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By and large, the finance directors of highly leveraged 

companies are not a cheery lot, and the early indications of 

the potential financial implications of the coronavirus 

pandemic haven’t done much to put smiles on their faces. 

Indeed, in its preliminary results for 2019, Cineworld 

stated that under a specific downside scenario it 

performed, the equivalent of between two and three 

months’ total revenue could be lost, and in that scenario 

“there is a risk of breaching the Group’s financial 

covenants, unless a waiver agreement is reached with the 

required majority of lenders”1.  We suspect that other 

companies are coming to similar conclusions. 

However, while we wouldn’t necessarily rank finance 

directors highly among the world’s optimists, they do tend 

to be pretty good at trying to make the best of bad 

situations. We weren’t entirely surprised, then, when we 

heard reports that some companies were looking at the 

prospect of adjusting consolidated net income (CNI) and 

EBITDA for losses relating to the coronavirus pandemic in 

order to reduce the impact on their high yield bond and 

leveraged loan covenants.   

We aren’t talking here about new transactions that 

specifically mention coronavirus (among other things 

because we haven’t seen any yet),2 but rather about the 

scope for interpreting existing bond and loan 

documentation to permit a company to adjust for (sceptics 

might say ignore) the adverse impact of the pandemic on 

1 It should be noted that they analysed the downside scenario as part of their going concern analysis under IFRS in connection with 
the audit of their annual financial statements and that they consider the downside scenario unlikely. So don’t panic. However, their 
assumptions and conclusions do make for interesting reading. 
2 The recent Advantage Sales & Marketing bonds (which we understand have been postponed) mention coronavirus twice in the risk 
factors, but make no specific provision for it, or for disease outbreaks or public health crises generally, in the covenants. 

their business for purposes of the leverage and interest 

coverage ratios, among other provisions. In this regard, 

we’ve heard arguments for some adjustments that do seem 

reasonable, but we’ve also heard arguments for others that 

we think are wrong. We’ll try here to distinguish between 

the two. 

First Principles 

These being (we suspect) relatively early days in the global 

corona pandemic, the full impact of the virus on businesses 

has yet to make itself shown, but we can make a few 

relatively safe assumptions as to what some of these may 

be.  Some businesses (airlines, cruise ships, cinemas, health 

clubs, etc.) will see a loss in revenues, as potential 

customers begin to avoid their services due to the 

perceived risk of catching the virus.  Other businesses (car 

manufacturers, for example) may see a loss in revenue 

because their supply chain has been disrupted due to 

supplier shutdowns and transport interruptions related to 

the virus, or they may experience increased costs as a 

result of having to change suppliers.  Some costs may 

increase as a result of the virus (such as increased hygiene 

and cleaning costs, and increased overtime to cover for 

employees who are ill or quarantined) and some costs 

won’t increase but may not be able to be reduced in line 

with decreases in sales. All of this is relatively intuitive, but 

we mention it because it is important to remember that the 

impact of the pandemic on businesses will vary from 
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company to company, and while a lot of businesses will 

likely see an impact on their bottom line, the impact won’t 

always make its way there in the same way.  

The second, but related, point we need to make is that it is 

difficult to speak generally about the pandemic’s impact 

across the bond and loan market, because the correct 

interpretation of whether an adjustment to CNI or EBITDA 

is permitted will depend very much on the precise language 

used, with small differences in how a definition is drafted 

having potentially significant differences in the outcome. 

While we’ll look at a number of typical provisions below, 

you really do need to look at each transaction individually. 

CNI and EBITDA Adjustments 

Before we consider what adjustments might be 

permissible, let’s first start by reviewing consolidated net 

income, EBITDA and their role in bond and loan covenants.  

Consolidated net income is, quite literally, the “bottom 

line” – the net result of a company’s financial performance 

over a period – revenues less costs and expenses, together 

with other gains and losses, on an after-tax basis. Or at 

least that’s what it is for accounting purposes. In bond and 

loan documentation, CNI is then subject to a number of 

adjustments, most of which (in theory at least) are to 

ensure comparability across accounting periods. These 

adjustments generally fall into two categories: non-cash 

items (such as the cumulative effect of a change in 

accounting principles and unrealized gain or loss due to 

currency fluctuations) and one-off or non-recurring items 

(such as gain or loss from discontinued operations and 

deferred financing costs written off in connection with the 

forgiveness of debt). 

 
3 Rather than using this “bottom up” approach, starting with consolidated net income and adjusting from there, some companies 
calculate EBITDA on a “top down” basis starting with operating income (revenues less cost of sales and operating expenses) and then 
adding depreciation and amortization. However, the SEC took a dislike to this approach in its adoption of Regulation G in 2002 (which 
requires EBITDA to be reconciled to net income rather than operating income) and accordingly the “top down” approach is now much 
less frequently seen in leveraged bonds and loans. 
4 A number of the add-backs to consolidated net income and to EBITDA may well overlap, and so the EBITDA add-backs should be 
included only to the extent those amounts were deducted but not added back in the calculation of consolidated net income for 
covenant purposes to avoid double counting. 

EBITDA is generally used as a measure of financial 

performance, and in the leveraged finance context it is 

particularly seen as an indication of a company’s ability to 

service its debt. It is calculated starting with consolidated 

net income and then adding back two non-cash items – 

depreciation and amortization –  as well as two cash items 

– interest expense and taxation – none of which is a core 

operating expense.3  Additional adjustments are typically 

included in the definition, and these also tend to fall into 

the same two categories as CNI adjustments: non-cash 

items (such as impairment charges and the impact of 

purchase accounting) and one-off or non-recurring items 

(such as restructuring charges and cost savings related to 

acquisitions and restructurings).4   

Adjustments to CNI and EBITDA are important because 

they are used in a number of key metrics in bond and loan 

covenants that affect a company’s ability to incur 

additional debt, to secure that debt and to pay dividends 

and repurchase common stock and subordinated debt, 

among other things. These metrics include the fixed charge 

coverage ratio (EBITDA to interest expense), the 

consolidated leverage ratio (debt to EBITDA) and the 

consolidated secured leverage ratio (secured debt to 

EBITDA) and their respective permutations (consolidated 

net leverage ratio, consolidated senior secured net 

leverage ratio, etc.).  Also affected by the adjustments will 

be baskets in various covenants that are soft-capped by 

reference to EBITDA. 

Note that adjustments to CNI tend to have a broader 

impact than EBITDA adjustments. In part, this is because 

CNI is the starting point in calculating EBITDA and so will 

run through all the same ratios, and in part because the 

restricted payments build-up basket is typically 
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determined on the basis of 50% of CNI (rather than 

EBITDA)5 since the issue date. However, ratios and other 

calculations based on EBITDA are pervasive throughout 

bond and loan covenants and so adjustments to either can 

have significant consequences. 

Costs v. Losses 

In considering the potential impact of coronavirus on 

covenants, it is important to distinguish between costs and 

expenses, on the one hand, and losses on the other hand. 

While CNI and EBITDA definitions typically contain add-

backs for both, they aren’t the same thing.  Costs and 

expenses are just that – cash paid out – and are easily 

measured as the amount paid.  Losses, however, imply a 

relationship between revenues and costs, and require you 

to assess the impact on both items.  So a company that has 

to buy extra hand sanitizer as a result of the coronavirus 

incurs an increased cost that it ought to be able to quantify 

with reasonable certainty. However, a company that sees 

a reduction in revenue as a result of the virus may or may 

not suffer a loss, depending on whether or not it can reduce 

costs to the same extent, and the size of the loss will 

depend on the relative changes between the two.  

The distinction is important because while some 

companies will incur increased costs as a result of the virus, 

it seems likely that the bigger impact will be on reduced 

revenues. As a result, while add-backs for increased costs 

may provide some relief for companies impacted by 

coronavirus, the big question is the extent to which lost 

revenues can be added back.6  You see, when you scan 

down the lists of adjustments that are contained in the 

definitions of CNI and EBITDA, they are pretty much all 

 
5 However, some build-up baskets use excess cash flow rather than CNI. 
6 Actually, we take that back – we’d say that the second biggest question is the extent to which lost revenues can be added back. The 
biggest question arguably is, assuming that they can add them back, how do you calculate them?  Finance directors of companies in 
corona-vulnerable industries will certainly know whether their revenues are below expectations, but how do you quantify the decline 
in order to add it back to CNI or EBITDA? Against your budget (which lenders to a credit agreement may well have but bondholders 
won’t)? Against the prior quarter? Against the corresponding quarter for the prior year? However, those are all questions for another 
report (if not an angry conversation between a company and its banks or bondholders once the company has announced its first post-
corona EBITDA numbers) and so we’ll leave them for now.  However, it is worth pointing out that where an adjustment is permitted 
for non-recurring gains and losses, the fact that the impact on revenue may be difficult to quantify doesn’t mean that it shouldn’t be 
taken into account. 

adjustments for costs and expenses and gains and losses. 

You almost never see an explicit adjustment for lost 

revenue.  Accordingly, a lot of companies will be looking at 

how their corona-related revenue declines can fit within an 

adjustment that doesn’t specifically use the “R” word. 

So, having set the scene, let’s turn now to the types of 

adjustments to CNI and EBITDA that could potentially be 

applicable in the context of a business adversely affected 

by the coronavirus.  

Is it a Natural Disaster? 

A number of bonds and loans adjust CNI or EBITDA for 

“the financial impacts of natural disasters (including fire, 

flood and storm and related events)”.  A good example is 

Ellaktor, the Greek infrastructure group, which has it as an 

adjustment to EBITDA, and we’d say that this can clearly 

cover lost revenue (that being part of the financial impact).  

Could the coronavirus count as a “natural disaster”?  For 

example, if people stop going to cinemas for fear of 

contagion, reducing a cinema company’s revenues by 10%, 

assuming it has a “natural disaster” adjustment in its 

definition of EBITDA or CNI, can it add back that lost 

revenue?  We would argue no. It is a natural occurrence 

(like influenza), but not a “natural disaster”.   

By way of illustration, consider the impact of two months 

of rain in July and August on an ice cream manufacturer. If 

as a result of the rain, a factory floods and they can’t make 

any ice cream, we would consider that to be the result of a 

natural disaster. However, if all that happens is that people 

don’t want to eat ice cream because it’s cold and miserable 

outside, that’s not a natural disaster, just a lousy summer. 
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There is no impairment of the company’s ability to make ice 

cream; people just don’t want to eat it. It may be a disaster 

for your business that is driven by natural events, but it’s 

not a “natural disaster”.  To our minds, “natural disaster” 

connotes an extreme geological or meteorological event 

due to the natural processes of the earth, not pestilence, 

war, famine or any of the other horsemen of the 

apocalypse, disastrous though they may otherwise be.7 

Is it an Extraordinary or Exceptional Event? 

Most definitions of consolidated net income allow add-

backs for the “after tax effect of extraordinary, exceptional 

or non-recurring gains or losses”.  What are they?  

Originally, these were accounting concepts enshrined in 

GAAP, exceptional and non-recurring items being one-off 

events that caused an unusually large and uncommon 

expense or revenue, and extraordinary items being 

unusual events that are not part of a company’s regular 

operations. However, the distinctions between these 

became blurred and in 2002 the IASB ceased recognizing 

extraordinary items under IFRS, with FASB doing the same 

for US GAAP in 2015. These concepts still linger in bond 

and loan covenants, though, largely due to inertia and the 

belief that more exceptions are better than fewer. And as 

with other accounting concepts that remain in loan and 

bond documentation after they have been abolished under 

the relevant GAAP (for example “capitalized lease 

obligation” in a post-IFRS 16 world), their meaning is now 

just that extra bit more uncertain and so potentially 

subject to aggressive interpretation.8 

Could the impact of the coronavirus be an “extraordinary, 

exceptional or non-recurring gain or loss”?  It could well be, 

unless it becomes an annual occurrence like influenza, at 

 
7 The World Health Organization (who we suspect know a thing or two about these things) seems to share our view on this point. They 
distinguish between natural disasters and disease outbreaks: “Natural disasters include earthquakes, tsunamis, volcanic eruptions, 
landslides, hurricanes, floods, wildfires, heat waves and droughts” whereas “[a] disease outbreak is the occurrence of disease cases in 
excess of normal expectancy.” The Department of Homeland Security takes a similar approach.  That’s not to say that the coronavirus 
isn’t the kind of event that should be adjusted for. We just don’t think that it qualifies as a “natural disaster” and so you’ll need to find 
another provision to cover it. 
8 Note that many bonds and loans are more expansive here, including any “extraordinary, exceptional, infrequently occurring, non-
recurring or unusual gains or losses” (emphasis added) which is broad enough that a company probably won’t feel constrained by 
what the original accounting meanings of “extraordinary, exceptional and non-recurring” originally were. 

which point perhaps not.  Note, however, that this 

adjustment is for gains and losses – as noted above, it 

doesn’t just take into account the impact of lost revenue, 

but also of associated costs.  So if a cinema chain has 

reduced ticket sales but also reduces its staffing, you 

wouldn’t look just at reduced revenues but at the 

combination of the impact on both revenues and costs to 

see the net effect on the income statement.   

Note also that where the adjustment is drafted, as is usual, 

to cover gains and losses, a company that makes surgical 

masks or hand sanitizer would have to strip out the effect 

of increased sales (net of cost of sales) due to the virus, 

reducing CNI and/or EBITDA rather than increasing it as 

for companies that have been adversely affected.  After all, 

you have to take the bad with the good. 

Other Adjustments 

We’ve seen a number of other adjustments that arguably 

could catch reduced sales or increased costs as a result of 

coronavirus. These include: 

• “Losses, costs or cost inefficiencies related to facility or 

property disruptions or shutdowns” (in Refinitiv,  Cirsa 

and  Merlin (all in the definition of CNI), among others) 

– obviously here the operation of a facility needs to be 

disrupted, so this should catch, say, the government or 

health officials closing cinemas in certain locations, 

although it wouldn’t cover reduced attendance at a 

cinema that remains open.  

• “Losses associated with temporary decreases in work 

volumes and expenses related to maintaining 

underutilized personnel” (also in Refinitiv,  Cirsa and  

Merlin (all in the definition of CNI), among others) – 
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this does appear to address the case where revenues 

decline but personnel costs (although not other fixed 

costs) do not. However, query whether “work 

volumes” covers all virus-related revenue declines or 

rather just personnel-related revenues. We suspect 

the latter. We read “work volumes” as relating to the 

number of people you need to get the job done and so 

it is personnel-related.  

• Goodwill impairment – Impairment of goodwill is 

typically one of the non-cash items that is permitted to 

be adjusted for in CNI and/or EBITDA.  In general, 

goodwill and intangible assets must be tested for 

impairment when a “triggering event” occurs. We 

won’t address whether the pandemic in general would 

constitute a triggering event, but certainly the loss of a 

significant customer or supplier whose own 

operations are impacted by it could be. 

• Business interruption insurance proceeds – The proceeds 

of business interruption insurance is also a common 

add-back to CNI and/or EBITDA, “to the extent 

actually received”, although some also allow it “to the 

extent expected to be received”.  Under IFRS and US 

GAAP, a business interruption recovery gain is 

typically only recognized once the insurer has 

acknowledged that the claim is covered and specified 

the amount to be paid to the company.  Prior to that 

point it is considered a gain contingency.  Accordingly, 

it’s worth checking the language in the definition to see 

if it allows the adjustment to be made before it would 

be recognized in the financial statements. 

Companies will no doubt be looking at their bond and loan 

documentation carefully to see where else they can 

justifiably make adjustments for the impact of coronavirus, 

particularly given that some of the adjustments identified 

above occur in a relatively small number of deals.  The 

problem, however, when trying to squeeze a particular 

cost or loss into a provision that wasn’t specifically 

designed for it, is that companies and their lenders and 

bondholders may well have a different view of what’s 

justifiable.9   

We expect that in the run up to the announcement of first 

quarter results, companies will start giving guidance as to 

their estimate of the impact of the pandemic on their 

business.10 Investors will do well to pay attention to what 

is said regarding CNI and EBITDA and, to the extent they 

can, drill down to the detail of any adjustments to see 

exactly what they’re doing there. 

*    *    *    *    * 

That, then is our quick overview of how we see the 

coronavirus pandemic impacting companies and their 

bond and loan covenants. Obviously, we’ll keep you posted 

as things develop, although it will likely be some time 

before the full effect is known. We’re hoping that 

companies won’t be hit too badly, although not nearly as 

much as we’re hoping that most people and their families 

won’t be.  Let’s keep this in perspective, after all. 

  

 
9 On that point, we’d like to note that some EBITDA adjustments (such as for anticipated cost savings and synergies resulting from 
acquisitions and restructurings) allow companies to adjust for certain cost and expense reductions before they are realized. Can you 
also adjust for anticipated revenue loss before it is realized? In the absence of express language specifically authorizing that (which 
we’ve never seen), no – don’t even think about it.  
10 As we noted above, Cineworld has already started to do this. Others, however, may be reluctant to do so in the absence of firm 
numbers on which to base the guidance. Earlier this month, the CFO of Royal Caribbean said that there are still “too many variables 
and uncertainties” to adjust its earnings guidance for the coronavirus. 
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