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KPMG Capital Advisory Group comprises 70+ 

professionals who provide advice across the capital 

structure. In our third issue of Capital Letter we reflect on 

some of the trends emerging from 2014 and implications 

for corporates in the year ahead. 

All aboard the leverage train

2014 ended much as it began, with the leveraged debt market 

continuing its complete recovery from the pains of 2008 to 2010. 

Yes, margins and fees may be higher and leverage lower than 

the heady days pre Lehman, but the signs are that as 2015 

begins we are seeing downward pressure on cost and moves to 

higher leverage across the board.

So what has happened? 2013 and 2014 were the years marked 

by the search for yield as banks and investors see returns from, 

in the main, first lien debt being hugely attractive – the balance 

between risk and reward compared with other asset classes has 

meant a continuous flow into credit markets. The High Yield 

Bond market, liquid bank market (reflected in the record year of 

CLO issuance) and the flow into new credit funds seems to be 

continuing without abeyance. 

Yes, it is true that the debt capital markets wobbled in the 

Autumn as did the equity markets in light of geopolitical risk. The 

market did not quite pick itself up, dust itself off, and start all 

over again, but it did have a pretty good go at resetting itself and 

remains open for new issuance at the right price. 

Inevitably when borrowers (or indeed aggressive arrangers) push 

too far, the market will push back, as seen in some cov-lite deals 

last year, but all in all it is a very borrower friendly market. The 

rise of unitranche structures, which accounted for significant 

dealflow in the leveraged mid market in 2013 and 2014, has seen 

some competitive response as banks have offered non 

amortising structures in term loan Bs, giving much of the 

flexibility of unitranche at lower pricing. However banks are 

unable to compete with hold levels and ability to advance further 

funds that many credit funds offer.

So where does the market go and where should this leave 

leveraged/private equity owned borrowers? The first point is that 

the estimates of $10bn+ of capital coming to the credit fund 

market will leave banks to compete either on price or structure, 

or, as has been seen, team up with credit funds to create hybrid 

structures. 

Secondly, for borrowers there has never been a better time to 

push on terms and structures and create a bespoke solution to 

suit your business. 

But beware, whilst highly leveraged structures may suit many 

businesses, however loose the terms, if the business does not 

perform then many of the credit funds and banks will bare their 

teeth - just like Mourinho knows in Europe, there may be many 

sharks out there.

To underwrite, or not to underwrite

Following a sustained period of limited appetite, the underwriting 

market has definitively reopened with lenders eager to 

demonstrate their ability to underwrite corporate deals and 

pocket a juicy fee.

Borrowers have been weighing up the benefits versus self-

arranged club deals. An underwrite has its appeal in the right 

circumstances, i.e. in support of an Initial Public Offering or 

acquisition, when confidentiality is critical – execution is likely to 

be quicker, with a reduced time commitment for management. 

On the other hand, limiting discussions to a small group of 

lenders can reduce competitive tension and control over the final 

syndicate, and typically comes with a requirement for “market 

flex”, i.e. the ability to change certain terms (pricing and 

potentially other covenants/restrictions) to enable the arranger to 

syndicate the loan. The borrower may find itself exposed to 

higher pricing/tighter terms than otherwise might have been 

achieved if the borrower drove negotiations bilaterally. Ultimately 

the strength of the borrower will determine how hard the terms 

of the underwrite can be driven.

Capital Letter Capital Advisory Group 



Windows 2015

With the UK equity market close to its all-

time highs, notwithstanding the volatility 

seen in the final quarter of 2014, it 

continues to trade on a relatively high 

multiple of the sell-side consensus of 

forecast earnings.

It’s worth asking why. The stock broker 

response of ‘more buyers than sellers’ 

may have merit, given the strong flows of 

cash into equity funds. Retail equity 

funds, which together account for almost 

a third of the UK equity market, are on 

track to be the second highest in the past 

decade, despite political influences (aka. 

Scottish referendum) in the summer 

months
(1)

. 

In what remains a low growth, low 

inflation, low yield environment, UK plcs 

have continued to grow their dividends. 

Despite the rise in the FTSE All-Share 

index, its dividend yield has remained 

remarkably steady over recent years, at 

around 4%, and this is a key attraction, 

albeit potentially unsustainable, with so 

much of the cash derived from extractive 

industries.

As a result, attractive market conditions 

have facilitated the highest number of 

IPOs in six years (see graph below). A 

number of sellers have pursued dual-track 

processes, with a high proportion ending 

up on the public markets rather than as 

trade sales, as higher absolute market 

levels have made it easier to accept the 

“IPO discount’ versus established listed 

companies, to reflect the uncertainties 

and potentially greater risks of investment 

in a relatively unknown company.

However, it is sensible to think of the 

equity capital markets in terms of 

windows of opportunity. One ‘bad deal’ 

can close a window – witness media 

reports on the ways in which private 

equity sellers were apparently taking 

advantage of institutional investors – and 

demand for new issues can prove 

extremely sensitive to geopolitical, 

macroeconomic and sector events; while 

seller appetite is clearly influenced by 

absolute equity market levels, as these 

will have a material impact on pricing.

A number of 2014 IPOs (both in the UK & 

internationally) are now trading below 

offer price which bring to mind (for those 

of us who are old enough to remember) 

the dotcom boom at the turn of the 

millennium. Contrasting motivations of 

true growth capital versus merely an exit 

route for owners has raised questions 

over market practices, with particular note 

given to the limited time allowed in some 

cases to consider prospectuses, oversized 

syndicates, and aggressive valuations.

Whilst market participants are hopeful of a 

substantial pipeline of deals in 2015, 

amidst the uncertainties of a remarkable 

fall in oil prices, yet another bout of 

Eurozone excitement courtesy of Greece, 

ongoing tensions with Russia, and general 

elections to navigate in the UK, it 

is more important than ever for listing 

candidates to be sensitive to the attitudes 

of institutional investors and to start to 

build relationships with the key individuals 

at major firms at an early stage.
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(excluding Investment Instruments)
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(to retail investors)

Sector in focus: Retail

At the top end of the market high quality 

borrowers are enjoying unprecedented 

levels of liquidity and low interest rates, 

but not all sectors are enjoying such 

favourable lending terms. The retail 

sector is still nursing a hangover from its 

more complicated credit metrics 

brought about by high operational 

gearing, dynamic market conditions and 

wider array of influential stakeholders 

(namely landlords, shareholders & 

suppliers). 

Whilst there remains strong strategic 

reasons for entering leases (either 

unlocking value from property sales or 

operational flexibility) lease obligations 

continue to constrain conventional debt 

leverage. 

The re-opening of the IPO market has 

slightly compensated for this, allowing 

private equity investors an opportunity 

to maximise their exits through listing in 

the absence of leverage driven return 

models from secondary or tertiary 

transactions. 

A number of sponsors also sought to 

extract value ahead of IPO through 

refinancing to permit a dividend 

recapitalisation. Early 2014 saw a flurry 

of private equity-led IPOs but as 

multiples fell in the second half of the 

year we have seen an increasing 

number of deferred transactions. 

Notwithstanding the turbulence in the 

retail sector over the last few years, the 

financial crisis has created a level of 

sophistication and diligence amongst 

lenders and investors that is driving a 

more educated approach to the sector. 

The key question is how long these 

lessons will be remembered when 

faced with increased competition and 

continued confidence in the wider 

economy and consumer behaviour. 


