US Treasury and Federal Reserve Announce Two New Corporate
Credit Facilities for Large Employers

On Monday, March 23, 2020, in response to
the evolving economic crisis created by the
COVID-19 pandemic, U.S. Treasury and the
Federal Reserve authorized the establishment
of two new facilities to support credit for large
employers:

e The Primary Market Corporate Credit
Facility (PMCCF) will provide credit for new
bond and loan issuance by directly
purchasing eligible corporate bonds from
investment grade issuers.

e The Secondary Market Corporate Credit
Facility (SMCCF) will provide liquidity for
outstanding corporate bonds and eligible
exchange-traded funds (ETFs) by buying
corporate bonds and ETFs in the secondary
market

The Federal Reserve will use authority granted
by Section 13(3) of the Federal Reserve Act to
lend to the SPV to support the vehicle’s
purchases. The programs were approved by
the U.S. Treasury in initial amounts of $10
billion, with funds provided from Treasury’s
Exchange Stabilization Fund (ESF). SMCCF
and PMCCF were not used during the 2008
financial crisis.

Primary Market Corporate Credit
Facility (PMCCF)

Under the PMCCEF, the Federal Reserve Bank of
New York (“FRBNY") will establish a special
purpose vehicle (SPV) to make investments.
Treasury, using the ESF, will make an equity
investment in the SPV. PMCCF will allow
investment grade companies access to credit
and will provide bridge financing of up to four
years. Borrowers may elect to defer interest
and principal payments during the first six
months of the loan, extendable at the Federal
Reserve's discretion, in order to have
additional cash on hand that can be used to
pay employees and suppliers. Any company
that elects to defer interest and principal
payments may not pay dividends or make
stock buybacks during the deferral period.

The PMCCF will purchase corporate bonds that
meet the following criteria:

e Issued by an eligible issuer, meaning a U.S.
business with material operations in the
United States that is not expected to receive
direct financial assistance under pending
federal legislation (i.e., the CARES Act);



e Issuer is rated at least BBB-/Baa3 by a major
nationally recognized statistical rating
organization (“NRSRO") and, if rated by
multiple major NRSROs, rated at least BBB-
/Baa3 by two or more NRSROs, in each case
subject to review by the Federal Reserve;
and

¢ Have a maturity of four years or less.

The limits for each issuer are based on the
issuer’s rating. The maximum amount of
outstanding bonds or loans of an eligible
issuer that borrows from the PMCCF may not
exceed the applicable percentage of the
issuer's maximum outstanding bonds and
loans on any day between March 22, 2019 and
March 22, 2020:

140 percent for AAA/Aaa;
130 percent for AA/Aa;
120 percent for A/A; or

110 percent for BBB/Baa (investment criteria
above includes BBB-/Baa3).

The interest rates will be “informed by market
conditions,” but interest may be deferred for
up to six months (or longer, if the period is
extended by the Federal Reserve). Borrowers
may elect to defer all or a portion of the
interest due and payable on each interest
payment date for 6 months, with the interest
added to, and made part of, the outstanding
principal amount of the bond or loan.

A borrower that elects to defer interest may
not pay dividends or make stock buybacks
during the period it is not paying interest. The
commitment fee will be set at 100 bps. Bonds
and loans under the PMCCF are callable by
the eligible issuer at any time at par.

The program will terminate September 30,
2020, unless the facility is otherwise extended
by the Federal Reserve.

Secondary Market Corporate Credit
Facility (SMCCF)

Under the PMCCF, the FRBNY will establish an
SPV to make investments. Treasury, using the
ESF, will make an equity investment in the
SPV. The SMCCF will purchase in the
secondary market corporate bonds issued by
investment grade U.S. companies and U.S.-
listed ETFs whose investment objective is to
provide broad exposure to the market for U.S.
investment grade corporate bonds.

The SMCCF may purchase corporate bonds
that meet the following criteria:

e Issued by an eligible issuer, meaning a U.S.
business with material operations in the
United States that is not expected to receive
direct financial assistance under pending
federal legislation (i.e., the CARES Act)

¢ Rated at least BBB-/Baa3 by a major NRSRO
and, if rated by multiple major NRSROs,
rated at least BBB-/Baa3 by two or more
NRSROs, in each case subject to review by
the Federal Reserve; and

e Have a remaining maturity of five years or
less.

The SMCCF will purchase eligible corporate
bonds at fair market value in the secondary
market. The maximum amount of bonds that
the SMCCF will purchase from any eligible
issuer will be capped at 10 percent of the
issuer's maximum bonds outstanding on any
day between March 22, 2019 and March 22,
2020.

The SMCCF also may purchase U.S.-listed ETFs
whose “investment objective is to provide
broad exposure to the market for U.S.
investment grade corporate bonds.” It will
avoid purchasing shares of eligible ETFs when
they trade at prices that “materially exceed”
the estimated net asset value of the
underlying portfolio. The SMCCF will not
purchase more than 20 percent of the assets
of any particular ETF as of March 22, 2020.
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The SMCCF will terminate at the end of
September 2020, unless the facility is
otherwise extended by the Federal Reserve.
The FRBNY will continue to fund the SMCCF
after termination of the program until the
SMCCF's holdings either mature or are sold.

Appendix: Term Sheets of Primary and Secondary Market Corporate Credit

Facilities
Primary Market Corporate Credit Secondary Market Corporate Credit
Facility Facility
Eligible Corporate Bonds and Loans: Corporate Bonds: Corporate bonds
Assets Corporate bonds and loans that meet that meet each of the following criteria
each of the following criteria at the time | at the time of purchase by the Facility:
of bonql _purchase or loan origination by « Issued by an eligible issuer;

the Facility: .

e Rated at least BBB-/Baa3 by a major

e Issued by an eligible issuer; nationally recognized statistical rating

e Issuer is rated at least BBB-/Baa3 by a organization (“NRSRO") and, if rated

major nationally recognized statistical by multiple major NRSROs, rated at
rating organization (“NRSRQ") and, if least BBB-/Baa3 by two or more
rated by multiple major NRSROs, NRSROs, in each case subject to
rated at least BBB-/Baa3 by two or review by the Federal Reserve; and
more NRSROs, in each case subject to | o Have a remaining maturity of five
review by the Federal Reserve; and years or less.

* Have a maturity of four years or less. | ETFs: U.S.-listed ETFs whose investment
objective is to provide broad exposure
to the market for U.S. investment grade
corporate bonds.

Eligible Eligible: U.S. companies headquartered | Eligible: Eligible issuers for direct
Issuers in the United States and with material purchases of individual corporate bonds

operations in the United States. The on the secondary market are U.S.

scope of eligible issuers may be businesses with material operations in

expanded in the future. the United States.

Not Eligible: Companies that are Not Eligible: Companies that are

expected to receive direct financial expected to receive direct financial

assistance under pending federal assistance under pending federal
legislation. legislation.
Limits per Corporate Bonds and Loans: The Corporate Bonds: The maximum
Issuer maximum amount of outstanding amount of bonds that the Facility will

bonds or loans of an eligible issuer that

purchase from any eligible issuer will be
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borrows from the Facility may not
exceed the applicable percentage of the
issuer's maximum outstanding bonds
and loans on any day between

March 22, 2019 and March 22, 2020:

¢ 140 percent for eligible assets/eligible
issuers with a AAA/Aaa rating from a
major NRSRO;

¢ 130 percent for eligible assets/eligible
issuers with a AA/Aa rating from a
major NRSRO;

e 120 percent for eligible assets/eligible
issuers with a A/A rating from a major
NRSRO; or

¢ 110 percent for eligible assets/eligible
issuers with a BBB/Baa rating from a
major NRSRO.

capped at 10 percent of the issuer’s
maximum bonds outstanding on any
day between March 22, 2019 and
March 22, 2020.

ETFs: The facility will not purchase more
than 20 percent of the assets of any
particular ETF as of March 22, 2020.

Terms

Interest Rate: The Facility will purchase
bonds and make loans that have
interest rates informed by market
conditions.

e At the borrower’s election, all or a
portion of the interest due and
payable on each interest payment
date may be payable in kind for 6
months, extendable at the discretion
of the Board of Governors of the
Federal Reserve System.

e Such interest amount will be added
to, and made part of, the outstanding
principal amount of the bond or loan.

e A borrower that makes this election
may not pay dividends or make stock
buybacks during the period it is not
paying interest.

Commitment Fee: 100 bps.

Call Right: Bonds and loans under the
Facility are callable by the eligible issuer
at any time at par.

Pricing: The Facility will purchase
eligible corporate bonds at fair market
value in the secondary market. The
Facility will avoid purchasing shares of
eligible ETFs when they trade at prices
that materially exceed the estimated net
asset value of the underlying portfolio.

Program
Termination

September 30, 2020, unless the Facility
is extended by the Board of Governors
of the Federal Reserve System.

No later than September 30, 2020,
unless the Facility is extended by the
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The Reserve Bank will continue to fund
the Facility after such date until the
Facility’s underlying assets mature.

Board of Governors of the Federal
Reserve System.

The Reserve Bank will continue to fund

the Facility after such date until the
Facility’s holdings either mature or are
sold.
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Mayer Brown is a distinctively global law firm, uniquely positioned to
advise the world's leading companies and financial institutions on their
most complex deals and disputes. With extensive reach across four
continents, we are the only integrated law firm in the world with
approximately 200 lawyers in each of the world's three largest financial
centers—New York, London and Hong Kong—the backbone of the
global economy. We have deep experience in high-stakes litigation and
complex transactions across industry sectors, including our signature
strength, the global financial services industry. Our diverse teams of
lawyers are recognized by our clients as strategic partners with deep
commercial instincts and a commitment to creatively anticipating their
needs and delivering excellence in everything we do. Our “one-firm”
culture—seamless and integrated across all practices and regions—
ensures that our clients receive the best of our knowledge and
experience.

Please visit mayerbrown.com for comprehensive contact information for
all Mayer Brown offices.

Any tax advice expressed above by Mayer Brown LLP was not intended or written
to be used, and cannot be used, by any taxpayer to avoid U.S. federal tax
penalties. If such advice was written or used to support the promotion or marketing
of the matter addressed above, then each offeree should seek advice from an
independent tax advisor.

This Mayer Brown publication provides information and comments on legal
issues and developments of interest to our clients and friends. The foregoing is
not a comprehensive treatment of the subject matter covered and is not intended
to provide legal advice. Readers should seek legal advice before taking any action
with respect to the matters discussed herein.

Mayer Brown is a global services provider comprising associated legal practices
that are separate entities, including Mayer Brown LLP (lllinois, USA), Mayer Brown
International LLP (England), Mayer Brown (a Hong Kong partnership) and Tauil &
Chequer Advogados (a Brazilian law partnership) (collectively the “Mayer Brown
Practices”) and non-legal service providers, which provide consultancy services
(the "Mayer Brown Consultancies”). The Mayer Brown Practices and Mayer Brown
Consultancies are established in various jurisdictions and may be a legal person
or a partnership. Details of the individual Mayer Brown Practices and Mayer
Brown Consultancies can be found in the Legal Notices section of our website.

“Mayer Brown" and the Mayer Brown logo are the trademarks of Mayer Brown.
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