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Welcome to the Credit Skills Academy 

There have been previous financial crises but this time it is the severity 
and global impacts that are very different from what we have seen before. 
Never have banks and lending bankers received greater criticism over the 
quality of their lending than at the present time. 

Media comment suggests that prudent lending principles have been 
disregarded in the quest in recent years for increased lending volumes 
and enhanced short term profitability. Analysts suggest that many of the 
prudential canons of lending have been overlooked and many lending 
bankers would benefit from a reconsideration and review of well tested 
and accredited lending principles. It is against this background that the 
Credit Skills Academy has been developed. 

The modules in this Academy have been prepared to allow you and 
your colleagues instant access via e-learning and may be accessed as 
individual topics in which you are interested. We believe that they will 
also make an excellent basis for discussion with colleagues for mutual 
benefit. 

We do hope that the extensive range will help you in your everyday job 
and also as someone interested in self development in the important area 
of Credit Skills. 

Keith Checkley and Keith Dickinson 
Senior authors  
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Key learning outcomes 
!
■ Define what a syndicated loan is, identify the main likely types of borrower and 

explain their reasons for borrowing by this method. 

■ Describe the different types of syndicated loan facilities available. 

■ Describe how the syndicated loan process operates in practice. 

■ Describe alternative debt products available. 

■ Explain the various transfer techniques, such as novation, assignment, sub- 
participation. 



6 

!

!

!

Getting to know the market 

Introduction 

US dollars have been used in London and other offshore markets for decades to finance 
international trade. This form of offshore financing became generically known as Eurodollar 
financing (to distinguish it from onshore US domestic dollar financing). In 1958 the dollar became 
convertible. Non-US residents could then hold dollar balances and the main European currencies 
became fully convertible into dollars. Continuing regulation of the US domestic loan market to protect 
the US balance of payments acted as a further incentive in the development of the offshore activity. 

International banking, and the syndicated loans market as we now know it, had its origins in 
the 1960s. The development of the cross-border inter-bank market allowed lenders to come 
together to participate in dollar loans with a common funding basis and on common terms and 
conditions. At the same time, the practice of offering a floating rate developed to accommodate 
borrowers’ desires for longer terms as an alternative to a fixed rate loan. The most common 
mechanism that was used to define the periodic rate of interest was through reference to LIBOR 
(London Inter-Bank Offered Rate). 

A system was developed which priced an individual borrower’s credit risk by reference to the 
spread over LIBOR. Finally, the market developed to the point where syndicated loans became 
available in other currencies and indeed available within one facility in a variety of currencies. 

In the early days, documentation was short and to the point. In 1973 a US$1 billion loan to 
ENEL, the Italian electricity utility, arranged by S G Warburg, was documented in eight pages. A 
modern syndicated loan agreement is likely to run to some 80 pages. This development reflects a 
more sophisticated understanding of the risks and the complexities of a modern facility, which 
may be multi-purpose, multi-currency, multi-option and multi-tranche. 

Today, the syndicated loan market is one of the largest and most flexible sources of loan capital. 
It is possible for the short term facilities required in contemplation of a bid for another quoted 
company to be assembled in under a week (as was the case in some of the electricity sector 
takeovers following privatisation). These facilities are often in excess of £1 billion sterling. 

!

!
A syndicated loan 

!
A loan where two or more institutions combine in their efforts to extend a loan to a borrower is a 
syndicated loan. This can be achieved by: 

• the borrower contracting with the lenders directly 

• with the loan administered by a common agent and using common documentation, or 

• by the borrower contracting directly with one lender who subsequently sells all or part of 
his interest in the loan to other lenders. 

This can be contrasted with a bilateral, which is a loan between two contracting parties (ie a 
typical normal bank loan), and a series of bilaterals, which is a series of loans between a borrower 
and different banks, not necessarily sharing the same documentation and terms. 

There are several alternative markets for floating rate finance: 

• Commercial paper (CP) 

Corporates issue short term paper directly to investors. This requires a back-up liquidity 
line of credit. 



7 

Syndicated Facilities 
!

!

!

• Medium term notes (MTNs) 

Eurobonds are issued by corporates and others with maturities ranging from 5 to 15 years. 
They are expensive to issue in the gap between CP and MTNs due to large up-front costs. 

• Synthetics 

These are composite products created by issuing fixed interest bonds and then swapping 
the fixed payments into floating rate liabilities. 

!

Syndicated loan features 
!

Price  Borrowers of appropriate credit quality can obtain funds 
from the syndicated loans market at a competitive cost to 
other forms of debt instrument. 

Speed  The process can take from one week to three months 
depending on the size and nature of the transaction. 

Size  Billions of dollars or other currencies can be raised in one 
transaction in the syndicated loan market. 

Administrative simplicity One common set of documentation is used by all the lenders 
involved. 

Confidentiality Because of the private nature of the transaction, and the 
duty of confidentiality the bank owes its customer, a 
syndicated loan facility can be kept entirely confidential if 
required. In contrast, tapping the Eurobond market 
requires a public issue of debt instruments with the 
attendant prospectus. 

Complexity The syndicated loan can be tailored precisely to the 
requirements of the borrower in every detail. Every 
syndicated loan represents a unique facility. 

!

The banking viewpoint 
!

Yield  All banks seek to have their money at risk, and hence 
earning a return in excess of that available in the inter-bank 
market. 

Prestige  Participating in (or even better, arranging) a syndicated 
loan facility confers prestige on the institution concerned, 
identifying that institution as a significant player in the 
syndicated loans market. Typically this is recognised by the 
publication of a “tombstone” (an advertisement placed in 
the financial press listing all the banks involved in a 
syndicated loan and their roles in the transaction). 

Relationship  The maintenance of client relationships is the single most 
powerful weapon in defending the existing market share 
of a bank. Arranging and participating in syndicated loans 
with clients is an essential activity for any bank wishing to 
be seen as having a serious commitment to a particular 
geographical market. 
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Speed  The syndicated loans market represents an efficient and 
low-cost opportunity to lend substantial amounts quickly. 

Administrative timescale As   the   transaction   is   completed   using   common 
documentation, there is less administrative effort required 
to participate in the market. 

Transferability If the syndicated loan documentation is appropriately 
constructed, it is possible to sell on the bank’s interest in a 
syndicated loan to another bank. 

!

!
!

Type of borrower 
!

There are three main types of borrower: corporates, sovereigns (which includes quasi-sovereign 
and supranational borrowers), and financial institutions. They borrow mainly for the following 
reasons: 

• core borrowing needs 

• project financing (power stations, bridges, etc) 

• asset financing (ships, oil rigs etc) 

• acquisition financing 

• balance of payment financing (sovereigns). 

What represents a satisfactory outcome for the parties involved in a syndicated loan 
transaction? The table below looks at the interests of each party. 

!
!

The lender vs the borrower 

The lender seeks The borrower seeks 
!

A reasonable risk-adjusted return Competitive pricing at or below market rates 
on the transaction 

Complete information on which Rapid response times with minimal specific 
to base risk assessment disclosure of information 

Strong documentation Flexible, non-restrictive and uniform 
documentation 

!
!

The bulk of the negotiation between the arranger of the syndicated loan and the borrower is 
conducted around the issues in the table above. As this illustrates, the two parties have conflicting 
objectives. 



9 

Syndicated Facilities 
!

!

!

Steps in completing a syndicated loan 
!

!
!
!
!
!

Bank 1 
!
!

Quotes price 
!
!
!
!
!
!

Bank 2 Borrower 
!
!
!
!
!
!

Bank 3 

!
Awards 

mandate 
!

!
Quotes price 

Negotiate 
draft 

agreement 

!

Bank Arranger 
!
!

Syndicates the loan 
!

!
!
!
!

Bank A Bank B Bank C Bank D Bank E Bank F 
!
!
!
!
!

! !

! Negotiate Final 
Agreement with 

Arranger 

!

!
!
!
!
!
!

Signing 
ceremony 
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Types of syndicated loan facilities 
!

There are numerous forms of syndicated loan. The main types are explained below. All syndicated 
loans are floating rate loans, usually linked to LIBOR. If a borrower wishes to fix the rate of 
interest or change the currency of a loan, a hybrid transaction can be entered into, either in 
conjunction with, or separately to, the loan. It is combined with a swap or other instrument to 
achieve the final desired outcome. 

!
Term loan 

A term loan is in most respects the same as a typical bilateral bank loan with a specific amount of 
money being borrowed for a fixed period. Drawdown can be in a single amount or in tranches 
within a fixed availability period. Repayment may be in instalments (known as an amortising 
term loan) or as a single “bullet” repayment at the end of the loan. Amounts repaid or prepaid 
earlier may not be redrawn. A “balloon” repayment is the final repayment of an amortising loan 
which is substantially larger than earlier instalments. 

!
Revolving credit facility 

A revolving credit facility (also known as a revolver) is similar to a term loan but offers the 
additional option to repay and redraw the facility at any time during its term, or for an initial 
agreed period. Usually these facilities are repayable in full at the end of the term (a bullet 
repayment) although reducing facilities are occasionally entered into. 

!
Standby facility 

When short term interest rates are lower than medium and long term rates, it makes sense for 
large borrowers to raise most of their debt in the short term markets. They typically do this by 
issuing commercial paper (CP). CP is a corporate short term, promissory note issued on a discount 
to yield basis and sold to institutional and corporate investors. It has a maximum maturity of 
270 days, although most paper is issued for periods of not more than 30 days. All issuers of CP are 
required to have a standby facility in place, so that in the event that they are unable to roll-over 
their CP for any reason, funds are available to redeem the CP already in issue. 

The facility is constructed in a similar way to a revolving credit. However, it differs in that the 
borrower is not expected to use the facility for funding, but keep it as a form of insurance, or 
standby. The documentation typically specifies particular events of default, which if they arise, 
permit banks to decline the advance of any further funds. It is also known as a backstop or 
swingline facility. 

!
Transferable loan facility 

This mechanism, allowing banks to transfer their interest in a syndicated loan, is included in the 
loan agreement usually by allowing for the creation of transferable loan instruments or certificates. 
The prior notification or approval of the borrower is typically required. 

!
Multi-currency loan 

A multi-currency loan may incorporate a multi-currency option offering the borrower the 
opportunity to draw in a variety of currencies or switch currencies. The loan documentation 
contains additional clauses to protect the lender from fluctuations in the currency of drawing 
compared to the base currency. In the event of default, there is a similar clause allowing for 
compensation in respect of differences in the amount of a judgement in one currency and the 
amounts outstanding in another currency. 



11 

Syndicated Facilities 
!

!

!

Bidding facilities 

The bidding facility was an additional element added to a standby loan. A tender panel is created, 
the members of which tender for the short term paper periodically issued by the borrower. The 
effect of this in times of adequate liquidity is to reduce further the cost of funds to the borrower. 

This style of financing developed strongly during the 1980s, and spawned a variety of types of 
standby facility incorporating different tender panel arrangements, including: 

• RUF – revolving underwriting facility 

• MOF – multi-option facility 

• NIF – note issuance facility 

• BONUS – borrower’s option for notes and underwritten standby structures. 

Acceptance credit facilities 

This facility provides for the acceptance and discount of trade-related bills of exchange. The lenders 
receive a fee for acceptance and levy a discount on the face value of the bill to reflect the current 
interest rate if the bill is discounted. Typically, there is a six-month limit on the duration of 
individual acceptances. 

Mezzanine finance facilities 

Mezzanine finance is a form of capital used primarily in highly-leveraged transactions (HLTs) 
which are typically leveraged buyouts (LBOs). It ranks behind senior debt but ahead of equity in 
a winding up situation. The return required by mezzanine providers is higher than that on senior 
debt, due to the higher risk associated with mezzanine. 

The provision of mezzanine finance will typically require an inter-creditor agreement to spell 
out the relative priorities of the different types of finance provider. This deals with such things as 
the extent to which senior lenders enjoy priority of access to cash flow for interest service, and 
priority over security. It also deals with issues such as whether principal can be repaid on 
mezzanine finance (attractive to the borrower because it is more expensive to service than senior 
debt) while there is still senior debt principal outstanding. 

Evergreen facility 

An evergreen loan is a loan which is of indefinite duration, typically having a term of three to five 
years which is rolled over annually unless either party gives notice to the contrary. The triggering 
of the notice period is a key aspect of such agreements. The question as to who has the option to 
give notice, or if this happens automatically, are central in arranging such a loan. 

!
!
!
The syndicated facility process 
!

There is a number of separate phases involved in the successful conclusion of a syndicated loan 
facility for a borrower: 

• the pre-mandate period 

• the post-mandate period 

• closing the syndication 

• post-closing matters. 
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The pre-mandate period 

The intensely competitive nature of the syndicated loan market has led to a situation where the 
bidders for a mandate are obliged to agree the entire pricing and fee structure of a transaction 
before actually taking it to the market and completing the transaction. This puts a premium on 
being extremely close to the market at all times, and having credibility with the syndication teams 
in other banks. 

The first issue the syndication team must address is to understand the precise nature of the 
borrower’s needs in tapping the syndicated loan market. This can be broadly addressed by 
considering the following checklist: 

■ the credit quality of the borrower 

■ the attractiveness of the borrower to the syndicated loan market 

■ the amount of funding required 

■ the purpose for which the money is being raised 

■ the proposed maturity and alternatives if advantageous 

■ the proposed drawdown schedule if the facility is to be drawn down in tranches 

■ particular covenant issues relating to the borrower’s unique circumstances 

■ the borrower’s pricing expectation 

■ the nature of any proposed security 

■ the expected timing of the key points in the deal 

■ the competitive position of other sources of variable rate debt finance 

■ the likelihood of the transaction proceeding 

■ the likely competition within the syndicated loan market for the mandate 

■ other issues likely to be relevant from the borrower’s perspective 

■ whether the borrower is willing to consider innovative or unconventional ideas. 

Another consequence of the intensely competitive nature of the market is that borrowers of 
good credit quality do not need to disclose much information in order to solicit bids. The 
syndication team is then heavily reliant on public information to research the credit quality of the 
borrower. In addition, borrowers may solicit bids from relationship banks, from banks with 
particular expertise in the particular field for which the loan is being raised (for example shipping 
or aircraft finance) or by open bidding. 

Having collected and assimilated the above information, the next problem is to price the 
transaction. This represents a trade-off between winning the mandate, completing a successful 
syndication and adhering to the credit standards and pricing set by the individual banks. 

The relationship manager should understand the client’s business, be aware of the likely 
competing relationship banks, and of the pricing expectations of the client. The syndication team 
should be aware of the sort of terms that will be required to successfully syndicate the loan and 
indeed the impact of market conditions generally on the transaction. The covenant package, 
pricing and structure of the facility are tightly related and are viewed as a whole by participating 
banks. The syndication team will use market data to identify similar deals in similar industries to 
arrive at a competitive understanding of price. 
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It may also be possible to take soundings from other banks as to the attractiveness of a potential 
deal, although at this point, with the mandate not yet awarded, this approach has its dangers as 
information represents a competitive advantage. 

Once the proposal has been finalised, it can then be offered to the banks’ credit committees for 
approval. Three outcomes are possible: 

• a refusal 

• an unqualified acceptance 

• or (more likely) a qualified acceptance. 

The latter is likely because the market is so competitive in conditions of high liquidity that all 
mandates are won on very fine margins. These may conflict with minimum return requirements 
or risk limits set by the bank on covenants and the level of retention following the completion of 
the syndication process. 

Fees 

A variety of terminology unique to the syndicated loans market is used in defining the various 
types of fees involved in a transaction. There are basically two different types of fee: 

• front-end fees – paid once and usually levied on the whole of the value of the facility 

• annual fees – calculated as a percentage of the whole facility, or the proportion drawn or 
undrawn in any charging period. 

The specific terminology used in defining fee structures is summarised in the table below. 
!

Term Meaning 
!

Amount/Principal The total value of the loan to be raised. 

Margin In the case of a floating rate loan, the extra percentage rate 
of interest charged by a bank over their relevant basis rate. 

Flat A commission or fee, calculated as a percentage of the 
principal amount, which is payable once, usually front end, 
as opposed to a percentage fee payable annually. 

Drop dead fee An agreed fee to be paid to a bank as compensation for its 
work in a transaction which is ultimately abandoned. 

Front-end fees A fee, calculated as a percentage of the principal amount, 
which is payable once, usually at the signing of the 
agreement to the agent for distribution to the banks, 
normally in an amount related to the size of the 
commitment. 

Praecipium A portion of the front-end fee calculated on the nominal 
amount of the loan and paid to the arranger in recognition 
of the commitment of manpower and technical skills 
required to conclude a successful transaction. In multi-bank 
bidding groups, any praecipium is usually shared equally 
between the banks without regard for unequal commitment 
of resources to the transaction. 
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Utilisation fees A fee paid to the lender to increase its return on assets on the 
credit utilisation of a facility. The fee is generally dependant 
on the average level of utilisation during a specified period 
of time. 

Commitment fees An annual percentage fee payable to a bank on the undrawn 
portion of a facility made available by it to a borrower. The 
commitment fee is typically payable quarterly in arrears. 

Facility fees                          An annual percentage fee payable to banks providing a 
credit facility on the full amount of the facility, whether or 
not it is utilised. 

Agency fees                       An annual fee, calculated as a lump sum or per bank per 
annum, payable by the borrower to compensate the agent 
for the mechanical and operational work performed under 
the loan contract. 

Expenses (out of pocket) The costs associated with the negotiation and execution of 
the credit facility. The most significant components are legal 
fees, printing costs and telex/telephone charges. 

Tenor/term The period of the loan. 

Grace period                             The period between drawdown and first repayment; also 
the period which may be allowed to a borrower to remedy 
an event of default. 

Repayments The amount and timing of the payments made to repay the loan. 
!
!

There are three main geographic centres which dominate syndicated loans activity – London, 
New York and Hong Kong. Typical practice in respect of the detailed structuring of the loan and 
the method of syndication varies according to local custom. For example, in the American market 
it is usual for the lead bank to contract the whole of the loan with the borrower and then syndicate 
it. In London, usual practice is to syndicate the loan before contracting with the customer, after 
obtaining a mandate to do so. 

!
!
!

Case study 
!
!

Typical syndicated loan proposal 
in the London market 

A borrower seeks bids for a US$500 million loan, with a tenor of five years, which will be 
drawn down within 30 days for signing and subject to bullet repayment. The borrower 
seeks a fully underwritten facility and expects that its main group of relationship banks is 
likely to participate in the transaction. 

Having received the solicitation to bid, the syndication team will examine the history of the 
past deals arranged for the borrower and evaluate the market for the proposed tenor, by 
reference to the recent deal flow in the market. After discussion, the bidder believes a margin 
of 70 basis points (bp) per annum (pa), with an arrangement fee of 40bp and a commitment 
fee of 35bp should be sufficiently competitive to win the mandate, with the whole deal 
initially underwritten by the bank. 
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Having established the broad parameters of the deal, the team would then submit the 
proposed transaction to the credit function for approval. This is agreed subject to a maximum 
final hold of US$50 million at the end of the transaction. 

The initial strategy is to underwrite the whole deal followed by sub-underwriting with four 
other banks, each taking US$100 million. Finally, the deal will be syndicated to a further five 
banks, each taking $50 million. 

At the end of the transaction, the syndicate will be as set out in the table below. 
!

Example of structural deal 
!

!
!

Financial Total funds 
allocation  raised 
(US$m) (US$m) 

The arranger/lead manager 50  50 
Four underwriters/lead managers 50  200 
Five managers 50  250 
Total 500 

In order to test the viability of the proposed deal structure, it is necessary to identify the 
specific yield to each of the participants in the transaction. The arranger decides to take a 
praecipium of 10bp from the arrangement fee before allocating the remainder amongst all 
the participators, including itself. The underwriting is considered to be worth a fee of l0bp 
flat, with the participation worth another 20bp. For analysis, the transaction can be 
summarised as: 

!

Transaction parameters !

! ! Manager ! Underwriter ! Participant 
Number of years ! 5 ! 5 ! 5 
Committed amount ! $500 m ! ! ! !
Underwriting ! $100 m ! $100 m ! !
Final hold ! $50 m ! $50 m ! $50 m 
Margin ! 70bp pa ! 70bp pa ! 70bp pa 
Commitment fee ! 35bp pa ! 35bp pa ! 35bp pa 
INCOME bp ! bp ! bp !
Praecipium 10 $500,000 ! ! ! !
Underwriting fee 10 $100,000 10 $100,000 ! !
Participation fee 20 $100,000 20 $100,000 20 $100,000 
Total fees ! $700,000 ! $200,000 ! $100,000 
Flat fee value per annum ! $140,000 ! $40,000 ! $20,000 
Flat fee value in bp pa ! 28 ! 8 ! 4 
Number of banks ! 1 ! 4 ! 5 
Value of commitment ! $50 m ! $200 m ! $250 m 
Fee value of pool                          $700,000                    $800,000                          $500,000 

!
The information in the above table enables us to examine the total yield from the transaction 
for each of the participants, assuming that it proceeded in the form already outlined. The 
arranger will achieve a total annual yield of 98bp drawn and 63bp undrawn. The 
underwriters will achieve a total annual yield of 78bp drawn and 43bp undrawn. The 
participants will achieve a total annual yield of 74bp drawn and 39bp undrawn. 
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Transaction parameters !!
Manager Underwriter Participan 

5 5
 5 

$500 m 

! ! !
!

!
Number of years 

! ! !

Committed amount ! ! !
Underwriting ! $100 m ! $100 m ! !
Final hold ! $50 m ! $50 m ! $25 m 
Margin ! 70bp pa ! 70bp pa ! 70bp pa 
Commitment fee ! 35bp pa ! 35bp pa ! 35bp pa 
INCOME bp ! bp ! bp !
Praecipium 5 $250,000 ! ! ! !
Underwriting fee 15 $150,000 15 $150,000 ! !
Participation fee 20 $100,000 20 $100,000 15 $37,500 
Total fees ! $500,000 ! $250,000 ! $37,500 
Flat fee value per annum ! $100,000 ! $50,000 ! $7,500 
Flat fee value in bp pa ! 20 ! 10 ! 3 
Number of banks ! 1 ! 4 ! 10 
Value of commitment ! $50 m ! $200 m ! $250 m 
Fee value of pool ! $500,000 ! $1,000,000 ! $375,000 
Fee value of the pool in ! ! ! ! ! !

the first structure ! $700,000 ! $800,000 ! $500,000 
!

!

Strictly speaking, this is a simplification of the reality, because it fails to take in the actual time 
value of receiving the flat fees up front and benefit or costs inherent in the actual timing of the 
interest payments received. However, for the purposes of deal structuring and competitive 
comparison, the above style of analysis captures sufficient detail to be adequate for most purposes. 

It is evident from the above that the arranger is achieving an unusually beneficial outcome 
from this particular arrangement of fees. The fee differential might cause problems in the 
syndication process if pitched in this way as potential participators might consider the sharing of 
reward in this way so unreasonable that they decline to participate. Accordingly, having 
performed the deal analysis, the team decide to consider a second alternative deal structure for 
the transaction. 

!
Three changes are made to the original deal structure: 

• the praecipium is reduced to 5bp 

• the underwriting fee is increased to 15bp 

• the final syndication will be with 10 banks taking S25 million rather than five banks 
taking $50 million. 

As a result of the lower exposure, the participation fee for this group only needs to be 15bp. 
The effect of these changes is: 

!
!

Underwriter Participant 

5  5 
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!

Net change $200,000 $200,000 $125,000 
Additional value available 
to the arranger                              $125,000 

!
This revised structure appears more equitable, particularly for the underwriters who achieve 
a better yield. However, the changes have some more subtle effects on the outcome of the 
whole transaction: 

• Whilst the praecipium goes down by 50% to $250,000, this is partially offset by the increase 



17 

Syndicated Facilities 
!

!

in the underwriting fee of $50,000 for the arranging bank. 
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• The drop in fees foregone by the arranger under the new structure is precisely offset by 
the increase in the fees available to the underwriting banks. 

• Changing the final syndication to 10 banks, each earning 15bp on their contribution, has 
a beneficial effect on the residue of the 40bp arrangement fee, as it now only costs $375,000 
to successfully achieve the final syndication, instead of $500,000 as in the first structure. 
The difference of $125,000 also accrues to the arranger as additional return for arranging 
the transaction. 

Under the second structure then, the arranger will achieve a total annual yield of 95bp 
drawn and 60bp undrawn. The underwriters will achieve a total annual yield of 80bp drawn 
and 45bp undrawn. The participants will achieve a total annual yield of 73bp drawn and 
38bp undrawn. 

!
!

The contrast between the two examples serves to illustrate how quite subtle changes in the 
syndication strategy can have a variety of beneficial or adverse effects on the outcome of the 
whole transaction for the different parties involved. What appear to be quite drastic changes to 
the arranger’s rewards in the second scenario are substantially offset by the ability to reduce the 
overall up-front fees offered (in syndicating a smaller amount to the banks involved in the final 
syndication). More administrative effort is of course required where ten banks now have to be 
contacted and managed successfully rather than five. However, the reward for successfully doing 
so has now increased by $125,000. 

Careful and exhaustive modelling of each transaction is therefore required. Without this, the 
true implications of any proposed changes in the structure of a transaction as it proceeds to its 
conclusion may not be sufficiently well understood. Modelling is a key aspect of any form of 
participation in a syndicated loan transaction. 

Let us assume that the syndication team is successful in achieving the mandate from the 
borrower on the basis of the second deal structure. We now move on to the next phase of the 
transaction. 
!
The post-mandate phase 

Following receipt of the written mandate, the syndication team can now proceed to effect the 
syndication. The next steps are to: 

• prepare the information memorandum 

• instruct the banks’ lawyers to draft the facility agreement 

• commence the syndication process 

• carry out the syndication 

• allocate participations and send agreed documents to the banks 

• negotiate documents with the banks and borrower 

• arrange the closing ceremony and signing. 

■ Preparation of the information memorandum 

The typical contents of an information memorandum for a corporate loan is: 

• the disclaimer 
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• a letter from the borrower authorising the release of the information memorandum 

• a summary of the terms and conditions of the syndication 

• the history and business of the borrower 

• a review of the industry or sector 

• key aspects of the business strategy 

• a profile of the management and the management structure 

• financial information on the borrower (including public debt ratings). 

The disclaimer denies any responsibility for the content and accuracy of the document. At first 
sight this appears absurd, as the information memorandum is prepared to assist potential 
participating banks in arriving at their decision as to whether to participate in the proposed 
facility. However, it is there to emphasise that it is the responsibility of the participating bank 
to satisfy itself as to the creditworthiness of the borrower and take whatever steps it considers 
necessary to do so. 

The arranger will ensure that only factual information is presented, taking care to avoid any 
comment which might be construed as the expression of an opinion. 

The contents will vary substantially depending largely on the relative strength of the credit 
involved. For a weaker credit there will be more disclosure, possibly including cash flow 
projections provided by the borrower, and brokers’ circulars and recent press comment. 
Sovereign and project financings will contain information relevant to the nature of the credit 
risk (economic data in the case of the sovereign, and the base case projections for a project 
financing). 

■ Drafting the facility agreement 

Although the content of a facility agreement is fairly standard, there is a need to tailor the 
documentation to the precise circumstances of the borrower and to agree and incorporate the 
precise nature of the principal covenants with the borrower. Typically, the arranger will instruct 
counsel to prepare a first draft (having furnished the lawyer with a copy of the term sheet and 
any other relevant information). 

The lawyer will then complete the first draft and return it to the arranger, who, having reviewed 
the initial draft, will agree it with the borrower. It can then be circulated to the participants in 
its final form (subject only to any issues of substance raised by the participants). 

■ Commencing and carrying out the syndication 

Having agreed the terms of the transaction with the borrower, the arranger now solicits banks 
to join in the transaction by issuing an invitation to those it wishes to involve in the process. 
Skill is required in picking which and how many banks will be involved at which level. Care 
must be taken not to solicit too many banks at a higher level of up-front fees whose allocation 
then has to be scaled down to a lower level due to an unusual degree of interest in the 
transaction. The invitation typically contains a draft confidentiality letter and details of the 
specific contacts from whom the information memorandum can be obtained. Their telephone 
and fax numbers will be included. 

Once the signed confidentiality letter has been received, the information memorandum is 
despatched to the named recipient for review. There is then a period of time while the 
participating syndication teams carry out their own credit appraisal of the borrower, and apply to 
their own credit function for approval for their intended level of participation in the transaction. 
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One of the disturbing aspects of the procedure is that the arranger will normally receive the 
refusals first (as these are processed much quicker by the banks). Inexperienced syndicators 
may become demoralised at this time. However, this pattern is normal and does not mean that 
the whole exercise is about to fail. A few days later the acceptances will start to arrive, usually 
in the form of a telephone response followed up by letter. Having received all the responses, 
the team then moves on to the next stage of the transaction. 

■ Allocation of participations 

It is unusual to find that the commitments received from the invited banks exactly match the 
sum sought for the borrower. The next problem is to allocate the individual participations in 
the deal fairly. The procedure is to round down the commitments received to the nearest 
£2.5 million, to achieve a match with the borrower’s requirements. 

It is market practice that participants receive the rate offered for participation, but only on the 
final allocation. The method of fee allocation is normally spelt out clearly in the information 
memorandum. 

The syndication can be one of two things: over-subscribed or under-subscribed. Over- 
subscription may be modest (at say 25%) or substantial (at say 100%). Both represent a success. 
Massive over-subscription may provide the opportunity for the borrower to substantially 
increase the amount of funds being raised. (Indeed, the original terms may deliberately have 
been pitched to achieve this particular outcome.) In all cases, the final compromise is agreed 
after discussion between the arranger and the borrower regarding all the possible implications 
of the available courses of action. 

In the case of under-subscription, the options available will depend on whether the transaction 
was underwritten at the price quoted. If it was, the underwriters will have to take up their 
commitments in accordance with the underwriting agreement unless the borrower chooses to 
amend the terms to achieve full subscription. If the transaction was offered on a “best efforts 
basis” the borrower can take the subscriptions offered or amend the terms, conditions or 
structure of the transaction to make up the shortfall. The main problem where the arrangement 
process fails to achieve the desired outcome is the negative publicity which will inevitably 
arise for the bank and borrower seeking to arrange the syndicated loan. Indeed, the borrower 
and arranger are effectively acting together to achieve the desired outcome. The arranger should 
therefore keep the borrower informed at all times of the progress of the syndication. It should 
also manage the administrative processes of the syndication to avoid any delay circulating and 
agreeing any revisions to documentation required by participants, and warn the borrower if 
there is any need to solicit key banks by direct contact. 

At the end of the process, the parties to the syndication will have all agreed their allocations 
and the documentation will all have been reviewed and agreed. The transaction must now be 
finalised. 

!
Closing the syndication 

The syndication should now be complete. Occasionally, there may be minor issues still to be 
resolved in documentation. Every effort should be made to deal with these to avoid any problems 
at the last minute. 

Before the syndication can be finalised, a letter requesting key information is sent to all the 
banks involved in the facility. The information includes: 

• the precise name and address of the lending institution 

• the details of the persons responsible 
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• the accounts to be used for the transfer of funds and fees in relation to the 
transaction. 

!
Post-closing matters 

All that remains for the facility to become active is for the borrower to satisfy the conditions 
precedent to the satisfaction of the solicitors acting for the banks. The borrower’s counsel is 
responsible for ensuring nothing enters the facility documentation in the earlier phases of the 
transaction which could cause problems at this stage. 

It is at this point that the agent bank now commences the administration of the facility in 
accordance with the duties assumed in the facility documentation. The principal duties of the 
agent are: 

• to calculate the amounts due from all the parties to the agreement 

• to determine the applicable rate of interest for each interest period 

• to arrange for the transfer of all funds relevant to the facility 

• to collect and distribute documents, reports, certificates and any other documentation 
required periodically under the terms of the facility. 

The agent will typically be the main conduit between the borrower and the banks should there 
be any need to obtain a variation or waiver of any of the terms of the facility. 

!
Acting as an arranger 

!
Why do banks seek mandates to be arrangers of syndicated loan transactions? 

There are three financial reasons and three strategic reasons why banks compete in the 
syndicated loans market: 

• The syndicated loan market represents an important source of fee income. Bank lending is 
a cyclical activity. For much of the economic cycle, reasonable returns can be made from this 
market. 

• The arranger has more opportunity to enhance yields. As can be seen from the example 
above, the arranger is most likely to achieve the best returns from any syndicated loan 
transaction. 

• Being the arranger guarantees access to the lending opportunity, so improving the scope for 
risk reduction and diversification within the overall lending portfolio. 

In the upside of the economic cycle, we are increasingly seeing the margins on syndicated 
loans in the major market centres drop to barely economic levels. For an investment grade 
borrower, a margin of 12.5bp or one-eighth of a percent is currently a typical margin (and a few 
deals achieve even better than this). The up-front fees associated with the transactions are similarly 
fine. This is driven by the competitive nature of the market (due to the number of banks competing 
in it); the availability of capital within the banking system, and the relative attractiveness to 
borrowers of other forms of debt finance. 

In a competitive, over-banked market enjoying a surfeit of liquidity, the above actions are 
defensive. Should the bank not support a significant syndication presence (even if loss making) it 
can only lose market share and be marginalised as a serious player in the long run. A bank which 
wishes to compete at the top level of banking for the best quality international credits must have 
a significant presence in this market, whether or not the current pricing reflects a reasonable return. 
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Other debt products, as alternatives to syndicated loans 
!

Private placement 

It is interesting to note that when Glaxo raised the finance for the acquisition of Wellcome group, 
it did so by entering into a series of £900 million bilateral loans. Nine banks agreed to raise 
£8.1 billion - the largest facility ever seen in the UK. Presumably, Glaxo chose this course to 
maintain confidentiality. The bankers knew only that a large acquisition was likely and were only 
told of the identity of the target on the Friday before the announcement of the bid on the following 
Monday. Private placement of debt remains a powerful competitor to the syndicated loan facility. 

Fixed bond issues 

While funds can be raised at very competitive margins, the transaction typically involves a public 
issue and significant up-front fees, making this market more economic for longer term borrowings. 
If variable rate funds are required, an associated swap transaction is also necessary. 

Floating rate notes (FRNs) 

These are medium term debt securities whose interest payments “float” with short term interest 
rates. First issued by Citicorp in US in 1974, by the mid-1980s $43 billion of FRNs were outstanding. 

Medium term notes (MTNs) 

These came into existence in the early 1980s to fill the gap between short term debt markets (such 
as the CP market) and the bond market (which was typically used for issues having a maturity of 
between 5 to 15 years). 

Leasing 

This is increasingly used by asset-intensive businesses as it represents a competitive source of 
funds. Its attractiveness is driven by the tax benefits available to the capital provider, which in 
turn subsidises the interest rate offered. 

Convertible bond or a bond with equity warrants 

These are attractive to some issuers because the conversion right lowers the coupon on the bond. 
In addition, the conversion rights are usually pitched so that the bond will convert to equity in the 
future (in the absence of unforeseen hazards) so removing the need for capital repayment of the 
bond. 

The treasurer acting for the corporate customer will constantly be assessing the most flexible 
and inexpensive debt financing option for the employer. It is important, therefore, to understand 
the relative attractiveness of the syndicated loans market when compared to the other sources of 
debt finance. 

Thus, the key question to be addressed by any syndication team bidding for a mandate is: 
What coupon and fee offer should be made to win the mandate for the risk at the amount and 
maturity required in current market conditions ? 

!
!
Syndicated loan documentation 
!

The purpose of loan documentation is to set out the rights and obligations of the respective parties. 
It permits the lending institutions to exercise an increasing degree of control over the borrower’s 
activities in the event that the borrower’s financial position deteriorates to a degree where 
repayment of the bank’s facilities is in doubt. 
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A typical structure for syndicated loan agreement encompasses: 

• the financial terms, the principal amount, margins, the basis of interest calculation and 
dates payable, notice periods and other time limits 

• profit protection terms ensuring payment of gross interest without deduction, irrespective 
of any adverse changes in legislation or tax law 

• credit protection terms including covenants and security 

• force majeure, conditions which may arise, releasing parties from their respective obligations 

• a summary of specific default conditions 

• a summary of the contractual relationships, specifying the duties of the various parties to 
the transaction. 

Typical conditions precedent which require satisfaction prior to the initial advance of funds 
(and in the case of a revolving facility prior to the subsequent advance of funds repaid) would 
include: 

• no defaults 

• no new pending litigation not already disclosed 

• the continuing existence of authority to borrow in the constitution of the company 

• the completion of security arrangements and documentation 

• the valuation of security (if required) 

• the approval of regulatory authorities for the transaction (if required). 

The borrower makes a number of specific representations and warranties to the lenders, some 
of which are one-off and some of which continue throughout the life of the facility. Typically the 
borrower confirms that: 

• the legal entity borrowing the funds is properly constituted 

• the entity has the power to borrow 

• there is no conflict with any other existing legal agreement 

• the financial condition as represented by the financial information disclosed fairly represents 
the condition and performance of the entity 

• the agreement is binding and not ultra vires in any way 

• no default condition exists 

• there is no pending litigation not disclosed 

• there are no contingent liabilities not previously disclosed 

• no withholding taxes are payable in respect of the interest payments. 

The borrower enters into a variety of covenants in order to give the lenders confidence that the 
credit quality of the borrower will remain acceptable throughout the duration of the facility. The 
lenders are offered the opportunity to recover their funds should there be any significant adverse 
changes in credit quality. 

The covenants are drafted with the following objectives in mind: 
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• to preserve the priority of the facilities in the event of default 

• to control capital expenditure 

• to control dividend payments 

• to restrict the acquisition and disposal activity of the borrower 

• to restrict the change of control of the borrower 

• to enable monitoring of the borrower’s condition. 

Well drafted covenants will facilitate early discussion of any problems arising during the 
duration of the facility before the situation develops to a crisis point. 

Agreeing covenants with the borrower is an important and contentious negotiating problem 
for the arranger. The strength and tightness of covenant wording is determined by many factors 
in addition to the relative strength of the borrower (such as the state of the market and degree of 
competition for the mandate). In times of excessive liquidity within the banking system there is a 
gradual softening of covenants as high quality credits successfully negotiate changes in the 
wording which cushion the impact of the covenant. 

Some of the questions to be resolved in developing appropriate covenants are: 

• the managers’ freedom to run the business successfully 

• the amount of time delay allowed before breaches are apparent and reported 

• the accounting policies applied and their impact on the key covenant ratios 

• the frequency with which the covenant ratios are tested 

• the problems of inaccuracy within management accounting information used for monitoring 
and control of the loan 

• the disclosure of price-sensitive information and the implications for the receiver of such 
information (who becomes an “insider” under the insider dealing legislation) and the conflict 
with the stock exchange requirement for the publication of price-sensitive information as 
soon as it is disclosed to anyone outside the management of the borrower 

• the definition of terms for the covenants and financial ratios 

• in group lending situations, which companies to covenant and on what basis? 

Typical covenant ratios are: 

• the relationship between total borrowings to total net worth 

• the ratio of liabilities to tangible net worth 

• the ratio of current assets to current liabilities 

• the interest cover ratio 

• the cash flow cover for interest and debt repayment. 

Other non-financial covenants include: 

• notification of any events of default 

• the continuing maintenance of all consents required 

• the notification of all new litigation 
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• the parri passu clause that no new borrowing will be entered into on terms more 
advantageous than those subsisting for existing borrowers 

• that accounts will be prepared and submitted within certain time limits. 

Rather than taking security, it is common in lending to larger companies to incorporate a 
negative pledge such that no lender receives any security (so allowing all lenders to rank together 
and enjoy the same level of comfort). This clause is quite difficult to effect in practice because of a 
number of commercial problems which arise in its application, including: 

• retention of title clauses in purchase documentation (creating a form of charge over stocks) 

• leasing 

• hire purchase arrangements 

• liens on goods arising by normal operation of law 

• existing security 

• security taken after the commencement of the agreement due to the existence of a previous 
charge. 

Consider how difficult it would be for a major multinational, operating in 60 countries around 
the world, to police a negative pledge. This problem is usually overcome by incorporating in the 
documentation basket exemptions for particular types of breach, such as the effect of retention of 
title clauses, a specified minimum figure under which there is no breach, and allowing a given 
percentage of net worth in aggregate to be secured to other parties. 

The identification and disclosure of events of default is a particularly important aspect of the 
agreement. A default represents circumstances where a bank, at its discretion, can terminate a 
loan agreement and demand immediate repayment of all outstanding principal and interest. 
Typical breaches are: 

• breach of covenants, representations or warranties 

• the appointment of a receiver or liquidator 

• default on any other facility or indebtedness 

• any material adverse change. 

Material adverse change clauses are fairly contentious precisely because of the nebulous nature 
of the wording. It is a matter of opinion as to what represents a “material adverse change” and in 
the absence of caveats it can be interpreted fairly widely. 

Where the breach is minor, or due to an unforeseen technicality, or is not viewed as having any 
real impact on the credit quality of the borrower, it is usual to seek a waiver from the banks 
involved in the syndication. This is normally requested via the facility agent who then circulates 
the banks involved with the requests and coordinates a response. The need for waivers occurs 
fairly regularly. This is inevitable as the passage of time will bring changes not envisaged at the 
time of commencement by the parties to a loan. Determining whether or not the breach is serious 
is an important issue in protecting the position of the lenders. 

The documentation, therefore, is the critical risk mitigation weapon used by the lenders to 
secure their position in the event of credit problems with the loan. However, no amount of 
documentation will secure the bank from a business with no further cash flow available to service 
and repay a loan, so the most critical aspect of the process remains the original credit appraisal of 
the borrower. The documentation represents an opportunity for the lender to enhance its ability 
to act in its own best interests should any problems arise. 
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The secondary market 
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It may surprise those unfamiliar with the syndicated loans market and banking in general that a 
secondary market for participations in syndicated loans exists at all. This is often because the 
market is not public and its activities are rarely the subject of much publicity. The one exception 
to this is the trade in the debt of highly indebted countries, where certain institutions have 
developed a particular expertise in offering a market for such debt. 

However, where there is a willing seller and a willing buyer for a product, someone will find 
a way of supplying it. The practice of trading a bank’s involvement in the syndicated loan market 
is no exception to this rule. 

Why then do sellers wish to dispose of their participation in a syndicated loan? 

If a bank’s capital is insufficient to match its current obligations under the Bank of International 
Settlements guidelines and its own regulatory limits, it may be necessary to dispose of assets to 
improve capital adequacy. 

The bank may already have substantial exposure to one particular customer, sector or country 
and therefore wish to reduce its exposure in order to better diversify its portfolio risk and to allow 
it to do more business with particular customers. It may also fear impending changes in sectors or 
countries in which it has an interest, such as nationalisation or the imposition of controls on the 
remittance of foreign currencies. 

If a bank is becoming constrained in its capacity to do new business due to the volume of 
existing assets already on its books, it may wish to dispose of its interest in some of them to free 
up capital. 

The seller may simply wish to improve his/her liquidity position or realize particular profits 
or losses. Buyers must also have a motivation to purchase. Typical reasons for acquiring interests 
in syndications in the secondary market are: 

• the purchase of specific interest in a particular client or group of clients may allow a bank to 
acquire market access and a client relationship fairly quickly 

• it allows the acquirer to make particular adjustments to the lending portfolio by adding 
risks in areas where the bank feels its expertise is superior, or where it has been less successful 
in attracting primary business. 

Opportunities exist for investors in highly indebted countries to use the discount on 
rescheduled debt to finance investments in those countries by swapping debt for equity as 
permitted by rescheduling agreements and national legislation. 

Various transfer techniques are available once terms have been agreed amongst the two parties: 

• novation 

• assignment 

• sub-participation 

• transferable loan instrument 

• transferable loan certificate. 



27 

Syndicated Facilities 
!

!

!

Novation 

Novation represents the most complete way of transferring a loan to a third party under English 
law. The rights and obligations of the seller are cancelled and discharged with the buyer acquiring 
rights and obligations identical in substance to those previously enjoyed by the seller. 

The major problem is that in the case of a syndicated loan, all parties to that loan must consent 
to the transaction before it can take place. In respect of a syndicated loan involving 40 or more 
banks, this can be a cumbersome procedure. 

In an effort to overcome this obstacle, structures were created which anticipated the possibility 
of transfer at the time the original agreements were entered into, and clauses were inserted 
effectively indicating that all parties to the transaction accepted that transfer could take place 
where only the borrower, the seller and the buyer were involved. The usual technique here is to 
include in the original loan agreement a transfer certificate in standard form. Consent of the 
borrower will still be required, but may not be unreasonably withheld. Consent may be automatic 
if the borrower makes no objection within a specified period following notification of the proposed 
novation. Secondly, it is usual to state a minimum amount which may be transferred in this way 
to avoid the facility becoming too fragmented and saddling the agent with an excess cost burden. 

!
!

Assignment 

This can be a legal or equitable assignment. It must satisfy the conditions set out in Section 125 of 
the Law of Property Act 1925. These require that: 

• the assignment must be in writing 

• the whole of the debt must be transferred 

• notice of the assignment must be given to the debtor. 

The effect is to transfer the legal right to the debt, all legal and other remedies for the debt and 
the power to give a good discharge of the debt. It does not, however, pass on any of the obligations 
of the original lender under the original loan agreement. This means that assignment is only 
really appropriate in the case of fully drawn facilities. Partially drawn multi-currency or revolving 
facilities continue to leave the obligations with the original lender. To pass over these obligations 
may require a separate contract of some kind. 

!
!

Sub-participation 

A sub-participation involves the buyer in receiving from the seller the benefit of the principal and 
interest received from the seller in respect of a particular loan. It is an entirely separate contract 
from the underlying loan agreement and does not involve the transfer to the buyer of a legal or 
beneficial interest in the debt. 

The major problem is that the buyer is now vulnerable to the credit risk for the original borrower 
and the seller. If the seller becomes bankrupt, any value due to the seller from the original loan 
will contribute to the assets with the buyer acting as creditor. The advantage of a sub-participation 
is that it can be silent. 

Two separate techniques have developed in the Eurocurrency market for facilitating transfers, 
one based on novation, the other on assignment. Under novation, the transferable loan certificate 
(TLC) is signed by both the borrower and the agent bank (acting for itself and all the other lenders). 
Under the assignment route, each lender is given the right, subsequent to disbursement of the 
loan, to convert its portion of any repayment. 
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Syndicated lending is a hybrid area within general commercial lending which has, in the main 
centres of operation, developed a culture and language of its own. The highly competitive nature 
and close relationships between the various participants has led to an efficient and flexible market 
where large financings can be raised by high credit quality borrowers. The analyst must, however, 
continue as always to be vigilant. 

!
!
!

CSA Member Activity: For a follow-up case study on syndicated 
lending see: 

!
Canada Aluminium Company  
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Review 
!

The main points introduced here are: 

■ The syndicated loan market is one of the largest and most flexible sources of loan 
capital. A syndicated loan is where two or more institutions combine in their 
efforts to extend a loan to a borrower. 

■ This can be achieved by the borrower contracting with the lenders directly, with 
the loan administered by a common agent and using common documentation, or 
by the borrower contracting directly with one lender who subsequently sells all 
or part of his interest in the loan to other lenders. 

■ Alternative markets for floating rate finance are commercial paper, medium term 
notes and synthetics. 

■ Corporates, sovereigns and financial institutions are the three main types of 
borrower who borrow mainly for core borrowing needs, project financing, asset 
financing, acquisition financing and balance of payment financing (sovereigns). 

Types of syndicated loan facilities include term loan, revolving credit facility, 
standby facility, transferable loan facility, multi-currency loan, bidding facility, 
acceptance credit facility, mezzanine finance facility and evergreen facility. 

■ The syndicated facility process encompasses the pre-mandate period, the post- 
mandate period, closing the syndication and post-closing matters. 

■ Alternatives to syndicated loans include private placement, fixed bond issues, 
floating rate notes, medium term notes, leasing, and convertible bond or a bond 
with equity warrants. 

■ The purpose of loan documentation is to set out the rights and obligations of the 
respective parties. 

■ Various transfer techniques are available once terms have been agreed amongst 
the two parties: novation, assignment, sub-participation, transferable loan 
instrument, transferable loan certificate. 
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