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Welcome to the fifth issue of the Deloitte Alternative Lender Deal Tracker that now covers 35
leading alternative lenders with whom Deloitte is tracking primary mid-market deals across
Europe with up to €350m of debt.

In this issue

The number of deals covered has increased to over 301 transactions over the past 24
months.
Mid market alternative lending across Europe has continued to grow in 2014 with an
impressive 109% year on year increase in Q3 deal flow compared to Q3 2013. This quarter
has set a new record of 73 deals.
The outlook for 2015 remains very strong with Deloitte estimating European direct lending
funds looking to raise in excess of €15bn in the next 12 months for private debt strategy.
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As with previous editions we have included an alternative lender “101” guide. We have also
included the key outputs of the Deloitte Q3 2014 CFO survey.
Season's Greetings on behalf of Deloitte’s Debt Advisory team
Important Notice
Disclaimer
Deloitte LLP (“Deloitte”) treats survey responses with professional care. Responses provided by the
participants of the survey are included within the Deloitte Alternative Lender tracker and distributed
free of charge to survey participants only. Please ensure, in providing this information, that you do
not breach any existing confidentiality arrangements you may have entered into. Please note that
Deloitte may also use the survey data for other purposes. Accordingly, information derived from the
responses to this Survey may be shared by us with other companies. We are not responsible for the
subsequent use made of such information by such companies or for any further disclosure they
might make. Deloitte has no liability for any information supplied to Deloitte in breach of any existing
confidentiality agreement.
This Deal Tracker ('the Deal Tracker') has been prepared by Deloitte LLP with input from
participants to the Deal Tracker. As such it is the property of Deloitte LLP.

Fenton Burgin

Floris Hovingh

Partner - Head of UK Debt Advisory

Director – Head of Alternative Lender Coverage

Tel: +44 (0) 20 7303 3986
E-mail: fburgin@deloitte.co.uk

Tel:
+44 (0) 20 7007 4754
E-mail: fhovingh@deloitte.co.uk

Recipients of the Deal Tracker should not assume that the Deal Tracker is appropriate for their
purposes. In the absence of formal contractual agreement to the contrary, Deloitte LLP expressly
disclaim any responsibility to you, or any other party who gains access to the Deal Tracker. Any
form of disclosure, distribution, copying, reference to, or use of this Deal Tracker or the information
in it or in any attachments is strictly prohibited and may be unlawful. If you have received this Deal
Tracker in error, please notify Deloitte LLP, delete the Deal Tracker and destroy any copies of it.
For the avoidance of doubt, in the absence of formal contractual agreement to the contrary, neither
Deloitte LLP nor their partners, principals, members, owners, directors, staff and agents and in all
cases any predecessor, successor or assignees shall be liable for losses, damages, costs or
expenses arising from or in any way connected with your use of the Deal Tracker.
Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited ("DTTL"), a UK private company
limited by guarantee, and its network of member firms, each of which is a legally separate and
independent entity. Please see www.deloitte.co.uk/about for a detailed description of the legal
structure of DTTL and its member firms. Deloitte LLP is the United Kingdom member firm of DTTL.
© 2014 Deloitte Touche Tohmatsu Limited. All rights reserved.
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Key trends in the alternative lending market
•

•

This year has seen a number of high profile alternative lenders raising additional capital. Deloitte estimates that
European direct lending funds currently have in excess of €45bn of committed capital dedicated to private debt and
who are looking to raise in excess of €15bn in the next 12 months.
The European alternative lender market’s growth has accelerated in 2014. The Deal Tracker records a 109% year
on year increase in Q3 deal flow compared to 2013.

Alternative Lender outlook
Based on our analysis, we predict a number of key European
market developments for 2015, specifically:
•

The number of alternative lender transactions will continue to
increase,

•

We have recorded 301 transactions completed by 35 alternative lenders in our survey since October 2012, with 18
countries now reporting transactions. In Q3 63% transactions were outside UK compared to 29% in Q3 2013.

•

More debt funds will be able to attract leverage at fund level
which will enable them to provide lower pricing

•

M&A continues to be the strongest driver of alternative lender transactions.

•

The hold size of loans by funds will continue to increase

•

•

Increased TLB and cov loose issuance in the mid-market

Whilst there is still positive sentiment, European markets have cooled down in Q3, directly impacted by the volatility
witnessed in the HYB and equity markets in October this year.

•

More funds targeting the smaller end of the mid-market

•

•

A number of transactions in the European markets are reported to have witnessed push back from investors which
resulted in market flexes on structure and pricing.

Increased alternative lender deal origination in the European
market

•

Stronger collaboration between banks and alternative lenders

•

A number of larger funds being able to provide an
underwritten option

•

Supply side dynamics against a backdrop of low M&A volumes have resulted in some European borrowers securing
lower pricing than comparable US companies.

•

In response to this Alternative Lender liquidity directed towards private companies, European banks are increasingly
offering greater flexibility including non amortising TLB structures as they respond to market pressures from
alternative lenders.
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Alternative lenders increasingly targeting deals in Western Europe
Deal volume main geographies

82% of the deal flow.

•

UK, France and Germany cover

•

45% of the transactions were in the UK, 25% in France and 12% in Germany.

•

Out of the

•

1

35 lenders surveyed only 1 lender has not completed a deal yet.
Unitranche product (47% of deals) is more popular in UK, while on the

1

3

4

continent the senior product (41%) is dominant.
•

•

7

39%

In the UK
of transactions were related to LBO financing, almost in line with number of
deals in Europe (43%).
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15% of deals in UK relate to dividend recaps compared to only 7% in Europe.
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Alternative lenders continue to increase their deal flow…
Number of deals completed
80

•

Covers 35 leading alternative
lenders, who have participated 70
in 135 UK and 166 European
60
mid market deals in the last 8
quarters.
50

•

Only primary mid market UK
and European deals with debt
up to £300m or €350m are
included in the survey.

•

Q3 2014 had the highest deal
flow with 73 deals.
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The most active alternative
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transactions.
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…providing bespoke structures for mainly “event financing” situations
Deal purpose
•

•

•

The majority of the deals are
LBO related, with UK
accounted for 39% and EU
43% of Euro deals being used
to fund a buy out.
24% of UK and 28% of Euro
deals surveyed related to
refinancing, while only 15% of
UK and 7% of Euro related to
a divided recap.
Of the 301 deals, 66 deals did
not involve a private equity
sponsor.

Deal purpose overview
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involve M&A.

•
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“Unitranche” is the dominant
structure, with (47% of UK
and 37% of Euro) of the
transactions classified as a
Unitranche structure.
Alternative lenders are mainly
competing with banks, as 79%
of the transactions are
structured as a first lien
structure (Senior /
Unitranche).

transactions are
structured as
first lien Senior
or Unitranche.
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Deal structure overview

Euro

Dividend
recap

Refinancing Bolt-on M&A

Growth
capital

•

Subordinated structures
represent only 21% of the
transactions.

Senior

Unitranche

Second lien

Mezz

PIK/other

79% first lien

•

The mezzanine product is
more popular outside UK.

UK

•

Second lien volume remained
low.

* For the purpose of the deal tracker, we classify senior only deals with pricing

Euro

L + 650bps or above as Unitranche. Pricing below this hurdle is classified as senior debt

Deloitte Alternative Lender Deal Tracker Focussed on primary deal flow in the European mid market | 5

Results from Deloitte’s CFO survey, Q3 2014
Borrowers market

Continued optimism

Chart 4: Outlook for corporate revenues and margins

Chart 1: Risk Appetite
Risk appetite among the UK’s largest
corporates has reached seven-year high
in the third quarter as CFOs shrugged
off the effects of rising uncertainty and a
sluggish euro area economy.

80%

Corporates remain optimistic about
profitability

70%
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50%

CFO expectations for growth in
revenues and operating margins
remain close to four-year highs
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Net % of CFOs who expect UK corporates’ revenues and
margins to increase over the next 12 months

% of CFO’s who think it is a good time to take greater risk
onto their balance sheets

Chart 5: Cost and availability of credit

Chart 2: Uncertainty
CFO perceptions of uncertainty rose for
the first time in two years in the third
quarter.
Scotland’s referendum on independence
seems to have had considerable
influence on CFO thinking. Among a
quarter of the panellists who responded
after the result of the referendum was
known, 30% rated the level of
uncertainty facing their business as
above normal of higher. The figure
before the result was 63%.

Financing conditions continue to
improve for the large corporates on our
survey panel.
CFOs report credit as being cheaper
and more easily available now than at
any time in the last seven years

Net % of CFOs reporting credit is costly and that credit is
easily available

% of CFOs who rate the level of external financial and
economic uncertainty facing their business as above
normal, high or very high

Chart 6: Lending to corporate sector
25

Chart 3: Prospects for economic activity
This quarter’s survey shows a sharp
decline in optimism about prospects for
the euro area. Sentiment about
emerging markets has continued to
deteriorate.

A period of sharply declining lending to
corporates seems to be coming to an
end.
Official data show that the flow of credit
to private non-financial corporations has
turned positive for the first time in five
years.

By contrast, CFOs remain positive on
growth in the UK and the US.
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Alternative lender “101” guide
Who are the alternative lenders and why are they becoming more relevant?

Unitranche structure compared to traditional LBO structures

Alternative lenders consist of a wide range of non-bank institutions with different strategies
including private debt, mezzanine, opportunity and distressed debt.

Over the last two years a significant number of new funds have been raised in Europe.
Increased supply of alternative lender capital has helped to increase the flexibility and
optionality for borrowers.

Key differences to bank lenders?
•

Access to non amortising, bullet structures, although banks are increasingly able to do
this also.

•

Ability to provide more structural flexibility (covenants, headroom, cash sweep,
dividends, portability, etc.).

•

Access to debt across the capital structure via senior, second lien, unitranche,
mezzanine and quasi equity.

•

Increased speed of execution, short credit processes and access to decision makers.

•

Potentially larger hold sizes for leveraged loans (€30m up to €200m).

•

Deal teams of funds will continue to monitor the asset over the life of the loan.

Unitranche

Mezzanine

Equity

8x

EV multiple of EBITDA

These institutions range from larger asset managers diversifying into alternative debt to
smaller funds newly set up by ex-investment professionals. Most of the funds have
structures comparable to those seen in the private equity industry with a 3-5 year investment
period and a 10 year life with extensions options. The limited partners in the debt funds are
typically insurance, pension, private wealth, banks or sovereign wealth funds.

Senior Debt

10x

6x
Subordinated

4x
2x

First lien

First lien

First lien

Senior

Unitranche

Senior & Mezzanine

0x

Key differences of Unitranche compared to traditional LBO structures
•

Unitranche debt is senior plus mezzanine debt combined into one tranche with a blended
pricing.

•

Banks typically require the senior debt to carry 30 – 40% amortisation whereas
Unitranche has a bullet maturity.

•

Unitranche increases the total debt capacity to c. 5 – 5.5x EBITDA without having the
complexity of a subordinated mezzanine tranche.

However,

Three key questions to ask when dealing with alternative lenders:

•

Funds are not able to provide clearing facilities and ancillaries.

1.

What type of fund am I dealing with and what strategy do they employ?

•

Funds will target a higher yield for the increased flexibility provided.

2.

What is the track record, sustainability of the platform, and reputation of the fund and the
individuals working within the fund?

•

Untested behaviour of funds throughout the cycle.
3.

What is the current stage of the fund’s lifecycle?
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2014 UK deals

Deloitte Debt Advisory 2014 Credentials

Extensive experience across
a range of industries and debt structures

Keepmoat

Premier Farnell Plc

HgCapital

HgCapital

HgCapital

ICG

Equistone

Lavendon Group Plc

Staple financing

Refinancing

Acquisition financing

Acquisition financing

Refinancing

Acquisition financing

Acquisition financing

Refinancing

October 2014

October 2014

September 2014

September 2014

September 2014

August 2014

August 2014

August 2014

Rutland Partners

Tarsus Group plc

Mitie plc

HgCapital

Chiltern

WH Smith Plc

Equistone

DMGT Plc

Dividend recap

Amend & Extend

Refinancing

Refinancing

Acquisition financing

Refinancing

Acquisition financing

Refinancing

August 2014

August 2014

August 2014

July 2014

July 2014

July 2014

July 2014

June 2014

Baxters Food Group

Inflexion

Inflexion

HgCapital

Bridgepoint

Exponent

HgCapital

McColl’s Retail Group

Refinancing

Refinancing

Refinancing

Refinancing

Refinancing

Acquisition financing

Refinancing

IPO facility

May 2014

May 2014

April 2014

April 2014

March 2014

February 2014

February 2014

February 2014

HgCapital

HgCapital

Cape Plc

Shanks Group

Alternative Networks

Xchanging

Mears Group

Camden Lock

Refinancing

IPO facility

Refinancing

Refinancing & retail bond

Acquisition financing

Refinancing

Refinancing

Real Estate Refinancing

February 2014

February 2014

February 2014

February 2014

January 2014

January 2014

January 2014

January 2014
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