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Unitranche combines a senior and a junior loan agreement into one facility. In Europe, until now, the primary
demand for unitranche has come from private equity firms, which have used unitranche as a substitute for
traditional bank-led acquisition facilities. In the US, however, unitranche financing has also been used by
corporates for some time. Will European corporates follow the same trend?

All for one and one for all: the rise of unitranche
Unitranche emerged in the US in 2005
as another tool in the armoury of
junior lenders. The original rationale
was an attempt by second lien lenders
to avoid some of the complexities and
disadvantages of providing second lien
financing. The first European unitranche
was completed in 2008, when Ares
provided a £40 million financing for Just
Learning Group and Lloyds provided
banking facilities.
In simple terms, unitranche combines
the senior loan and junior loan into one
facility with a single, blended margin
reflecting the weighted average pricing of
both senior and junior facilities. To this
extent it replaces the traditional bank-led
acquisition facility, although the borrower
will invariably require a revolving credit
facility (‘RCF’) and, possibly capex or
future acquisitions facilities.
In its original form in Europe,
unitranche combined the senior loan
agreement and mezzanine loan into one
‘unitranche’ facility, but since then it has
been used to replicate the senior/second
lien structures common before the credit
crisis and also to mimic a ‘stretched
senior’ loan.
Over the past few years banks and
mezzanine lenders have faced fierce
competition from the high yield bond
market in larger deals where such
funding is viable. These pressures have

been amplified by the arrival of new
players and the expansion of existing
players into direct, non-bank lending
products. This has forced debt providers
to seek new lending opportunities
and unitranche, which is essentially a
leveraged loan, is a natural evolution for
many of those lenders.

Capital for Commerce
Non-bank lenders are increasingly providing
innovative financing solutions for sponsoredbacked corporates. What possibilities do
non-bank lenders offer business leaders in
the mainstream corporate market? Some
CFOs are still wary. Are they right to be?
In conjunction with Mergermarket we
interviewed 100 corporates (revenue
between £50 million and £500 million)
and 100 non-bank lenders to gather their
views on the non-bank lending market. The
research has shown a gap in understanding
with regard to risk/return, cost, availability,
process and management oversight.
Watch out for our report ‘Capital for
Commerce: Fuelling growth through nonbank mid-market lending’ which is released in
May 2014. All recipients of Capital Thinking
will receive a copy of our report.
If you are a mid-market corporate
interested in attending our launch event
on 22 May, where we will discuss funding
options for corporates, please contact
christopher.mclean@uk.gt.com

Today unitranche is offered by a
wide range of players particularly debt/
mezzanine funds and alternative lenders,
notably Ardian (formerly Axa), Ares,
Babson Capital, Bluebay, GE Capital,
ICG, Macquarie, Highbridge, Hayfin
and Alcentra.
Some of the debt funds providing
unitranche are unable or unwilling to
provide undrawn commitments, such as
revolving, capex or acquisition facilities
(the ‘banking facilities’) or other services,
particularly hedging or clearing. This
has paved the way for traditional banks
to step into the breach to offer these
products alongside the unitranche facility.
At the same time, some banks are
keen to participate in the unitranche
facility too, but are unwilling to
assume the risker, first-loss piece of the
unitranche. To overcome these issues,
some players in the market have created
formal alliances to provide a one-stopshop for both the unitranche facility and
the banking facilities. GE Capital/ Ares
is probably the best known, with a €1.75
billion joint venture programme focused
on providing unitranche facilities
to European borrowers. This joint
venture can provide greater certainty of
execution for larger unitranche facilities.
Some unitranche providers also operate
together via formal or informal joint
ventures or on an ad hoc basis.

CAPITAL THINKING | ISSUE 3 | MAY 2014 1

Key terms and documentation

Unitranche facilities are private
and bespoke in nature and considerable
variation exists in key terms
and documentation. The lack of
standardisation is being driven by
three factors:
1. the embryonic nature of the market;
2. persistently low interest rates and a
lack of attractive risk-adjusted assets
has created a highly competitive
environment which is forcing lenders
to be increasingly flexible in their
approach to loan documentation; and
3. the investment rationale of debt
funds, which is driven by a desire to
avoid reinvestment risk.
“The unitranche market is extremely
dynamic and the product is evolving
rapidly with significant variations
around leverage, pricing and
documentation from deal to deal.”
Stuart Hawkins, Babson Capital

Reinvestment risk occurs where the
cash received from an investment may
not be able to be reinvested at the same
rate of return as the original funds or,
if the loans are redeemed early, where
the fund is forced to hold cash while
they look for another opportunity to
invest. In current market conditions this
latter aspect is particularly acute given
the imbalance between the supply and
demand for good credits.
Some common features, however,
are emerging:
1 Borrowers
benefit from single loan

agreement

In essence unitranche is a loan and as
such it is broadly based on the Loan
Market Association (‘LMA’) leveraged
precedent, namely the LMA single (or
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Multicurrency) Term and Revolving
Facilities Agreement. One of the main
advantages of unitranche is that all
facilities are documented in a single loan
agreement, which typically includes at
least two facilities, namely the revolving
credit facility and the unitranche facility,
each with their own margin. If the deal
also includes other lines (for capex
and/or acquisitions) those will also be
included as separate facilities with their
own margins.
Where the facilities have been
clubbed this can complicate matters,
depending on how the relationship
between the various lenders is arranged.
Where the unitranche is clubbed and
each lender provides the unitranche
facility on a pari passu basis, each
provider is a lender of record. Where
the unitranche has been provided by
two or more parties with one provider,
typically a fund, effectively taking the
junior, first-loss piece and the other
party taking the more senior portion,
the matter can be handled in three ways:
• each provider is a lender of
record and the margin split and
subordination of the junior piece can
be covered in a behind the scenes
Agreement Among Lenders;
• each provider is a lender of record
and the margin split is covered in the
Loan Agreement itself, so the loan
would have two unitranche facilities,
Unitranche ‘A’ and Unitranche ‘B’,
each with their own margin with the
ranking/subordination being covered
either in an Intercreditor Agreement
or Agreement Among Lenders;
• there is only one lender of record
who sells down part of the unitranche
as a sub-participation with margin
and ranking being covered in the subparticipation agreement.

“The concept of unitranche sharing,
or split unitranche, while relatively
new in the European market, may
well be the preferred model in future.
It delivers cheaper pricing than a
straight unitranche deal, but offers (on
an allocated margin basis) the type of
return that each of the bank and the
fund are after when compared with the
risk they are each taking.”
Stuart Brinkworth, Hogan Lovells

2 Security


In accordance with the LMA approach
to leveraged loans, all secured facilities
share the same first lien security
package although the bank facilities
and hedging are invariably provided
on a super-senior basis vis-à-vis the
unitranche facility. In view of the shared
security and absence of structural
subordination, the ranking between
the bank facilities on the one hand and
the unitranche on the other is achieved
through an inter-creditor agreement
between those parties, or in some cases
an Agreement Amongst Lenders.
3 Bullet
structures and tenor


The unitranche facility is often
structured as a bullet repayment with
a tenor of five to seven years. Both the
bullet structure and these longer tenors
suit unitranche lenders’ aversion to
reinvestment risk, as well as offering
borrowers the multiple advantages of
higher leverage with greater headroom
under the maintenance covenants, whilst
leaving more cash in the business to fund
capex and/or growth. These benefits are
also typical of high yield bonds, which
explains, in part, why the latter are often
seen as a competing product in the larger
deals which can accommodate those
instruments. The evolution of smaller
bonds was covered in a previous edition
of Capital Thinking.

Corporate potential
Although unitranche financing has been
used by corporates in the US for some
time, European corporates have adopted
a more cautious approach with the
unitranche provided by Ares to Claranet
for its acquisition of Star being the most
notable example. There are various
scenarios where unitranche might appeal
to corporates:
A the size of unitranche means that it

is a viable alternative to traditional
bank loans in small deals (c.£30
million) well below the threshold
for access to the high yield bond
market, but at the top end competes
with syndicated loans and high yield
bonds in larger deals;

B debt funds are willing to provide
unitranche for a wide range of
purposes including growth which
will appeal to corporates (Steelite,
Groupe Looping);
C the bullet structure in unitranche

offers many of the advantages
available from high yield bonds:
higher leverage and greater
maintenance covenant headroom
coupled with higher levels of retained
cash to fund growth;

Debt funds are less constrained by
these considerations and are more
willing to increase their exposure to
a business if they find the investment
story compelling;
F unitranche facilities may offer

borrowers slightly more flexible
terms and conditions than they might
obtain from traditional bank-led
acquisition facilities, particularly for
loans which fall below the threshold
for access to the high yield bond
market.
Unitranche, therefore, could provide
a financing alternative for corporates,
including relatively small companies. At
present, the smallest European unitranche
facilities are around £30 million, which,
assuming leverage of 3x, suggests that
corporates with EBITDA of £10 million
could access that market. If the market
develops along the same lines as the US,
where unitranche is available in smaller
amounts of £15 million or even £10 million,
this would open the market to smaller
firms with EBITDA as low as £5 million.
Corporates, however, have been slow
to take advantage of unitranche for three
main reasons:

3 Corporates have little or no exposure

to debt funds. Many corporates
regard all debt funds in the same
light; as aggressive predators rather
than as supportive investors.
In practice none of these issues are
insurmountable and could easily be
remedied once corporates gain a better
understanding of the product and the
debt funds and realise that they will
still be able to maintain their banking
relationships through the RCF, other
banking services and, possibly, even part
of the unitranche too.

Grant Thornton’s take:
Unitranche has emerged as a highly flexible
financing solution for sponsors and seems
set to develop as an attractive funding option
for corporate lenders who are too small
to access the bond markets, once they
become more familiar with the advantages
of the product.

1 PE firms are notoriously eclectic
D unitranche providers may be more

prepared to offer higher leverage than
banks are willing to extend in the
current climate, although corporates
are unlikely to want to mimic the
higher leverage used in PE deals;
E traditional banks are under regulatory

pressure to limit exposure to
individual credits and this can be
problematic if a company requires
further advances in order to expand,
whether organically or by acquisition.

in their approach to funding and
are always looking for innovative
ways to finance and refinance the
deals in their portfolios. Conversely,
corporates need to consider these
matters less frequently.
2 Corporates are inherently more

cautious than PE firms and are
reluctant to compromise their
banking relationships, which may
have been in place for many years.

To find out more about Capital for Commerce and
Grant Thornton’s Debt Advisory team please click here
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Table 1: Pros and cons for the borrower
Pros
Higher leverage

Little or no amortisation lowers debt service permitting higher leverage
and greater maintenance covenant headroom
Structure mimics traditional senior/junior debt boosting leverage

More retained cash for
growth and investment

Bullet structure conserves cash in the business for investment and growth

Greater operational
flexibility

Providers are willing to tailor coupon to target’s needs via mix of cash
pay, PIK and warrants reducing debt service and conserving cash for
investment and growth

Speed of execution

Accelerated credit approval process

Cost-effective simplicity Single loan agreement embracing all facilities as opposed to separate
agreements for a senior facility and junior debt
Cons
Higher coupon

Margin on funds tends to be higher than the blended rate for traditional
senior/junior loans, although debt service is lower owing to bullets

Lack of transparency

Borrowers may not be fully aware of the inter-creditor arrangements
between the various lenders (especially in clubbed deals) which could
pose problems in the future

4 Call protection

Reinvestment risk also explains why
unitranche providers are keen to include
some form of call protection for their
facilities. Currently, a typical approach
would be to have a soft-call protection
structure with a ‘make-whole’ in the first
year and 101 in the second year. The
make-whole requires the borrower to
pay any unpaid margin for the remaining
period of the first year plus an early
redemption premium of 1%, based on
the original principal, in year two. Call
protection is one aspect which has been
under attack in the mezzanine market
for some time and anecdotal evidence
suggests that in the unitranche market
borrowers are also pushing to remove
call protection in year two.
5 Margins


In view of the private nature of the
unitranche product, information on
pricing is often undisclosed. Published
information indicates that unitranche,
like a loan, is usually priced on a
floating rate basis with a margin over
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an underlying reference rate, typically
LIBOR or EURIBOR.
The blended margin on unitranche
tends to be slightly more expensive than
would be obtained from a traditional
senior/junior structure, although
there are indications that this may be
changing. Deals completed a few years
ago often carried coupons of more
than 10%. However, competition from
existing players and new entrants has
intensified, which has compressed
spreads and more recent deals have had
margins in the 6% – 8% range.
Whilst it is true that reported margins
appear to have declined, it is dangerous
to extrapolate too much from this trend
in view of the paucity of information on
pricing and lower margins may reflect
other factors which typically affect the
credit and pricing. We have extracted
pricing information from publically
available information sources; actual
pricing may (and probably does) vary
from reported pricing.
Another aspect of flexibility seen
in unitranche is that providers are
also willing to tailor the margin to the

borrower’s needs via a mix of cash pay,
PIK and warrants. For example, Axa’s
€220 million unitranche for the IPH
deal is reported to have been structured
with cash pay margin of 400bps, a PIK
margin of 400bps and warrants yielding
a further 3% to provide an all-in margin
of 11%. By shifting some of the coupon
from cash pay to PIK and warrants,
the borrower incurred even lower debt
service and a correspondingly higher
level of retained cash in the business.
A few unitranche facilities have also
included LIBOR (or EURIBOR) floors,
which provide lenders with a measure of
yield protection.
6 Covenants


Leveraged loans, on which unitranche
facilities are based, typically include a
suite of maintenance covenants whilst
high yield bonds have no maintenance
covenants and rely purely on incurrence
covenants.

Grant Thornton’s take:
If unitranche continues on its current
trajectory it could provide serious
competition to smaller high yield bonds at
the top of the range and, as in the US, prove
a viable alternative to small bi-lateral loans.

Anecdotal evidence indicates that
unitranche providers are more willing
to adopt a more flexible approach to
maintenance covenants than might
be expected from a traditional bankled facility. Additionally, the larger
unitranche deals are also subject to
the same market forces which have
resulted in increasing acceptance of
cov-lite loans in Europe. For example,
the recently completed Ceva Santa
Animale transaction appears to be the
first cov-lite loan in Europe (Source
Debtwire). ‘Cov-lite’ refers to absence of
maintenance covenants.

7 Facility
size and application


Most unitranche facilities have tended
to fall within the £40 million to £160
million range. There have been examples
outside this range, notably Axa’s
€275 million unitranche facility for
PAI Partners’ acquisition of industrial
supplies distributor IPH, which included
an undrawn facility of €75 million.
Larger deals could be the shape of
things to come as the market expands,
particularly given that some providers
are able to write tickets of €100 million
or more (e.g. ICG’s €160 million
unitranche for Courtepaille).
At the other end of the scale is HIG
Whitehorse’s £29 million unitranche
for Steelite’s refinancing. In the
more established US market it is not
uncommon to see unitranche facilities
in the $15 million – $20 million range.
As the unitranche market matures in
Europe, it seems likely that increased
competition will also open the market to
smaller facilities.
Structures are also becoming more
innovative. GE Capital/Ares recently
provided £153 million of unitranche
facilities for Alchemy’s refinancing
of Parkdean, with an additional £27
million of subordinated debt ranking
behind. In a further development Qatarbased QInvest and UK’s Next Wave
Partners completed a US$45 million
Sharia compliant unitranche refinancing
exercise for Petainer Group (source:
Next Wave website).
Lenders have proved willing to
provide unitranche facilities for a wide
range of corporate purposes. Apart from
the obvious use for acquisitions, facilities
have been provided to fund expansion
capital, which is one aspect which could
appeal to non-sponsored corporate
borrowers. Refer to Appendix 1 for table
of unitranche deals.
8 Leverage


Where leverage has been disclosed it
has tended to fall in the 4.0x–5.5x range,
with a few outliers. thetrainline.com
had leverage of 4.5x, whilst Flexitallic,
with EBITDA of €50 million, was

Display 1: Leverage in Traditional deal vs Unitranche deals1
Traditional deal vs Unitranche
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potentially 5.5x on the fully drawn
€275 million facility. Ideal Stelrad,
at a modest 3x, reflects the degree of
leverage which could easily appeal to
a corporate non-sponsored borrower.
The leverage available from unitranche
compares favourably with current
metrics for senior/mezzanine deals.
S&P Capital IQ track data on the larger
senior/mezzanine deals and, although
only five such deals completed in
1Q 2014, leverage averaged 5.9x with
3.8x contributed from the senior and
2.1x from mezzanine.
Voting issues

All facilities in the loan agreement unitranche, RCF and capex/acquisition
facilities (if present), vote on a one-manone-vote basis. This can create issues
with regard to voting.
In European leveraged loans the
position regarding the key voting
thresholds is reasonably settled and
tends to fall into three categories:
• Unanimous consent, which covers
fundamental matters such as reduction
in margins, extension of maturity and
increase in commitments.
• Super-majority consent, which tends
to focus on release of collateral and
guarantees Although this threshold is
not stipulated in the LMA precedent,
the market usually sets it at 85%.

Leverage for the traditional structure has been derived from S&P data for 1Q 2014 which reported senior leverage of 3.9x with
junior leverage of a further 0.8x. Leverage for the senior debt has been rounded up to 4.0x for convenience.

Senior

RCF

• Majority consent (generally referred
to as the ‘Majority Senior Creditors’),
which covers all other matters and
is set by the LMA and the market at
66.6% (compared to 50.1% in the US).
Since the RCF usually forms a small
percentage of the total facilities, the
unitranche lenders will usually comprise
the Majority Senior Creditors and
probably the super-majority, if the
concept was included and set at 85%.
This means they would be able to carry
any amendments other than those
requiring unanimous consent. This
presents a problem for the banks who
provide the bank facilities as they could
find themselves outvoted on a wide range
of matters that are important to them.
The key issues that flow from this are
inter-related: namely the circumstances in
which the providers of the bank facilities
can take enforcement action independent
of the unitranche lenders; voting
thresholds; and amendments. Obviously
the negotiations between the banks and
the unitranche providers will be driven
by the relative size of each facility, so the
larger the RCF the more inclined the
banks will be to hold their ground.
“The challenge for any borrower is to
know not just who it is dealing with,
but in what circumstances it may be
dealing with one party or another.”
Stuart Brinkworth, Hogan Lovells

1 
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Enforcement

Appendix 1: Selected Unitranche deals

In order to protect themselves against
being outvoted by the unitranche
providers the banks have introduced
the concept of ‘Material Events of
Default’, which give bank lenders the
ability to enforce without the consent
of the unitranche lenders. These tend
to revolve around payment breaches,
maintenance and information covenants,
failure to ‘clean-down’ the RCF and
insolvency.
Unitranche lenders and borrowers
share a common interest in dealing with
the banks on this issue and will look to
restrict the scope of these Material Events
of Default as far as possible. For example,
they may try to qualify insolvency terms
with a materiality threshold, so that it is
only triggered if it affects a material part
of the group.

Note: we have extracted pricing information from publically available information
sources. Actual pricing may vary from reported pricing.

Relevance of clubbed deals

The emergence of clubbed deals, such as
Ideal Stelrad (three unitranche lenders)
and thetrainline.com (four unitranche
lenders and two providers of bank
facilities) introduces an additional layer
of complexity vis-a-vis voting thresholds,
particularly if any of the lenders sell down
their loan.
This issue becomes live if the
purchaser is a distressed debt fund with
a lower entry point (and thus different
pain threshold) coupled with an agenda
which conflicts with the original lenders.
In these deals borrowers might consider
adjusting the various voting thresholds
down (to prevent any one party from
having a blocking stake), or to impose
some form of restrictions on the transfer
of any loans.
The alternatives are either to require
the potential seller to obtain the consent
of the borrower (usually subject to
the caveat that it shall not be withheld
unreasonably) or to require a (short)
period of consultation with the borrower
prior to the sale. These requirements
typically fall away post default, but
requiring a borrower’s consent could
represent a major hurdle for lenders since,
if they are keen to sell in distress, they
will invariably wish to do so at an early
stage before any default has occurred.
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Date

Borrower

Size

Provider

Comments

2011

Courtepaille

€160 million

ICG

Leverage of c.5.5x and
mezzanine style margin of 10-12%

Oct-12

Callcredit

£100 million

GE & Ares

L+725 bps

Dec-12

IPH

€180 million

Ardian

400bps cash, 400bps PIK &
c warrants for 3% with EIRIBOR
1.5% floor

May-13

Flexitallic

€275 million Ardian
(€200 million
drawn)

With EBITDA of €50 million,
leverage was 4x on the drawn
facilities through 5.5x on fully drawn

Aug-13

Ideal Stelrad

£130 million

ICG & Babson
Capital

Leverage c 3x. HSBC provides
£30 million RCF

Sep-13

Infopro digital

€210 - 215
million

Ares, Highbridge E+750 bps used for refinance
& Hayfin

Sep-13

David Lloyd

£500 - 550
million

The Children’s
Investment Fund

Sep-13

thetrainline.com

£140 million

Ares, Babson
5 year, L+750 bps with
Capital, Bluebay 1% LIBOR floor with
& Bank of Ireland c 4.5x leverage. Purpose
was dividend recap

Nov-13

Ethypharm

€170 million

GE & Ares

Source: S&P Capital IQ

Dec-13

MDNX/Easynet
(Equistone)

£140 million

Ares and
Highbridge

Leverage was 4x for the
Unitranche & Barclays provided
a £20 million RCF

Jan-14

Chesapeake's
€25 million
Plastic Packaging

Alcentra

7 year tenor (Source:
leveragedloan.com)

Jan-14

Steelite

£29 million

HIG WhiteHorse

Used for minority take-out
and future expansion (Source:
HIGcapital.com)

Feb-14

Trust Inns

£130 million

Macquarie

Used to refinance debt (Source:
S&P Capital IQ)

Feb-14

NoteMachine

£76.5 million

GE & Ares

Proceeds are for refinancing and
to support future acquisitions
(Source: S&P Capital IQ)

Mar-14

DORC Holding

€110 million

GE & Ares

GE/Ares provided unitranche,
working capital & acquisition
facilities for LBO by Montagu
Private Equity (Source: S&P
Capital IQ)

Apr-14

Pertainer

$45 million

Nextwave

Sharia compliant unitranche for
refinancing

Apr-14

Groupe Looping

€30 million

Alcentra

Minority take-out and growth

Market sources suggest that
margins were L+ 800 – 900bps
and that this was more of a
private high yield

Source: Debtwire, S&P LCD

Grant Thornton’s take:
Unitranche continues to grow in popularity, with its flexibility being particularly attractive
to financial sponsors. Each transaction we have analysed has different features from
the previous transaction and we see this trend continuing. Given its flexibility and
more attractive pricing, we see scope in 2014 for mainstream corporates considering
unitranche as a funding option, as innovation from the sponsor community continues to
flow into the wider corporate mid-market.
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