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COVID-19 and the impact on nancial covenants

In this In Practice article the authors examine the impact of
COVID 19 on nancial covenants. A borrower may seek to
argue that nancial ratios should be calculated on the basis of
“EBITDAC", so that the effect of the Coronavirus is ignored.

INTRODUCTION

Since the escalation of the COVID 19 outbreak in the UK

during March and April 2020, businesses across all sectors have
been a ected by issues owing from customers and the workforce
self-isolating and from sta having to work from home and adjust
their usual working patterns. Many businesses have experienced
severe interruptions in their supply chains and the nancial sector
has experienced market volatility not seen for over a decade. ese

is still common to see club deals and bilateral facilities with at least
one form of nancial covenant. Even on larger deals, lower revenues
resulting from COVID 19 could result in a breach of nancial ratios
which may impact on pricing or on a borrower’s exibility to undertake
other activities (for example incurring new debt, paying dividends or
making acquisitions).

IMPACT OF DRAWING DOWN EXISTING FACILITIES
Many borrowers have reacted to COVID 19 by drawing down

liquidity facilities which, in times of normal trading, may have
remained untouched. Some have elected to draw down their revolving
credit facility (RCF) in full, despite the interest cost of doing so. is






