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>>The role of the Chapter 15 Filing<<

Over the course of the year 2020, we have seen a number of
credit events in both the American and the European credit
default swaps market. Given the exceptionally high number
of defaults, negative basis investors had to deal with many
restructuring transactions. Despite some uncertainties
along the way, basis investors managed to gain comfort with
the settlement of distressed basis positions and credit
default swaps (CDS) proved to work smoothly. In the context
of complicated restructurings within the framework of
European restructuring schemes, where finding a hard CDS
trigger is not always straightforward, the Chapter 15 filing
has become a blueprint to trigger a Bankruptcy Credit Event.

Credit Events in Europe and the USin 2020 While most bankruptcies in the US happened fairly soon after
the market turbulences due to the COVID-19 pandemic, de-
fault events in Europe started to pick up in the second half of
the year. In the case of most US defaults, CDS was triggered
by a Bankruptcy Credit Event following a filing under Chapter
11 of the U.S. Bankruptcy Code. A Chapter 11 filing is an im-
portant part of corporate restructuring processes in the US
and generally constitutes a clear Bankruptcy CDS trigger
according to ISDA. This makes the CDS settlement process
very straightforward.

Credit Events in the Americas and EMEA in 2020' Region Date Reference Entity Credit Event

us 13.02.2020 [The McClatchy Company Bankruptcy (Chapter 11)
us 01.04.2020 |Whiting Petroleum Corporation Bankruptcy (Chapter 11)
us 15.04.2020 (Frontier Communications Corporation Bankruptcy (Chapter 11)
us 27.04.2020 |Diamond Offshore Drilling, Inc. Bankruptcy (Chapter 11)
us 07.05.2020 |The Neiman Marcus Group LLC Bankruptcy (Chapter 11)
us 14.05.2020 [Intelsat Investments S.A. Bankruptcy (Chapter 11)
us 18.05.2020 |[J. C. Penney Company, Inc. Bankruptcy (Chapter 11)
us 26.05.2020 |The Hertz Corporation Bankruptcy (Chapter 11)
us 03.06.2020 |California Resources Corporation Failure To Pay

Europe 25.06.2020 |Wirecard AG Bankruptcy

us 29.06.2020 |Chesapeake Energy Corporation Bankruptcy (Chapter 11)
Europe 29.07.2020 |Matalan Finance PLC Bankruptcy (Chapter 15)
us 31.07.2020 |Noble Corporation Bankruptcy (Chapter 11)
Europe 14.08.2020 [HEMA Bondco | B.V. Failure To Pay

us 19.08.2020 [ENSCO International Incorporated Bankruptcy (Chapter 11)
Europe 02.09.2020 |Pizzaexpress Financing 1 PLC Failure To Pay

Europe 08.10.2020 |Selecta Group B.V. Bankruptcy (Chapter 15)
Europe 29.11.2020 |Europcar Mobility Group S.A. Failure To Pay

European corporate CDS contracts, unlike US corporate CDS,
feature a Restructuring Credit Event trigger. The Restructur-

' DC Administration Services, Inc. (2021). Requests to the Determinations Committees. [Online] Available at:
https://www.cdsdeterminationscommittees.org/credit-default-swaps-archive/ (Accessed: 1 March 2021).
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The Restructuring of Selecta Group B.V.

ing Credit Event leads to an auction with maturity buckets,
which can cause different recoveries across different buckets
(2.5 year, 5 year, 7.5 year, 10 year, 12.5 year, 15 year and 20
year)2. If no deliverable obligation lies within a certain bucket,
it is possible that CDS with maturities belonging to this buck-
et do not trigger. In practice, however, we have not seen many
Restructuring Credit Events over the last couple of years.
Most European credit events happen in the context of rather
complicated debt restructurings through a UK scheme of
arrangement or another restructuring scheme accompanied
by tight timelines. Firms, which are not based in the UK, often
shift their center of main interest (COMI) to the UK to be able
to restructure with a UK scheme of arrangement, which is a
powerful tool to negotiate a restructuring with creditors. That
said, investors in the European CDS universe are challenged
by country-specific insolvency schemes following specific
national rules, which could have a strong impact on the real-
ized recovery rate and on the value of a CDS in the course of a
CDS auction settlement. Some investors might be afraid that
an exchange of the original debt instruments into new debt
instruments and/or equity ahead of the CDS auction could
adversely affect the CDS recovery. Additionally, uncertainty
about the timing of the CDS trigger is often observable. In
most European restructurings during the past couple of years,
CDS triggered ahead of the actual implementation of the
restructuring, for example a debt to equity swap via UK
scheme, either through a Failure to Pay (FTP) or a Bankruptcy
Credit Event. In many cases, the company going through re-
structuring skipped a coupon on a debt instrument, which
ultimately lead to a FTP trigger and made the settlement of
the CDS or basis positions very straightforward. If a FTP is not
possible, for example because of an urgent timeline of the
proposed restructuring transaction, finding a hard CDS trigger
ahead of the restructuring implementation is not an easy
task. In a UK scheme of arrangement, for example, where the
company negotiates legally binding restructuring terms di-
rectly with creditors, there is no insolvency filing and, there-
fore, the scheme is not expected to trigger a Bankruptcy
Credit Event. A useful solution to find a Bankruptcy Credit
Event when there is no default on an interest payment and no
insolvency filing is a filing under Chapter 15 of the U.S. Bank-
ruptcy Code. In 2020, the chapter 15 trigger has become a
blueprint to address the CDS trigger in context of a European
restructuring scheme. Therefore, it is useful to take a close
look at the features of the Chapter 15 filing by looking at the
recent restructuring of Selecta Group B.V.

The case of Selecta Group B.V. is one of several examples
that demonstrated the effectiveness of the Chapter 15 filing
as a trigger of a Bankruptcy Credit Event. Taking a closer look
at this particular restructuring, we can identify the require-
ments such a filing needs to fulfill to likely qualify as a CDS
trigger according to the 2014 Credit Derivatives Definitions.
Additionally we can see how ISDA supports an orderly CDS
settlement process and, thus, provides comfort to CDS inves-
tors.

On 8 September 2020, Swiss vending machine company Se-
lecta announced a restructuring transaction involving an
equity injection from its sponsor KKR, an extension of debt
maturities through to 2026, significant deleveraging and

2 International Swaps and Derivatives Association, Inc. (2014). 2014 ISDA Credit Derivatives Definitions, Section 3.33
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The Chapter 15 filing as a trigger of a Bankruptcy

Credit Event

material cash interest relief. As part of the transaction, 64
cents of senior secured notes were reinstated at OpCo level,
split between first and second lien debt, and 16 cents in
preference shares at HoldCo level, leading to an overall re-
duction of the debt load. The recapitalization happened
through a UK scheme after a COMI shift to the UK and the
restructuring was supposed to be completed before 30 Octo-
ber 2020, the end of a 30 days grace period on the interest
payment of the senior secured notes?. Therefore, a FTP credit
event on the coupon of senior secured notes, which was due
after the planned completion of the restructuring on 30 Octo-
ber, was not possible.

The implementation of the restructuring was supposed to
constitute a clear Restructuring Credit Event trigger, leading
to a subsequent trigger of CDS, as soon as the old notes have
been converted into the new instruments. However, as all
bond maturities have been allocated to the 5y bucket, front
end CDS within the 2.5y bucket would not have had any deliv-
erable obligation and, thus, no compensation payment could
have been expected by owners of these CDS contracts. More-
over, uncertainty about the deliverability of the new instru-
ments (two bonds with different seniority and preference
shares with an overall notional haircut) into the CDS auction
has developed. As a result, the CDS curve of Selecta steep-
ened and some market participants started to feel uncom-
fortable with front end CDS.

Like other European companies with business exposure to
the United States before, Selecta filed for Chapter 15 of the
U.S. Bankruptcy Code, while restructuring via UK scheme of
arrangement. A Chapter 15 filing constitutes a secondary
bankruptcy proceeding in the US that provides an effective
mechanism for dealing with insolvency cases involving debt-
ors, assets, claimants, and other parties of interest involving
more than one country. It produces, amongst others, a fair
and efficient administration of cross-border insolvencies that
protects the interests of all creditors and other interested
entities, and maximizes the value of the debtor's assets®*.
Chapter 15 does not generally lead to a Bankruptcy Credit
Event. In order to determine if a filing constitutes a credit
event, the Determinations Committee (DC) evaluates on a
case-by-case basis, if the relief under the petition is “simi-
lar” to that of a judgment of insolvency or bankruptcy under
Section 4.2(d) of the 2014 Definitions, which states:

"Bankruptcy” means the Reference Entity (...) insti-
tutes or has instituted against it a proceeding seeking
a judgment of insolvency or bankruptcy or any other
similar relief under any bankruptcy or insolvency law
or other law affecting creditors' rights, or a petition is
presented for its winding-up or liquidation, and, in the
case of any such proceeding or petition instituted or
presented against it, such proceeding or petition (i)
results in a judgment of insolvency or bankruptcy or
the entry of an order for relief or the making of an or-
der for its winding-up or liquidation, or (ii) is not dis-

3 Selecta Group. (2020). Signing of Lock-up Agreement by key Financial Stakeholders in support of proposed Restructuring. [online] Available at:
https://www.selecta.com/dam/jcr:a36ed61a-eb03-49b8-862a-3f38075d0dae/Selecta%20Group%20-%20Lock-
Up%20Agreement%20Press%20Release.pdf (Accessed: 1 March 2021).

“ Administrative Office of the United States Courts. Chapter 15 — Bankruptcy Basics. [online] Available at: https://www.uscourts.gov/services-
forms/bankruptcy/bankruptcy-basics/chapter-15-bankruptcy-basics (Accessed: 2 March 2021).
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The CDS Auction of Selecta Group B.V.

missed, discharged, stayed or restrained in each case
within thirty calendar days of the institution or
presentation thereof (...)°.

The Determinations Committee closely analyses the relief
sought by the reference entity via the Chapter 15 filing to
determine if a Bankruptcy Credit Event has occurred under
Section 4.2(d). The DC publishes meeting statements to ex-
plain the decision in each individual case, but is not bound by
any precedent case. These statements provide some guid-
ance about what is necessary for the Chapter 15 to trigger
the CDS.

In the case of Thomas Cook in 2019, the DC concluded that
the petition was limited and as such was not similar to that of
a judgment of insolvency or bankruptcy, because the petition
did not seek the imposition of a stay and furthermore did not
seek to compromise creditors’ rights independently of the
scheme of arrangement®. As a result, the filing of Chapter 15
did not trigger a Bankruptcy Credit Event in the case of
Thomas Cook.

In contrast to that, the Matalan Finance PLC Chapter 15 filing
from 2020 led to a Bankruptcy Credit Event, because the
filing as foreign main proceeding entails the imposition of an
automatic stay and, additionally, seeks provisional relief
during the pendency of the Chapter 15 Petition against the
holders of the Second Lien Notes’.

Looking at past decisions by the DC it gets clear that the
request of an automatic stay, a provision in United
States bankruptcy law temporarily preventing creditors, from
pursuing debtors for amounts owed, plays and important role
in determining if a Bankruptcy Credit Event has occurred
regarding the reference entity.® The company should also
clarify that it is in bad financial condition and that creditors
are facing significant impairment.

In the case of Selecta, the EMEA DC decided that, because
the Reference Entity has requested the imposition of a stay
and was granted provisional relief, the Chapter 15 Petition of
Selecta Group B.V., similar to Matalan Finance PLC, consti-
tutes a Bankruptcy Credit Event under Section 4.2(d) of the
2014 Definitions. The DC concluded that the date of the
Bankruptcy Credit Event is the 8 October 2020°.

With the restructuring implementation date approaching
shortly after the credit event, the Determinations Committee
launched an expedited auction process to allow for an orderly
and timely settlement of the CDS. The auction was scheduled
for the 20 October 2020 to address the short time frame.
Additionally, the DC addressed the deliverability of notes,
which with a great majority of more than 90% were subject to
a lockup agreement, by allowing delivery of the Composite
Package, i.e. a package of the three replacement assets in
the proportion to the original notes. By signing a lockup

5 International Swaps and Derivatives Association, Inc. (2014). 2014 ISDA Credit Derivatives Definitions, Section 4.2

6 DC Administration Services, Inc. (2019). EMEA DC Meeting Statement September 24, 2019 regarding Chapter 15 Petition of Thomas Cook Group plc.
[Online] Available at: https://www.cdsdeterminationscommittees.org/documents/2019/09/thomas-cook-dc-emea-statement-2019091701.pdf/

(Accessed: 2 March 2021).

7 DC Administration Services, Inc. (2020). EMEA DC Meeting Statement 14 August 2020 regarding Chapter 15 Petition of Matalan Finance Plc. [Online]
Available at: https://www.cdsdeterminationscommittees.org/documents/2020/08/emea-dc-meeting-statement-issue-2020073001-2020073002-

matalan-finance-plc-14-08-2020.pdf/ (Accessed: 2 March 2021).

8 Julia Kagan. (2020). Automatic Stay. [Online] Available at: https://www.investopedia.com/terms/a/automaticstay.asp (Accessed: 5 March 2021).
9 DC Administration Services, Inc. (2020). DC Meeting Statement - 12 October 2020. [Online] Available at:
https://www.cdsdeterminationscommittees.org/documents/2020/10/emea-dc-issue-2020100901-selecta-group-b-v-dc-meeting-statement-12-

october-2020.pdf/ (Accessed: 2 March 2021).
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Implications for Negative Basis Investors

agreement during the restructuring, investors agree to the
terms of the deal and block the transfer of the notes until the
restructuring implementation is complete. If the DC had not
explicitly addressed the settlement of locked-up bonds in the
Auction Settlement Terms, holders of locked-up assets
would have been prohibited from delivering bonds into the
CDS auction, because the auction took place ahead of the
restructuring implementation and bonds were still subject to
the lockup. However, because of the modifications made by
the DC, Composite Packages, which were delivered into the
auction, settled after the restructuring on7 December
2020".

The case of Selecta Group B.V. has demonstrated that Chap-
ter 15, if filed in a certain way, can provide a hard CDS trigger
even in context of time critical restructurings. Moreover, the
DC has demonstrated willingness to reduce risks for CDS
market participants by considering the tight restructuring
timeline and reducing any deliverability risk by allowing for
asset package delivery of locked-up bonds. As we have not
seen the delivery of locked-up bonds before, the DC has
provided comfort to basis holders to proactively support
future restructuring transactions by signing lockup agree-
ments. Overall, the restructurings we have seen in the Euro-
pean market in 2020 have assured investors that basis posi-
tions work smoothly within the frameworks of European
restructuring schemes like the UK scheme of arrangement.

10 DC Administration Services, Inc. (2020). Selecta Group B.V. - Auction Settlement Terms. [Online] Available at:
https://www.cdsdeterminationscommittees.org/documents/2020/10/emea-dc-issue-2020100901-selecta-group-b-v-draft-asts-15-october-

2020.pdf/ (Accessed: 2 March 2021).
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Disclaimer

This document is published for the reader’s personal information only and without any obligation, whether contrac-
tual or otherwise. All information contained herein is based on carefully selected sources which are considered to be
reliable. However, XAIA Investment GmbH, Munich, cannot guarantee that it is correct, complete or accurate. Any
liability or warranty arising from this document is therefore excluded completely.

The information in this document about fund products, securities and financial services has only been examined to
ensure itis in harmony with Luxembourg and German law. In some legal systems, the circulation of information of
this type may be subject to legal restrictions. The present information is therefore not intended for natural or legal
persons whose place of residence or business headquarters is subject to a legal system which places restrictions on
the circulation of information of this type. Natural or legal persons whose place of residence or business headquar-
ters is subject to a foreign legal system should therefore familiarize themselves with said restrictions and comply
with them as appropriate. In particular, the information contained in this document is not intended or designed for
citizens of the United Kingdom or the United States of America.

This document is neither a public offer nor a request to submit an offer for the acquisition of securities, fund shares
or financial instruments. An investment decision regarding any securities, fund shares or financial instruments
should be made on the basis of the relevant sales documents (e.g. sales brochures), but not on the basis of this doc-
ument under any circumstances.

All opinions expressed in this document are based on the evaluation of XAIA Investment GmbH at the original time of
their publication, regardless of when this information was received, and may change without prior notice. XAIA In-
vestment GmbH therefore expressly reserves the right to change opinions expressed in this document at any time
and without prior notice. XAIA Investment GmbH may have published other publications which contradict the infor-
mation presented in this document or lead to other conclusions. Such publications may be based on other assump-
tions, opinions and methods of analysis. The information given in this document may also be unsuitable for, or unus-
able by specific investors. It is therefore provided merely by way of information and cannot replace the services of a
consultant.

The value of fund products, securities and financial services and the return they generate can go down as well as up.
Investors may not get back the full amount invested. Past performance is not an indicator of future returns. No rep-
resentation or warranty, express or implied, is provided in relation to future performance. Calculation of fund per-
formance follows the so-called BVI method, simulations are based on time-weighted returns. Front-end fees and
individual costs such as fees, commissions and other charges have not been included in this presentation and would
have an adverse impact on returns if they were included.

This document is only intended for the use of those persons at whom it is targeted. It may neither be used by other
persons nor forwarded or made accessible to them in the form of publications.

Nothing in this document is intended to provide or to replace tax advice and its content should not be relied upon to
make investment decisions. This document is neither exhaustive nor tailored to the needs of any individual investor
or specific investor groups. Investors should always consult their own tax adviser in order to understand any appli-
cable tax consequences.

The contents of this document are protected and may not be copied, published, taken over or used for other purpos-
es in any form whatsoever without the prior written approval of XAIA Investment GmbH.

© XAIA Investment GmbH 2021
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