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Employment Bulletin





Is re-financing/re-arranging your bank facilities simply a formality? If you think that this is the case then maybe you should think again!
There is a significant amount of UK corporate debt which falls due for repayment between now and 2011.  What is interesting is that only approximately 45% of that debt currently sits on the books of the UK clearing banks. The larger proportion of this debt is on the books of European, Irish, US and Asian banks.

The syndicated banking markets are witnessing these foreign banks reverting to their core strategies and domestic customers.  Nationalisation of foreign banks is also raising concerns about the appetite of these banks for UK lending. If this continues the re-financing of all this debt will have to be met by the UK clearing banks alone.  

Currently, some of the UK banks have limited appetite for the corporate lending market other than for exceptional opportunities or instances where there is an Asian link or trade finance opportunity.  This will leave only a limited number of the UK banks available and willing to take up that debt re-financing.  However these banks will have limited capital resources and will not be able to supply all of the debt due for re-financing.  Further, this debt will be re-financed on a first come-first served basis.  
We have been informed by our banking contacts that those banks that remain in the lending market are not setting aside blocks of capital for specific customer's re-financing; as such companies may find themselves looking to re-finance in say 18 months time, but their bank is unable to provide funding leaving them nowhere to go unless the foreign banks come back to the UK market.  This may seem to be scaremongering on behalf of the UK clearing banks in getting companies to approach them and negotiate new facilities with them now, but if the foreign banks do not return to the market over the next 24 months, then companies may not be able to repay their expiring facilities, leading to their failure.
 

If you have syndicated facilities then you need to look at those facilities now or at least be aware of the risk that you are facing by not reviewing the facilities now.  If you have bi-lateral funding agreements then you need to do something about these facilities now.  Even if you do not have syndicated facilities, but have facilities requiring renewal within the next 2 years then you should consider doing this now as the capital may not be available at the banks in 12 to 18 months time when you are looking to renew.
 

The other thing to note is that margins and arrangement fees are not something which the banks are going to be sensitive or competitive about.  They are now able to charge 3% above base and 3% arrangement fees on good quality debt and the days of banks competing on margins have gone for the next 2 years at least.  Consideration should also be given to hedging against longer term interest rate rises.
 

The above will also ripple down into the smaller, medium sized company market and those companies with facilities expiring over the next 24 months should seriously consider their position and look towards either refinancing now or at least developing a strong relationship with their incumbent bank or senior relationship managers with those banks still lending.
 

There are also some new products available, such as forward shifting facilities, which one of the banks is promoting, where they are using these to effectively tie in existing funders to their contracted terms and in some circumstances this is leading to the existing funders extending their facilities (syndicated markets only).
 

If you have any questions regarding the above or you have a requirement for your facilities to be reviewed/renewed then please do contact our in-house Corporate Finance team as follows:
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