of a syndicated loan portfolio.
Methods utilized include the following: (/) portfolio analysis — calculating the parameters of a syndicated
loan portfolio (main, liquidity, diversification, and commercial parameters); (/i) measuring completion of the Key
Performance Indicators (KPIs) — comparing the actual values of the parameters of the syndicated loan portfolio
to the target values of the KPIs and making the required managerial decisions; (iii) portfolio management —
using the various syndicated loan market techniques with which a portfolio can be managed to achieve the
completion of the KPIs (actively, passively, and via restructurings). Active syndicated loan portfolio management
includes the execution of transactions in both primary and secondary syndicated loan markets. Cases of passive
syndicated loans management relate to repayments of the syndicated loans in the portfolio: voluntary full or
partial repayments based on the decisions of the borrowers; mandatory repayments when the borrowers have
to fully or partially repay the syndicated loans based on the decisions of the lenders; scheduled repayment
in accordance with the repayment schedules of the syndicated loans. The portfolio can also be affected by
restructurings, when the lenders agree to change a number of major terms and conditions of the syndicated
loans due to the circumstances of the borrowers. In order to assess the results of the syndicated loan portfolio
management, a managerial dashboard is built, an important accounting tool allowing for decision-making
based on the comparison of the actual values of the parameters of the syndicated loan portfolio to the target
values of the KPIs. An important issue in syndicated loan portfolio management is the monitoring of compliance
of the borrowers with financial covenants: (/) the ratio of the Net Debt to EBITDA (earnings before interest, taxes,
depreciation and amortization); (i/) the ratio of Net Interest Payments to EBITDA. In cases when the financial
covenants or other terms and conditions of syndicated loans are violated, the borrowers can request the lenders
with either waiver requests (for ‘one-off” issues) or amendment requests (for permanent changes). The process of
handling waiver and amendment requests, including the involved parties, documents and timelines is reviewed.
The main conclusion involves combining of syndicated loan portfolio management results, financial covenant
monitoring, and working on waiver and amendment requests in order to create the executive report, as well as
the formalization of the general scheme for managing a portfolio of syndicated loans.
Keywords: syndicated loans; portfolio management; investment banking; international capital markets; key
performance indicators; managerial accounting; financial covenants
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AHHOTAUMA
LUenblo faHHOTO MCCnefoBaHUS SBNSETCS pa3paboTka M NpeacTaBieHne LenoCTHOro0 NOAX0AA K YPaBNeHUIo
noptdeneM CMHOMUMPOBAHHBIX KpeanToB. Metoabl: () nopmaensHeili aHanAu3 — pacyeT NnapamMeTpoB noptdens
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CUHAMLMPOBAHHbIX KPeAMTOB (OCHOBHbIE NapaMeTpbl, MapaMeTpbl IMKBUAHOCTU U auBepCcUMdMKaLmnm, KOMMep-
yeckue napameTpbl); (i) usMepeHue 00CMuMeHUs KoYessix nokazameneli a¢pgekmusHocmu («KIM13») — cpaBHe-
HMe TeKyLLMX NapaMeTpoB noptdens CMHAULMPOBAHHbIX KpeanToB ¢ uenesbiMu K3 ang npuHATMS ynpaBneH-
4yecKkux pelleHuin; (iii) ynpasieHue nopmeeneM — NCnonb30BaHUE UHCTPYMEHTAPUS PbiHKA CUHAMLMPOBAHHOIO
KpeautoBaHua ansg poctuxkeHus KIS (akTMBHbIE M MACCUMBHbBIE MHCTPYMEHTbI, peCTPYKTypu3aums). K akTMBHbIM
MHCTPYMEHTAM PbIHKA OTHOCSATCS CAENKM HA MEPBUYHOM U BTOPUYHOM PbIHKaX CUHAMLMPOBAHHOIO KPeamUTO-
BaHMA. [1aCCMBHbIE MHCTPYMEHTbI BK/OYAIOT C/Ty4an NOAHOIO MM YacTUUYHOTO NOraleHns 3af0/MKEHHOCTU No
CMHOMLMPOBAHHBIM KpeauTam: 40OpOBO/bHOE MoralleHre No peLleHnto 3aeMLLMKa; obs3aTeNibHoe noraweHue
Mo peLleHnI0 KpeLUTOPOB; MaHOBOE MOoralleHne B COOTBETCTBUM C rpaddMKoM aMopTM3aLumU CUHAULMPOBAH-
HOro kpegwmta. Ha noptdenb TakxKe OKa3bIBaOT BAMSIHUE PECTPYKTYPU3aLLMM BXOASLLMX B HEFO KPeAMUTOB, KOraa
C COrnacms KpeamMTopoB MEHSTCS OCHOBHbIE YCO0BUS CAeNKW. PesynbTaTbl MCCeN0BaHUS 3aKIH0YAOTCS B NO-
CTPOEHMM yrpaBneH4yeckoro aawbopaa (BU3yanbHoOM MHOOPMALMOHHOW NaHeNu), BaXKHOro MHCTPYMEHTa ynpas-
NEeHYeCKOoro yyeTa 419 OLLeHKM TEKYLLLero COCTOSIHMS NopTdens U NpUHATUMS COOTBETCTBYHOLLMX peLleHnii Ans no-
ctwkeHuns KIM3. Takke B cTaTbe pacCMaTPMBALOTCS BOMPOChI MOHUTOPUHIA BbINONHEHUS PUHAHCOBbIX KOBEHAHT
no BXOAAWMM B NOpTdenb CUHAULMPOBAHHBIM KpeanTaM: (/) OTHOLLIEHME YMCTOro Aonra K nokasartento EBITD
(@HanUTMYeCKMI NokKaszaTesnb, paBHbI 06beMY NpUBbLINKM L0 BblYETA PAaCXOA0B MO BbiNIATe NPOLEHTOB, HA/IOMOB,
M3HOCA M HAUYUCIEHHOW aMOpTM3aLmMK); (if) OTHOLLEHME YMCTbIX NPOLLEHTHbIX NiaTexen K nokasartento EBITDA.
Npu HapyLeHWn NOPOroBbIX 3HAYEHMIM HUHAHCOBbLIX KOBEHAHT MW APYrMX YCIOBUA CUHAMLMPOBAHHOIO Kpeau-
Ta 3aeMLWMKM 06paLLALOTCS K KpeamMTopaMm C 3anpocaMum Mbo Ha pa3oBoe cornacue C AaHHbIMU HapyLIEHUSIMU
(waiver requests), nnb0 Ha NOCTOSAHHOE U3MEHEHME COOTBETCTBYIOLWMX YCIOBUIA CAENKU (amendment requests).
B ctaTbe onucaHbl npoueccsl paboTbl Haf AaHHBIMUM 3aNPOCaMK, @ TAKXKe poan U QYHKLMM BOBNIEYEHHBIX CTOPOH.
B 3aknoueHue npenctaBieHbl MTOrOBbIM OTYET MO NOPThENt0 CUHANUMPOBAHHbLIX KPEAUTOB, KOTOPbIN UHTErpU-
pyeT pe3ynbTaTbl aHanu3a u ynpasneHus noptdenemM, MOHUTOPUHra GUHAHCOBbLIX KOBEHAHT M paboTbl Haf 3a-
NpocaMu 3aeMLUMKa, a TakxKe 06Las cxema NopTdenbHOro MeHeXXMeHTa B CUHAULMPOBAHHOM KPeaAUTOBaHUM.
Knroueswle cnosa: CMHOMUMPOBAHHbIE KPEAUTbI; NOPTHENbHbIA MEHEIXKMEHT; UHBECTULMOHHAS AEATeNbHOCTb
6aHKOB; MeXAYHAapOAHbIE PbIHKM KanuTana; kayeBble nokasatenn 3hdeKTMBHOCTH; yNpaBieHYeCKUN yyerT;
(MHAHCOBbIE KOBEHAHTBI

Ang uumupoearus: Tarasov A.A. Portfolio management in international syndicated lending. Review of Business
and Economics Studies. 2024;12(4):91-105.DOI: 10.26794/2308-944X-2024-12-4-91-105

Introduction
This article continues a series of papers by the
author dedicated to the syndicated loan market
(Tarasov [1-3]). A syndicated loan is provided
to the borrower by a syndicate of benders. It is
structured and arranged by a number of coordi-
nating banks and is syndicated in the primary
loan market to financial institutions, which
include commercial and investment banks as
well as institutional investors. lenders can also
trade participation in the secondary syndicated
loan, sharing the risks and rewards of syndi-
cated loans among a wide investor base, includ-
ing asset managers, hedge funds and insurance
companies. The set of legal documents for syn-
dicated loan transactions are prepared by repu-
table legal firms based on templates developed
by market associations (such as the Loan Mar-
ket Association and the Loan Syndications and
Trading Association'). The main document of a

! For additional information regarding the LMA and the LSTA,
please refer to: Ima.eu.com, Ista.org.

syndicated loan is the facility agreement, which
includes all terms and conditions of the trans-
action. The flows of funds and information be-
tween the borrower and lenders are channeled
via the facility agent (a bank that executes its
duties in accordance with the facility agree-
ment.

The aim of this article is to develop a frame-
work for banks and investors to work with a port-
folio of syndicated loans. The objectives include
the development of methods for: (i) analyzing the
portfolio (by calculating the parameters of the
portfolio and building a managerial dashboard
where these parameters are compared to the Key
Performance Indicators (“KPIs”); (if) managing
the portfolio (by executing transactions in the
primary and secondary syndicated loan markets,
dealing with repayments and restructurings);
(iii) monitoring the portfolio (by calculating the
financial covenants and working on waiver and
amendment requests).

The article is arranged in three sections. In
Section 1, we present a framework for analyzing
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a portfolio of syndicated loans, including the
calculation of key parameters to build a mana-
gerial dashboard. In Section 2, we consider the
various techniques of managing a portfolio: active,
passive, and via restructurings. Active manage-
ment includes the execution of transactions in
both the primary and secondary syndicated loan
markets. Cases of passive management relate
to prepayments: voluntary prepayments based
on the decisions of the borrowers and manda-
tory prepayments when the borrowers have to
prepay the loans based on the decisions of the
lenders, both scenarios being described in the
relevant clauses of the facility agreements. The
portfolio can also be affected by restructurings,
when the lenders agree to change a number of
major terms and conditions due to the circum-
stances of the borrower. Following these activities,
the “new” portfolio can be analyzed at the end
of the reporting period. In Section 3, we present
an algorithm for monitoring a syndicated loan
portfolio based on compliance with the financial
covenants; this is done for each loan as per the
process set out in each facility agreement, as
well as for the portfolio as a whole. In conclu-
sion, we combine portfolio management results
and financial covenant monitoring to create the
portfolio report, as well as the formalization of
the general scheme for managing a portfolio of
syndicated loans.

Literature overview
There are a number of major treatments of the
global syndicated loan market: Dennis, Mul-
lineaux [4], Fight [5], Altunbas et al. [6], Shut-
ter [7], Shaiman, Marsh [8]. Since the syndicat-
ed loan market is a part of the broader capital
markets, it is also considered in more general
studies, including those relating to debt and
structured finance (Altunbas et al. [9], Rho-
des [10], Caselli, Gatti [11]), leveraged markets
(Maxwell, Shenkman [12], Strumeyer, Swammy
[13]), and investment banking (Davis [14], Ian-
notta [15], Liaw [16], Stowell [17]). Due to the
importance of legal aspects, we must note the
following specialized works: Ellinger et al. [18],
Ryan [19], Wright [20], Bellucci, McCluskey [21],
Campbell, Weaver [22]. Special attention should
be granted to the books of the Loan Market As-
sociation (“LMA”) that duly reflect the current
topics of fundamental importance to the syn-

dicated loan market Slocombe, Voisey [23-26].
The various issues relating to the management
of a loan portfolio have been the subject of
research by Amenc, Le Sourd [27], Gregoriou,
Hoppe [28], Marston [29], Francis, Kim [30]. The
latest impacts on the syndicated loan market of
the COVID-19 pandemic and the trends domi-
nating the market are assessed in Hasan [31]
and Saharti [32].

The Russian syndicated loan market in re-
cent years can be characterized as being in the
phase of developing the local infrastructure and
instruments [3]. It can be said that some of the
most notable market events were related to leg-
islation. The Federal Law dated 31.12.2017 “On
Syndicated Credit (Loan)...”? has provided an
important impetus for the Russian loan mar-
ket, including defining loan market terms and
streamlining legal processes, expanding the avail-
ability of funding for borrowers, providing for
the participation in the market of institutional
investors. The Federal Law dated 22.12.2020 “On
amendments...”% changed and further expanded
this law by covering such important issues as
funded sub-participation deals, optimization
of procedures relating to loan security, and the
actions of the lenders and the facility agent in
cases involving syndicated loans in bankruptcy
proceedings. An important feature of the market
is the availability of Russian-law documenta-
tion templates developed by the Association of
Banks of Russia* (“ABR”). These documents are
used for “local” deals, mainly bridge loans and
project finance facilities, denominated in RUB
and provided by Russian banks and development
institutions. The methods presented in this article
for working with the syndicated loan portfolio will
have an important application with the Russian
syndicated loan market having further developed,
and lenders and investors will be focused not only

2 Federal Law dated 31.12.2017 No. 486-FZ “On Syndicated
Credit (Loan) and Amendments to the Legislative Acts of the
Russian Federation”.

3 Federal Law dated 22.12.2020 No. 447-FZ “On Amendments
to the Federal Law “On Syndicated Credit (Loan) and Amend-
ments to the Legislative Acts of the Russian Federation” and to
Certain Legislative Acts of the Russian Federation”.

+ The English language website of the Association of Banks of
Russia can be found following the link: https://asros.ru/en/.
The documentation for the syndicated loan market is devel-
oped by the Committee for Investment Banking Products (link
to Russian language website is: https://asros.ru/committee/
iproduct/).

93



Review of Business and Economics Studies

Table 1

The syndicated loan portfolio, beginning of the reporting period

Amount Amount Margin, Market Credit
Currency, USD in SL . % per Tenor, price, rating  Industry of the
SL in USD Base rate
exchange rate  currency, min annum years % of of the Borrower
mln (p.a.) notional Borrower
SLNo.1 usb 50.00 50.00 SOFR 3.50 1.20 97.50 BBB Transport
SL No. 2 EUR, 0.90 60.75 6750 EURIBOR  4.25 0.90 92.00 BB+ Manufacturing
SL No. 3 GPB, 0.75 56.25 75.00 SONIA 2.50 0.50 95.00 BB- Trading
SL No. 4 usb 125.00 125.00 SOFR 3.75 3.50 99.00 BB Chemicals
Metals and
SLNo.5 EUR, 0.90 121.50 135.00 EURIBOR 2.75 2.30 100.00 BBB- mining

Source: Author-generated data for illustrative purposes.

on the primary market (which will demonstrate
sufficient deal volumes), but also on the second-
ary market and the efficiency of managing their
syndicated loan portfolios.

Analyzing the syndicated loan portfolio

The syndicated loan portfolio that will be con-
sidered in this section is presented in Table 1.
To note, this is a hypothetical portfolio that will
only be used as an example. It is a “global” port-
folio composed of syndicated loans governed by
international law from the international capital
markets, denominated in international curren-
cies: US Dollars (“USD”), Euros (“EUR”), Pound
Sterling (“GBP”). The reporting period can be
set to equal a month, a quarter, or a year.

We can calculate the following parameters of
the syndicated loan portfolio:

e The main parameters include the total
nominal volume of the portfolio and the total
market value of the portfolio.

e Liquidity parameters include the weighted
average of the tenors of the loans in the port-
folio (i.e., the synthetic tenor of the portfolio
itself) and the breakdown of the loans in the
portfolio into the following three term groups:
(i) short-term loans (with a tenor of less than 1
year); (ii) medium-term loans (with a tenor be-
tween 1 year and 3 years); (iii) long-term loans
(with a tenor of more than 3 years).

e Diversification parameters include the
breakdown of the loans in the portfolio based
on the following criteria: (i) industry of the bor-
rowers; (ii) credit rating of the borrowers.

o Commercial parameters include the weight-

ed average margin of the loans in the portfo-
lio (i.e., the synthetic margin of the portfolio
itself) and the weighted average market price
of the loans in the portfolio (i.e., the synthetic
market price of the portfolio itself).

The above parameters can be incorporated
into a managerial dashboard that will compare
the current values of the parameters to “KPIs”
that have been set for the portfolio. A managerial
dashboard for the portfolio at the beginning of
the reporting period from Table 1 is presented
in Table 2.

The following conclusions can be made by the
portfolio manager based on the analysis of the
managerial dashboard:

e Main parameters: the actual total nominal
volume of the portfolio and the total market
value of the portfolio are less than the target
KPIs by USD 77.50 mln and USD 84.15 mln.

» Liquidity parameters: the synthetic tenor of
the portfolio is 0.3 years less than required; the
share of short-term and long-terms exceeds the
target share by 6.49% and 7.62% at the expense
of medium-term loans (-14.12%).

» Diversification parameters: the share of
borrowers from three industries exceeds the
target (metals and mining, +4.83%; chemicals,
7.62%; trading, 6.57%); the share of borrowers
from manufacturing (-15.08%) and transport
(-3.95%) is less than required; the share of bor-
rowers with non-investment grade rating is ex-
ceeded (+14.12%).

e Commercial parameters: the synthetic
margin of the portfolio and the synthetic
market price of the portfolio are less than the
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Table 2

Managerial dashboard of the syndicated loan portfolio, beginning of the reporting period

Actual

KPI Actual

Parameter KPI value Difference  Parameter Difference
value value value
Main parameters Liquidity parameters
Total nominal Tenor of the
530.00 452.50 -77.50 portfolio, 2.30 2.00 -0.30
volume, USD mln
years
Breakdown
of SLs
Total market value by tenor 25.00 31.49 +6.49
USD min ’ 525.00 440.85 -84.15 (short-, 55.00 40.88 -14.12
medium-, 20.00 27.6 +7.62
long-
term), %
Diversification parameters Commercial parameters
Breakdown of
(manufacturin 2>.00 29.85 +4.83 of t?le
metals and 9 20.00 27.62 +7.62 ortfolio. % 3.75 3.29 -0.46
mining, chemicals 15.00 11.05 ~3.95 P a .
9 *10.00 16.57 +6.57 p-a.
transport,
trading), %
Breakdown of SLs
by credit rating Market
of the Borrowers 55.00 40.88 -14.12 price of the
(investment, 45.00 59.12 14.12 portfolio, % 99.00 97.43 157
non-investment of notional

grade), %

Source: Author-generated data for illustrative purposes.

target KPIs by 0.46% per annum (p.a.) and
1.57% p.a.

From this analysis, it can be concluded that
the following actions are required to be executed
regarding the portfolio: (i) increasing both the
total nominal volume and total market value of
the portfolio; (ii) increasing the synthetic tenor of
the portfolio and the share of medium-term loans;
(iii) increasing the share of Borrowers from the
manufacturing and transport industries, as well
as the share of Borrowers with an investment-
grade rating; (iv) increasing the synthetic margin
of the portfolio and the synthetic market price
of the portfolio. In order to achieve these aims,
we will consider in the next section the follow-
ing methods of managing the syndicated loan
portfolio: active, passive, and restructurings.

Methods of managing the syndicated
loan portfolio

Banks and investors in the syndicated loan
market utilize a number of methods for manag-
ing the syndicated loan portfolio. These can be
classified as active, passive, and restructurings.
Active portfolio management methods include
the execution of transactions in the primary
and secondary syndicated loan markets. The
result is the addition of new syndicated loans
to the portfolio from both primary and second-
ary markets, as well as the sale of deals from
the portfolio (fully or partially) in the secondary
market.

We assume that in the current reporting period,
three such transactions have been executed by
the portfolio manager:
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Table 3
Terms and conditions of syndicated loans No. 6 and No. 7

Currency, Amount Amount Base Market Credit
usb in SL . o, Margin, Tenor, . rating  Industry of the
SL in USD rate,% o price, % of
exchange currency, % p.a. years R of the Borrower
mln p.a. notional
rate mln Borrower
SL No. 6 usbD 180.00 180.00 SOFR 4.00 2.95 100.00 BBB Manufacturing
SLNo.7 (E)%%’ 4050 4500 EURIBOR 450 080 9600 BB+ Transport

Source: Author-generated data for illustrative purposes.

e Transaction 1: participating in syndicated
loan deal No. 6 (primary market).

o Transaction 2: buying the participation in
syndicated loan deal No. 7 (secondary market).

The terms and conditions of these transactions
are presented in Table 3.

e Transaction 3: selling the full amount of
USD 50 mln in syndicated loan deal No. 1 (sec-
ondary market).

Passive portfolio management techniques
relate to prepayments: voluntary prepayments
based on the decisions of the borrowers and man-
datory prepayments based on the decisions of
the lenders, both scenarios being described in
the relevant clauses of the facility agreements
for each syndicated loan. It should also be noted
that during the reporting period the scheduled
repayments of syndicated loans as per the repay-
ment schedule of the facility agreements occur.

We assume that in the current reporting period,
three such events have taken place:

* Repayment 1: full mandatory prepayment in
the amount of EUR 75.00 mln of syndicated loan
No. 2 (based on the decision of the lenders).

e Repayment 2: partial voluntary prepay-
ment in the amount of USD 25.00 mln of syn-
dicated loan No. 4 (based on the decision of the
lenders).

e Repayment 3: scheduled repayment in the
amount of EUR 2.00 mln of syndicated loan
No. 5 (based on the repayment schedule of the
facility agreement).

Another event that can affect the portfolio is
restructurings, when the lenders agree to change
a number of major terms and conditions of the
syndicated loans (according to the procedure set
out in the relevant facility agreement).

We assume that in the current reporting period,
the following restructuring has taken place:

 Restructuring: based on the decision of the
lenders the terms and conditions of syndicated
loan No. 3 have been restructured as set-out in
Table 4.

Results of managing the syndicated
loan portfolio
As a result of applying the above methods of
portfolio management, at the end of the report-
ing period, the new syndicated loan portfolio
has the composition presented in Table 5.

The portfolio of syndicated loans can also be
analyzed between two time periods. In the con-
sidered case, we can calculate the changes in the
parameters of the portfolio between the begin-
ning of the reporting period and the end of the
reporting period (Table 6).

As follows from the above table, the major
changes in the syndicated loan portfolio dur-
ing the reporting period that occurred were the
following:

» Main parameters: increases in both to-
tal nominal volume and total market value of
the portfolio (by USD 82.50 mln and USD 87.45
mln).

 Liquidity parameters: increase of the syn-
thetic tenor of the portfolio by 0.31 years and
increase of the share of medium-term loans
(by 13.79%) at the expense of short- and long-
term loans (-4.86% and —8.93%).

» Diversification parameters: significant
increase in the share of borrowers from the
manufacturing industry (+18.73%) and a mild
increase in the share of borrowers from the
transport industry (+5.77%), with decreases
for the metals and mining (-8.81%), chemicals
(-8.93%) and trading (-6.76%) industries; the
share of borrowers with investment grade rat-
ings increased by 13.79%.
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Table 4

Terms and conditions of the restructuring of syndicated loan No. 3

Amount Market Credit Industry
SL Currency in SL Amount in Base rate Margin, Tenor, price, rating of the
currency, USD mln % p.a. years % of of the
. Borrower
mln notional  Borrower
SLNo.3 PB 56.25 75.00 2.50 0.50 95.00 BB-
Restructured 0 75’ SONIA Trading
estructure ' 39.38 52.50 2.75 0.90 96.00 BB
SLNo.3
Source: Author-generated data for illustrative purposes.
Table 5
The new syndicated loan portfolio, end of the reporting period
Amount Market Cre‘dlt Industry
R Amount . . rating
Cur- in SL . Base Margin, Tenor, price, of the
SL in USD o o of the
rency currency, rate % p.a. years % of Bor-
mln . Bor-
mln notional rower
rower
Restruc-
tured SL  GPB,0.75 39.38 52.50 SONIA 2.75 0.90 96.00 BB Trading
No. 3
SL No. 4 usb 100.00 100.00 SOFR 3.75 340 99.00 BBB Chemicals
SLNos  EUR 101.25 11250  EURIBOR 275 2.20 100.00 pgg-  etalsand
0.90 mining
SLNo.6  USD 180.00 180.00 SOFR 4.00 2.95 100.00 BBB Mfu'l‘::zc'
SLNo.7 EUR,0.75 81.00 90.00 EURIBOR 45 0.80 96.00 BB+ Transport

Source: Author-generated data for illustrative purposes.

e Commercial parameters: increases in
both the synthetic margin of the portfolio and
the synthetic market price of the portfolio
(by 0.36% p.a.and 1.32% p.a.).

Discussion of the results of portfolio
management
The portfolio manager can now build the manage-
rial dashboard for the new portfolio at the end of
the reporting period based on Table 5. The updat-
ed managerial dashboard is presented in Table 7.

The following conclusions can be made based
on the analysis of the updated managerial dash-
board:

e Main parameters: the actual total nomi-
nal volume of the portfolio and the total mar-
ket value of the portfolio now close to the tar-
get KPIs (exceeding by only USD 5.00 mln and
USD 3.30 mln).

* Liquidity parameters: the synthetic tenor of the
portfolio matches the required KPI; the breakdown
of short-, medium- and long-terms closely follows
the target (with a difference of less than 2.00%).

 Diversification parameters: the share of
borrowers from all five industries is close to the
KPI levels, with no significant mismatches; the
share of borrowers with non-investment and
investment grade ratings is very close to target
(with a difference of less than 0.50%).

e Commercial parameters: the synthetic
margin of the portfolio and the synthetic mar-
ket price of the portfolio are less than the tar-
get KPIs, but only by 0.10% p.a. and 0.25% p.a.
(both amounts being less than the differences at
the beginning of the reporting period).

From this analysis, it can be concluded that at
the end of the reporting period, the syndicated
loan portfolio is demonstrating improved KPIs.
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Table 6
Comparison of the parameters of the syndicated loan portfolio, beginning and end of the reporting period
Actual
value, Actual Actual Actual value
beginning value, end value at at end of
Parameter - Difference  Parameter  beginning . Difference
of of reporting . reporting
. - of reporting -
reporting period . period
. period
period
Main parameters Liquidity parameters
Total nominal Tenor of the
volume, USD 452.50 535.00 +82.50 portfolio, 2.00 2.31 +0.31
mln years
Breakdown
of SLs
Total market by tenor 31.49 26.64 -4.86
value. USD mln 440.85 528.30 +87.45 (short-, 40.88 54.67 +13.79
’ medium-, 27.62 18.69 -8.93
long-
term), %
Diversification parameters Commercial parameters
Breakdown
of SLs by
industry of
the Borrowers 14.92 33.64 +18.73 Margin
(manufacturin 29.83 2103 -8.81 of t%e
metals and 9 27.62 18.69 -8.93 ortfolio. % 3.29 3.65 +0.36
v 11.05 16.82 +577 PO
ng. 16.57 9.81 ~6.76 p-a.
chemicals,
transport,
trading), %
Breakdown of
rating of the Market
40.88 54.67 +13.79 price of the
Borrowers 59.12 45.33 ~1379  portfolio% 74 98.75 +1.32
(investment, :
of notional

non-investment
grade), %

Source: Author-generated data for illustrative purposes.

Monitoring
the syndicated loan
portfolio

One of the major structural parameters of syn-
dicated loans are financial covenants. Financial
covenants are set out in the facility agreement
of the syndicated loan, including the threshold
levels and the mechanics of calculation for each
covenant. During the tenor of the syndicated
loan, the borrowers send to the lenders at the
end of each reporting period the compliance
certificate. This document includes all the rel-
evant details regarding the calculations of the
financial covenants and their compliance with
the required levels.

The two main covenants used in syndicated
loans facility agreement are the following:

Net Debt/EBITDA (earnings before interest,
taxes, depreciation and amortization): the ratio
of the borrower’s net debt as of the end of the
reporting period (calculated as total debt minus
cash and cash equivalents) to the borrower’s
EBITDA on a rolling 12-month basis ending with
the current reporting period. This covenant re-
flects the indebtedness of the borrower relative to
its cash flow and is a key credit metric for lenders
in the syndicated loan market.

Net Interest Expenses/EBITDA: the ratio of the
borrower’s net interest payments (calculated
as interest paid minus interest received) to the
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Table 7
Updated Managerial Dashboard of the new syndicated loan portfolio, end of the reporting period
Parameter vla(rul o Actual value Difference  Parameter KPlvalue Actual value Difference
Main parameters Liquidity parameters
Total nominal Tenor of the
530.00 535.00 +5.00 portfolio, 2.30 2.31 +0.01
volume, USD mln
years
Breakdown
Total market te(r)1fo§|(_ssh2¥t- 25.00% 26.64% 1.64%
value. USD mln 525.00 528.30 +3.30 medium- > 55.00% 54.67% -0.33%
’ ’ 20.00% 18.69% -1.31%
long-
term), %
Diversification parameters Commercial parameters
Breakdown of
SLs by industry
of the Borrowers  30.00 33.64 +3.64 Margin
(manufacturing,  25.00 21.03 -3.97 of the
metals and 20.00 18.69 -1.31 o 3.75 3.65 -0.10
mining, 1500  16.82 418y  Portfolio,%
chemicals,  10.00 9.81 -0.19 p-a.
transport,
trading), %
Breakdown of SLs
by credit rating Market
of the Borrowers  55.00 54.67 -0.33 price of the
(investment, 45.00 45.33 +0.33 portfolio, % 99.00 98.75 -0.25
non-investment of notional

grade), %

Source: Author-generated data for illustrative purposes.

borrower’s EBITDA, both values calculated on a
rolling 12-month basis ending with the current
reporting period. This covenant reflects the debt
service capacity of the borrower relative to its
cash flow.

Consolidating the data from the compliance
certificates for each syndicated loan in the port-
folio, the compliance with financial covenants
for the syndicated loan portfolio can be analyzed
(Table 8).

As follows from the table above, all borrowers
are in full compliance with the financial cov-
enants. Therefore, the syndicated loan portfolio
as a whole is also in full compliance. We can also
calculate the synthetic financial covenants head-
room for the portfolio as the weighted average
of the headrooms for each loan: (i) the Net Debt/
EBITDA headroom is 0.20x; (ii) the Net Interest
Expenses/EBITDA headroom is 0.12x.

The facility agreement for each syndicated
loan includes a number of clauses the violation

of which require the obtaining of waivers from
the lenders. The procedure of working on waiver
requests is set out in detail in the facility agree-
ment. This process involves the facility agent,
the borrower, and the lenders. To note, cases of
waivers deal with one-off violations of the facility
agreement clauses.

As an example, we will assume that during the
reporting period the borrower under Syndicated
Loan No. 4 has violated the clause in the facility
agreement that refers to restrictions on Mergers
and Acquisitions (M&A). This clause is formu-
lated as follows: “Restriction on M&A transactions:
the total value of M&A transactions during the
reporting period shall not exceed 10% of the bor-
rower’s total assets”. The borrower under Syndi-
cated Loan No. 4 has informed the facility agent
that during the reporting period the total value
of executed M&A transactions has totaled 12%
of the borrower’s total assets. The borrower then
sends to the facility agent for further distribu-
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Table 8

Financial covenants compliance of the new syndicated loan portfolio, end of the reporting period

SL Financial covenant

Threshold value per

Actual value Headroom

Facility Agreement

Net Debt /

EBITDA
Restructured SL

No. 3 Net Interest

Expenses /
EBITDA

Net Debt /
EBITDA

SLNo.4 Net Interest

Expenses /
EBITDA

Net Debt /
EBITDA

SL No.5 Net Interest

Expenses /
EBITDA

Net Debt /
EBITDA

SL No. 6 Net Interest

Expenses /
EBITDA

Net Debt /
EBITDA

SL No.7 Net Interest

Expenses /
EBITDA

< 2.75x

< 0.40x

< 4.00x

< 0.80x

€ 3.25x

<0.75x

< 3.00x

< 0.45x

< 3.50x

< 0.50x

2.52x +0.23x

0.32x +0.08x
3.75x +0.25x
0.64x +0.16x
3.10x +0.15x
0.58x +0.17x
2.80x +0.20x
0.36x +0.09x

3.35x +0.15x

0.42x +0.08x

Source: Author-generated data for illustrative purposes.

tion to the lenders a waiver request, describing
the details of the executed M&A transactions
and asking the lenders to waive the violation of
the relevant covenant of the facility agreement.
together with the waiver request, the borrower
also prepares for the lenders a package of sup-
plementary materials, including the Information
Memorandum with the details of the M&A trans-
actions and the updated financial model of the
borrower with the impact of these transactions.
Following receipt of the waiver request, the
facility agent checks that is in compliance with
the template set out in the faculty agreement and
then sends it to the lenders. The waiver request
includes the timeframe for the lenders to provide
their response (usually, 1-2 months) and the fee
that the lenders will receive for agreeing to the
request (usually includes an “early-bird” fee).

After receiving the request, each lender launches
the approval processes and obtains the decision
of the credit committee. The lender then informs
the facility agent of the decision. For the waiver
to be granted, usually a positive response from
Lenders with total participation amounts of more
than 66.6% of the total syndicated loan amount
is required. If this threshold is reached, the facil-
ity agent informs the borrower that the waiver
request has been granted. If this threshold if not
obtained, then the waiver request is not granted,
and the borrower will be in a situation of technical
default (leading either to a mandatary repayment
of the syndicated loan or to a restructuring). The
process of handling waiver requests is presented
in Fig. 1.

The difference between amendment and waiver
requests is that in cases of the former the relevant
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Drafting and sending of
the Waiver Request and
the supplementary
materials

Launching of the
approval processes and
the decision of the Credit

/

Each Lender informs the
Facility Agent of the
decision made regarding

The Facility Agent
informs the Borrower of
the Lenders' decision

Borrower. Facilitv Agent. Committee the Waiver Request Borrower, Facility Agent,
wer, Facility Agent, Lenders Lenders, Facility Agent Lenders
Lenders \
g >
1 week > 2 weeks > 1 week > 1 week >

Fig. 1. The process of handling waiver requests for syndicated loans

Source: Prepared by the author.

Table 9

Comparison of the waiver and amendment requests of syndicated loans

Parameters Waiver Request

Amendment Request

Legal nature

Facility Agreement
clauses impacted

Documents overview

Involved parties

Fees payable

Time-frame for
considering the
request

Request of the Borrower to the Lenders
asking for a one-off agreement to a
violation of one or a number of clauses
of the Facility Agreement

General covenants, Financial covenants,
Information Covenants

The Waiver Request, package of
supplementary materials (including
the Information Memorandum and
the updated Financial Model of the

Borrower)

Borrower, Lenders, Facility Agent

Waiver fee payable by the Borrower to
the Lenders
(including early bird fee)

1-2 months

Request of the Borrower to the Lenders

asking for an agreement to permanently

alter one or a number of clauses of the
Facility Agreement

General covenants, Financial covenants,

Information Covenants, Facility Amount,

Interest Rate, Facility Tenor, Repayment
Schedule

The Amendment Request, package of
supplementary materials (including
the Information Memorandum and
the updated Financial Model of the

Borrower), the Amendment Agreement,
the Re-stated Facility Agreement

Borrower, Lenders, Facility Agent, Legal
Counsel

Amendment fee payable by the Borrower
to the Lenders.

Legal fee payable by the Borrower to the
Legal Counsel.

3-4 months
(depending on the complexity of the
request)

Source: Prepared by the author.

clause (or clauses) of the facility agreement have
to be changed (thereby representing not a one-off
acceptance by the lenders of a covenant violation,
but a new covenant threshold until the maturity
of the syndicated loan). The procedure of working
on amendment requests is set out in detail in the
facility agreement. This process is more complex
than for waiver requests since it also requires
the work of the legal counsel, in addition to the
facility agent, the borrower, and the lenders. The

comparison of waiver and amendment requests
for syndicated loans is presented in Table 9.

As an example of an amendment request, we
will assume that during the reporting period the
borrower under syndicated loan No. 5 has not
only violated the clause in the facility agreement
that refers to the restriction on total financial
indebtedness (TFI). This clause is formulated as
follows: “Restriction on TFI level: the level of TFI at
the end of each reporting period shall not exceed
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Appointment of the Legal
counsel
Facility Agent (in
consultation with the
Lenders), Legal Counsel

Drafting and approval by all
parties of the Amendment
Agreement or the Re-stated
Facility Agreement
Borrower, Facility Agent,
Lenders, Legal Counsel

Drafting and sending of
the Amendment Request
and the supplementary

Launching of the approval
processes and the decision

Each Lender informs the
Facility Agent of the
decision made regarding

Signing of the Amendment
Agreement or the Re-
stated Facility Agreement

Borr r:a;en;n_\s Agent of the C:ﬁ;;;mmlttee the Waiver Request Borrower, Facility Agent,
orrower, Facility Agent, Lenders, Facility Agent Legal Counsel
Lenders
[ 14
1 week > | 2-3 weeks > | 1 week > | 1 week >

1 week

>

>

| 3-4 weeks

Fig. 2. The process of working on amendment requests for syndicated loans

Source: Prepared by the author.

25% of the borrower’s total assets”. The borrower
under Syndicated Loan No. 5 has informed the
facility agent that as of the end of the reporting
period the level of TFI has totaled 32% of the
borrower’s total assets and will exceed the level
of 25% of total assets until the final maturity of
the syndicated loan. The borrower then sends to
the facility agent for further distribution to the
lenders an amendment request, describing the
details of the TFI and asking the Lenders to agree
to an amendment of the clause in the facility
agreement to state: “Restriction on TFI level: the
level of TFI at the end of each reporting period
shall not exceed 35% of the borrower’s total as-
sets”. The borrower also prepares for the lenders
a package of supplementary materials, including
the details of the TFI and the updated financial
model. Following receipt of the amendment re-
quest, the facility agent checks that is in com-
pliance with the template set out in the faculty
agreement and then sends it to the lenders. The
amendment request includes the timeframe for
the lenders to provide their response (usually,
2-3 months) and the fee that the lenders will
receive for agreeing to the request (higher than
for waiver requests). For the amendment of the
facility agreement and the preparation of the
legal opinion regarding the amendment, the lend-
ers will appoint a legal counsel. After receiving
the request, each lender launches the approval
processes and obtains the decision of the credit
committee. The lender then informs the facility

agent of the decision. For the amendment to be
agreed, usually a positive response from lenders
with total participation amounts of more than
66.6% of the total syndicated loan amount is
required. If this threshold is reached, the facility
agent informs the borrower that the amendment
request has been granted. In this case the legal
counsel prepares either an amendment agreement
(regarding the changes to the amended clauses
of the facility agreement) or a re-stated facility
agreement (when the number of amended clauses
is significant. If the required approval threshold
if not obtained, then the amendment request is
not granted, and the borrower will be in a situ-
ation of a technical default (leading either to a
mandatary repayment of the syndicated loan or
to a restructuring). The process of working on
amendment requests is presented in Fig. 2.

Conclusion

Integrating all of the data regarding the syndi-
cated loan portfolio during the reporting period,
including the results of Transactions 1-3, Re-
payment events 1-3, the Restructuring event, as
well as the results of Tables 6-8, at the end of
each reporting period the portfolio manager pre-
pares executive report (presented in Table 10).

In Fig. 3 the general scheme for managing a
portfolio of syndicated loans is presented.

We have considered three major aspects of
managing a portfolio of syndicated loans. Firstly,
it is the analysis of the portfolio and the building
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Table 10
Executive Report of the new syndicated loan portfolio, end of the reporting period

Operational information

Parameter Details Parameter Details Parameter Details
. 3 repayments:
mlaFI:échreél (mandatory SL
Composition of Restructured SL (SL No. 6); Repavments No. 2; voluntary
postt No.3;SLNo.4;SL  Executed b pay SL No. 4;
the syndicated ’ ’ . 2 secondary and
. No.5; SL No. 6; SL transactions . scheduled SL
loans portfolio market deals  restructurings )
No.7 No. 5);
(SL No.1 and .
No.7) 1 restructuring
’ (SL No. 3)
KPI information
Difference Difference
Actual value, Actual between
. between value
beginning value, end KPI value
Parameter KPI value . . at end and
of reporting of reporting and value at o
- - Lo beginning of
period period beginning of .
. period
period
Total nominal
530.00 452.50 535.00 +5.00 +82.50
volume, USD min
Total market 525.00 440,85 528.30 +330 +87.45
value, USD mln
Tenor of the 230 2.00 231 +0.01 +0.31
portfolio, years
Margin of the 3.75 3.29 3.65 -0.10 +0.36
portfolio, % p.a.
Monitoring information
Financial Compliance Waiver Details Amendment Details
covenants requests requests
Net Debt / Yes, Restriction on Restriction on
EBITDA; (headroom: Mergers and Total Financial
Net Interest +0.20x); SL No. 4 Acquisitions SL No.5
) . Indebtedness,
Payments / Yes (headroom: transactions, ranted
EBITDA +0.12x) granted g

Source: Author-generated data for illustrative purposes.

of the managerial dashboard in order to assess the
status of the KPIs achievement. Secondly, based
on this analysis, the portfolio manager can use
various syndicated loans portfolio management
methods in order to change the portfolio compo-
sition in order to achieve the KPIs. Thirdly, the
monitoring procedure to assess the compliance
with the financial covenants by the borrowers of
the syndicated loans under each separate facility
agreement, as well as for the portfolio as a whole.

What has been achieved in terms of new re-
sults is the combined application of established

portfolio management techniques (KPIs, dash-
board, financial ratios analysis) to the specif-
ics of syndicated loans. The new theoretical
approach takes account of the nature of the
primary syndicated loan market (with various
types of transactions for borrowers from vari-
ous industries), the secondary syndicated loan
market (with the opportunity to trade in partici-
pations and obtain a market price for the loans),
as well as specialized financial covenants of in-
ternational deals (Net Debt/EBITDA, Net Interest
Expenses/EBITDA). In practice, the developed
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Building the Executive Report

New reporting period

N 4

Analyzing the portfolio and Utilizing the syndicated loans Monitoring the financial
building the Managerial portfolio management covenants and dealing with
Dashboard methods requests of Borrowers o

1) 2]

-
Main parameters Participating in new comci:';f:;;fgtt:.:rdet
(total nominal volume; syndicated loans inthe — — Deb:;EBITDA financial
total market value) primary market
covenant
S
Liquidity parameters Buying and selling Ca!culating the
(tenor of the portfolio; ] participations in compliance of the Net
breakdown of loans bv = Syndicated loans in the [ | Interest <
tenor) secondary market Expenses/EBITDA
financial covenant
Diversification 4
parameters Voluntar d
. y, mandatory and . .
L3 (by borrowers' industry; f— | cheduled repayments N Handling of Waiver
by borrowers' credit Requests
rating)
. J )
/’ N\ s
Commercial parameters
(margin of the portfolio; |, | Restructuring of Working on Amendment
. : "
mark:;lz;‘l:"eo?f the syndicated loans Agreements

Fig. 3. The general scheme for managing a portfolio of syndicated loans

Source: Prepared by the author.

methods can be used by Portfolio Managers from presented approach can be applied not only to
various financial institutions (banks, insurance “global” portfolios composed of syndicated loans
companies, asset managers and hedge funds) to  governed by international law and originated
analyze, manage and monitor their own syn- from international capital markets but also to
dicated loan portfolios. With certain adjust- “local” portfolios that include country-specific
ments that are the subject of future research, the deals in various jurisdictions.
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