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Lloyds Banking Group, heading up the regional corporate banking team
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degree in economics and accounting, Jason began his career at Coopers &
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Gambit Corporate Finance
Established in 1992, Gambit is an independent corporate finance firm specialising in
advising private and public organisations on mid-market transactions in the UK and
overseas. With offices in London and Cardiff, Gambit is widely recognised as a
market leader in corporate finance advice having built up detailed industry
knowledge and an enviable track record in deal origination and execution.
www.gambitcf.com

He is also an Associate of the Securities and Investment Institute, holding
an advanced corporate finance qualification from the Institute of
Chartered Accountants in England and Wales (ICAEW). Jason has
also been voted "Corporate Banker of the Year" on a number of occasions
at the Insider Dealmaker Awards.

Corporate Finance International
Gambit is the exclusive UK shareholder of CFI, a global partnership of middle-market
investment banks and corporate finance advisory firms. With over 260 professionals
located in 32 offices throughout the world CFI members specialise in cross-border
acquisitions, disposals, capital raising, and related services and is ranked number 24
in Europe and 40 globally by Thomson Reuters for transactions valued up to €500
million (June 2017).
www.thecfigroup.com
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Executive Summary

GBP Exchange Rates

The UK economy has continued to be more resilient than many expected post Brexit vote,
with the IMF expecting UK GDP growth of 1.7% for 2017 and 1.5% for 2018.
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The macro economic environment is stronger than expected, with the IMF projecting global
GDP growth of 3.5% in 2017 and 3.6% 2018.
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In Summary
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The future for credit markets is heavily influenced by what happens to global interest rates
in the coming years, with many expecting further interest rate rises in the future.

-30%

Political risks such as Brexit have had less effect on the market than predicted, but concerns
remain, particularly around any future trading agreements.

Source: The Economic Forecast Agency

Multiples for transactions involving institutional funds have continued to increase and are
currently averaging 10.4x EBITDA.
Leverage multiples have correspondingly increased and are also approaching record highs
(c6x for larger private equity backed leveraged buy-outs).
With both Enterprise Valuations and Leverage multiples increasing, there is clear
competition for quality assets amongst acquirers driving these multiples higher.
The emergence of alternative funders has both added to available liquidity and presented a
major challenge to traditional lenders.
The UK dominates the use of alternative funders in Europe which account for 28% of UK
total corporate lending, whereas the average in Europe is 10%. However, this is still some
way off the 75% level in the USA – is this a sign of things to come?
With increased liquidity, a broader supply of funders entering both the Mid Market and SME
landscapes and interest rates remaining low by historic standards, now is an opportune time
to be considering raising finance.
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It is a favourable time for companies to review their capital structures and
debt positions.
The wide variety of debt instruments available is aiding liquidity – do
consider the options available.
The full impact of Brexit on Financial Institutions and markets is unclear
and those with refinance dates either side of Brexit, may want to consider
accelerating the process.
Interest rates are expected to continue rising gradually across major
economies, but remain very low by historic levels - implementing a
strategy in the shorter term is likely to be favourable, particularly for
longer term funding.
The performance of GBP versus both the euro and the dollar (and indeed
all major currencies), is expected to depend heavily on Brexit negotiations
- CFO’s should consider & formulate a hedging strategy.

The UK Economy & Credit Markets

PNFCs’ Net Debt to Profit & Debt Servicing Ratios
300%

Trends
•

•

•

Liquidity remains high, mainly due to the
enormous levels of 'dry powder’ looking to be
deployed by institutional investors. It is
estimated that this currently amounts to $1
trillion.
Finance is now being provided from a variety of
sources including mainstream, challenger and
foreign banks, asset based lenders and private
debt funds – with a noticeable uplift in the last
few years.
Purchase price and leverage multiples are
approaching all time highs across many
different industries.

•

•
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Outlook for Credit Activity

Brexit
•

30%

Debt-servicing ratio (RHS)
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The Bank of England Governor, Mark Carney, has signalled that interest rates can be
expected to continue rising if the economy outperforms current levels of growth.
Lending has become “frothy” and needs to be controlled if reckless borrowing is to be
prevented. Mr Carney also indicated that any interest rate rise would be implemented
in a gradual manner. Credit supply conditions continue to be broadly favourable for
corporate borrowers, but there are some tentative signs that credit conditions are
beginning to tighten particular to smaller companies and in certain industries.

Net debt to profit (LHS)

1998 Q4

Economic Overview
The IMF projects Global GDP growth of 3.5% for 2017 and 3.6% for 2018, with the UK
position being softer at 1.7% and 1.5% respectively. Despite Brexit concerns,
unemployment levels reached a 42 year low at 4.3%, however, based on Q3 2017 Bank of
England Summary of Business Conditions, investment intentions have softened due to
lower growth prospects, sterling depreciation and Brexit worries.

One of the key issues within the UK Credit market is
the ongoing uncertainty of the direction of the Brexit
negotiations and especially their impact on terms of
trade, legislation & financial institutions.
CFOs continue to cite Brexit as the main and growing
risk facing their businesses. Combined with weak
demand in the UK and higher interest rates, these
represent the top three risks that businesses currently
face.
What will happen to liquidity and cost of funds as we
move towards Brexit and 2019?
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▪

Since UK base rates have only started increasing, the
availability of attractively priced finance remains.

▪

Despite high levels of indebtedness, private sector
debt-servicing costs are currently low, due to low
interest rates.

▪

Refinancing to take advantage of current liquidity
availability in order to facilitate dividend re-caps has
also been popular.

▪

For those looking to raise debt or refinance in the near
future, entering the market sooner rather than later
may be timely.

Alternative Lending
Banks no longer provide the levels of lending experienced before the global financial crisis in
2008, balance sheets have shrunk and new regulations & capital requirements suggest this is
unlikely to be reversed.

Trends
•

83% of non bank lenders would consider investing debt in mid-market listed
companies.

Since the financial crisis, an increase in both supply and demand of credit to mid market
companies has led to increased competition and more innovative structures and products being
marketed to businesses in the form of new funding.

•

The main reason as to why alternative lending is not used, is cited as a “lack
of detailed awareness”.

•

Alternative funding ranges from asset based lenders, challenger and foreign banks, to crowd
funding, peer to peer lending, through to private debt funds.

The majority of alternative lending deals are M&A related with 55% of UK
and Euro deals being used to fund buyouts.

•

•

Private debt funds have seen huge growth in the US, where they have provided 75% of new
corporate debt, compared to 28% in the UK and just 10% in Europe.

More sponsor-less companies are turning to direct lenders to finance
growth rather than the more traditional private equity funders.

•

The US remains the epicentre of non bank lending with Europe expecting to
increase its acceptance over the next decade.

•

Alternative lenders act as a “one stop shop” across capital structures, removing a need for
separate equity raising as they can provide both debt and minority equity funds. A very important
development has been the increasing convergence between debt and equity towards non
controlling, less dilutive funding options.

•

Alternative credit markets are growing in Europe alongside traditional bank

•

•

•

•

Many borrowers find the flexible approach of private debt more appealing than diluting their
valued equity stake. It’s important to know who to approach and the respective ‘sweet spot’.

•

One attraction of private credit managers to borrowers is the diversity of funding structures they
offer. Senior secured funding is the most popular (used by 90% of credit managers) followed by
mezzanine and unitranche (deployed by 60% of managers).

•

The unitranche facility is commonly used to fund private equity backed transactions. However,
whereas unitranche facilities were once the preserve of larger mid market transactions, they are
being increasingly seen in SME debt structures.

•

Unitranche is a structure that combines the characteristics of senior and subordinated debt into one
instrument and facility document. It is relatively flexible in terms of conditionality and repayment
profile, but is more expensive than traditional senior debt.
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Case Study
•

A recent fund raising transaction that Gambit delivered involved an
alternative funder and an SME.

•

The purpose of the transaction was to restructure the SME’s existing debt
facilities, improve the company’s working capital status and provide
development capital to support a significant sales order book.

•

The leverage ratio and debt repayment profile required by the company was
outside normal parameters for high street lenders.

•

The company was able to secure financing with a alternative funder which
included a 5 year, £5m unitranche facility, with total leverage of 4.4x.

•

The private debt fund took a second charge behind the bank lender, which
meant that the bank kept its seniority and continued to provide an
overdraft, mortgage facility and ancillary services.

M&A & Credit Markets
M&A
The volume and value of M&A throughout 2017 has remained
steady and is estimated to be worth around $250 billion thus far in
2017. Institutional funding of M&A has continued to increase
throughout the year and is now used in approximately 70% of
transactions. One of the reasons for this growth has been the
changing nature of transaction structures for institutional
acquirers with many using unitranche funds in order to achieve
strong returns. The last time that the credit market was so
predominant as a source of funding for M&A was Q1 2007.
Within Europe over 1,000 transactions have occurred, with 40%
taking place in the UK alone. The Management Buy-Out market has
been particularly strong for alternative funders as management
teams are preferring transaction structures that minimise loss of
control and equity dilution.

Outlook for M&A Activity
▪
▪
▪

▪

▪

Activity is expected to remain high particularly if interest rate
increases are introduced gradually.
As institutional investors 'dry powder' is deployed into the
market, valuation multiples will remain high.
Leverage multiples may soon begin to garner attention from
regulators but are predicted to remain high due to the
competition for quality assets.
There is also growing debate in the US as to whether to continue
allowing interest on debt as a business expense (and so tax
deductible). Indeed, the Republicans are considering to cap the
interest deductions – this could have a significant impact on the
leveraged buyout industry. Who knows where this debate will
land, but what happens in the US has a tendency to land in the UK!
Investors that require credit facilities in order to complete
acquisitions or undertake infrastructure investment, may be best
placed to take advantage of current conditions.

Valuation Multiples

Leverage Multiples

The valuation multiples within the M&A market
have risen steadily over the last few years, driven
by the recovery of the global economy. Another
factor that has pushed multiples even higher is the
record amounts of 'dry powder’ reported to be $1
trillion available to institutional investors.
Currently, the average multiple across the whole
M&A market stands at 10.4x EBITDA compared to
9.9x last year.

Leverage multiples for transactions have rapidly risen
since the financial crisis which saw a pull-back on
M&A activity and overall lending. Multiples for larger
private equity transactions at 6x are now the highest
they have been since the 2007 and are approaching
levels that certain regulators are highlighting as a
potential concern. However, they are not expected
to decrease in the near term due to liquidity levels.

Leveraged M&A ($ Billions)
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Gambit Corporate Finance LLP
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Contacts

Established in 1992, Gambit is an independent corporate finance advisory firm specialising in
advising private and public companies on mid-market transactions in the UK and overseas. With
offices in London and Cardiff, Gambit is widely recognised as a market leader in M&A having built
up multiple sector knowledge and an enviable track record in deal origination and execution.

We are the sole UK shareholder in Corporate Finance
International, a global partnership of leading mid-market
investment banking firms with members in North America,
Western & Eastern Europe and Asia. With over 260 professionals
located in 32 offices throughout the world we are able to provide
an international outlook and service for clients.

Jason Evans
Partner, Debt Advisory
+44 (0) 7725 446 741
jason.evans@gambitcf.com

Key services include:

•Management Buy-outs/ Buy-ins
•Mergers and Acquisitions
•Fundraising/ Development Capital
•Financial Restructuring

•
•
•
•

Private Equity Portfolio Advisory
Succession Planning
Debt Advisory
Research and Deal Creation
Website: www.thecfigroup.com

London Office
23 Berkley Square
London
W1J 6HE
Tel: +44 (0) 845 643 5500
Website: www.gambitcf.com

Cardiff Office
3 Assembly Square
Britannia Quay
CF10 4PL
Tel: +44 (0) 2920 475 500

