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[ BUSINESS RESTRUCTURING AND TURNAROUND ]

Tough Times Ahead for
Refinancing

By Tobias Wens, Jochen Schonfelder, Jan Lindenberg, Dominik Bill, and Arpad Kurcz

ARTICLE DECEMBER 17,2021

( ( According to a recent BCG survey, many companies
in Germany, Austria, and Switzerland may struggle
to simultaneously refinance outstanding debt and
fund large-scale business model transformation.
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Indebtedness among companies in Germany, Austria, and Switzerland, collectively known as
DACH, was already on the rise before COVID-19 hit, and then it accelerated as governments
offered billions in state aid during the pandemic. According to BCG’s third survey among the
German-speaking finance-restructuring community, the repercussions for both financiers and
debtor companies as these debts come due will be significant. (See “Methodology.”)

— Methodology

BCG analyzed the financial data of 1,034 large companies in Germany, Austria,
and Switzerland (known as the DACH region) with revenues of €60 million per
year to more than €100 billion per year. We complemented these insights on debt
levels and profitability with additional research (such as on German state aid
programs) and then tested our findings in a survey of the DACH restructuring and
refinancing community. This included 366 experts, with a response rate of roughly

30%.

Although we don’t foresee a so-called maturity wall—when thousands of companies try to
refinance state aid at roughly the same time—in the near term, some heavily indebted companies
will soon have trouble refinancing these funds. But the bigger risk, for financiers and companies
alike, will be in the medium term when certain companies need to simultaneously refinance
outstanding debt and fund large-scale business model transformation but might not have the

financial maneuverability to do so.

Debt Levels on the Rise

DACH economies took a big hit during the pandemic. The German economy, for example,
contracted 5% 1n 2020. In our survey, we looked at a sample of more than 1,000 of the largest
companies in the DACH area across all sectors. We found that, in 2020, corporate revenues
declined by about 7%, and corporate profits—which had grown at a rate of 2% per year from 2015
to 2019—plunged by about 10%. (See Exhibit 1.)
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Exhibit 1 - Leverage Levels Increased Before the Pandemic and Took a
Further Hit Through COVID-19 in 2020

Revenue i EBITDA i Netdebt
(billions) i (ebillions) i (ebillions)

+2.5% _— : _ . s H H1T% —
— peryear : peryear H ___— peryear

i As share of revenue (%) i As EBITDA multiple
! Net leverage (net debt/EBITDA multiple)
124 129 129 12.8 12.2 118 H 2.2x 2.2x 21x 23x 29x 3.2x
o o . s .

i Total leverage (total debt/EBITDA multiple)
31x  3ax  3.0x  33x 39x 45x

i~ Cash and cash equivalents
M Baseyear [l crisis year

Sources: S&P Capital 1Q; BCG analysis.

Note: The data was gathered from 1,034 companies across all industries (excluding financial institutions) in Germany, Austria, and Switzerland
EBITDA = earnings before interest, taxes, depreciation, and amortization.

L L The companies most at risk are those in industries
facing intense pressure to transform operations,
along with those that will take a long time to regain
precrisis levels.

State aid and common debt financing helped to cushion the blow but raised overall leverage from
already-high levels. (See Exhibit 2.) Across industries, total debt levels increased by roughly 8% per
year from 2015 to 2019 and then by about 6% in 2020. These increases—combined with the
drastic earnings declines in 2020—moved total leverage, on average, from 3.1 times earnings
before interest, taxes, depreciation, and amortization (EBITDA) to 4.5 times EBITDA and net
leverage from 2.2 times to 3.2 times. This puts net leverage at the threshold between investment
and noninvestment grade, above which refinancings tend to become more complicated.
Interestingly, cash and cash equivalents rose even higher than total debt in 2020, increasing by €95
billion from 2019. This suggests that, when possible, companies built up crisis reserves instead of
spending those funds.
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Exhibit 2 - An Increase in Net Leverage Across Almost All Industries Before
the Pandemic, and Profit Declines During It, Drove Levels Even Higher

Net leverage by sector
A 2018- A2019-
2019 2020
N/A +0.4x
+1.0x N/A  Travel & tourism?

A oo
+11x  +0.5x ‘
+0.8x  +0.3X Telecommunications
o < 3.5
2.6x
o
6

N I +0.6Xx +0.3X Materials ¢ cess indust
‘ 23X 424x  -1.3X L

lzj +0.3x  +0.3X Engineered products
+0.1Xx  +0.2x Consumer products

Net leverage (net debt/
. . X . . . +0. +0. N
2.2x 2.2x 2.1x 2.3x 2.9x 3.2x 0.6x 0.3x EBITDA multiple)
Total leverage (total debt,
EBITDA multiple;

We found these trends to be consistent across industries, although some sectors were more
affected than others. For example, the automotive industry was coping with cost pressures related
to the shift to electric vehicles even before the pandemic, and travel has suffered acutely during
the crisis. The companies most at risk are those in industries facing intense pressure to transform
operations, along with those that will take a long time to regain precrisis levels.

Because banks supplied much of the pandemic state aid credits, outstanding bank debt volume
grew by 5% in 2020. But other sources of financing declined precipitously during that year:
e Bond volume fell 1%, compared with 3% annual growth from 2016 to 2019.

» Private debt declined 1%, compared with 9% annual growth during the same period before
COVID-19 struck.

e Theissuance of German promissory notes, known as Schuldschein, fell 35% compared with
2019.

» Funds provided by fintechs, such as platforms for crowdfunding, fell 22%.

No Looming Maturnty Wall

Despite commonly voiced concerns, only 15% of the experts we surveyed firmly believe that the
DACH region will face a maturity wall. On the basis of our analyses, we believe that there are three
key reasons for this. One reason is that state aid was often synchronized with existing instruments,
or existing financing was extended along with longer-term aid. As a result, the €53 billion of loans
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disbursed from the beginning of the pandemic to August 2021 by Germany’s national
development bank KfW Group are now scheduled to mature over several years: 24% will come due
by the end of 2024, 20% will mature in 2025 or 2026, and the majority (56%) will come due in 2027
or later. (See Exhibit 3.) The second reason the DACH region will avoid a maturity wall is that most
of the loans are not enormous: 70% have an individual nominal value of less than €10 million. The
third factor is that a hefty portion of aid was in the form of nonrefundable subsidies, such as
refunds for short-time work, which don’t affect corporate balance sheets. In Germany, for example,
60% of the aid fell into this category.

Exhibit 3 - Since KfW Aid Is Mostly Small Scale and Spread Over Several
Years, There Is No Looming Maturity Wall

KfW loans

35.7 (~68%)

Small-scale aid Large-scale aid

Nevertheless, sources of refinancing pressure in the near term still exist. For example, the already
high debt levels prior to the pandemic suggest that net leverage is likely to remain at an elevated
level—potentially above the investment grade threshold of 3.0 times EBITDA—for several years,
even 1f profits at least partially recover after 2021. These individually unsustainable debt levels
raise the pressure in complex refinancing situations, which, according to our research, will
increasingly occur in the short term. And it’s not certain if the restructuring community will adopt
a more relaxed definition of investment grade, even given the context of the pandemic. Only 20%
of experts firmly believe in a permanent upward shift from the investment grade threshold. That’s
a tough stance, and it could lead to significant pressure on the companies above that threshold.

Another source of refinancing pressure in the near term stems from companies that were
underperforming before the pandemic and yet received state aid. These organizations are likely to
face difficulties when the time comes to refinance their funds. We randomly sampled fourteen
companies that received state aid and found that ten had EBITDA margins of less than 10% (six
with less than 3%) before the pandemic. The profits of nine of these companies were declining
prior to the pandemic, and six had declining sales. Indeed, 89% of experts in our survey believe
that many companies that received pandemic-related state aid were not performing well before
the crisis began and, as a result, that aid has postponed potential refinancing issues. If so, the
number of challenging refinancing situations could start to rise in the near future.

But according to our survey, 80% of respondents believe that the biggest financing challenges are
likely to crop up in the medium term as today’s existing debt financings mature. Among the factors
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at play here will be the need for both state-issued pandemic aid refinancings and conventional
refinancings of non—state aid. But the single most important factor will be the need to fund various
transformation initiatives, such as digitization, electrification, and sustainability. In fact, 91% of
survey respondents said that transformation initiatives will be a medium or high factor in
companies’ refinancing decisions. (See Exhibit 4.)

Exhibit 4 - Major Drivers of Future Refinancing Will Include Maturing Debt
and Transformation Initiatives

Q: Considering each of the following potential drivers, how do you assess their future relevance as drivers for (re-)financing
situations for companies?

Potential drivers of future refinancing needs

Refinancing of state aids or COVID-19 bridge financing

Refinancing of non-COVID-19 related instruments

Financing business model transformation
Funding investment needs to comply with ESG standards

Funding of losses or cash burn until recovery to pre-COVID-19 levels

2
1
3

0 20 40 60 80 100
Share of references (%)

Source: BCG analysis

Note: ESG = environmental, social, and governance

Alternative Financing Will Return

As the DACH economy recovers and companies wean off state aid, financing activity will shift from
banks to alternative financing. Our growth projection for bank financing is just 2% per year through
2024. A big reason for this expected pullback 1s the highly leveraged nature of the companies that
will be trying to refinance. We expect that banks won’t want to take on these risky credits,
especially in sectors facing transformative pressure, longer recovery time to precrisis levels, or
individually challenging situations. Moreover, regulators are forcing banks to accelerate the sale of
nonperforming loans (NPLs), which will make banks even less likely to extend credit to existing
customers that they deem risky.

( We expect private debt funds to play a key role in
the coming wave of refinancings.

In this environment, bonds, private debt, and, to a lesser degree, alternative financing forms (such
as fintechs) will reengage, returning to their prepandemic growth trajectories. In particular, we
expect private debt funds to play a key role in the coming wave of refinancings. (Our survey showed
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that 74% of respondents expect debt funds to become increasingly important in the next two to
three years.) Not only are they sitting on huge stores of dry powder, which grew 50% during the
pandemic, but they also have a higher appetite for risk than banks do, and they face less regulatory
pressure. What's more, issuers of Schuldschein loans may turn to private debt to refinance
maturing tranches. Among fund types, the assets of distressed-focused European private debt
funds grew the most in 2020, putting them in a position to pick up large parts of banks’ NPL sales
in the future. (See Exhibit 5.)

Exhibit 5 - Private Debt Will Play a Bigger Role in Refinancings as Bank
Financing Declines

Q: For the 2-3 years post-COVID-19, how do you expect the relevance of refinancing sources to develop?

Refinancing sources

H Further sources mentioned by
e respondents and expected to
increase

Bank financing

» Asset-based lending

Schuldscheint « Family offices

Private debt funds * Government

 Shareholder loans
Private equity funds | 40 57
o Hybrid instruments

Fintechs 7 49 44

« Supply chain finance

)
)
S
IS
S
I3
3
3
o
1)
)

Share of references (%)

M Decrease Ml Unchanged M Increase

Source: BCG analysis

Schuldschein are German promissory notes.

Industry-Specific Challenges

In the long term, two major factors will shape the success of these refinancing situations for a
company: its indebtedness (where, of course, a high leverage 1s associated with high risk) and its
earnings attractiveness. Along the interplay of these two variables, several refinancing options
either open up or disappear. (See Exhibit 6.)

Exhibit 6 - Refinancing Options Depend on Financiers’ View of Future
Profitability and Current Indebtedness

" —_ Company’s current
Financiers . y indebtedness
view [BESIEEWES An‘d‘sectcr s s S
future profitability
Refinancing options Distressed options
Types of | Refinancing via Alternative financing Sharehold
financing ! commercial banks : Arenoloer
e oo\ coONtributiONS !
| | H H ' (such as : Market
Bank ! Bank i Convertible | Privatedebt i Fintechs | through | Financial ! "
X i refinancing | refinancing ! and ' funds : | capital ! restructuring | ceanfmgor
Available ! without ! with ! nonconvert- | ] ! increasesor | ! insolvency
options | stateaid | stateaid | iblebonds | : ! sharehaolder
' ' and | H | loans)

! Schuldschein:

Source: BCG analysis.

1Schuldschein are German promissory notes
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To develop a rough understanding of the challenges that individual companies will face when
refinancing their debts, we analyzed the overall industries’ attractiveness on the basis of past and
future profitability as well as expected future transformation needs. We found remarkable
differences among industries. (See Exhibit 7.)

Exhibit 7 - The Implications for Future Refinancing Vary by Industry

| Profitability | Transformation | Attractiveness !
Sector . score! | pressure !  outlook | Drivers
. : : .| structural changes as a result of the move toward
Automotive | 2 : High { Challenging |/ erypowered electric vehicles
: : : 1 Increased shift toward e-commerce and away from stationary
Retail | 1 H High | Challenging | etail
' ! 1 Customers’ (especially Millennials and Gen-Zers) increasing
4 \ | Positive i desire for ESG conscious brands and willingness to pay price
1 | | premiums

Fashion & !
luxury producers |

The potential of conscious consumption to promote greate

Cons ducts | : : iti
onsumerproducts: + 2 ! y  Positive willingness to pay for higher-margin products
1 ' H Faster time to market and global competition, which require
Engineered products | 3 ' Low ! Neutral y 8 petitior q
S | | | digital production technologies and processes
: ! : .1 Challenges such as COVID-1 restrictions, less business travel,
Travel & tourism | 3 : High ! Challenging | g 9
: i ' ! and increasing environmental awareness
Materials & : : i i Demand for sustainable building materials and chemicals,
| 1 | Medium-High | Challenging | d

process industries | which requires the decarbonization of supply chains

: : : ! Faster networks (such as 5G) and changing customer needs
Telecommunications | 5 } Low : Positive ' (such as more home offices), which are positive for the

H industry

Demand growth for decarbonization (investments in

Power & gas utilities ! : : i i
ower & gas utilities : 3 : High : Challenging i carbon-neutral footprint) and consumer transparency

Source: BCC

ty from 2015 to 2019 and future profitability in 2023 (based on a subsample

First are the industries that already had low profitability before the pandemic, resulting from
megatrends that created transformative pressures, such as digitization in retail. Second are
industries that performed well before the pandemic but now have to cope with significant
challenges because of structural changes in demand patterns, such as travel and tourism. Third
are industries that benefit from current macroeconomic trends. The telecommunications industry,
for example, stands to benefit from the trend toward increased home office work.

As part of our research, we plotted the two main influencing factors for refinancing success—
indebtedness and earnings attractiveness as measured by historical and future earnings potential
—against each other to create a matrix of different refinancing patterns. (See Exhibit 8.)
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Exhibit 8 - Refinancing Challenges Expected in Sectors with Low Profitability,
High Transformational Pressure, and High Current Indebtedness

Drivers of DACH companies’ refinancing R
challenges analyzed High

Historic and :‘

expected

Sector indebtedness®

The top left-hand quadrant of the matrix, characterized by high attractiveness but also high debt
levels, contains industries, such as telecommunication companies, that have a positive earnings
outlook and are likely to achieve required leverage ratios. We expect that banks will refinance these
companies further without state support. At the same time, such higher-return opportunities might
attract capital markets and private debt funds.

In the top right-hand quadrant of the matrix are industries that have highly attractive companies
with relatively low debt. Consumer products, along with fashion and luxury producers, fall into this
category. We expect that these companies will have access to a variety of financial options similar
to those 1n the first quadrant, while being even more flexible in their choice, given the lower
leverage. Capital markets will also reward their lower leveraged balance sheets with higher ratings
and lower interest rate expectations.

The bottom right-hand quadrant is characterized by low attractiveness and low debt. We expect a
rather broad set of possible options for companies in these industries as well, which include
materials and processing companies (such as chemical companies) and engineered products.
While earnings outlooks are clouded mainly by the need to comply with environmental, social, and
governance (ESG) standards, these players show rather low indebtedness on average. Yet a given
company’s risk-return profile needs to be carefully evaluated in order to assess, for example,
whether the relatively higher interest cost of private debt funding can be serviced. Shareholders
also might have to step in more frequently with cash or contributions in kind to provide trust in the
business model .

The bottom left-hand quadrant of the matrix includes industries in which companies are highly
leveraged and display low attractiveness. These companies are most at risk of not covering debt
service, which could result in more frequent financial restructurings and even insolvencies. This
quadrant includes travel and tourism, automotive, retail, and power and gas industries. Companies
in these industries could end up relying heavily on cash injections from shareholders and state-
supported bank loans to fund longer-term transformations. Alternative capital providers, as well as
banks, will be extremely cautious to finance these sectors because of the future outlook on
repayments and upcoming regulatory complexities, such as ESG compliance and portfolio
restrictions.
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Overall, the results of our survey confirmed our hypotheses about the availability of financing
instruments along the axes of indebtedness and sector attractiveness. (See Exhibit 9.)

Exhibit 9 - Companies in Challenged Sectors Are Likely to Face Limited
Refinancing Options

Q: Given the sector matrix, for each of the quadrants, which
solutions do you expect in case of refinancing needs in 2-3 years

BCG sector matrix post-COVID-19?
2 3 4
N Ex O
Em [ s |
El B &
En s
=1 |
Refinancing through fintechs [EXJl| [ o | B 4]
B Compiex refinancing
wurg @ a ol I
arketceansing I 4] [ o | .

Share of references per quadrant (%)
W High relevance

Source: BCG analysis

Note: For reasons of visualization, there may be slight deviations from the actual score-based placement

iSector attractiveness was defined as the transformation need and profitability outlook

2Sector indebtedness was defined as the current average debt level (debt divided by capital) in 2020.

3schuldschein are German promissory notes

The good news for financiers and companies alike 1s that they will not face a short-term maturity
wall that could set off a frenzy of refinancing, and companies with solid financial performance
should be well positioned to undertake refinancings. However, they should brace for an increasing
number of individually complex refinancings in the medium term, especially in sectors facing
significant transformation pressures. Adding to the challenge is that financiers are likely to stick to
3.0 times EBITDA as the standard definition for investment grade—even though overall
indebtedness has grown.

From a financier’s perspective, a clear view on companies’ business models and underlying
transformation needs, sometimes fueled by the pandemic, is critical to managing risk. From a
company’s perspective, success will depend on managing complex refinancing processes and
accommodating more stakeholders: the state itself, state-supported banks, private debt funds, and
existing shareholders.
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ABOUT BOSTON CONSULTING GROUP

Boston Consulting Group partners with leaders in business and society to tackle their most
important challenges and capture their greatest opportunities. BCG was the pioneer in business
strategy when it was founded in 1963. Today, we work closely with clients to embrace a
transformational approach aimed at benefiting all stakeholders—empowering organizations to
grow, build sustainable competitive advantage, and drive positive societal impact.

Our diverse, global teams bring deep industry and functional expertise and a range of perspectives
that question the status quo and spark change. BCG delivers solutions through leading-edge
management consulting, technology and design, and corporate and digital ventures. We work in a
uniqguely collaborative model across the firm and throughout all levels of the client organization,
fueled by the goal of helping our clients thrive and enabling them to make the world a better
place.

© Boston Consulting Group 2025. All rights reserved.

For information or permission to reprint, please contact BCG at permissions@bcg.com. To find the
latest BCG content and register to receive e-alerts on this topic or others, please visit bcg.com.
Follow Boston Consulting Group on Facebook and X (formerly Twitter).
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