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distressed debt investors, including hedge fund managers, sell-side trading 

desks and other asset managers on their expectations for the North American 

distressed debt market in 2014. Interviews were conducted over the telephone 
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and presented to the commissioning firms in aggregate.
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Being on the short side wasn’t the easiest path to profitability amid record high-yield issuance and tight 
secondary spreads last year. Whether the rally was led by dumb money, lacked analytical thought, or 
was artificially propped by government action, those concerns are merely academic. The bottom line 
was that the market churned higher in 2013, and the bulls earned their way to the top.

For the skeptical money manager or vulture fund looking to feed off distress, 

chances are Wall Street’s banner year wasn’t so fun. The Dow rallied 26.5%  

in 2013, but hedge funds – comprising 40% of our respondent pool – averaged  

a mere 7.4% return. 

In hindsight, these disparate performances frame 2013 as a time when 

opportunities were clearly binary. But the year wasn’t all that instructive in  

terms of what to expect next. Defaults stayed low, M&A action was relatively 

flat, and the primary market continued its robust pace. 

So in that regard, our 2014 results show that the less things change, the less 

they’re expected to stay the same. Instead of deciding to run with what worked 

for the herd in 2013, many of our 2014 respondents cast doubt on the credit 

bubble’s continued expansion. Overwhelmingly, 79% of our respondents said 

their positions in the high-yield space are generally short. By the same token, 

65% of those polled said their positions in the stock market are mostly short.

 

Indeed, many of our participants are stubbornly prepared to make gains off an 

upcoming sell-off – convinced that a negative viewpoint won’t be a loser forever.  

In addition to sticking short, a majority of our respondents said they are looking 

to further capitalize on a pending market correction by keeping significant dry 

powder on the sidelines. Remarkably, 29% of respondents said they have more 

than 50% of assets under management on the sidelines. 

Are they waiting for cheap entry positions, or are they simply paralyzed by a lack 

of attractive opportunities in an overheated market? 

The Fed’s tapering decision from December has yet to bear dramatic downside 

implications on the fixed income world. As of January 16, the Barclays US 

Corporate High-Yield Index clocked in at 5.41%, tighter than the 5.57% spread 

on the Index from the end of November. Likewise, 10-year US Treasuries yielded 

2.66% in mid-January, tight from 2.88% in early December. 

Still, the prevailing assumption is that tapering will eventually lead to tougher 

lending standards, setting off a wave of defaults for at-risk borrowers unable to 

garner capital market support. To that point, the bearish tone is further solidified 

in this year’s survey where 21% of respondents see the default rate shooting 

north of 4% in 2014. That contrasts with our 2013 report, in which everyone 

fell in a range of 2.1%-4%.

But to anecdotally reinforce the notion that things have yet to actually 

change, even some of the more maligned beta securities in distressed  

land – Caesars second lien bonds, Energy Future Holdings term debt,  

and Momentive Performance Materials second lien bonds – have rallied 

as much as five points since the start of 2014. Granted, all three of those 

trading spikes may likely stem from event-driven game theory since the 

situations are good bets to either file for bankruptcy this year or pursue 

delivering debt exchanges. 

Other credits on the edge include Stanadyne, IWCO, Harlan Laboratories, 

Altegrity, and Brookstone – all of which carry near-term maturities.

As for sectors that will draw the most interest among distressed players in 

2014, consumer retail was the second most highlighted area for the second 

year in a row. The big four of RadioShack, JCPenney, Sears and Toys ‘R’ Us 

have garnered increased scrutiny of late as the big boxes compete with the 

convenience of online shopping. 

Interestingly, real estate, the very collateral that distressed retailers have come 

to rely on to back rescue financing, has fallen off in popularity with just 26% of 

respondents including it in their top three sectors for distressed investment this 

year. That’s down from 45% in our 2013 report.

foreword

Michael Reilly
Bingham McCutchen LLP

Andrew Ragsly 
Debtwire

Jeffrey Sabin 
Bingham McCutchen LLP



survey findings

Keeping with tradition, our respondent pool is heavily weighted on the hedge 

fund side this year. Performance for the industry in 2013 has drawn criticism 

for underperformance against stock indices. 

For the year, hedge funds booked an average return of 7.4%, paling in 

comparison to the 29.6% return from the S&P 500, according to Bloomberg 

Hedge Funds Aggregate Index. While hedge funds are meant to provide low 

risk returns over longer timelines than a single-year snap shot, 2013 was the 

fifth straight year the asset class failed to keep pace with the stock market. 

In light of their underwhelming performance on the macro-front, hedge fund 

launches hit a three-year low in 3Q13, according to Hedge Fund Research. 

Moreover, the average fee structure has fallen back, with management fees 

clocking in at 1.53%, well off the industry’s typical 2% of assets fee. 

Meanwhile, the private equity (PE) industry is reaching its peak of dry 

powder levels. Preqin reports that as of 17 December there was US$1.07 

trillion in capital on the sidelines, trumping the previous high of US$1.067 

trillion in 2008. 

As for the composition of our respondents' strategies, the biggest swing 

came from the event-driven side, which accounted for only 1% of survey 

participants. In our 2013 outlook, 11% classified their core investment 

strategy as event driven. 

When we started doing this survey, 50% of respondents 
identified themselves as pure distressed players. This number 
took a steady decline to a low of 15% in 2013. The numbers 
are slightly higher for 2014 (19%), but what the survey 
results tell us is that fund managers are no longer looking  
to fit within a particular investment strategy. They are willing  
to spice things up a bit in an attempt to chase returns.  
Andrew Gallo, Partner, Bingham McCutchen LLP

Which of the following best describes your firm?

 Hedge fund

 Private equity

 Institutional investor

 Sell-side trading desk  

 (formerly prop desks)

40%

20%

20%

20%

38%

20%

19%

12%

10%
1%

 Multi-strategy

 High-yield/leveraged loan

 Distressed debt

 Capital structure arbitrage

 Long-short equity

 Event driven  

 (other than distressed debt)

What best describes your core investment 
strategy?
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Our survey participants were less focused on distressed investing this year. 

The 53% majority of respondents allocating more than 21% of assets to 

distressed debt marks a slide from the 62% that were more than 21% 

invested in distressed heading into 2013. 

Out of our pool, 50% of respondents said they expect to dedicate the same 

amount of investment to distressed assets in 2014, 36% expects to invest 

even less in distress, and 14% expects to maintain the same level. For those 

that seek to invest less in distressed debt, 34% intends to shift focus further 

into high-yield/leveraged loan investing. Meanwhile, for the funds that seek 

to invest more in the distressed universe, 43% intends to dial back their 

exposure to high-yield/leveraged loan investing. 

Back in the ‘lean years’ of 2011 and 2012, we saw only 
25% and 30%, respectively, of respondents in the “sweet 
spot” of investing 20-60% of overall assets in distressed 
debt. For 2014, although down slightly from last year, folks 
are predicting a more robust distressed debt market, with 
52% in the sweet spot. This is in-line with other survey 
questions, including the prediction that default rates  
could increase slightly in 2014. 
Sabin Willett, Partner, Bingham McCutchen LLP

Investors dealt with a host of macro pressures in 2013. These included 

headlines stoking fears about U.S. government shutdowns, debt ceiling fights, 

and uncertainties about how regulations are changing the ways industries such 

as healthcare and energy do business. Overseas, unemployment in Europe and 

military strife in Syria threatened to destroy investor confidence last year.

At the start of 2014, the U.S. economy weighed the largest on survey 

participants' minds. Conditions have been looking up, with unemployment 

dropping to a five-year low in November. The improvement presents somewhat 

of a double-edged sword on the high-yield side where a sell-off could be on 

the horizon. The Fed’s December announcement that it would begin tapering 

is expected to have the knock-on effect of making lending conditions more 

restrictive for leveraged borrowers, potentially leading to wider spreads in  

the bond and loan markets. 

With the Volcker Rule finally in place, financial institutions 
are now beginning to grapple with the new rules of the game 
implemented by Dodd-Frank. Europe is yesterday’s news  
and it is the U.S. domestic economy that will drive the bus  
in 2014.  
Jeffrey Sabin, Partner, Bingham McCutchen LLP

 Less than 5%

 5% to 20%

 21% to 40%

 41% to 60%

 61% to 80%

What percentage of your firm’s overall assets  
is dedicated to distressed debt?

Which of the following will have the most 
impact on your decision-making over the  
next 12 months? 

7%

40%

38%

14%
1%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

Slowing growth in
emerging markets

European
financial situation

Corporate default rates

Financial reform/
regulatory changes

US economic outlook 80%

62%

27%

16%

15%

Percentage of respondents



survey findings

This year, we finally have some bears coming out of the woodwork. Compared 

to last year, when 100% of participants fell in either the 3.1%-4% or 2.1%-3% 

camps, we now have 21% of our pool projecting the default rate to shoot north 

of 4%. 

As mentioned previously, the Fed’s December tapering decision will likely 

make lending standards tougher and make yields more accessible in the 

secondary market. This dynamic could lead to distressed triggers getting 

pulled, setting off a wave of defaults for at-risk credits unable to garner 

capital market support. 

The fact that 21% expect the default rate to be above 4% 
marks a significant change from last year, and a bright spot 
for distressed investors and advisors. However, the majority 
of distressed funds still expect ‘more of the same’ with 
default rates remaining below 4%.  
Michael Reilly, Partner, Bingham McCutchen LLP

In light of hedge fund performance enduring scrutiny over the past two 

years, the pressure will be on in 2014. While a significant 43% chunk still 

targets double digit returns in the 10.1%-15% range, and a 40% block has 

elevated its sites in the 15.1%-20% range, we see an increasing number 

of respondents dialing back expectations in 2014. The 17% of our pool 

targeting modest 8.1%-10% returns is a massive leap from the 2%  

that targeted that range in 2013. 

Expectations are no longer being tempered by distressed 
fund managers who are having to compete with the S&P 
and other equity funds who had significant returns in 2013.  
Just two years ago, only 13% of respondents were targeting 
returns in the 15-20 percent range, with that number more 
than tripling in 2013/2014.  
Scott Seamon, Counsel, Bingham McCutchen LLP

In what range do you expect the default rate  
to be over the next year?

 2.1% to 3%

 3.1% to 4%

 4.1% to 5%

 5.1% to 6%

 Greater than 6%

5%

43%

36%

10%

6%

What percentage return did you target for your 
primary distressed fund in 2013 and what is 
the return you are targeting in 2014? 

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

2014

2013 2% 52% 46%

17% 43% 40%

Percentage of respondents

 Less than 5%  5% to 8%  8.1% to 10%

 10.1% to 15%  15.1% to 20%  Greater than 20%
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Fundraising efforts are set to pick up in 2014, with 58% of respondents  

from our survey pool noting plans to raise new money, up from 43% last 

year. Perhaps there is a notion that opportunities to invest will be compelling 

in 2014. Only 10% of the outlook respondents have plans to return money  

to investors, a significant decline from 23% in 2013. 

Indeed, toward the end of 2013 we saw Carlyle Group LP raise a US$23bn 

PE fund, exceeding its initial US$10bn target. Warburg Pincus LLC and KKR 

& Co. were among the other PE firms to hit the road in 2013. On the credit 

side, leading money manager BlackRock is targeting as much as US$3bn 

for its new Credit Alpha Fund, according to Bloomberg. The fundraising trail 

could become more scrupulous moving forward, as LP giant CalPERS recently 

unveiled a plan to scale back the number of firms with which it does business.

Despite our respondents’ bearish positions with regards to the high-yield and 

stock markets, many still plan to allocate a significant portion of their assets 

to the primary markets. For 2014, 42% of respondents said they would 

commit 25%-50% of their assets to the primary market, compared to 46% 

in 2013. 

The massive influx of money to the primary market in 2013 opened the 

floodgates for issuer-friendly deal structures. Alcatel-Lucent and Ancestry.

com were among the slew of issuers to push through with the repricing of 

loan deals shortly after issuance. According to Debtwire data, there were 

282 repricings in 2013 compared to 55 in 2012.

Aggressive issuers also developed other risky habits in 2013, such as  

finding ways to erode call premiums and command covenant lite structures. 

In 2013, did you plan to raise new funds for 
investment, stay constant, or give money back 
and what do you plan to do in 2014?

In 2013, what percentage of assets under 
management did you invest in the primary 
leveraged loan and high-yield bond markets? 

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

2014

2013 43% 34% 23%

58% 32% 10%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

2014

2013 38%11% 46% 5%

39%10% 42% 9%

Percentage of respondents Percentage of respondents

 Raise new funds  Stay constant  Give money back  Less than 15%  15% to 25%  25% to 50%

 More than 50%



survey findings

A majority of our respondents said they are keeping significant dry powder 

on the sidelines. Remarkably, 29% of respondents said they would keep 

more than 50% of assets under management on the sidelines. This raises 

the question: What are they waiting for? 

With the Barclays high-yield spread hanging tight around record lows for  

part of 2013 and closing on 20 December at 5.66%, many investors could 

be finding secondary entry points too rich. 

Many investors keep a portion of their portfolio in liquid 
investments as down-side protection. However, the fact that 
29% of respondents have kept over 50% of assets in cash or 
liquid investments suggests a lack of distressed opportunities. 
This would certainly make sense given the low default rate in 
2013. Once opportunities do arise, however, there should be 
plenty of dry powder waiting to be deployed. 
Jonathan Alter, Partner, Bingham McCutchen LLP

What percentage of assets under management 
are you keeping liquid/on the sidelines, ready 
to be deployed?

 Less than 15%

 15% to 25%

 25% to 50%

 More than 50%

1%

20%

50%

29%

Survey respondents expect senior unsecured bonds to offer the least attractive 

opportunities in 2014 – receiving 53% of the vote – similar to the 2013 

Outlook in which the class received the second most unattractive vote with 

33%. Also similar to last year, asset-backed securities are expected to offer the 

most attractive opportunities, with 58% and 59% respectively. Equities have 

stepped further into the limelight, gaining a 47% share for most attractive in 

this year’s survey compared to just 16% in last year’s survey.  

Which three instruments do you think will  
offer the most attractive opportunities for 
investors in 2014?

0% 10% 20% 30% 40% 50% 60%

FRNs

Asset-backed securities

Senior secured bonds

Convertible bonds

Common shares

Private placement bonds

Debtor-in-Possession
(DIP) loans

Preferred/mezzanine

Municipal bonds

First line secured
bank loans

Senior unsecured bonds

Distressed MBS/CMBS
or whole loans

Credit default swaps

Second line loans 3%
33%

5%
39%

7%

8%

8%

10%
13%

35%
11%

18%
11%

18%
11%

47%
3%

53%

53%

58%

2%

1%

1%

22%

25%

53%

44%

Percentage of respondents

 Most attractive  Least attractive
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Placing bets in 2014 remains a challenging feat amid expectations for improving 

growth, low defaults and the potential for rising rates. Against this environment, 

leveraging absolute returns in high-yield can be a herculean task. Investors are 

also asking themselves whether the current bull-run in the equity markets can 

advance into next year, or whether it’s overheating. 

With spreads at historical tights, high-yield didn’t appear that junky in 2013. 

Overwhelmingly, 79% of respondents said they currently hold short positions 

in high-yield as compared to 20% of respondents who are going long. 

The difference between short and long positions is also stark when it comes  

to equity investments. Of our respondents, 63% of those polled said they 

hold short positions in the stock market versus 37% who are long. Indeed, 

many of our participants are betting on an upcoming sell-off. 

What are your current positions in high-yield 
and the stock market?

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Stock market

High-yield 79%20% 1%

37% 63%

Percentage of respondents

 Long   Short  We have little exposure

Financial services continues to top the sector allocation leaderboard among 

distressed investors, with more than half of survey respondents citing 

preference for their 2013 strategy. That’s little changed from 2012 when 

54% respondents included the sector among their top three. However, real 

estate has ebbed off the distressed radar, with just 26% including it in their 

top three sectors this year compared with 45% – a second place showing – 

from last year’s survey. The other significant mover was the energy/chemicals 

space, which claimed a 44% tally this year compared to just 20% last year. 

Forty-nine percent said their targeted sectors may change in 2014, and 

among them, the following were most frequently cited sectors: energy,  

real estate, TMT and financial services.

A year ago many distressed investors predicted that the real 
estate sector would be a primary focus for 2013. As the real 
estate market recovered, investors looked instead to sectors 
like energy, financial services and retail, all of which stayed 
active in 2013. With real estate continuing to show a positive 
outlook, this trend should continue in 2014.  
Jared Clark, Partner, Bingham McCutchen LLP

Which sectors did you prefer to allocate your 
distressed debt investments in 2013?  

0% 10% 20% 30% 40% 50% 60%

Shipping

Airlines

Government/municipalities

Healthcare

Technology, media,
and telecommunications

Automotive

Construction

Real estate

Industrials/manufacturing

Energy/chemicals

Consumer/retail

Financial services 53%

46%

44%

40%

26%

24%

21%

21%

11%

6%

4%

3%

Percentage of respondents



survey findings

A whopping 61% of respondents acknowledged getting involved in what 

promises to be one of the largest corporate workouts in history – Energy 

Future Holdings (EFH). With US$40bn in tradable debt across multiple 

silos, and numerous game theories at play as to the timing and form of the 

ultimate restructuring, EFH offers a plethora of investment opportunities. 

The fact that a majority of respondents are involved in one specific situation 

speaks to the market’s thirst for highly liquid and distressed securities – 

something that has become exceedingly rare. 

With limited inventory in the distressed space, it is not 
surprising to see a high number of survey respondents 
flocking to EFH. In fact, the complexities of the company’s 
corporate and capital structures present ample opportunities 
for investors to pick strategies that best fit their needs. That 
same complexity, however, combined with challenging industry 
trends, will make it difficult for EFH to fit within 2013’s 
“amend and extend” norms. No matter what course the EFH 
train follows in 2014, it is certain to be an interesting ride.  
Mark Deveno, Partner, Bingham McCutchen LLP

 Yes

 No

Have you taken a position in Energy Future 
Holdings in the past year?

61%

39%

Despite a pickup in restructuring activity among distressed shipping names over 

the last year, less than half of the participants (39%) polled bought up positions 

in the space in 2013. One of the main hurdles for debt investors to get involved 

in the sector has been that many of the capital structures comprise massive 

term loans that are held only by relationship banks. As we have seen with 

distressed credits such as Overseas Shipholding Group and Excel Maritime, 

these traditional lenders typically only auction off their positions in bulk in the 

secondary market as the issuer prepares for Chapter 11. 

Only 24% of those polled believe the shipping environment will normalize in 

2014, leading to another year of potential investment opportunities in the 

industry. A 61% chunk expects the shipping environment will stabilize in 

2015, while 15% projects a normalization will occur in 2016 or later.

In 2013, we saw certain European banks that traditionally hold 
large shipping positions look to exit the sector and, in some 
instances, sell their shipping loan portfolios. With 2014 looking 
to be yet another uncertain year for the shipping industry, 
the trend could continue, resulting in more opportunities for 
distressed investors. We have certainly seen a continuing 
interest in the sector from our clients.   
Amy Kyle, Partner, Bingham McCutchen LLP

39%

61%

 Yes

 No

Have you taken a position in any distressed 
shipping companies in the past year?
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While restructuring activity has been rampant in the energy space recently 

(66% of respondents have taken a position in the sector in the past year),  

most participants surveyed said they expect distressed activity in the energy 

industry to decline in 2014. Meanwhile, 15% anticipates activity will increase 

in the sector, and 36% forecasts it will remain flat, as seen in 2013. 

Over the last two years, depressed natural gas prices have caused a ripple 

effect, knocking down the price of electricity and pulling down the demand 

for coal. Coal producers have also faced regulatory pressure to retrofit their 

coal-fired plants in an effort to capture pollutants. To capitalize on the mounting 

burden, 66% of respondents noted taking positions in distressed energy 

companies in 2013.

2013 was a pretty busy year in the energy sector, with 
the bankruptcies of ATP Oil & Gas, Patriot Coal, Edison 
Mission, OGX and OSX taking up the headlines. It seems 
only a matter of time before Energy Future Holdings needs 
to restructure and fracking creates opportunities. After that 
flurry of activity which resulted in two-thirds of respondents 
taking a position in energy in 2013, most respondents expect 
restructurings in energy to either “cool off” (pardon the pun) 
or stay steady in 2014.  
Ron Silverman, Partner, Bingham McCutchen LLP

 More distressed activity

 Less distressed activity

 About the same activity

What do you expect for the energy sector  
in 2014?

49%

36%

15%

A majority 70% of respondents chose to avoid investing in AMR Corp/

American Airlines before and after it unexpectedly filed for bankruptcy  

in November 2011, missing out on what grew to be a large payday for  

many funds. After almost two years in bankruptcy protection, the airline  

in November 2013 secured court approval to exit bankruptcy and merge 

with US Airways.

Of the participants that did not take a position in the name, 51% based the 

decision on a lack of experience with aircraft debt and ownership, while 39% 

expected a low return on investment and 37% said they lacked experience in 

the industry.

Although aircraft ownership and debt structures can be 
somewhat complicated, many funds new to the space 
experienced good returns from the American Airlines case. 
These funds generally worked with counsel and advisors who 
combine both airline and restructuring experience in order to 
learn the various complications that exist in aircraft investments.  
Peter Bruhn, Counsel, Bingham McCutchen LLP

 Yes

 No

Did you take a position in AMR Corporation/
American Airlines, Inc. post-bankruptcy filing  
or in anticipation of the bankruptcy filing?

70%

30%



survey findings

Nearly half of the 2014 Outlook respondents acted on a negative view of the 

direction of US Treasuries last year. The Federal Reserve telegraphed since 

mid-2013 that it was likely to begin tapering in the near future – setting the 

stage for the beginning of a potential rise in interest rates. Five-year Treasury 

spreads hung at 3.83% in mid-December, wide from the 2.94% yield in the 

prior year. 

We all know rates will rise sometime in our lifetimes, the 
question is when? It seems that the Treasury yield curve will 
change both in shape and absolute level someday. For the 
time being, being short is a strategy for the patient. When 
the change finally comes, the dynamics of the distressed 
debt market will undergo a tectonic shift.  
Hal Horwich, Partner, Bingham McCutchen LLP

Have you taken a short position in  
U.S. Treasuries over the past year?

 Yes

 No

48%

52%

The Federal Reserve’s approach to fiscal policy and its decision to start 

tapering its US$85bn in monthly fixed income purchases is expected to 

have a moderate impact on the investment strategy of the majority of the 

respondents. While 56% of the participants said it will have a modest 

impact on their investment decisions, 32% of the respondents said it will 

have minimal or no impact. Only 12% think that the Fed’s policy in 2014  

will have a great effect on their investment. 

The Fed indicated in December 2013 that it started to gradually taper off  

its monthly asset purchases by US$10bn to US$75bn after the US economy 

showed stronger signs of improvement. 

Although 78% of distressed funds said the uncertainty 
surrounding the Federal Reserve’s future monetary policy 
affects their investing strategy, 88% of distressed funds said 
the impact of such uncertainty on their investing strategy is 
moderate to none. This may indicate that investors believe 
that, at least in the near term, the Federal Reserve will  
keep the status quo and leave interest rates relatively low.  
Ed Smith, Partner, Bingham McCutchen LLP 

 It has moderate impact on my  

 investment strategy

 It has only minimal impact  

 on my investment strategy

 It has no impact on my  

 investment strategy

 It has great impact on  

 my investment strategy

To what extent does the uncertainty surrounding 
the Federal Reserve’s future monetary policy 
actions affect your investment strategy?

12%

18%

14%

56%
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Even as global economic growth is expected to improve in 2014, there are 

still risks in the world economy as a number of balance sheets for central 

banks remain far from well-capitalized. 

Similar to last year, respondents overwhelmingly pinpointed the abundance 

of liquid distressed investment opportunities to come from North America. 

Meanwhile, Latin America came in second as Brazilian tycoon Eike Batista’s 

empire collapsed with the bankruptcies of his flagship oil company, OGX and 

shipbuilder OSX. In an interesting move, Eastern Europe bumped off Western 

Europe for the third spot in 2014, while last year, Eastern Europe came in fifth. 

Investors are increasingly persuaded that the greatest 
number of distressed opportunities will be in the Americas 
in 2014. There has already been a flurry of activity in 
Brazil, with the fall of OSX and OGX among other names, 
and in the Mexican homebuilder cases. We expect more in 
2014 throughout Latin America. Remarkably, two-thirds of 
investors are predicting North America will offer significant 
distressed opportunities in 2014, and it will be interesting 
to see which industries will be key in 2014. 
Tim DeSieno, Partner, Bingham McCutchen LLP

In which countries/regions do you expect to offer 
the most distressed opportunities in 2014? 

0% 10% 20% 30% 40% 50% 60% 70% 80%

South Africa

Middle East,
North Africa

PIIGS

Western Europe
(non-PIIGS)

Japan, South Korea

BRIC

Eastern Europe

Latin America

North America 66%

42%

35%

21%

16%

8%

5%

4%

2%

Percentage of respondents

More than 50% of the respondents said the debt ceiling fiasco will moderately 

influence their investment decisions in 2014, while 23% said they expect 

no impact from government negotiations regarding the debt limit. On the 

flip side, 17% said the government decision to 'kick the can' on the debt 

ceiling will have a modest impact, while 6% of the participants think that 

postponed negotiations will greatly impact their investments. 

After a two-week shutdown in September and October, the government 

reached an agreement to raise the debt ceiling until February 7, 2014.  

U.S. Treasury Secretary, Jacob Lew, has already asked lawmakers to raise  

the ceiling prior to the deadline while the White House indicated that it will 

not engage in negotiations with Republicans over the debt ceiling.

What a difference a few months makes. A strong majority 
of respondents were concerned enough about the debt 
ceiling imbroglio in Washington to say that it would have a 
significant impact on their investment strategies. But both 
political parties have now stepped back from the brink,  
and have taken federal default risk off the table for the  
time being, probably at least until the next election cycle.  
Steve Wilamowsky, Partner, Bingham McCutchen LLP

 It has moderate impact  

 on my investment strategy

 It has no impact on  

 my investment strategy

 It has only minimal impact  

 on my investment strategy

 It has great impact  

 on my investment strategy

To what extent does the U.S. government’s 
‘kick the can’ approach on the debt ceiling 
impact your investment decisions?

6%

23%

17%

54%
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Spain took the top spot among PIIGS nations as the one likely to offer the 

most distressed opportunities next year, receiving an average ranking of 

2.36. But it wasn’t a blowout, as Portugal came in a close second with a 

2.9 average, and Italy nipped at its heels with 2.92. Just 1.26 separated 

Spain from Greece, which was deemed least likely of the five to generate 

investment opportunities. 

Although the survey suggests that investors do not think  
the PIIGS will be the most active region for distressed 
investing in 2014, we have seen a lot of activity in Spain 
during 2013 and the market may become more lively as 
regulations make it easier for European banks to exit out  
of their current distressed positions.  
James Roome, Partner, Bingham McCutchen LLP

With respect to the PIIGS, rank the following 
countries in the order in which you think 
the countries will offer the most distressed 
opportunities to investors in 2014. 

0.0 0.5 1.0 1.5 2.0 2.5 3.0 3.5 4.0

Greece

Ireland

Italy

Portugal

Spain

3.62

3.20

2.92

2.90

2.36

Average

(1= country with most distressed opportunities, 5= country with least distressed opportunities)

Brazil – with sizeable ongoing restructurings of OGX and OSX – ranked top 

among BRIC countries likely to offer the most distressed opportunity this 

year by a wide margin. Meanwhile China, Russia and India drew similar 

responses to one another, all clustered within a half-point of each other. 

Twenty-one percent of respondents indicated that the BRIC 
countries would offer the most distressed opportunities in 
2014. This marks a decline from investors’ expectations 
at the beginning of last year, which is surprising given 
the bankruptcies of OGX and OSX. However, with those 
bankruptcies in play in 2014, we shouldn’t be surprised 
that a majority of investors believe Brazil will have the 
most distressed opportunities of the BRIC countries.  
Lisa Valentovish, Partner, Bingham McCutchen LLP

With respect to the BRIC countries, please rank 
the following countries in the order in which 
you think the countries will offer the most 
distressed opportunities to investors in 2014.

0.0 0.5 1.0 1.5 2.0 2.5 3.0 3.5

India

Russia

China

Brazil

2.99

2.68

2.54

1.79

Average

(1= country with most distressed opportunities, 4= country with least distressed opportunities)
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Forty-two percent of respondents are targeting DIP financing as an investment 

opportunity. Most of the investors polled listed a DIP’s near-term maturity 

as having the biggest impact on their decision to invest in the super-priority 

loan. Coming in second, 24% of participants said the protection offered by 

the bankruptcy code has an influence on their move to participate in a DIP, 

while 21% of those surveyed noted the ready available information on a DIP 

drives their choice to invest in the loan. A high return on the investment is 

the factor causing 17% of respondents to take part in the financing, while 

5% of surveyors said the ability to influence the outcome of a reorganization 

is what gets them to participate in a DIP. 

Forty-two percent of distressed funds are targeting DIP 
financing as an investment opportunity, which is up from a 
mere 29% in the 2011/2012 period. Investors do like the 
relatively short maturities offered by DIP lending, as well as 
fees and interest, priming liens and the super-priority status 
of claims that are just some of the many protections granted 
by the bankruptcy code as incentives to lend.  
Julia Frost-Davies, Partner, Bingham McCutchen LLP

More than half of the respondents do not favor debtor-in-possession 

financing based on their reward-to-risk ratio while 45% believe the trading 

market for DIP loans is illiquid making it tough to exit. 

The ATP Oil & Gas DIP loan is a prime warning that the super-priority status 

of DIP lenders does not guarantee a stable return. After the E&P company 

failed to ramp up production at its flagship projects and generate sufficient 

revenues last year, its DIP lenders ended owning the company in a 363 sale 

after credit bidding. 

On the flip side, Patriot Coal’s US$375m DIP was refinanced after the debtor 

tapped the capital markets before its emergence. 

While DIP loans have been lacking in prevalence over the past year given 

the lull in distressed markets, 2014 might be a game changer given the 

expected bankruptcy of the biggest leverage buyout in history, Energy Future 

Holdings, formerly known as TXU. The company could contemplate raising 

two DIPs, one at its merchant subsidiary TCEH, which is expected to be 

oversubscribed, and one at its subsidiary EFIH.

 Investments’ short maturities

 Protection offered by  

 Bankruptcy Code

 Readily available information  

 on DIP loan

 High return on investments

	 Ability	to	influence	outcome	 

 of reorganization

If you are targeting DIP financing, which factor 
has the biggest impact on your decision to 
invest in DIP loans?

If you are not targeting DIP financing, why not? 

21%

17%

5%

24%

33%

0% 10% 20% 30% 40% 50% 60%

Secured lenders already
have the deal pre-wired

Not looking to own a
company in a 363 sale

Tough trading market
if we want to exit

Return on investments
not worth the risk 52%

45%

29%

28%

Percentage of respondents



survey findings

Only 36% of our respondents said they see distressed municipalities as 

fertile ground for investing. 

As the above chart illustrates, the main reason investors are turning away 

from muni debt is related to politics surrounding the borrowers. The second 

most pressing concern that is expected to keep investors away from 

municipal bonds in 2014 is the risk associated with other constituencies 

including confrontations with unions, pensioners and other residents. 

The lack of information about a particular borrower and the uncertainty 

regarding its exit from Chapter 9 are also reasons that could keep investors 

on the sidelines. Despite the scarcity of municipal bankruptcy case law, 

only 2% of respondents were reluctant to invest in distressed municipalities 

because of a lack of recognized restructuring protocols.

Respondents continue to believe that private equity buyouts will juice 

investors’ returns and facilitate their exit from long-term distressed debt 

positions. More participants this year said they expect private equity buyouts 

to fuel their exists, coming in at 59%, up from 57% in 2013. The number of 

respondents who expect exits to come from strategic buyouts has increased 

slightly to 48% this year from 47% in 2013. But the number is still much 

lower than the 2012 survey findings, when 60% of respondents expected 

exits to come from the M&A world.

With capital markets on fire in 2013 as rates continued to remain subdued, 

more participants are expecting that a balance sheet refinancing to be a 

popular exit tool this year. In comparison to the 2013 outlook in which only 

48% of the respondents expected exists from balance sheet refinancing, this 

year the number has increased to 58%.

As more complex municipalities with more complex financing 
structures find themselves facing the possibility of Chapter 9 
proceedings, traditional precepts of the municipal finance 
market must come into sync with constructs of the Bankruptcy 
Code. We just don’t have the case law to know for certain how 
every possible permutation of eligibility, liens and priority will 
work themselves out.  
Bill Goddard, Partner, Bingham McCutchen LLP

What is the primary obstacle of investing  
in distressed municipalities?

 Political nature of borrower

 Headline risk (confrontation with  

 borrower, labor or residents)

 Lack of information about  

 particular credit

 Recovery/timing of recovery

 Lack of recognized  

 restructuring protocols

19%

13%
2%

21%

45%

What do you expect to be the primary source 
of liquidity for long-term exits from distressed 
debt positions? 

0% 10% 20% 30% 40% 50% 60% 70%

Exits will be limited

Sale of company
to strategic

Sale of claim to
existing shareholder

Sale of claim to other
distressed player

Refinancing of
balance sheet

Sale of company to
private equity 59%

58%

48%

48%

48%

13%

Percentage of respondents
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All participants surveyed employed leverage in managing their funds during 

2013. That compares to 89% of respondents using leverage in 2012 and 

less than half of those polled in 2011 and 2010. Participants using more 

than 4x in their portfolios escalated to 54% in 2013 from a nominal 1% in 

2012. Those fund managers levering up 2.1x-4x amounted to 44%, while 

2% employed 1x-2x leverage.

How much leverage did you use in managing 
your fund in 2013?

 1-2x

 2.1-4x

 >4x

54%
44%

2%

Of the 100% of participants employing leverage in 2013, a majority of 

distressed investors anticipate employing a similar amount of leverage in 

2014. In total, 58% said the leverage they used in 2013 is expected to stay 

the same in 2014, while 23% said they see themselves using more leverage 

and 19% responded with expectations for employing less.    

58%

19%

23%  More

 Less

 Same amount

If you did use leverage in 2013, do you 
anticipate using more, less or the same 
amount in your portfolio in 2014?



Legal obstacles:
      creative counsel finds a way.
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Bingham’s Financial Restructuring Partners
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michael.reilly@bingham.com 
+1.212.705.7763

Jeffrey S. Sabin 
jeffrey.sabin@bingham.com 
+1.212.705.7747

Edwin E. Smith 
edwin.smith@bingham.com 
+1.212.705.7044

Jonathan B. Alter 
jonathan.alter@bingham.com 
+1.860.240.2969

Jared R. Clark 
jared.clark@bingham.com 
+1.212.705.7770

Timothy B. DeSieno 
tim.desieno@bingham.com 
+1.212.705.7426

Mark W. Deveno 
mark.deveno@bingham.com 
+1.212.705.7846

Robert M. Dombroff 
robert.dombroff@bingham.com 
+1.212.705.7757

Joshua Dorchak 
joshua.dorchak@bingham.com 
+1.212.705.7784

Scott A. Falk 
scott.falk@bingham.com 
+1.860.240.2763

Julia Frost-Davies 
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+1.617.951.8117
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Bingham’s Global Financial Restructuring Practice 
Widely recognized as one of the world’s top-tier financial restructuring firms, Bingham has 
played a leading role representing creditors in numerous high-profile, precedent-setting 
workouts and restructurings throughout the US, Europe and Asia, including:

Restructuring of debt secured by 
aircraft and leasing arrangements 
and various other matters including: 
foreclosing and selling aircraft 
and related collateral, buying and 
selling bankruptcy deficiency and 
administrative claims,  lease and 
contract rejections, and antitrust 
matters.

Bingham represents American 
Airlines investors

Swap agreements with city-owned 
SPEs, secured by casino revenues

Bingham is advising UBS, one of  
two banks that are counterparties

Detroit

Restructuring of US$500 million 
senior bonds issued by OSX3 Leasing 
B.V., a stressed Brazilian group

Bingham is advising the trustee  
and a committee of bondholders

OSX

American Airlines

Issues relating to the company’s high-
profile matter involving US$1.7 billion 
in accounting irregularities

Bingham is acting as lead counsel

Olympus

Representation of DIP lenders  
and equity investors/sponsors  
in connection with the debtors’  
amended plan

Bingham is representing the  
DIP lenders and equity  
investors/sponsors

LightSquared

Restructuring of US$541 million 
convertible notes issued by 
the world’s largest solar energy 
development and manufacturing 
group with operations in the PRC, 
Japan, Europe, US and elsewhere

Bingham is representing an 
ad hoc noteholder group

SunTech

Defense of a group of former 
shareholders of the Tribune 
Company in a fraudulent transfer 
action brought by the estate’s 
liquidating trustee seeking to claw 
back more than $500 million in 
payments made to the shareholders.

Bingham defended former share-
holders of the Tribune Company

Tribune

Representation of a substantial group 
of debtor-in-possession lenders in the 
bankruptcy proceedings of ATP Oil & 
Gas Corporation, which was filed in 
the Southern District of Texas.

Bingham represents substantial  
DIP lenders

ATP

Nationalisation and financial  
restructuring of three major Icelandic 
banks—Kaupthing, Landsbanki and 
Glitnir—and participation on the 
informal creditors’ committee  
of each of the three banks

Bingham is advising the worldwide 
bondholder group

Icelandic Banks
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When facing a cross-border financial 
restructuring, nothing matters more 
than the quality of your counsel. 
Have you heard what the industry is saying about us?

Named a “key player” in global insolvency and restructuring with the most 
recognized lawyers across the U.S., Europe and Asia.

— Who’s Who Legal

“‘The best in the market’ when bonds are involved, [Bingham’s] ‘superb’  
team invariably has a seat at the table on the most significant  
cross-border restructurings”. 

— Legal 500 UK 

“‘They are head and shoulders above everyone else in their field’”.
— Chambers UK

“One of the most respected restructuring and insolvency practices in Japan…
‘very result-oriented, client-focused and accessible’”. 

— Chambers Asia-Pacific

“‘These guys were all about the client…The focus is on getting a great result 
time and time again’”.

— Chambers USA

“Particularly visible in debt restructuring… ‘[They] always seek solutions that 
accommodate all parties during challenging negotiations’”.

— Chambers Latin America

Our cross-border financial restructuring practice has Band 1 placement in 
IFLR1000, Chambers UK, Chambers Asia, Legal 500 United Kingdom and 
Legal 500 Asia Pacific, among others. 

 bingham.com/restructuring
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Our cross-border financial restructuring  
experience is truly global…

We are recognized leaders in insolvency and restructuring, with lawyers  
on the ground in the U.S., Europe and Asia and in-depth experience in  
more than 70 countries.
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