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Mid-market telecommunication 
companies are accessing debt 
capital in a form only previously 
available to large-caps, in a 
borrower-friendly market.
Many large telcos rely on the bond 
markets to fund growth. Whether it 
is in the form of roll-outs, mergers 
and acquisitions (M&A) or even 
paying dividends to shareholders, 
the sector as a whole has been one of 
the most active issuers, particularly 
in the high-yield bond market.

Until now, this form of financing 
has only been available to large 
telcos. The bond markets require 
issuers (borrowers) to offer debt 
securities of a certain size, which in 
turn creates liquidity in the market 
and appeals to global institutional 
investors. Such issuers also tend to 
be multinational operators with a 
wide range of activities and are seen 
by the market as sufficiently large to 
have the credibility to issue bonds 
(and the ability to service a higher 
multiple of debt).

Mid-market telcos have struggled to 
access the bond markets. They have 
not been deemed large nor stable 
enough to support the level of debt 
that the large-caps seek to raise.

If money go before, all  
ways do lie open
The Merry Wives of Windsor, Act 2 Scene 2  

Difficulty in funding growth 
ambitions and slower consolidation 
in the mid-market telco sector has 
been the result.

Emergence of new lenders
Record-low interest rates since 2008 
have seen fixed income investors 
seek new ways to earn the returns 
they have promised their investors. 
Gone (for now) are the days from 
2001-2006 where interest rates 
averaged 5% and high-yield bond 
investing meant returns in excess of 
10%; global investors have had to 
find new areas in which to deploy 
their capital. The result has seen 
billions of euros being allocated 
to private debt in Europe, with a 
specific focus on the mid-market. 
These are providers of senior debt 
products; they are not mezzanine 
lenders or private equity providers.

Lending to mid-market borrowers 
is seen as an area that can generate 
greater returns when compared with 
investing in larger investment-grade 
corporates, such as Vodafone, BT 
and Verizon, and government bonds 
such as UK gilts or German bunds.

This private debt is being invested 
by a new breed of lender: the non-
bank lender or direct lender. Such 

lenders have also been known as 
alternative lenders, though this is 
outdated as they are now very much 
in the mainstream. 

While some direct lenders have been 
around for years, many are new 
entrants. Most are physically based 
in London, and focus on the UK 
and Europe. More than 100 of these 
lenders are currently operating, with 
more continuing to be established. 

This is a phenomenal increase in 
the number of lenders catering to 
the mid-market, compared with 
four years ago. We explore this 
development in this article, and 
consider how recent innovations 
are helping to fund infrastructure 
roll-out and support growth by 
acquisition.



Benefits of high-yield bond  
style debt 
For larger telco companies, the 
high-yield market has always been 
a favourite source of financing and 
continues to be, albeit issuance this 
year has been limited. The likes of 
Altice, Telecom Italia and Inmarsat 
like to access the high-yield market 
for several reasons, including but not 
limited to:

•  longer-term lending – maturities 
of eight to 10 years are common

• no regular amortisations – most 
high-yield bonds are bullet only, 
keeping cash in the business or 
for paying dividends

• higher leverage – the high-yield 
market has a different risk 
appetite from traditional bank 
lenders

• the option to switch between cash 
interest and payment-in-kind 
(PIK) interest (known as a toggle 
option) can help match capital 
structure to cash flows

• cov-lite – many high yield 
bonds have little or no financial 
maintenance covenants.

What this means for mid-market 
telcos
The message for telco borrowers 
in the mid-market is that they can 
access financing in a form similar 
to high-yield bonds, much like 
their larger peers have been able to 
regularly access for years.

This is not to dismiss traditional 
lending. Bank debt is still one of 
the least expensive forms of finance 
available and continues to be used 
by the mid-market. Direct lenders 
offer more flexibility and can be 
used alongside traditional bank debt. 
A mid-market telco need not feel it 
has to decide between bank lenders 
or direct lenders – it can use both if 
needed.

Direct lenders v traditional bank debt
Such features are invariably very attractive to mid-market telco borrowers 
as well. However, the high-yield market is very much the preserve of larger 
issuers and mid-market telcos find it difficult to access this market; the cost 
and time of issuing can be prohibitive and the potential size of issues do not 
attract sufficient investor interest.

Step forward direct lenders.

Direct lenders are similar to banks in that they can offer senior secured loans 
in a similar or identical format to banks.  However, many products offered 
by the direct lenders have more similarities with high-yield bonds.

Feature Bank lenders Direct or non-bank lenders

Tenor Usually prefer shorter-term 
loans to match their short-term 
liabilities (ie customer deposits).

Set up as a fund, similar to 
private equity; longer investment 
horizon.

Amortisation Usually prefer regular capital 
repayments.

Prefer limited or no amortisation, 
as do not want reinvestment risk.

Leverage and 
risk appetite

Generally a constrained risk 
appetite for corporates; higher 
risk appetite for financial 
sponsors.

Willing to consider higher 
leverage if it can be structured 
appropriately and supported by 
cash flow.

Interest Usually prefer cash interest. Willing to consider an element of 
PIK interest to match cash flow 
profile.

Covenants Usually standard set of four 
financial covenants; less for 
financial sponsors.

Considers more flexible covenant 
packages to fit with profile of the 
business.

Pricing Generally the least expensive 
form of financing available.

More expensive than bank debt; 
a trade-off with the increased 
flexibility.

A key advantage direct lenders offer 
mid-market telcos is in the area 
of M&A. The close relationships 
established between lenders and 
management teams/sponsors can 
allow borrowers to move quickly 
when opportunities present 
themselves. 

New debt structures available 
to fund network roll-outs
The lending competition in the  
mid-market for telcos has also 
extended to consideration of 
infrastructure-style financing and 
innovative structures are being 
designed to take advantage of this 
appetite.

Take the example of local fixed fibre 
roll-outs. These are infrastructure-
style assets that generate predictable 
cash flows over the long term. 
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The innovative structure involves 
the assets installed during each phase 
of the roll-out being placed into 
separate special purpose vehicles 
(SPVs). Each SPV houses a particular 
vintage (eg the 2016 vintage) or a 
particular region (eg rural  
South-West England or the Parisian 
suburbs). 

This will sound familiar to those 
experienced in commercial 
mortgage-backed securities (CMBS) 
or residential mortgage-backed 
securities (RMBS) financing, but 
these assets generate stable cash 
flows over a long-term time horizon. 
Instead of risky sub-prime assets, 
these telco assets, once operational 
and generating revenue, are relatively 
predictable and low-risk. 

Different investors and lenders are 
attracted to different phases of the 
roll-out with different risk profiles.  
Direct lenders, with their longer 
lending horizon compared with 
banks, and their limited, ‘sculpted’ 
or no amortisation, can be ideal 
partners for this kind of financing 
exercise.

Availability of debt for M&A and 
consolidation
It is easier to lend to a borrower you 
already know than have to originate 
new lending opportunities. That is 
why direct lenders want to support 
borrowers who have genuine 
M&A ambitions as it represents an 
opportunity to lend more capital 
over the long-term.

The number of direct lenders in 
the market and the size of funds 
they are raising, focusing on the 
mid-market, allow mid-market 
telcos to realistically consider M&A 
opportunities that they may have 
thought unavailable or prohibitively 
expensive.

Combined with the availability of 
capital, this in turn has created a 
relatively borrower-friendly market 
at present, which we explored 
in greater detail in our Capital 
Thinking article from  
December 2015. 

And, much like large telcos who 
use bond financing, the flexible loan 
amortisation terms mean that excess 
cash flow generated can also be used 
to support M&A activity.  We expect 
to see these new structures fuelling 
consolidation in the mid-market 
telecoms sector.

Unprecedented opportunities
With the unprecedented number 
and type of debt financing options 
available to telcos in the mid-market, 
and greater competition creating 
borrower-friendly conditions, savvy 
borrowers can fund their strategic 
ambitions in ways they might not 
have thought possible even just a 
few years ago. 

Whether it’s acquisition finance, 
capital expenditure, dividends 
or infrastructure-type roll-outs, 
there is significant credit available 
and waiting to find the right 
opportunities. 
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