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Visit Latham’s COVID-19 Resources page for additional insights and analysis to help navigate the legal and
business issues arising from the global pandemic.

Federal Reserve Releases Updated Term Asset-Backed
Securities Loan Facility (TALF) Term Sheet

Updates and FAQs further expand the scope of the program and provide additional clarity regarding
eligibility criteria and program requirements.

On May 12, 2020, the Federal Reserve released an updated term sheet and FAQs, providing further
details about its previously announced TALF program (see Latham’s March 30 Client Alert and April 10
Client Alert, which outline the previous TALF releases). The revised terms (see the Federal Reserve’s
Term Sheet and FAQS) include greater clarity on how the TALF program will work, which entities qualify
as eligible borrowers, what forms of ABS are eligible, and further information regarding specific qualifying
underlying asset classes. The date the TALF program will commence lending and the form of Master
Loan and Security Agreement to be used by the program will follow from the Federal Reserve.

Some highlights from the release include:

o Eligible borrowers must be US businesses that (a) are created or organized in the US or under the
laws of the US; (b) have significant operations in and a majority of their employees based in the US;"
and (c) maintain an account relationship with a TALF Agent (as further defined in the FAQs). A US
subsidiary or a US branch or agency of a foreign bank may also be an eligible borrower if it otherwise
satisfies the relevant eligibility criteria. Note that a US business that has a Material Investor (any
person who owns, directly or indirectly, 10% or more of any outstanding class of securities of the
entity) that is a foreign government (or any investment fund the investment manager of which has a
Material Investor that is a foreign government) will not be an eligible borrower.?

' The FAQs note that “significant operations and a majority of its employees based in the United States” means that the borrower,
on a consolidated basis, must have significant operations in and a majority of its employees based in the United States. For a
borrower organized as an investment fund, the investment manager must have significant operations in and a majority of its
employees based in the United States.

2 Note that the FAQs state that the Federal Reserve will publicly disclose certain information regarding the TALF participants on a
monthly basis, including information identifying each borrower and other participant in the facility, information identifying each
Material Investor of a borrower, the amount borrowed by each borrower, the interest rate paid by each borrower, the types and
amounts of ABS collateral pledged by each borrower, and the overall costs, revenue, and other fees for the facility.
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e Borrowers will need to certify that they are unable to secure adequate credit accommodations from
other banking institutions (i.e., that although other lending options may be available, the available
pricing or conditions are inconsistent with a normal, well-functioning market).

e At present, only S&P Global Ratings, Moody’s Investors Service Inc., and Fitch Ratings, Inc. are
considered eligible NRSROs under the TALF.

e Additional information regarding the TALF program’s applicability to collateralized loan obligations
(CLOs), including:

— CLOs are still required to be static pool CLOs.

- Details regarding portfolio criteria, including certain concentration limitations (i.e., 10% second
lien loans, 7.5% DIP loans, 4% single underlying obligor and 65% covenant lite loan (for broadly
syndicated CLOs), and 10% covenant lite loan (for middle market CLOs)) and a requirement that
all or substantially all of the assets are arranged by a lead or co-lead arranger that is a US-
organized entity (including a US branch or agency of a foreign bank) and made to US-domiciled
obligors.

- All or substantially all of the leveraged loans underlying CLOs must have been originated on or
after January 1, 2019. Newly originated leveraged loans may include loans that have been
refinanced on or after January 1, 2019.

— Loans with interest rates tied to LIBOR are generally required to have adequate fallback language
(including fallback language recommended by the Alternative Reference Rates Committee or
substantially similar fallback language as prevailing in the relevant market when the loan was
originated).

Pursuant to the FAQs, the Federal Reserve will publish a Master Loan and Security Agreement, which will
provide further details on the program’s terms. The exact start date for the program has yet to be
confirmed.

To receive the latest COVID-19-related insights and analysis in your inbox, subscribe to Latham’s COVID-
19 Resources mailing list.

If you have questions about this Client Alert, please contact one of the authors listed below or the Latham
lawyer with whom you normally consult:

Douglas H. Burnaford
douglas.burnaford@Iw.com
+1.213.891.8259

Los Angeles

Vicki E. Marmorstein
vicki.marmorstein@Ilw.com
+1.213.891.8340
+1.212.906.1393

Century City / New York
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You Might Also Be Interested In

COVID-19: Resources for Responding to Business and Legal Issues

Federal Reserve Expands Scope of New Term Asset-Backed Securities Loan Facility (TALF): Update

Federal Reserve Announces New Term Asset-Backed Securities Loan Facility (TALF) in Response to
COVID-19

CARES Act: What Businesses Should Know (Webcast)
FAQs: Loan Programs for Larger Businesses Under Title IV of the CARES Act

Client Alert is published by Latham & Watkins as a news reporting service to clients and other friends.
The information contained in this publication should not be construed as legal advice. Should further
analysis or explanation of the subject matter be required, please contact the lawyer with whom you
normally consult. The invitation to contact is not a solicitation for legal work under the laws of any
jurisdiction in which Latham lawyers are not authorized to practice. A complete list of Latham’s Client
Alerts can be found at www.lw.com. If you wish to update your contact details or customize the
information you receive from Latham & Watkins, visit https://www.sites.lwcommunicate.com/5/178/forms-
english/subscribe.asp to subscribe to the firm’s global client mailings program.
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