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Banking & finance annual report 2018: Fighting talk

Banking lawyers in Iberia are benefitting from a boom in real estate finance,
1 but the legal market is becoming increasingly competitive and retaining
talent is a problem

Banking lawyers in Spain are optimistic about what they see as a healthy pipeline of work for the coming year. However,

competition in the legal market is becoming more intense, with the result that pressure on fees is a concern. As one partner

remarked: “All the top firms are pitching for the same transactions.” Another difficulty faced by banking and finance
departments in law firms is the need to retain top talent — some senior banking lawyers talk of a younger generation that is “not really prepared” for the career of a
lawyer — especially the long hours that need to be worked — so stopping them from leaving for a job elsewhere can prove problematic. As a result, there is a

recognition that firms have to offer young lawyers alternative career paths.

Like lawyers in other practice areas, banking partners also talk of the need to reduce costs, which means firms are having to better utilise technology in order to
increase efficiency. However, on a positive note, lawyers remark that the market is extremely active and is attracting significant interest from international players. In
particular, real estate finance is booming, with Spain seen as one of the leading European jurisdictions for property investment. Demand for project finance is also

increasing, lawyers say, while direct lending is also on the rise.

Meanwhile, some partners view the intensely competitive market as an opportunity for law firms to reinvent themselves by inventing new products that use artificial
intelligence to offer more benefits to clients. There are also warnings that, while there is considerable liquidity in the market — similar to the levels seen pre-crisis —

it’s important that the lessons that were learnt as a result of the global financial crash are not forgotten.

With regard to the Portuguese banking sector, lawyers expect that there will be more sales of non-performing loans (NPLs) in the coming year — banks are anxious to
get rid of poorly performing assets and this trend is expected to generate substantial work for lawyers. In addition, real estate finance and banking regulatory matters
are also expected to drive significant demand for legal advice. However, one major concern is the arrival of new players in the Portuguese legal market that are
offering advice on NPL deals for much lower fees.

The growth of the fintech sector is viewed as a major opportunity for lawyers in Portugal, while the acquisition of some banks will also generate work, lawyers say.
Acquisition finance is also a driver of growth, but there are doubts about the likelihood of an increase in the use of crowdfunding in Portugal. However, project
finance work is expected to increase, particularly in the renewable energy sector. Indeed, lawyers say the infrastructure and energy sectors are proving to be

particularly attractive to international investors.

Given that the ownership of Portuguese financial institutions has frequently changed in recent years, lawyers now have to put a concerted effort into building
relationships with new clients. Meanwhile, like their counterparts in Spain, banking lawyers in Portugal say retaining talent is a significant problem with younger
lawyers less inclined to work the long hours that were considered the norm by their predecessors. In addition, law firms also have to contend with a trend for banks

to bring more legal expertise in-house by strengthening their legal departments with new hires.

Spain: Direct lending on the rise, while NPL sales continue

Banks’ use of law firm panels increasing with the result that there remains pressure on fees — meanwhile, the use of bonds to finance projects is becoming

more common

Event: Iberian Lawyer Banking and Finance Madrid Roundtable

Host: Freshfields Bruckhaus Deringer

Banking lawyers in Spain are doing an increasing amount of work for direct lenders, which are financing an increasing amount of real estate transactions, according
to attendees at the Iberian Lawyer Banking and Finance Madrid Roundtable. Meanwhile, the sale of non-performing loans is also generating a significant amount of
work for lawyers. However, banks are continuing to put considerable pressure on fees, while the use of law firm panels in the banking sector is becoming more

common. Regulatory matters are a growing concern for financial institutions, while issues such as data protection and cybersecurity are leading to more instructions

for lawyers.
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Another significant feature of the market in 2017 were some major debt

restructurings, said Urfa Menéndez partner Angel Pérez Lopez, who Spain: What are currently the biggest opportunities for law firms in
highlighted Abengoa’s, Celsa’s and FCC’s financial restructurings as banking and finance?
the largest transactions of this type in the Spanish market in 2017. In

“Spanish banks’ need to reduce their balance sheets to comply with ECB banking
supervision rules is an opportunity, as well as the increased presence of debt funds
in Spain, especially in debt restructuring and the new MIFID II, payment systems
addition to real estate financing and direct lending transactions, and data protection regulations.” Rafael Bazan, partner, Araoz & Rueda

according to Pérez Lopez.

addition, sales of non-performing assets (both non-performing loans
and REOs) have also generated substantial work for lawyers, in

“Renewable energy projects, transactions related to the non-performing loan
market and advice on adaptation to new technology.” Guillermo Yuste, partner,
Andersen Tax & Legal
Leveraged buy-outs (LBOs) are becoming increasingly common,
according to Gémez-Acebo & Pombo partner Rafael Agui]era_ He "Projeft finance in energy and infrastructure. Banks begin ning to accept pure
merchant risk in renewables projects. Expectations are also high for the new
infrastructure plan, while strong M&A activity will provide opportunities in
leveraged finance." Joaquin Sales, partner, King & Wood Mallesons

added that there are a number of “new European funds” that are
entering the LBO market. In addition, real estate financing is booming,

Aguilera said.

“Increasingly it is necessary to provide a comprehensive service that connects
different areas of law (such as payments, banking legislation, standardisation, anti-
money laundering and GDPR). This requires training and close cooperation between

Pérez-Llorca partner Ander Valverde said law firm departments.” José Luis Lorente Howell, partner, Bird & Bird

that direct lending is featuring more

regularly in the Spanish market, while “Concerning traditional banking entities, their need to continue cleaning NPLs and
there are a number of international non-core businesses from their balance sheets, and MIFID Il. Regarding alternative
financing, new formulas that companies are using to access capital markets and the

investors that are preparing for the ; it :
regulation of new players.” José Maria Pastrana, partner, RCD - Rousaud Costas

divestment of assets as prices go up and

Duran
this has resulted in “dividend recap
financings as well as stapled financings arranged by sellers in M&A “The high level of litigation in the sector, especially in fields related to consumer
transactions”. protection. There are also lots of foreclosure proceedings on hold awaiting

clarification of the rules applicable to mortgage enforcement. Also, the
parliamentary bill on real estate credit.” Antonio J. Navarro, partner, Broseta

The clearing up of bank balance sheets is creating a lot of work for law
firms, said Herbert Smith Freehills partner Gonzalo Martin de Nicolas. He added that technology, data protection and cybersecurity are major concerns for banks.
Meanwhile, Martin de Nicolas said fintech companies were being viewed by some banks as a threat to their business, but other banks were considering fintech

companies as “potential partners”.

There is a growing demand for regulatory advice from new banks, said Baker McKenzie partner Francisco José Bauza. He added that consumer finance work is also
on the increase, while funds also have a growing appetite for acquisition finance, though banks are more reluctant to get involved in this area. Direct lending for
infrastructure projects is currently a trend, with insurance companies among the players involved in this market, said Dentons partner Jabier Badiola. He also said

that direct lenders are financing real estate transactions in situations where banks are unable to provide finance.

The financing of projects via bonds is a growing trend, said Allen & Overy partner Ignacio Ruiz-Camara, who added that funds from Europe and the US are
particularly attracted to such transactions. He added that funds are able to provide finance much more quickly than banks, though they generally require a higher rate
of return. Meanwhile, Ruiz-Camara said that with regard to legal panels, not all banks have them, though some have “started implementing such panels or have
suggested they intend to do so in the future”.

There are many international players active in the Spanish banking and finance sector and many of them are “setting up their platforms and teams locally”, said
Cuatrecasas partner [fiigo de Luisa. “Spain is currently a key jurisdiction for investors and alternative debt funds,” he added. Financing is becoming more complex in

terms of documentation with transactions often involving “different layers of debt and equity instruments”, De Luisa said.

Ashurst partner Fernando Navarro said project bonds and high yield bonds are becoming more popular in the Spanish market. He added that increasingly banks are
using legal panels and this is putting pressure on fees. Jones Day partner Javier Lopez Anton said work for direct lenders is on the increase, while real estate finance
and work for sponsors in mid-market deals is also growing. He added: “There is price pressure, but this is nothing new, while banks are using law firm panels for

some specific types of work.”

Lopez said that she was optimistic about the pipeline of work for banking and finance lawyers, however, participants noted that there was significant competition in

the legal market and that this means there is significant pressure on fees. Meanwhile, attendees also said reducing costs and retaining talent were among the major
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problems faced by law firms. Participants also said that

the current environment also represented an opportunity
for law firms to reinvent themselves as competing with

new market entrants is becoming increasingly difficult.

One example cited was law firms developing legal

products that use artificial intelligence to better match

expertise with clients’ needs.

Portugal: Fintech sector providing fierce competition for banks

Consumer lending on the rise, but trend for banks to bring more legal expertise in-house is concern for law
firms

Event: Iberian Lawyer Banking and Finance Lisbon Roundtable
Host: Vieira de Almeida

The fintech sector is providing fierce competition for the more established banks in
Portugal, participants in the Iberian Lawyer Banking and Finance Lisbon Roundtable
said. Fintech companies are generally able to provide loans much more quickly than
banks, while there are also other lending platforms that are using cutting-edge

technology to match borrowers with potential lenders and this is also having the effect

of eroding the client base of banks. Meanwhile, consumer lending is on the rise, while
regulatory concerns are growing for financial institutions. The good news for law
firms is that more players in the sector means more potential clients. However, lawyers did report that banks are

currently seeking to bring more legal expertise in-house.

The growth of the fintech sector is raising questions about how banks will position themselves in relation to this
new type of competition, said SRS Advogados partner Alexandra Valente. She added that it was unclear whether
all banks will “come up to speed” with regard to such technology and how they will be impacted by technology
such as blockchain and cryptocurrency. Valente also said that regulation such as MiFID II is making it more
difficult for financial sector organisations to be competitive. Meanwhile, the sale of non-performing loans, in
addition to real estate finance and acquisition finance is generating a significant amount of work for lawyers,
according to MLGTS managing associate Maria Soares do Lago. She added that, in the future, traditional banking
sector clients may consider partnerships with fintech companies “as a way of keeping up with new market trends”.

Portugal: What are the biggest opportunities for law firms in banking

M&A finance and finance?

and regulatory “Banks are preparing to comply with an increasingly complex regulatory environment

and deal with challenges posed by new technology. Law firms can help financial
institutions comply with regulations covering data protection, money laundering and
compliance, for example.” Alexandre Jardim, partner, PBBR

work are other
key sources of
work for banking

and finance - g ;
“IFRS 9, PSD2 and DMIF Il introduce significant changes and Portuguese banks will

lawyers, said have to adopt new procedures, as well as adjust their products and channels in

Gongalo dos Reis | accordance with new technological and digital trends and new competitors.” Mafalda
Martins, partner Oliveira Monteiro, partner, Miranda & Associados

at PLMJ. He

added that banks

Banking & finance annual report 2018: Fighting talk - Iberian Lawyer

Sﬂain: What are the biggest
challenges clients in the
banking and finance sector
currently face?

“The terms of financing agreements
are more borrower-friendly, but
while this might be good in terms
of deals closed, firms and lenders
need to bear in mind the experience
of the financial crisis. Fintech
companies will also pose a challenge
to traditional lenders in the short
term.” Jesus Estévez Jacome,
partner, EY Abogados

“Adapting to the new digital world
in which many financial products
and services are going to be offered
through nonphysical channels

and also protecting data from
cybersecurity risks.” Francisco Uria,
partner, KPMG Abogados

“Corporate clients will see a finance
market with less liquidity and higher
interest rates in future. Financing
projects will become more difficult.
Banks will face additional regulation
that will restrict further their
capacity to finance non-core or non-
premium projects.” Pablo Rodriguez-
Abelenda, partner, Roca Junyent

“The rapid digitalisation of the
sector makes it hard for the legal
framework to keep up. This creates
a challenge for regulators and
lawmakers, as well as lawyers, who
must keep up to date. The lack of
precedence and European case

law in some areas also provides a
challenge.” Manuel Garcia, partner,
Lupicinio International Law Firm

“Low interest rates and increasing
regulatory requirements have
harmed the banking sector. Only

few banks will survive in the future
and there is a lot of restructuring
needed.” Antonio Marimén, partner,
Marimon Abogados

face strong competition from fintech companies that are able to complete lending deals very quickly. Reis Martins also said that consumer lending is increasing

substantially, for example in the areas of car finance and credit cards. Meanwhile, he said that recent work for his firm included advising a UK fintech company that

lends to small and medium-sized enterprises on a partnership with a Portuguese bank.

Banks are facing competition from lending platforms that use algorithms to quickly match borrowers and lenders, according to Linklaters counsel Gongalo Veiga de

Macedo. He added that banks “continue the deleveraging process” and are selling loan portfolios that are attracting interest from private equity funds and

international investment banks and this trend is driving demand for legal advice. Veiga de Macedo also said that, despite the rise of fintech companies, their

“potential and benefits cannot yet extend to tailored and structured transactions, which cannot be done by fintech companies — you always need specialist teams”.

Vieira de Almeida partner Pedro Cassiano Santos said that the Portuguese financial market is “inevitably small, and consequently, lending terms are very strict and
there is a scarcity of players”. He added that specialist lenders in the real estate finance and acquisition finance markets often offer finance at a better rate than the
older, more established lenders. Cassiano Santos said the emergence of smaller banks and other types of lenders means that there are more potential clients for law

firms, though as larger banks encounter competition from smaller players, they will “also tend to adapt their offer”. He added that, with regard to fees, they tend to be
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“on a fixed-fee basis, set up front and lowered”. Therefore there is a need for increased efficiency and the “proper management of teams and lawyers involved in

each assignment”.

Financial institutions are facing increasing regulatory pressure, said Uria Menéndez-Proenga de Carvalho partner Pedro Ferreira Malaquias. He added that the

European Union Mortgage Credit Directive, the General Data Protection Regulation, MIFID II and the Payment Accounts Directive are among the regulations that

are having an impact on banks’ costs and their profitability. Ferreira Malaquias also said that banks “see fintech typically as a threat” and that consequently banks are

calling for fintech companies to be subject to the same rules as banks. He added: “However, we are also advising on mergers between national banking associations

and associations of fintech companies and it may well be that, in perhaps five years’ time, the banking and fintech industries could merge.”

Portuguese banks are integrating their investment banking
subsidiaries into their retail banking operation due to
“increased competition from new players in the investment
banking sector and the need to save costs”, said Garrigues
partner Diogo Leonidas Rocha. He added: “Legal work
regarding investment banking services is therefore facing a
slight decrease.” However, Leonidas Rocha said there is
significant lending activity in the construction sector as well
as high demand for legal advice relating to the sale of non-
performing loans. He added: “There is a lot of shadow
banking, with private equity focusing on real estate finance.”

Leonidas Rocha also said that banking work is increasing

Portugal: What are the biggest challenges banking and finance
sector clients currently face?

“Fintechs, specifically how supervisory bodies and traditional banks will respond
to the market changes. In particular, the implementation of the PSD2 will have a
huge impact on banks’ business model and the relationship between clients, banks
and fintechs.” Francisco Barona, partner, SLCM - Serra Lopes, Cortes Martins &
Associados

“The banking and finance sector faces the challenge of greater intervention from
regulators that can lead to increased litigation. Meanwhile, competition from
fintech companies, which provide innovative services, means a growing need for
investment in innovation.” Filipa Ruano Pinto, partner, SPS Law Firm

and that there are a lot of players in the market, “which is good for lawyers”, though he adds that banks are, in general, trying to grow their in-house legal teams.

Brexit is causing concern for some clients in the financial sector, according to Abreu Advogados partner José Maria Corréa de Sampaio.
“Some banks are thinking of moving their offices out of the UK, possibly to Ireland, and others in the UK are already adjusting their
structures in order to adapt to Brexit,” he added. With regard to the competition banks face from fintech companies, Corréa de Sampaio
predicts that, in future, there could be examples of banks acquiring fintech companies, and vice versa, in order to “stay ahead in the new
banking market that is emerging due to technological developments and the new EU banking regulations”. He added that fintech

companies are already “creating value” for banks, for example by developing platforms enabling customers in other European

jurisdictions to place deposits in Portuguese banks: “This and other new services generates regulatory work for lawyers in Portugal.”

Meanwhile, there are also significant opportunities for Portuguese banking lawyers in African countries, such as Mozambique. In particular, the use of mobile phones

to transfer money is a growing trend, while project finance is also on the rise.
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