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International Finance 

Unitranche Facilities 
Unitranche facilities, with or without 
accompanying super senior revolving 
facilities, have become a more prominent 
feature of the European market in recent 
years, driven in part by the growing 
number of credit funds looking to provide 
this product.   

What is unitranche? 

In the European market, "unitranche" is not yet a 
precise term of art.  Rather, the expression is used 
generically to describe single tranche non-amortising 
term facilities, principally provided by credit funds.  
Within that broad category there have been a variety 
of structures employed, depending on the needs of the 
particular borrower and sector concerned.  This 
contrasts with the US market where "unitranche" is 
understood more narrowly to mean a term facility 
which from a borrower's perspective contains only one 
class of lenders and under which a common interest 
rate is charged, but in respect of which the lenders 
have entered into an agreement amongst themselves 
as to which of them will have priority claims to 
proceeds and which allocates interest received on a 
non-pro rata basis to better reflect the relative risks to 
lenders.  US style "unitranche" has been used in the 
European market but it is just one of the structures 
captured by the term when used in a European 
context. 

Key features 

Whilst the market for unitranche facilities is less well 
established than for traditional LBO financing, some 
key common features can be identified: 

 the leverage available to borrowers tends to be 
higher under a unitranche than under a traditional 
senior only structure; 

 unitranche facilities are non-amortising, typically 
with a 5 year bullet repayment; 

 pricing will tend to be higher than under a 
traditional senior debt facility, with unitranche 
lenders at present looking for a yield (over the first 
three years) of at least 8% to 12% through a 
combination of fees, Margin and LIBOR floors; and 

 in addition, unitranche lenders will typically look for 
non-call / early prepayment protections for at least 
the first 2 years of the facility. 

Why unitranche? 

Given that a unitranche facility will price higher than a 
traditional all senior solution, why is a unitranche 
facility attractive to a borrower? 

Needless to say, certain of the key features identified 
above are attractive to borrowers, such as there being 
no need to service amortisation during the life of the 
facility and the higher leverage available (particular if 
that higher leverage results in a lower minimum equity 
requirement or, in a competitive acquisition process, 
the ability to make a higher offer for the asset in 
question).  In addition, recent unitranche facilities 
have offered borrowers: 

 a less onerous set of maintenance financial 
covenants than would traditionally be the case – 
offering more headroom and in certain cases only 
testing total leverage (and not interest cover and 
cashflow cover); and 

 more scope to extract dividends whilst the 
unitranche facility remains outstanding.  Provided 
certain conditions (e.g. as to the source of the 
payment and a total leverage threshold) are 
satisfied, unitranche facilities may permit material 
dividend payments. 

Intercreditor considerations 

Whilst unitranche facilities offer borrowers the 
opportunity to increase overall leverage without 
encountering the intercreditor issues that accompany 
the introduction of a mezzanine tranche, that is not to 
say that unitranche facilities do not present a different 
range of intercreditor issues.   

Historically, credit funds have been less able to 
provide borrowers with revolving working capital 
facilities (at least on terms which compare favourably 
with what commercial banks will offer when that 
revolving facility is expected to be largely undrawn 
and in terms of the range of ancillary products, such 



 

   
 
 

as clearing, overdrafts and derivatives, available under 
those facilities). 

As such, a unitranche facility might be accompanied by 
a working capital revolving facility provided by a bank.  
These revolving facilities tend to be provided on a 
super senior basis.  This means that the rights of this 
lender class need to be agreed up front.   

Super Senior RCFs 

Any revolving facility provided alongside a unitranche 
facility will generally be for a considerably lower 
amount than that unitranche.  There is a tension 
between the unitranche lenders' view that they form 
the core creditor class and the revolving facility 
lenders' view that they are the senior creditors. 

Negotiation will often focus on the circumstances in 
which the revolving facility lenders can take 
enforcement action independently of the unitranche 
lenders.  Whilst the market position on this point 
continues to evolve the facilities agreement often 
includes the concept of a Material Event of Default.  

It is only upon a Material Event of Default (rather than 
any Event of Default) that the revolving facility lenders 
have independent enforcement rights. Naturally, the 
revolving facility lenders will seek to make the list of 
Events of Default that constitute Material Events of 
Default as extensive as possible.   

Material Events of Default 

 Non-payment will always be a Material Event of 
Default.  Insolvency and related events will also be 
a Material Event of Default, but with a negotiation 
as to whether the event in question needs to affect 
a significant part of the Group. 

 Financial covenant breach will often be a Material 
Event of Default.  The revolving facility lenders' 
opening bid will likely also include breach of key 
information undertakings, cross-default, the 
negative pledge, payment of taxes, disposals, 
distributions to shareholders and cessation of 
business.  In our experience, the final list of 
Material Events of Default will feature some but not 
all of this opening bid.  We expect that as the 
unitranche market matures a more settled market 
position will develop. 

Enforcement 

If following the expiry of a standstill period (often 90 
days following non-payment or 120 days for any other 
Material Event of Default) that Material Event of 
Default is still continuing, the revolving facility lenders 

are permitted to take independent enforcement action 
provided that: (i) the Majority Lenders (which will 
generally be controlled by the unitranche lenders 
given their larger commitments) have not taken any 
action by then and (ii) the unitranche lenders have not 
elected to purchase the revolving commitments. 

The unitranche lenders having the option to purchase 
the revolver at par is a common feature of these 
structures, to allow the unitranche lenders to buy out 
the revolving facility lenders and take control of 
enforcement should they wish to. 

Given the relative sizes of the revolving and 
unitranche commitments, in a distress situation value 
is more likely to break in the unitranche.  In practice 
this is likely to mean the Majority Lenders take action 
before revolving facility lenders' independent right of 
action is triggered, but the following additional 
protections for the unitranche lenders (which are 
derived from the market position on mezzanine lender 
protections) are often also seen: 

 a requirement that any distressed disposal process 
is court supervised; or 

 alternatively that process is effected by way of 
public auction or another competitive bid process 
administered by a leading investment bank or 
accountancy firm; or 

 a fairness opinion is received from a leading 
investment bank or accountancy firm confirming 
that the disposal price is fair in all the 
circumstances. 

Amendments 

Revolving facility lenders will typically also look for an 
independent consent right in respect of key 
amendments and waivers of the facilities agreement 
(in addition to the general Majority Lender regime).  
Waiving a Material Event of Default will always require 
a separate Majority Revolving Facility Lender consent.  
Beyond that, negotiation tends to focus on: 

 Amendments to the financial covenants – where 
those are less onerous to start with (see above) 
the revolving facility lenders will be sensitive to 
any further loosening; 

 Disposals, where there will tend to be a threshold 
(whether by reference to the size of the disposal 
itself or to overall business performance at the 
time) after which a separate consent is required 
(particularly as often non-distressed disposal 
proceeds will be applied to prepay the unitranche 
term debt ahead of the working capital revolver); 

 Amendments and waivers of other key operating 
covenants (e.g. the negative pledge and 



 

   
 
 

distributions to shareholders) – this will be an area of 
particular sensitivity to borrowers, who will be 
reluctant to agree to allow the revolving facility 
lenders to block transactions which the Majority 
Lenders are comfortable with. 

The future 

We expect the number of unitranche facilities executed 
in the European mid-market to continue to rise and 
this market to mature.  These developments are likely 
to mean unitranche facilities and super senior RCFs 
become an increasingly common feature of the 
European financing landscape. 
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