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Agenda Topics

• Why accurate and comprehensive debt 
compliance is more important than ever before

• Common compliance weaknesses
• Best practices in debt compliance
• Applying web-based technologies to debt 

compliance
• About Debt Compliance Services LLC
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Access to Capital

A primary CFO & Treasurer responsibility is 
maintaining  their company’s access to capital by:

• Optimizing the capital structure of their company
• Maintaining excellent relations with capital 

providers and the credit rating agencies, and
• Ensuring that their company is in compliance 

with all requirements of their debt agreements
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The Increased Focus on Debt Compliance

• Lenders can use any covenant breach to re-price 
the credit 

• In today’s economy, auditors are more aware of 
their risks in providing their assurance of no 
default to the lenders

• Senior management is more concerned about the 
loss of credibility with the Board, lenders, vendors 
and other creditors 

• Under the new SEC proxy rule 33-9089, companies 
must disclose the Board’s role in risk oversight, 
including how such risks are identified, managed 
and mitigated
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Lenders’ Expectations

• Debt compliance is a key filter by which lenders evaluate a 
company and the competence of its management team

• Lenders expect companies to:
– Fully understand all of the requirements of their debt 

agreements
– Effectively manage operating performance to the debt 

agreements’ restrictions
• While the CFO and Treasurer cannot cure poor business 

results, their job is to minimize the impact by not surprising 
their bankers:
– Forecasting the financial covenants to identify future 

compliance risks
– Pro-actively managing their bankers about these risks
– Seeking consents before the fact, not waivers and 

amendments after the fact
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Calculating Ratios is the Easy Part of Compliance

• Negative Covenants
– Restricted payments
– Liens
– Loans, leases and 

guarantees
– Operating restrictions
– Permitted baskets
– Stock buybacks
– Change of control
– Acquisitions
– Hedging restrictions

• Affirmative Covenants
– Financial Reporting

– Insurance coverage
– ERISA filings and events
– Corporate events
– Legal undertakings
– Environmental compliance
– Litigation reporting

Reps & Warranties
– Continuing
– Post-closing events

Events of Defaults
– Payment failures
– Mandatory prepayments
– Cross-defaults



6 © 2011

The High Monetary Cost of Default

$50M 3-Year Facility, $40M O/S in $000

Cost BPs Year 1 Years
2 & 3 Total

Amendment/Waiver Fee

Default Interest Spread*

Increased  Spread 

Increased Comm’t Fees

Legal and Audit Fees

Total Cost

50**

200

200**

50

$250

133

800

50

250

$1,483

1,200

100

$1,300

$250

133

2,000

150

250

$2,783

Lost management credibility? Priceless

*Assumes 2 months to renegotiate
**Per CFO Magazine, June 2011, quoting an S&P 1Q09 report

BPs Year 1 Years
2 & 3 Total
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The High Non-Monetary Costs of Default

1. Press releases and 8-K public disclosure
2. Loss of credibility with the banks, the CEO and the 

Board
3. Temporary/permanent loss of access to credit
4. Business disruption, customer and vendor concerns
5. Financial restatements and being cited by the 

auditors for a material weakness or a significant 
deficiency

6. Workout, forced refinancing, fire sales, and Chapter 
11

7. Substantial diversion of management time
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Agenda Topics

• About Debt Compliance Services LLC
• Why accurate and comprehensive debt 

compliance is more important than ever before
• Common compliance weaknesses
• Best practices in debt compliance
• Applying web-based technologies to debt 

compliance
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Common Compliance Weaknesses

Complacency

No documented
policy or process

Overreliance on 1-3 
corporate managers

No comprehensive 
covenant list

Not forward looking, 
leading to surprises

Manual, paper-
based data gathering

An incomplete, low
priority, quarterly process

No ownership outside 
of Treasury and Legal
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Agenda Topics

• About Debt Compliance Services LLC
• Why accurate and comprehensive debt 

compliance is more important than ever before
• Common compliance weaknesses
• Best practices in debt compliance
• Applying web-based technologies to debt 

compliance
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Covenant Compliance Checklist

• A comprehensive list of all key debt provisions and 
compliance requirements
– Section reference
– Category (affirmative, negative, or financial 

covenant, default event, notice, deliverable, etc.)
– Brief description
– Timing of notification, cure period
– Responsibility by person(s)/position(s)
– Default section reference

• Checklist forms the basis for compliance question-
naires customized to each responsible person/position
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Debt Compliance Policy

• Objectives
• Assignment of responsibilities to operating and corporate 

management for being knowledgeable about what causes 
covenant breaches 

• Description of the quarterly compliance process
– Compliance checklist and questionnaires
– Resolution of covenant issues

• Ongoing intraquarter covenant compliance
– Responsibility for timely reporting of potential covenant 

issues
• Documented SOX procedures
• Loan administration
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Financial Modeling

The Financial Model incorporates the debt 
agreements’ definitions to calculate the required 
Financial Ratios

• The Financial Model calculates the current periods 
ratios but also projects into the future

• Integrated with the Corporate Budgeting and  
Forecasting processes

• Stress tested by Treasury to ascertain leeway in 
future periods
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Permitted Baskets

• Examples are: Unsecured indebtedness, capita-
lized lease obligations, L/Cs, overdue trade 
payables, debt at acquisition of a sub, etc. 

• Definitions of each basket
• Determine who can affect each basket
• Approvals necessary before increasing each basket
• Monthly tracking process
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Web-based Data Gathering

Compliance data is collected via questionnaires to the 
responsible corporate parties identified in the Checklist

• Questionnaires answered before and after quarter-end 
– Only after quarter close is often too late

• Yes/No questions with explanations for all exceptions
– Respondent reports on what happened – Treasury and 

Legal make the materiality decisions
• Questionnaires confirm that required numeric data has 

been sent to Treasury
• Questionnaires also educate the responsible parties on 

their actions and events that have compliance implications
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Exception Analysis

• The questionnaires are analyzed by Treasury and 
Legal in an Exception Report which lists all issues 
respondents have identified this quarter and last  
quarter
– Treasury and Legal work to resolve all exceptions

• The Exception Report and the Financial Model 
provide the background required for the CFO’s 
review of Quarterly Certification Letter
– In addition, provides information for the SOX 302 

Quarterly Disclosure Process
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Deliverables and Payments Calendar

A listing of the timing of all quarterly and annual 
compliance requirements required during the year, 
with references to the debt agreement section:

• Financial statements
• Auditor certificates
• Insurance certificates
• ERISA filings, etc. 
• Due dates for fees, interest payments, etc.
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Lender Management

Pro-active and open communication with Lenders
• Lenders do not like “surprises” and adversely 

evaluate companies that don’t seem to have a 
handle on their operating performance

• Advance warning of potential issues provides the 
basis for the Lenders to be more willing to work 
fairly with you
– Bank credit committees are running the show 

these days, and your account officers need to 
show them that you are really in control
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Company Training

It is essential that all appropriate individuals that may 
impact compliance are trained on the requirements 
of the debt agreement

• Many in the company may not be aware that the 
company has to borrow and why debt compliance 
is important

• Many covenants have little or no notice/cure 
period, which means Treasury needs to be 
informed before the fact, rather than after the fact

• Today, covenant compliance is an ongoing 
exercise, not something that can wait to the next 
quarter-end compliance review
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Best Practices in Debt Compliance
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Agenda Topics

• About Debt Compliance Services LLC
• Why accurate and comprehensive debt 

compliance is more important than ever before
• Common compliance weaknesses
• Best practices in debt compliance
• Applying web-based technologies to debt 

compliance
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Using Technology in Debt Compliance
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Debt Agreements using Wiki Technology

• Converting debt agreements to web pages
• Linking all defined terms and section references
• Allow comments on the web page, rather than 

writing margin notes on hard copy
• Allow documents (emails, lawyer opinions, etc.) to 

be uploaded to specific web pages
• Version tracking of amendments
• Include covenant checklist and calendar linked 

directly to the debt agreements
• Contextual search capability of all agreements
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Web Technology Applied to Questionnaires

• Covenant listing drives questions about those 
covenants allocated to the people most 
knowledgeable about that covenant requiring a 
Yes/No/Don’t Know/Not Applicable answer with 
explanations if a negative response

• Questionnaires have a respondent and a reviewer
• Questions are in a web database, allowing 

extensive reporting capabilities:
– Validation of answers
– Exception analysis

25 © 2011

Conclusion

• The risks of breaching covenants are greater than 
ever before because banks are eager to use even 
slight technical defaults to re-price the credit risk

• The risks are now too great to leave to an 
informal, incomplete and manual process

• Develop a compliance policy grounded with a 
comprehensive compliance checklist

• Technology can:
– Improve collaboration between Finance and the 

business units 
– Significantly reduce compliance time
– Minimize errors that turn into expensive defaults
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About Debt Compliance Services

• Debt Compliance Services LLC, founded in early 2009, is the only 
firm providing an integrated, automated solution to covenant 
management. It is a joint venture of Corporate Finance 
Solutions, LLC and Greenwich Treasury Advisors LLC

• Jim Simpson, DCS Co-Founder, has 35 years of financial 
corporate and consulting experience, which includes managing 
or advising on $4 bn in debt deals as CFO of two middle market 
companies, Treasurer of Novartis USA, KPMG, Greenwich 
Treasury Advisors and at Managing Partner at Corporate Finance 
Solutions, which he founded in 2002

• Jeff Wallace, DCS Co-Founder, also has 35 years of financial 
corporate and consulting experience as VP-International 
Treasury at American Express, AT at Dun & Bradstreet, AT at 
Seagram, CPA at PWC, and Managing Partner at Greenwich 
Treasury Advisors, which he founded in 1992
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Contact Information

For more information, please visit www.debtcompliance.com or 
contact:

Jim Simpson (203) 329-7491 jim.simpson@debtcompliance.com

Jeff Wallace (303) 442-4433 jeff.wallace@debtcompliance.com
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What DCS Covenant Manager™ Delivers

• A web-based, automated debt compliance process 
developed with the client that is comprehensive, 
efficient, and collaborative

• Debt agreement(s) are converted into hyperlinked 
web pages and then linked to a compliance database, 
calendars, tailored web questionnaires, a historic 
database of the responses, and an archive

• Reading and researching the debt agreements is quick 
and thorough, clicking links rather than flipping pages, 
supplemented by our customized FAQ’s on key topics 
and debt administration matters
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Testimonials and Articles

• “Tracking Covenants”, Treasury and Risk Magazine, October 
2009 

• “Best Practices in Debt Compliance Management”,FEI’s Financial 
Executive Magazine, December 2009

• “…Debt Compliance Services …[is an example of]… Treasury 
3.0.” Treasury and Risk Magazine, September 2011

“Debt Compliance Services’ tools reduce my risk, save me and my 
team time and effort, and have made our compliance reporting easy. 
Gone are the days when we would have to pull out our worn, dog-
eared loan documents to review all of the various covenants and 
restrictions before making critical strategic business decisions. With 
DCS, reviewing our agreements is literally done with a few clicks of the 
mouse.”

Al Gever, Executive Vice President & CFO, Smart Balance, Inc.
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Main Page
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Defined Term with Linking and Comments
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Recording a Covenant Requirement
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Covenant Compliance Checklist



34 © 2011

Questionnaire Dashboard
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Questionnaires Exception Report


