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About European Capital

European Capital, both directly and through its asset management business, invests in 
pan-European equity, mezzanine and senior debt investments. The firm is a wholly-owned 
affiliate of American Capital, Ltd. (Nasdaq: ACAS). European Capital manages €0.9 billion 
of assets, including €0.7 billion assets under management on its balance sheet and €0.2 
billion assets under management via funds. European Capital Asset Management Limited, 
a wholly-owned affiliate of American Capital Asset Management, LLC, manages European 
Capital’s balance sheet. European Capital Debt Management Limited, a wholly-owned 
affiliate of American Asset Management LLC, manages debt funds.

European Capital will consider senior, mezzanine, subordinated and unitranche debt 
investment opportunities from 10 million to 100 million in either euros or sterling and up 
to 300 million for One Stop Buyouts®.

Since August 2005, European Capital and its affiliates have originated and managed 
approximately €3.8 billion invested in over 100 portfolio companies, in a diverse range of 
industry sectors.
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About EPIC Private Equity

EPIC Private Equity LLP (EPE) is an FCA regulated investment and advisory boutique 
established in 2001 with three business lines: Placement and Advisory, Capital (private 
equity investment) and Administration.

Placement and Advisory. EPE’s placement division assists private equity and private debt 
managers raise capital from institutions worldwide and advises on the restructuring and sale of 
debt and private equity portfolios. With a specialist niche in alternative credit, EPE has advised 
managers in Europe and the US across the spectrum of debt strategies from senior direct 
lending to mezzanine and venture debt. 

EPE also advises corporates, management teams, investors and other stakeholders on M&A, 
debt and equity capital-raising, buy-outs, public-to-private transactions, operational and 
financial restructuring, turnarounds and distressed situations. 

Capital. EPE partners with management and entrepreneurs to invest in UK SMEs, taking 
control or minority positions across growth, buyout, distressed, PIPE and secondary portfolio 
transactions. The current portfolio consists of companies in consumer, retail, healthcare, support 
services, industrials and media sectors with an aggregate annual turnover of circa £150 million. 

Administration. EHM International, an affiliate of EPE, provides accounting and administration 
services. It has a team of 20 employees including accountants, administrators and operational 
service providers, with total assets under administration exceeding $1.8 billion and offices in 
London, India, Hong Kong and Guernsey.

About the editor
Daniel Roddick, Managing Director of EPIC Private Equity LLP (EPE) founded the placement 
business for EPE in 2012 having previously worked as an independent consultant to a 
number of private debt and equity managers. Prior to this, Daniel worked at Campbell 
Lutyens and McKinsey and Co. He read Engineering, Economics and Management at the 
University of Oxford, has an MA from the Royal Academy of Music, and is a CFA charter 
holder.
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A word  from the sponsor — 
European Capital

It is our pleasure to co-sponsor this guide to private debt investing in Europe with EPIC 
Private Equity and in conjunction with PDI. European Capital was established in 2005 to 
invest in senior debt, mezzanine debt and private equity buyouts, and has deployed over 
€3.8 billion since its inception. 

Needless to say, we have seen the market evolve significantly since 2005, particularly in 
the areas of private debt as banks pulled back during the crisis and created room for new 
alternative lending solutions to develop, which increased the robustness of the European 
loans market. Our parent company, American Capital, has a heritage of investing in 
mid-market companies in the US via both debt and equity. In addition, as a Business 
Development Company (BDC), it had been a key participant in the non-bank lending 
market, a market that is much larger on a relative basis compared to Europe. Having this 
background has certainly helped European Capital evolve its own approach to the market 
in Europe when banks had to significantly step back in the few years post the financial 
crisis.

We are excited by the opportunities in private debt whether from further development of 
new solutions (for example, unitranche), growing markets (for example, sponsorless, which 
is developing in Europe), or bank-fund partnerships. It has been a pleasure to collaborate 
on this book with our peers and fellow market participants, who share the same enthusiasm 
for the private debt market. We hope you enjoy reading it!
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Introduction
By Daniel Roddick, EPIC Private Equity 

The private debt market is now firmly established in Europe. All it took was the largest global 
financial crisis since the great depression plus years of record low interest rates. And, according 
to those closest to the market, it is flourishing: Deloitte tracked 243 deals by alternative lenders 
in Europe in the 12 months to June 2015, a 55 percent increase on Q2 20141; while DC Advisory 
reports that over 75 percent of its deals in the 12 months to September 2015 involved an 
alternative lender compared to only 48 percent the previous year2. 

EPIC Private Equity had a long discussion with PDI, the publishers, on what the scope 
of this book should be: How could we do justice to such a diverse market? How should 
private debt be defined for that matter? What about infrastructure debt, real estate debt, 
and so on? After much deliberation, we decided to limit the book’s scope to European 
corporate lending, but even then we felt we could only scratch the surface of this broad 
and fascinating industry. 

In compiling the content, we sought input from various expert market participants. 
Included, for example, are the perspectives of three lenders, each of whom operate in very 
different segments – the European mid-market, Central and Eastern Europe, and venture/
growth lending. LP insights are also featured in order to better understand the reasons 
behind their decisions to invest in private debt. Two law firms offer their thoughts on some 
of the most pertinent legal aspects concerning the private debt market. We have gathered 
the most up-to-date data and observations on the deals taking place and, finally, in the 
Private Debt Investor LP Survey, the book shares some revealing data and insights into 
where the industry may be heading in the months and years ahead. 

EPIC Private Equity, like many others in this emerging industry, is relatively new to the 
asset class. Nonetheless, during the brief time we have been advising on the raising of 
capital in the private debt market, we have seen somewhat of a transformation in size, 
depth, complexity and levels of competition. According to Private Debt Investor Research 
& Analytics, there are today almost 300 private debt GPs with an office in Europe, of which 
around 170 have raised or are raising funds exclusively for Europe. 

As a placement agent, EPIC has obviously tracked with great interest the growing appetite 

1 Deloitte Alternative Lender Tracker, Q2 2015.

2 See DC Advisory’s chapter, Trends in the European private debt middle market, for further information.
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of institutions in European private debt. We have seen a substantial increase in the capital 
being put to work and a growing sophistication in the way that institutions are addressing 
the market opportunity. Here are some of our own observations from our discussions with 
LPs.

1. LPs have widely different risk appetite/return targets 
Unlike private equity, where for the most part the emphasis tends to be almost entirely 
on achieving the highest alpha, the private debt market allows institutions to construct a 
bespoke portfolio to achieve a target return subject to a given risk tolerance. Some LPs, for 
example, look for high return debt strategies, perhaps offering an element of downside 
protection in what is essentially otherwise a private equity portfolio; others have very little 
appetite for risk and build their portfolios with mainly low yielding senior strategies; some 
LPs are focused on the cash yield or shorter duration for liability matching and, finally, 
some are purely opportunistic – looking for the best relative value and playing private debt 
‘themes’ alongside a number of other strategies. 

In Chapter 1, Dr. Daniel Schmidt of CEPRES shows how detailed transaction analytics can 
inform better investment decisions. With empirical evidence, he demonstrates how private 
debt can help smooth returns and reduce volatility for private equity investors and act as 
a hedge against negative market cycles. And in Chapter 2, Andreas Asche of Talanx Asset 
Management considers how an institutional investor can implement direct lending in its 
asset allocation framework.

2. Advisers are playing a crucial role in assisting institutions navigate the asset class
In many respects, the myriad of different strategies that fall within ‘private debt’ makes it a more 
complex asset class than private equity. Additional complexities involved in regulation, tax, 
portfolio construction, due diligence of the opportunities, legal issues, and so on, mean that 
many small and medium sized institutions simply do not have the requisite internal resource or 
ability to analyse the entire market. 

Advisers and Fiduciary Managers, such as Mercer Investments, have therefore been playing 
a crucial role in helping LPs put capital to work. In Chapter 3, Sanjay Mistry and Tobias Ripka 
of Mercer Private Markets remind us that in order to understand the private debt market, 
you first need to subcategorise it (for example, by seniority in the capital structure, type of 
lending transaction, and geography). Then, by understanding each of these, an investor can 
implement its strategic allocation planning and investment process to construct a portfolio 
to meet its individual risk/return objectives. 

3. Evolving regulation is drawing more capital to private debt 
Solvency II, for example, has drawn investment into the asset class due to its more favourable 
regulatory capital treatment. Meanwhile, in Germany, one of the most important markets 
for managers raising capital, new insurance and pension fund regulations have made 
it much easier for institutions to invest in closed-ended debt funds. Awareness of such 
developments can, of course, give debt-focused GPs an advantage in the competition 
for capital. In Chapter 4, Patricia Volhard and Benjamin Letzler of P+P Pöllath + Partners 
discuss the regulatory framework in Germany and consider how this may evolve in the 
future. 
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4. Importance of the right fund terms and structure 
Unlike the more mature private equity asset class, there seems to be much less of a 
consensus on what the financial fund terms of debt funds should be. The fees should, 
of course, reflect the underlying strategy with a consideration of the overall net return 
to investors. However, one thing is certain – LPs are very sensitive to fees, carry and 
hurdle rates in particular.

Structuring issues in private debt tend to be more complex than in mainstream private 
equity and in Chapter 5 we hear from investment funds lawyer Daniel Greenaway of 
Pinsent Masons LLP about his views on what the pertinent issues are. 

5. LPs are looking for strongly differentiated offerings
With approximately 435 investment vehicles globally (124 in Europe) in the market 
looking to raise $216 billion of private debt capital as of the end of Q3 2015 ($59 
billion in Europe)3, LPs are understandably becoming increasingly concerned about 
leverage and pricing levels. 

Edward Godfrey of DC Advisory in Chapter 6 discusses the evolution of the private debt 
market as banks compete with lenders in the hunt for yield. With rising debt/EBITDA 
and falling spreads and debt terms gradually shifting in favour of the borrower, it is no 
wonder therefore that LPs are carefully scrutinising the differentiating factors of debt 
managers. So what do they look for? Clearly strong deal flow is imperative, possibly 
even more so than in private equity since one of the main reasons many institutions 
are turning to private debt is as a means to quickly deploy capital. Some managers 
have been fortunate to be in a position to warehouse an existing portfolio to roll into 
the fund. But others, at the very least, need to clearly demonstrate that they have a full 
pipeline, and fundraising becomes substantially easier if, by later closings, managers 
have already started to deploy the fund. 

Another key area of focus is the skill set of management and their ability to preserve 
capital should an asset start to underperform: What experience do they have of 
workout situations? Do they understand the nuances of restructuring deals in all the 
local jurisdictions? Could they, if necessary, threaten credibly to ‘take the keys’ from 
the equity sponsor to implement a turnaround? 

And what are the strategies of interest within private debt? In Chapter 7, European 
Capital discusses the benefits of the unitranche structure and its role in European 
mid-market lending. In Chapter 8, Eric Schaefer of Eurazeo Capital explains why and 
how, as a sponsor of mid-market companies, the firm partners with debt funds for 
the provision of financing for some portfolio companies. Ross Ahlgren and Simon 
Hirtzel of Kreos Capital explore in Chapter 9 how investors can achieve a differentiated 
risk-adjusted return through senior direct lending to growth companies, while Ben 
Edwards of Syntaxis Capital makes the case in Chapter 10 for investing in private debt 
in Central Europe. 

3 Private Debt Investor Research & Analytics, Q3 Report.
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Private debt in 
Europe: A historical 

overview
By European Capital

6. There is more capital to be deployed into the asset class 
As confirmed in the LP survey at the end of the book, most institutions are looking to 
maintain or increase their allocations to private debt. This certainly correlates with EPIC 
Private Equity’s discussions with LPs: we have found that, while most are looking to increase 
allocations, many are still working out which debt strategies and funds are the right fit for 
them, which divisions should have responsibility for it, and how to manage the ongoing 
monitoring of their debt programmes. 

Some investors, for instance, are moving parts of their private equity allocations to private 
debt and, as a result, are formalising new return targets for these allocations. Other 
institutions are capitalising on their in-house expertise of direct investing in corporate 
debt, and we have also spoken to CIOs allocating resources from fixed income to the 
asset class. But these processes are not straightforward – they often involve dealing with 
a number of internal management, monitoring and risk issues as well as usually requiring 
formal board approvals. All of this therefore takes time, but nonetheless the trends point to 
a growing asset class, which will become increasingly prominent in LPs’ portfolios.

The European leveraged loan market started from a small base. According to 
Standard and Poor’s estimations, the size of the market stood at under €15 
billion in 1998. Then, from 1998 to 2004, the market more than doubled to 
just over €40 billion, with the bulk of the market represented by a small club 
of European banks. Much of this was syndicated to the small but growing 
institutional investor base. As a result, by 2004, nearly half of all leveraged 
buyouts (LBOs) were composed of senior and mezzanine tranches.

In 2005, the volume of senior leveraged loan volumes more than doubled in the 
space of just one year to reach over €100 billion. A rapid increase in institutional 
appetite, headed by CLO (collateralised loan obligation) investors, continued to 
drive issuance volume over the next few years to its peak of nearly €165 billion in 
2007. The growing number of capital providers led to rising leverage, declining 
prices and increasing purchase multiples, while equity contributions decreased to 
as low as 20 percent of the capital structure. 

As competition in the market intensified, offerings became more aggressive. This 
trend meant that traditional financing structures, such as senior and mezzanine, 
were increasingly bypassed in favour of senior and second lien or senior 
and payment-in-kind (PIK) structures. Further, competition over allocations 
intensified between capital providers. Relationships with deal originators and 
banks’ leveraged finance desks were paramount in order to secure allocations 
of paper in increasingly oversubscribed deals.

Figure 1 below on page x presents the pattern of bank lending in Europe between 
2004 and 2014, and clearly shows the enormous pressure the 2008 financial 
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crisis placed on banks’ balance sheets, which subsequently caused them to 
materially reduce their lending activities in the following years. CLOs by and large 
disappeared from the market as investors and ratings agencies could no longer rely 
on diversification as a justification for high credit ratings. As the financial recession 
quickly became a full-blown economic downturn and the trading performance of 
companies started to decline, it became apparent that banks would be unable 
to shift the billions of loans they had underwritten but had not yet sold. Banks 
therefore had insufficient capital to write new business and, as a result, leveraged 
loan volumes collapsed. 

Senior leveraged loan volume fell from its 2007 peak of nearly €165 billion to 
under €60 billion in 2008 and €15 billion in 2009. Pricing increased from lows 
of Euribor + 250 bps on institutional term loans to over Euribor + 450 bps. 
Mezzanine finance post-crisis was used in less than 5 percent of transactions in 
comparison to approximately 40 percent in 2007. This created a large funding 
gap in Europe and businesses were concerned that they might be unable to roll 
their debt balance, right at the time when they needed it most. 

The direct lending market responded swiftly to fill that funding gap. It not 
only provided capital, but also introduced innovative solutions (for example, 
unitranche financing) better suited to the new environment. This increased the 
choices for borrowers and eventually made the market more robust. Viewed 
retrospectively, the financial crisis was an important catalyst for European 
businesses to reduce their reliance on banks.

In the years immediately after the crisis, regulators reviewed their frameworks 
and the result so far has been the imposition of more rules and regulations, 
particularly around capital adequacy. This led to all the major banks in Europe 
having to make strategic changes and, in certain instances, revising their entire 
business plan. It is no surprise that, during this period of uncertainty and 
direction-finding, lending activities declined and risk-taking initiatives took a 
back seat. But it, of course, also provided an avenue for private debt to gain 
market share.

Following  these structural developments, the European primary lending market 
has offered a potentially attractive investment opportunity for investors. Private 
debt has so far proven to be an increasingly important part of European capital 
markets, and the growth of private debt funds is evidence of its acceptance by 
both borrower and investor communities. This success has not gone unnoticed 
by banks and we see banks increasingly fighting back to regain market share, 
be it by offering more tailored financing similar to private debt or by forming 
strategic relationships with private debt lenders. We therefore suspect that data 
will show a pick up in banks’ share and volume heading into 2016. These are 
healthy developments and should contribute to a deeper, more robust European 
loan market.
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Figure 1: Development of lending by European banks, 2004 to 2015
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We hope the book will have broad appeal: investment professionals on the ground doing 
deals; GPs raising capital; investors looking to increase their allocations to debt; or indeed 
any other market participant wanting to keep abreast of recent trends and developments.  
I would like to take the opportunity to thank our co-sponsors, European Capital and the 
publishers, PDI. I am especially grateful also to the authors for bringing the book together 
during their hugely busy work and travel schedules. These chapters have been written in 
parallel to live deals, during the closing of funds, and in almost every time zone during 
weekends, evenings and holidays. In fact, it has been an insight into all the ongoing hard 
work that goes into running such successful firms. I have learnt an enormous amount about 
the private debt market during this process and I am grateful to the contributors for their 
time and patience dealing with my endless emails, meetings and telephone calls.

Daniel Roddick,
London, 2015 
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