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Summary

Debt treatments of pre-war private creditors
for Ukraine were far shallower than asked for.

Only on the assumption of a second debt
restructuring, were official creditors, including
the IMF, able to accept the shallow private
creditors’ debt treatment as compatible with
Ukraine's debt sustainability.

A moratorium on official bilateral creditors’
debt payments will presumably now last until
2029; a debt treatment from them is not
expected earlier. While the official bilateral
creditors forgo their own debt repayments,
pre-war bondholders are being paid at least
USD 4.4 billion in interest payments until 2029.

As Ukraine's financing gap is estimated at more
than USD 130 billion, the country lacks the re-
sources to pay the debt service. It is therefore
financial support from European institutions
that is effectively paying the debt service to
pre-war bondholders. In other words, Euro-
pean taxpayers are effectively subsidising the
profits of pre-war bondholders, while public
creditors themselves forgo repayments -a de
facto bailout of private investors.

If the need for a second restructuring is an-
nounced, the original principal amount of the
pre-war bonds of just under USD 20 billion
before the war could grow, under certain
circumstances, to at least USD 28.5 billion by
summer 2029 due to specific clauses in the
bond contracts. The original principal amount
of the former GDP warrants could grow from
USD 2.6 billion to 6.5 billion. In both cases
this is without a single dollar of that increase
being a real inflow. ‘Loss reinstatement’ in
this context means not simply going back to
square one, but a debt burden that is more
than 50% higher than it was before the war.

Furthermore, the clauses in the restructured
bond contracts will make a second debt re-
structuring and fair treatments between credi-
tor groups more complicated, not easier.

The debt reduction agreed in 2024 was an il-
lusion all along. Had Ukraine simply defaulted
in 2024, it might actually be better off today.
While the debt relief agreements were sold

as generous relief to a war-torn country, they
have massively increased the financial burden
on Ukraine in the coming years compared to
a default, which could have been politically
supported by the G7 and the IMF.

Given inter-creditor conflicts, Ukraine faces
litigation, although it has tried to be as credi-
tor-friendly as possible.

Policy demands to the G7,
EU and IMF:

Avoiding a ‘bailout’ of private creditors: G7
governments must ensure that European
taxpayers’' money and aid payments are not
indirectly used to finance interest payments
and profits for pre-war investors, whilst public
donors waive repayments.

Creating G7- and EU-wide legal backstops in
the form of national anti-holdout legislation to
support deep and comprehensive debt relief
for Ukraine: This would legally require private
creditors to participate in debt treatments on
terms at least as favourable as those granted
by official creditors.

Strict application of the comparability of treat-
ment principle on a nominal value basis: In the
event of the Group of Creditors restructuring
the debt and a second debt restructuring of
private claims, comparability of treatment
should be calculated on the basis of the orig-
inal loan amount (nominal value) in order to
classify the artificial inflation caused by loss re-
instatement penalty provisions as illegitimate.

Transparency in debt sustainability analysis:
The IMF should ensure that the potential im-
plications of loss reinstatement clause triggers
are incorporated transparently into financing
plans ex ante, to end the ‘illusion of debt relief".



Focus Paper 13: The illusion of relief

1. Introduction

1.1 Restructuring of pre-war bonds
during the war

The war of aggression against Ukraine, which has
been ongoing since 2022, is causing widespread
destruction in the country. It is clear that Ukraine
will not be able to meet its debt servicing obliga-
tions in the future - the debt is unsustainable. For
this reason, the debt must be reduced by the end
of the war at the latest, so as not to jeopardise
reconstruction. In 2024, as a condition of its ongo-
ing IMF programme, Ukraine already implement-
ed a debt restructuring of pre-war bonds worth
approximately 24 billion US dollars. At the end

of 2025, following some wrangling, Ukraine also
restructured the claims of a very specific group of
pre-war bondholders, known as GDP warrants.’

In both cases, the debt restructuring deals are
not commensurate with the war situation; in both
cases, the treatment granted was less than what
Ukraine had actually proposed to private credi-
tors in consultation with its public donors.2 It was
therefore only on the assumption of a second
debt restructuring that the IMF was able to classify
the debt treatments of pre-war investors in 2024
as compatible with Ukraine’s debt sustainability.?

Overview Box 1:
Timeline of Ukraine’s debt restructuring

November 2015: Following the an-
nexation of Crimea, Ukraine becomes
insolvent and a restructuring of Euro-
bonds is carried out. As compensation,
creditors receive so-called GDP warrants
- securities whose repayment is linked to
Ukraine’s economic growth.

February 2022: Start of Russia's war of
aggression; Ukraine is no longer able to
service its debt.

August 2022: Private bondholders grant
a two-year debt moratorium. Public bi-
lateral creditors, known as the Group of
Creditors of Ukraine (GCU), also granted
a moratorium until 2027.

March 2023: Start of the four-year IMF
programme (originally planned to run
until 2027). One condition is the restruc-
turing of both pre-war private debt and
the claims of public bilateral creditors.

August 2024: End of the private creditor
moratorium. First restructuring of the
Eurobonds amounting to approximately
USD 24 billion (new bonds: Step Up A
and B Notes). Debt relief is lower than
expected; a second debt restructuring

is expected at the latest when the GCU
restructures its debt. Ukraine resumes
interest payments to private creditors
despite the ongoing war.

>

1 See here for details on the debt restructuring of the warrants: https://erlassjahr.de/en/news/reset-with-side-effects-the-failure-of-

voluntary-debt-restructuring-in-the-case-of-ukraine/

2 We cannot go into further detail here, so please also see https://erlassjahr.de/wordpress/wp-content/uploads/2025/08/

GSDM2025-Art.3-Full_case_studies-Sri-Lanka_Suriname_Ukraine.pdf

3 From October 2024, the IMF has included in its review reports the assumption of a second debt restructuring in the future as
part of a “credible strategy to restore debt sustainability”. See, for example, “Fifth Review under the Extended Arrangement under the

Extended Fund Facility”, IMF Country Report 24/314, p. 15.


https://erlassjahr.de/en/news/reset-with-side-effects-the-failure-of-voluntary-debt-restructuring-in-the-case-of-ukraine/
https://erlassjahr.de/en/news/reset-with-side-effects-the-failure-of-voluntary-debt-restructuring-in-the-case-of-ukraine/
 https://erlassjahr.de/wordpress/wp-content/uploads/2025/08/GSDM2025-Art.3-Full_case_studies-Sri-Lanka_Suriname_Ukraine.pd
 https://erlassjahr.de/wordpress/wp-content/uploads/2025/08/GSDM2025-Art.3-Full_case_studies-Sri-Lanka_Suriname_Ukraine.pd

>

December 2025: Restructuring of the

GDP warrants into conventional Euro-

bonds (Step Up C Notes) amounting to
USD 2.6 billion.

January 2026: Investors in the 2024
debt restructuring threaten legal action,
as the terms of the Step Up C Notes are
disadvantageous to them.

February 2026: Approval of a new four-
year IMF programme; the old programme
from 2023 is replaced ahead of schedule.
Announcement that the public bilateral
creditors, the GCU, are extending their
moratorium until 2029. China also grants
a moratorium. A second private-sector
debt restructuring, linked to the GCU's
review of pari passu treatment, is thus
pushed further into the future.

By summer 2029: Whilst public creditors
defer payments until February 2030,
approximately USD 4.4 billion will flow to
private bondholders.

By summer 2029: Under the terms of the
IMF programme, the GCU must restruc-
ture their own claims by summer/autumn
2029 before the final review of the IMF
programme. At that point, a review of
equal treatment between public and
private creditors could conclude that the
private claims must be restructured again.

September 2029 (assumption): Should
Ukraine announce a second restructur-
ing of private claims, clauses in the bond
agreements could be triggered, leading
to an inflation of the claims. According to
calculations by erlassjahr.de (see below):

+ A and B Notes: Under certain cir-
cumstances from approx. USD 20
billion to 28.5 billion

« C Notes: From USD 2.6 billion to 6.5
billion

Overview Box 2: Overview of claims by private bondholders

Instrument Volume at the time After debt Jurisdiction
of restructuring restructuring

Step UpAand B Approx. USD 20 bn. Plus Approx. USD 15 bn London
Notes (formerly interest on the deferral

Eurobonds) 2022-2024: USD 24 bn
Step Up C Notes USD 2.6 bn USD 3.5 bn London
(formerly GDP

warrants)

Since the start of the war, Ukraine has lost market access and has therefore not issued
any new Eurobonds. The claims of private investors are therefore exclusively pre-war.
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1.2 The bailout of private pre-war
creditors by European taxpayers

Experts and policymakers in creditor countries
therefore expect that a second restructuring of
pre-war bonds will be necessary. The IMF's review
reports also contain references to a second debt
restructuring. This is partly because creditor coun-
tries in the Group of Creditors of Ukraine (GCU)*
will restructure their claims once the current debt
moratorium expires - and it is to be expected that
the relief they would provide will be significantly
greater than that granted by investors in 2024.
Under the comparability of treatment (CoT) prin-
ciple, they will then expect Ukraine to secure the
same concessions from other creditors - including
private ones. This approach has been standard
practice for many years by official bilateral credi-
tors in the Paris Club. Given the minimal debt re-
lief offered by private creditors, it is already clear
that a CoT assessment must conclude that private
creditors will have to concede significantly more.

The fact that Ukraine’s public creditors have agreed
to the private creditors' shallow deals, rather than
supporting a default by Ukraine, and thus also
accepted that over a billion US dollars in interest
payments would flow to private creditors by 2027,
can really only be explained by the public credi-
tors wanting to buy themselves some time - or a
‘standstill light™ - in order to then carry out a sec-
ond comprehensive debt restructuring at the end
of the GCU moratorium. Originally, the GCU mora-
torium was due to expire in spring 2027 at the end
of the IMF programme approved in 2023. The GCU
had committed to carrying out a comprehensive
debt restructuring by spring 2027 at the latest.®

However, it is now becoming clear just how risky
(and costly) this manoeuvre was: the GCU has
extended its moratorium until February 2030 for
the duration of the new IMF programme? or until
the end of the war, when there will be less uncer-
tainty regarding assumptions about future debt
sustainability.2 However, this also means that a
CoT assessment, which would trigger a second
restructuring of pre-war private claims, would not
take place until between summer and autumn
2029 at the earliest.®

During this period, Ukraine must make interest
and principal payments on its pre-war private
debt in an amount that can no longer be seen as
a ‘standstill light'. Specifically, between August
2024 and August 2029, Ukraine must make
interest payments totalling USD 3.3 billion on
all restructured bonds.'® Depending on when a
second debt restructuring is announced, a prin-
cipal payment of USD 1.17 billion will be added"".
In total, therefore, USD 4.4 billion will flow out
to private pre-war investors between summer
2024 and summer 2029. Even if it is argued that
the payments made will be offset accordingly in a
second debt restructuring, a bond, including the
interest payments due, will have been fully paid
by then and USD 1.4 billion will thus be irre-
vocably lost - because a bond that has already
been repaid in full cannot subsequently be includ-
ed in a debt restructuring.

Ukraine’s estimated financing gap between
2026 and 2029 stands at at least 137 billion US
dollars.'? Ukraine will therefore not be able to
meet its debt servicing obligations from its own
resources, but will have to use the external donor

4 The Group of Creditors to Ukraine are Canada, France, Germany, Japan, UK and USA.

5 We call it ‘standstill light' as between 2024 and 2027, USD 1 billion will be paid in debt service to the private creditors.

6 See https://www.bundesfinanzministerium.de/Content/EN/Standardartikel/Topics/Europe/War-in-Ukraine/debt-service-suspension-

for-ukraine.html

7 https://www.bundesfinanzministerium.de/Content/EN/Standardartikel/Topics/Europe/War-in-Ukraine/debt-service-suspension-for-

ukraine.html

8 See “Request for an Extended Arrangement under the Extended Fund Facility”, IMF Country Report 26/58, p. 39.

9 The text states that the GCU must begin its debt restructuring no later than before the IMF's final review of the programme (ibid., p.
125). Reviews take place quarterly; the programme runs until 25 February 2030. Assuming that the final review takes place at the end
of November 2029, the GCU debt restructuring would need to be completed by November 2029.

10 Own calculations based on the terms of the Step Up A, B and C Notes.

11 Maturity of the Step Up A 2029 Note on 1 February 2029.
12 See ibid.


https://www.bundesfinanzministerium.de/Content/EN/Standardartikel/Topics/Europe/War-in-Ukraine/debt-service-suspension-for-ukraine.html
https://www.bundesfinanzministerium.de/Content/EN/Standardartikel/Topics/Europe/War-in-Ukraine/debt-service-suspension-for-ukraine.html
https://www.bundesfinanzministerium.de/Content/EN/Standardartikel/Topics/Europe/War-in-Ukraine/debt-service-suspension-for-ukraine.html
https://www.bundesfinanzministerium.de/Content/EN/Standardartikel/Topics/Europe/War-in-Ukraine/debt-service-suspension-for-ukraine.html

support mobilised under the IMF programme for
this purpose. As the funds from the IMF pro-
gramme are used exclusively to refinance debt
servicing to the IMF, this will primarily consist

of funds from the European Union - currently
Ukraine's largest donor - and, to a lesser extent,
funds from other non-EU G7 partners, such as
Canada. Itis primarily European taxpayers’
money that is thus financing the profits of
pre-war investors until a possible second debt
restructuring.

But that is not all. Should a second debt restruc-
turing take place, pre-war investors will, virtu-
ally overnight, hold claims worth more than
they did in the year the war began, without a
single additional dollar being made available
to Ukraine for reconstruction. Thus, the claim
of the former GDP warrant holders amounting

to USD 3.2 billion in July 20222 (which, due to
buybacks by the Ukrainian government, stood at
just USD 2.6 billion at the time of the 2025 debt
restructuring) will become a claim amounting

to USD 6.5 billion (see calculations below). The
claims of the other pre-war investors, amounting
to just under USD 20 billion in 2022, will, under
certain conditions, become a claim of at least
USD 28.5 billion (see calculations below). ¢ This is
primarily due to specific clauses that were incor-
porated into the restructured bond agreements in
the event of a second debt restructuring.

13 See the amount stated in the "Announcement of Consent Solicitation” dated 20 July 2022 for the GDP warrants.

14
15
16

Own calculations based on the information in the terms and conditions of the C Notes; see below for assumptions.
See the amounts stated in the “Announcement of Consent Solicitation” dated 20 July 2022 for the Eurobonds.

Own calculations based on the information in the terms and conditions of the A and B Notes; see below for assumptions. In the

case of the 2024 bond restructuring, however, this depends on whether the trigger built into the bond agreements is still valid at that
time or not (see further details below).



2. The loss reinstatement
clause as a strategic tool

In both cases - that is, in the case of the pre-war
investors who restructured their claims in 2024
(the Step Up A and B Notes), and in the case of
the former warrant holders who restructured

in 2025 (Step Up C Notes) - investors included
special clauses in the contracts in anticipation of
a second restructuring, known as loss reinstate-
ment clauses (LRCs).

First and foremost: as is customary with any

bond, the restructured bond also specifies what
happens in the event of a future default.” In the
case of the restructured bonds, for example, it is

stipulated that - provided at least a quarter of the
bondholders so decide - the nominal value of the

restructured bonds becomes immediately due
and payable. These clauses are standard provi-
sions in bond agreements and are not of further
interest to us here.

Particularly when bonds are issued in the context

of debt restructuring, it is also not unusual for
them to contain LRCs, i.e. clauses designed to
recoup the loss incurred as a result of the debt

restructuring. LRCs are essentially intended to act

as a 'reset button’ in the event of multiple res-
tructurings. They enable private creditors, upon
the occurrence of certain contractually defined
events, to restore the face value reduced as part

of the restructuring, either in full or in part, to its

original value prior to the restructuring.

The basic idea is as follows: should there be a fur-
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2.1 The 2024 bondholder

restructuring

2.1.1 Structure and Computation of the
Loss Reinstatement Amount

In the case of Ukraine, first, there has not been
any market access since the beginning of the war
and since the restructuring took place. Further-
more, should Ukraine deem a further debt restruc-
turing of the bonds as necessary - for instance,
because the GCU's CoT assessment specifically
requires it - the situation prior to the restructuring
will not simply be restored. The bonds would be
called immediately at a specific loss reinstatement
amount (LRA). This is calculated as follows:

B The outstanding nominal amounts of the
original bonds as at the 2024 exchange date,
i.e. the loan amount originally granted by the
bondholders which had not yet been repaid at
the time of the 2024 debt restructuring.

The accrued and deferred interest up to the
date of the debt restructuring, including the
deferred interest between 2022 and 2024
during the moratorium granted following Rus-
sia’s attack (which was capitalised on the issue
date of the restructured bonds). The interest
amount is calculated as if Ukraine had been in
continuous default during the moratorium -
despite the fact that creditors themselves had
voluntarily suspended debt service payments.
This raises serious questions about the legiti-
macy of such claims.

B The resulting amount bears interest from the

ther default in which the debtor country suspends
repayments on both the already restructured and
newly issued debt, the LRC is intended to ensure
that existing creditors are not burdened twice
compared to holders of newer debt instruments.
This, too, makes sense at first glance.

However, what is intended as a technical reset
rule is, in the case of Ukraine, turning into more of
a deterrent.

date of the exchange (i.e. 30 August 2024)

at 7.43% (this is the weighted average of the
interest rates of all original bonds) until the
date on which the clause was triggered. If, for
example, Ukraine announces on 30 August
2029 that a second debt restructuring will

be necessary due to the CoT of the GCU, this
would be the loss reinstatement date.

17 For further details, please refer to the “Terms and Conditions of the Notes"” for the Step Up A and Step Up B bonds, in particular
Sections 8 “Events of Default” and 9 “Acceleration” (for the Step Up B bonds maturing in 2034 and 2035, Sections 9 and 10). The terms
and conditions of all refinanced bonds can be found here: https://mof.gov.ua/en/ozdp.


https://mof.gov.ua/en/ozdp

B Theinterest rate of 7.43% is effectively a kind
of default interest. Creditors justify this rate
by arguing that the LRC is simply ‘turning the
clock back’: the debt is calculated as if the
first haircut in 2024 had never taken place, in
order to neutralise the timing differences in
debt restructuring between private and public
creditors. So, it is treated as though Ukraine
had simply been in default the whole time,
even though it was actually in compliance with
the contract during that period.

B Interest already paid and other amounts that
Ukraine paid to investors between 2024 and
2029 are then deducted from this sum.

B From the moment the LRC trigger is activated
(assumed to be 30 August 2029), this new
sum would continue to accrue interest at the
original rate as default interest until Ukraine
has serviced it.

From the investors' perspective, the structure of
the LRC serves to create a level playing field vis-a-
vis bilateral public creditors: as the claims of the
GCU remain nominally intact during the ongoing
moratorium, private creditors are calling for a
mechanism that recognises the haircuts they have
already accepted and the fact that they restruc-
tured their debt at an early stage. From their per-
spective, the specific structure of the LRC creates a
mathematically comparable starting point for new
negotiations.

2.1.2 The artificial inflation of the debt
burden

Even before a future restructuring - already at
the moment of the first debt restructuring in
2024 - the underlying figure had been artificially
inflated. Even then, negotiations were conducted
on the assumption that the bondholders’ current
nominal claims against Ukraine amounted to ap-
proximately 24 billion US dollars. However, of this,
only just under 20 billion US dollars were actual
principal claims - that is, money that had origi-
nally been paid out by the bondholders as a loan
to Ukraine. The remaining just under 4 billion US
dollars consisted of capitalised interest payments
that the bondholders had calculated for the
period of payment suspension since the Russian
invasion in 2022. Even at the time, this was highly
questionable from a civil society perspective, as
the debt moratorium had been granted by the
bondholders against the backdrop of the Russian
invasion, based on the assessment that Ukraine
would be unable to make debt service payments
immediately following the invasion.

In the case of the loss reinstatement amount, this
formerly already inflated figure now serves as the
basis for the next round of inflation.

According to calculations by erlassjahr.de, if the
clause were triggered, the claim of the A and B
Note holders would jump to USD 28.5 billion.'®"
As a reminder, the original principal claims to-
talled just under USD 20 billion.

18 This is a conservative estimate. The prospectus for the Ukravtodor guarantees in place prior to the debt restructuring is not

publicly available, meaning that default interest for the period between 2022 and 2024 cannot be calculated. We have therefore only
included the nominal amount of the original claim. Furthermore, of the eight bonds newly issued in 2024, two (the Step Up B Notes
maturing in 2034 and 2035) provide for an additional increase in the principal amount should Ukraine breach certain further obliga-
tions, such as specifically defined reporting requirements. These, too, have not been included in the current calculation.

19 This could potentially be even higher, as bondholders have left themselves another loophole in the restructuring to rake in billions
of profits: Two of the four Step Up B bonds include a clause promising the issuance of additional bonds should the Ukrainian economy
grow more rapidly than previously anticipated. This clause, listed in the con-tract as ‘Principal Increase’, takes effect if a) Ukraine’s nom-
inal GDP grows by three per cent more than anticipated by the IMF between 2024 and 2028, and b) this increase is not solely attrib-
utable to inflation - that is, real GDP grows at least as strongly as previously forecast. If these conditions are met by the end of 2028,
investors re-ceive additional bonds from autumn 2029. As of early 2026, however, it appears that this scenario will not material-ise.
Even though the IMF has revised its forecast for Ukraine’s nominal GDP for 2028 upward by more than six per cent - thus fulfilling
condition a) - real GDP is not expected to rise as sharply as predicted.1 Consequently, condition b) would not be met. However, the
figures that will become available for 2028 will be decisive. Should the Ukraini-an economy gain more in real terms than currently pre-
dicted - which is a realistic scenario in the case of an immi-nent end to the war or a ceasefire - the Principal Increase clause could still
be triggered. With a nominal GDP in-crease of 6.8 per cent, as currently forecast, Ukraine would then have to issue additional bonds
worth just under USD 2.8 billion - money that Kyiv has never seen (reference date for the UAH/USD exchange rate: 1 April 2026). As
itis unclear whether the Principal Increase clause would be triggered, we leave the potential upside risk out of our calculation, for the
sake of simplicity.
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This means that, Ukraine’s debt burden would in-
crease by more than 8 billion US dollars within 24
hours - without Ukraine ever having seen a single
dollar of that money. Through this mechanism,
the value of the private claims not only jumps
back to 100%, but - due to the interest catch-up
and the penalty interest - to more than 139% of
the original face value.

If one takes as a basis not the nominal debt prior
to the restructuring but the restructured debt,
the amount increases overnight by 13 billion

US dollars.? As a result of the LRC, the claims of
investors holding the restructured bonds would
thus triple.

So ‘loss reinstatement’ in this context me-
ans not simply going back to square one,
but a debt burden that is almost 40% higher
than it was before the war.

2.1.3 The illusion of debt relief

FThis also means that the 2024 haircut was noth-
ing but an illusion. For even at the time of that
debt restructuring, it was already clear that a fur-
ther restructuring of private pre-war claims would
be necessary. Even the IMF's review report of
October 2024 - that is, immediately after the debt
restructuring - mentions the expectation that the
same Eurobonds would have to be restructured
again by 2027 at the latest - precisely because it
was not possible to enforce the debt relief that
was actually necessary. This would have triggered
the LRC in any case.

Had Ukraine foregone the resource-intensive
negotiations and simply defaulted in August
2024, it would be in the same financial position,

if not even better off.?' Had Ukraine chosen the
path of default in 2024, it would probably be in a
significantly stronger negotiating position today.
Bondholders, who would have had to reckon with
a total write-off over the years, would likely be
prepared to make more far-reaching concessions

20 The restructured debt amounts to USD 15.2 billion.

today. Moreover, Ukraine would not have had
to make costly interest payments and other fees
as part of the debt restructuring at a time when
every penny counts for defence and the mainte-
nance of state functions.

Instead, by honouring its contractual obligations,
Ukraine has taken the pressure off its creditors.
While a default would have meant relief in the
sense that no debt service would have flown out
of Ukraine, the debt restructuring agreements
have actually created a massive financial burden
on Ukraine in the coming years.

The LRC forces the country into a situation where
the results of negotiations are worthless, as in
the event of a renewed crisis it will be treated
exactly as if it had never cared about reaching an
amicable solution and as if it had not fulfilled its
contractual obligations.

It is often argued that Ukraine had no other
choice in 2024, as it is reliant on funding from the
international capital market. Here, the handling of
pre-war claims is inappropriately conflated with
discussions about new financing. Firstly, Ukraine
has had no access whatsoever to the international
capital market during the war. Since the start of
the war, Ukraine has been unable to issue any
new bonds or take out loans from internation-

al private creditors. The IMF, too, assumes that
there will be no market access during the war.
This is also logical given the uncertain war situa-
tion. Furthermore, for affected bondholders, it is
most important to recover their debt right now
(therefore they are interested in having a deal
that gives them back as much as possible, even if
it were detrimental for Ukraine and its recovery).
However, to attract future investment, it is not so
much about treating pre-war bondholders very
carefully. New investors will decide their lending
on the grounds of how lucrative future invest-
ments will be, how robust the recovery looks, and
whether they need to fear that their new lending
and new investments will not be as lucrative be-
cause of a still looming old debt overhang.

21 Had it defaulted, the default interest specified in the original contracts would have amounted to approximately EUR 8.6 billion.
The interest, as part of the calculation of the loss reinstatement amount, amounts to USD 8.4 billion (our own calculations based on

the information in the relevant terms and conditions of the bonds).
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2.1.4 The grey area: Dispute over the expiry
date of the LRC for the A and B Notes

However, it is disputed whether this specific LRC
trigger for the Step Up A and B Notes can actually
be triggered in 2029. Time limits are built into the
contracts for these notes. Without the protection
of the clause, in the event of a further debt res-
tructuring, no specific LRA would apply; instead,
the amount and terms of the restructured claims
(and thus a significantly lower sum) would apply.
The restructuring of the GCU is the reference point
for the duration of the LRC, though it is linked in
time to the IMF programme approved in 2023.
This programme, which would have run until
March 2027, was replaced in February 2026 by a
new, similarly four-year IMF programme, rende-
ring the reference invalid for the time being. Ho-
wever, the clause is worded vaguely enough that it
is at least debatable whether the LRC automatical-
ly lapsed when the 2023 programme was replaced
by a new one. The GCU's obligation to restructure
its debt was merely postponed (and, as things
stand, must take place before December 2029).

Among financial experts and investors, there is
some debate about when the LRC protection for
the A and B Notes will expire. Some expect this to
have happened in January 2026,%2 others in Au-
gust 2026.%2 The terms of the restructured former
warrants (C Notes) explicitly assume April 2027
for the Step Up A and B Notes. Affected investors
in the Step Up A and B Notes, on the other hand,
argue that the GCU restructuring is the referen-
ce point, meaning that the protection of the LRC
would remain in place for that period, regardless
of when the restructuring takes place.? It is likely
that, in the event of a second restructuring, a
court would have to decide on the interpretation
of the clause. Either way, holders of Step Up A
and B Notes are already threatening legal action if
they do not receive better terms - which is due to
the contractual terms of the C Notes, the former
GDP warrants.

2.2 The 2025 GDP warrant
restructuring

2.2.1 The C Note trap: Veto rights and cost
risks for Ukraine

In January 2026, it became public knowledge
that the bondholders who had restructured their
claims in 2024 were seeking to renegotiate their
restructured bond terms, if necessary through
legal action. This is due to the terms agreed upon
in the restructuring of the claims known as GDP
warrants at the end of 2025. Compared to the
claims included in the 2024 restructuring, the
GDP warrants represented a very small portion of
the pre-war debt. However, due to their structu-
re, they could have become extremely costly for
Ukraine.?®> Through the debt restructuring at the
end of 2025, the GDP warrants were converted
into conventional Eurobonds amounting to USD
3.5 billion. This “conversion” was also intended
to facilitate an expected second restructuring of
private pre-war claims. Yet it is precisely against
this that the C Note holders have sought to pro-
tect themselves by making such a second debt
restructuring as unattractive as possible. The
relevant clauses, however, are significantly more
far-reaching than those of the 2024 investors. In
fact, the C Notes are an instrument that is clearly
superior to the A and B Notes.

The LRC on the C Notes is triggered if Ukraine de-
faults, seeks further debt restructuring, or inclu-
des the claims in a single-limb majority decision.
In this case, the bond becomes immediately due
and interest accrues at a rate of 7.75% per an-
num.

Here too, the bond does not become due at its
original nominal value, in this case USD 2.6 billion.
Instead, it also becomes due at the loss reinstate-
ment amount. This is calculated as follows:

22 See https://www.bloomberg.com/news/articles/2026-02-27/ukraine-bondholders-seek-improved-terms-after-gdp-warrant-swap

23 August 2026 is ‘granted’ to investors under a private trust deed.

24 Investors of the A and B Notes in conversation with erlassjahr.de.

25 See Box 1 at https://erlassjahr.de/en/news/reset-with-side-effects-the-failure-of-voluntary-debt-restructuring-in-the-case-of-

ukraine/.
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B Take the original nominal value of the GDP
warrants.

B Apply 7.75% interest to the amount (with a
daily capitalisation and thus compound inte-
rest, different from the A/B Notes). However,
this is not calculated from the date of the res-
tructuring, but from 12 November 2015 - the
date of the very first debt restructuring from
which the warrants originally arose.

B On the respective payment date, deduct ever-
ything that investors have received since then.

An initial claim of USD 2.6 billion thus
becomes a claim of 6.5 billion as at the
reference date of 30 August 2029.

The LRC is also time-limited, specifically until early
2030 (see below). However, the protection does
not cease at that point. Rather, the potential LRA
is simply frozen on that date, meaning it cannot
grow indefinitely. The LRC can therefore still be
triggered after 2030. In that case, the LRA (assu-
ming Ukraine makes interest payments on time
during that period) would have reached a value
of USD 6.6 billion.

Another issue for a further debt restructuring lies
in the further time-limited protection for C Note
holders. Should the LRC for the other investors be
triggered before 1 April 2027 and Ukraine attempt
to force all investors, including the C Note hol-
ders, into a so-called single-limb majority decision
(certainly a reason for transforming the warrants
into conventional Eurobonds), then the C Note
holders’ claim automatically rises to 31.43% of
the total claims included in the debt restruc-
turing. In this way, the former warrant holders
aim to prevent themselves from being outvoted

- and thus effectively gain a right of veto.?” In that
case, the claim would increase almost fivefold,
whilst it is to be assumed that the C Note holders
would simultaneously block a far-reaching debt
restructuring, given that they had already refu-

sed to comply with Ukraine's debt restructuring
demands in December 2025.28

In this clause, it is evidently assumed that the LRC
of the other investors will expire before 1 April
2027, meaning that a higher LRA can no longer
arise for them after that date (but only the lower
amount of the restructured claims would then be
included in a second restructuring). It is appa-
rently assumed here that, after 1 April 2027, the
C Note holders will achieve a sufficiently high LRA
to secure a veto right in the event of a single-limb
majority decision, even without this additional
protection. Thus, in the terms and conditions

of the C Notes, the LRA is calculated ‘only’ up

to shortly after the first maturity date, i.e. early
February 2030, and is frozen from that point on-
wards. However, as mentioned above, the expiry
date of the LRC for the A and B Notes is disputed.

C Note holders have also secured further favou-
rable terms compared to the 2024 investors. This
includes, in particular, the circumstances under
which the LRC - and thus the calculation of a
higher LRA - is triggered. Namely, not only when
the GCU restructures its claims, but whenever any
public bilateral creditor restructures its claims,
regardless of whether this takes the form of a
multilateral or bilateral debt restructuring. Or if
Ukraine suspends payments on any other claims
as well, not just on the C Note claims.

The calculation by the public donors, Ukraine
and the IMF - that converting the GDP warrants
into conventional Eurobonds would rid them of
the ‘Frankenstein’s monster’ that is the extremely
costly and disadvantageous GDP warrants, and
facilitate a second restructuring of private debt
that was expected anyway - has thus not worked
out. On the contrary, the instrument massively
complicates a (further) restructuring of priva-

te debt. It also robs Ukraine of fiscal flexibility,

as even the slightest deviation triggers the LRA
surcharge. Unless the C Notes are excluded from
a debt restructuring in 2027 or 2029, as stipulated

26 This figure excludes the warrants repurchased by Ukraine prior to the debt restructuring.

27 This is because in single-limb majority decisions, several different bonds are grouped together and there is only one joint vote, in
which a single qualified majority is sufficient. This means that individual creditors cannot block a debt restructuring, even if they hold
only a specific bond. However, this specific protection for C Note holders will expire on 1 April 2027 (see above).

28 At the date of this publication, there is no basis anymore to assume that there will be an announcement on a second debt re-

structuring before 1 April 2027.

1
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by the terms of the C Notes, a small group of cre-
ditors could exert disproportionate control over
the restructuring process, potentially leading to a
complete deadlock.

This undermines the rationale behind volunta-

ry, market-oriented debt restructuring. Clauses
intended to facilitate majority decisions become a
tool for obstruction and a cost trap.

2.3 Aspiral of escalating claims

Investors involved in the 2024 debt restructu-
ring have now threatened to seek similar terms
through legal action if necessary.

We have attempted to calculate what it would
mean financially for Ukraine if it were to receive
terms similar to those of the C Note holders.

Assumptions:

B Interest rate from 30 August 2024 at 7.75%,
not 7.43%, with daily compounding and thus
calculation of compound interest.?®

B Loss reinstatement triggered on 30 August
2029.

B Ukraine has made the contractually agreed
interest payments during this period, which
are deducted at the time of payment.

In this case, the claim of the A and B Note holders
rises to USD 30.3 billion on 30 August 2029.

Since the claim in this case is once again signi-
ficantly higher than what C Note holders have
priced in with regard to a veto right in the event of
a single-limb majority decision, i.e. stand to lose

a potential veto right, the former warrant holders
will either also press for renegotiation or trigger
additional clauses in their current bonds stipula-
ting that, should loss reinstatement be granted in
other cases, the C Notes must be revalued in the
same proportion.

This makes it almost impossible for Ukraine, wit-
hout legal support, to secure far-reaching relief in
a second debt restructuring. Nor is this merely an
issue within the creditor group that the GCU and
the IMF need not concern themselves with.

2.4 Redistribution via a calculation
formula

It could be argued that this LRA will not actually
be paid by Ukraine to begin with, but merely ser-
ves as the starting point for renewed debt restruc-
turing negotiations. However, the inflated amount
could mean that investors have to provide less
actual debt relief, depending on how the compa-
rability of concessions is ultimately calculated.

Should the GCU grant debt relief and, on the basis
of its CoT assessment, conclude that pre-war
investors must grant more debt relief, then the
private pre-war creditors will retain more through
their inflated claims than if the original nominal
claim were used as the basis. This is because,
relative to the money they actually lent to Ukrai-
ne, the real write-off is then effectively smaller.
Consequently, not only does Ukraine's debt bur-
den remain higher - which in turn impairs debt
sustainability - but pre-war investors also receive
a larger share of the pie in terms of Ukraine’s
repayment capacity, even though they have not
invested a single dollar more to achieve this.

The key issue here is exactly how the public bi-
lateral creditors in the GCU would calculate the
CoT conditions. The method of calculation chosen
has significant implications for how the burden is
distributed among creditor groups. The compa-
rability of debt relief, particularly between private
and public creditors, can be calculated either on
the basis of nominal values or the net present
value. If, in such a case, one wishes to ensure that
public donors are not disadvantaged compared
to private creditors and that their lack of conces-
sions is not financed with public funds intended
for Ukraine's recovery, a stronger focus on the no-
minal value - and thus the original loan amount

29 Asinvestors received interest payments between 2015 and 2022 and the default interest for the period between 2022 and 2024
has already been capitalised in accordance with the terms of the moratorium in force at the time, the date of August 2024 is still
assumed here and the period is not extended, as is the case for warrant holders.
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- is helpful. For then it is irrelevant whether the
pre-war investors formally claim the default inte-
rest. From the perspective of erlassjahr.de, this
should apply not only to the period between 2024
and the LRC trigger date, but also to the period

of the moratorium between 2022 and 2024. This
is because Ukraine was not in default during the
moratorium - which is what default interest is ac-
tually intended for - but rather accepted the offer
of a payment deferral.

The investors’ claims may be legally valid, but
from a normative and economic perspective they
are not legitimate, as they are based on artificially
inflated claims rather than actual lending. The
choice of the CoT calculation method can accor-
dingly ensure that these claims are recognised as
legitimate - or explicitly not.

13



1

3. Conclusion: Political
accountability rather than
technocratic debt escalation

An analysis of the restructurings involving private
creditors in 2024 and 2025 paints an alarming
picture: what was sold as necessary relief for a
war-torn country turns out, on closer inspection,
to be a highly risky financial arrangement. The
introduction of special loss reinstatement clauses
has created an asymmetrical distribution of risk
that will significantly complicate the equal treat-
ment of all creditors.

Whilst public donors and Western taxpayers are
safeguarding Ukraine's financial stability through
support programmes worth billions and long-
term debt moratoriums, private bondholders
have secured regular payments during the war
and created mechanisms that mean their claims
would be higher in the event of further debt re-
structuring than they were before the war.

It is unacceptable that public funds intended for
the reconstruction and defence of Ukraine should
be used to service high-cost pre-war claims. For
the upcoming second round of debt restructuring,
this gives rise to clear political demands:

B No bailout for private creditors: G7 govern-
ments must ensure that European taxpayers’
money and aid funds are not indirectly used
to finance interest payments to pre-war inves-
tors, whilst public donors themselves waive
repayments.

B Establishment of G7- and EU-wide legal safe-
guards in the form of national anti-holdout
laws to support a deep and comprehensive
debt relief package for Ukraine: This would
legally oblige private creditors to participate in
debt settlements on terms that are at least as
favourable as those granted by official credi-
tors.

B Strict application of the principle of equal
treatment on a nominal value basis: In the
event of a GCU debt restructuring and a
second restructuring of private claims, the
CoT should be calculated on the basis of the
original loan amount (nominal value) in order
to classify the artificial inflation caused by
penalty clauses designed to recover losses as
illegitimate.

B Transparency in debt sustainability analysis:
The IMF should ensure that the potential im-
pact of LRC triggers is transparently incorpo-
rated into financing plans in advance to end
the illusion of debt relief.

Ukraine needs a genuine fresh start, not a form of
‘debt alchemy’ that forces the country into long-
term dependence on private markets. The time
remaining until the public moratorium expires
must be used to correct these flaws in the first
round of debt restructuring. Only in this way can
we ensure that the solidarity of the international
community actually benefits the Ukrainian people
- and does not end up in the portfolios of pre-war
investors.
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