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Gaining commitments from German Investors into private debt funds has never been 
plain-sailing. With a financial regulator who has traditionally taken a dim view of non-bank 
lending, the result being some of the most stringent regulations globally. This, coupled 
with tight limits on exposures, has meant that German institutional investors haven’t been 
allocating in proportion to their interest in credit.

But the sluice gates are beginning to be cranked open. Revisions released in early March 
to the Solvency II Directive opened a 7.5% ‘alternative investment quota’ for insurers to 
commit to AIFMD-compliant funds and, with interest rates in Germany still at an all-time low, 
the need to boost returns has never been higher. You can read more regarding this within 
the white paper, along with recently featured articles and commentary on issues affecting 
the German market. 

And with this demand in-mind, Private Debt Investor will be in Munich on18-19 June for our 
inaugural Germany Forum.  This conference and exhibition offers investors the chance to 
evaluate the full spectrum of opportunities in private debt and meet the leading managers 
from Europe and beyond.

You can view more information on the conference website: 
www.privatedebtinvestor.com/germanyforum. 

I hope you find the information contained within this report useful, and you are able to join 
us in Munich in June. 

A new wave of capital from 
Germany? 

James clark 
Private Debt Events EMEA
james.c@peimedia.com
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interview

Solvency II: The ties that bind
Changes in regulation could affect how German insurance companies, in particular, 
allocate to private debt. Law firm Dechert’s Hans Stamm and Declan O’Sullivan talk 
German regulation and Solvency II with Anna Devine.

Why are insurance companies more 
restricted than pension funds in investing 

in private debt?
Declan: The Solvency II Directive restricts the 
nature of investments that can be made by 
insurance companies. Pension funds have more 
flexibility.

Can you tell us what changes you see 
in regulation of insurance companies 

investing in private debt?
Hans: Under the current regulatory investment 
restrictions for German insurance companies 
(so-called ‘Investment Ordinance’), investments 
in closed-end loan funds are the only eligible 
ones under the quota for private equity funds. 
Although certain self-origination loan funds or 
mezzanine funds qualified, other passive funds 
(for example by acting through the syndicated 
loan market) were not eligible investments.

According to a draft [revision] which is 
expected to become effective in the near 
future, the investment universe for German 
insurance companies will become more 
flexible. Accordingly, it is suggested that a 
new ‘Alternative Investment Fund’ quota of 
7.5 percent will be introduced. This will cover 
any investment in closed-end funds, provided 
that the fund and its manager are AIFMD 
compliant.

Although in principle this is good news for this 
asset class, the downside is that any offshore 
or non-AIFMD compliant fund would not be 
eligible. Typically, we will see German insurance 
companies invest in Irish or Luxemburg fund 
structures as a result.

The proposed change to the Investment 
Ordinance is [also] expected to introduce a 
more flexible quota for direct secured loan 
investments of up to 5 percent which should also 
be helpful with respect to managed accounts.

Other investment structures remain a viable 
alternative. This includes setting up a managed 
account - eventually through a German 
‘Spezialfonds’ for which the loan fund manager 
acts as a delegated portfolio manager or using 
structured notes issued by Special Purpose 
Vehicles investing into loans. We have recently 
implemented both structures for German 
insurance companies.

What changes are happening in Europe?
Hans: There have been concerns over 

Solvency II, the incoming European regulation 
applicable to all European insurance companies, 
which establishes new minimum risk capital 
requirements for insurance investments.

In the case of a debt fund, the concern was 
whether the rules would apply to the underlying 
assets or the shares of the fund. Basing the 
capital assessment on the underlying assets, 
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would, in principle, allow for a lower charge. 
Approaching it from an investor point of view, 
the equity investment in the fund would trigger 
a higher solvency capital charge.

According to recently published technical 
standards on the interpretation of capital 
charges under Solvency II, it is now clear that 
the charge is based on the underlying assets. 
This, however, requires that the debt fund is 
transparent about its underlying assets and 
provides ongoing Solvency II reporting to its 
investors. 

We expect that debt fund managers will be 
asked by European insurance companies to 
provide Solvency II reporting. From a macro 
perspective the introduction of Solvency II 
should create more interest from insurance 
companies in investing in the private debt 
market, compared with the (unlisted) equity 
market.

[Solvency II rules] will start to apply early next 
year. They will be fully applicable from 1 January 
2016. In a nutshell, we see both developments 
as positive forb debt funds.

Declan: Ireland has recently introduced a loan 
origination fund regime and similar regimes 
are in place in Luxembourg and Malta.

What in your view is driving these changes?
Declan: Solvency constraints for banks and 

Solvency II for insurance companies is 
driving the demand for other options to 

plug the ‘funding gap’, as described by ECB 
president Mario Draghi.

Do you know of any figures that quantify how 
much insurance company investment in private 
debt could be worth?

Hans: If you take as an example German 
insurance companies, total AUM is about 

€1.3 trillion, of which traditionally more than 80 
percent (directly and indirectly) was invested 
in the (public and private) bond and debt 
markets. Hence, this investor class is potentially 
a substantial investor in private debt. ■

Originally published November 2014

Hans Stamm is a partner in the Munich office 
of Dechert LLP. For more than 20 years he 
has advised on private funds and structured 
financing transactions. Declan O’Sullivan is a 
partner in the Dublin office, advising domestic 
and international clients in the establishment 
and authorisation of all types of investments 
funds.
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Debt funds make in-roads in 
German mid-market 
Non-bank lender activity in the PE-backed financing space increased in 2014, 
research by Altium shows, reports Rachel McGovern

Debt funds have gained market share in German 
mid-market financing, the most competitive 
national market in Europe, according to Altium 
Capital’s mid-market deal monitor. The gain in 
market share is a result of funds accepting lower 
returns as well as becoming more flexible on 
covenant structures and other documentation 
terms, said Norbert Schmitz, managing director 
of Altium.

“On a European basis and even on a German 
basis, the debt funds have made market share,” 
Schmitz told PDI. “The competition is pretty big 
but some of them have certainly shown that 
they are here to stay.”

Now that debt funds have a foot firmly in the 
door, Altium anticipates a competitive financing 
environment in 2015 as banks fight to hold onto 
their market share.

Altium publishes a run-down on senior mid-
market financings executed in the DACHs 
(Germany, Austria and Switzerland) region of 
Europe each quarter. Gathering information 
directly from lenders and data providers, the 
firm also publishes European-wide data on 
unitranche and subordinated debt raised for 
private equity-backed mid-market financings 
of between €20 million and €500 million.

The latest edition includes data from both the 
final quarter of 2014 and a full year-on-year 
comparison.

Unitranche 
The monitor also looks at the number of 
unitranche deals done across Europe. Last 

year, 62 were executed, 32 more than the 27 
unitranche financings concluded in 2013. The 
main unitranche markets were the UK (22) and 
France (18).

The German market experienced one of the 
most dramatic rises in the product, with 13 
unitranche deals in 2014 following four during 
the twelve months before.

Altium says the research shows that debt funds 
have successfully entered the European mid-
cap space but points to concerns about whether 
the more flexible structures deployed by funds 
are sustainable in the medium term.

When bank financing is available, some 
borrowers prefer to opt for it because they 
are more comfortable with the idea of facing 
a restructuring with a club of banks, than with 
a single lender using an untested instrument, 
Schmitz added.

The firm says that the subordinated debt market 
will remain broadly flat and focused on key 
markets; the UK, France and Germany.

Altium Capital provides mid-market firms with 
M&A and debt-related financial advice. ■

Originally published January 2015
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The asset management unit of German lender, 
IKB Deutsche Industriebank, has reached first 
and final close of €475 million on its Valin 
Mittelstand Senior Debt Fund. The German-
focused fund will be followed by a Western 
European direct lending vehicle, director and 
head of business development, Istvan Fritsche, 
told PDI.

Insurance companies Generali, NN Group and 
Gothaer committed to the direct lending vehicle. 
A small measure of the overall commitments 
were raised from pension funds and IKB has 
also committed five percent to the strategy, 
said Fritsche.

The new fund will provide loans of between 
€10 million and €50 million to upper mid-
market German companies. The strategy is 
sector-agnostic but will not invest in industries 
typically shunned by institutional investors. Loan 
tenors will be between seven- and 10-years 
and companies targeted will have a minimum 
EBITDA of €15 million.

The closed-end fund has a two-year investment 
period and its life-time spans 10 years, with a 
two-year extension option, explained Fritsche.

ValinFunds is an IKB-sponsored private debt 

fund platform. It is Luxembourg-domiciled 
and run by IKB’s asset management arm. The 
manager is embedded within the bank and 
the fund portfolio managers will leverage the 
German bank’s national relationship manager 
network to source investment opportunities, 
giving it an advantage over others seeking to 
lend to the increasingly popular mittelstand, 
added Fritsche.

The set-up also allows IKB to maintain its 
relationship with borrowers, without having to 
extend balance sheet loans.

The fund will focus on Germany’s strong mid-
market companies, many of which are family-
run and owned, rather than private equity-
sponsored deals, he continued.

The loans will be rated by Euler Hermes and 
the loan documentation will be drafted under 
German law, according to a statement by the 
firm.

For its Valin European Senior Loan Fund, IKB will 
extend the model to other European countries, 
focusing on seven- to 10-year senior debt 
provision for larger mid-market borrowers. It is 
exploring tie-ups with other European lenders 
to tap into their origination networks to arrange 
loans that will be funded by the investment 
vehicle, rather than by the banks.

It is targeting €500 million and will launch the 
fund in the second half of 2015, said Fritsche. ■

Originally published January 2015

The fund will focus on Germany’s strong 
mid-market companies, many of which 
are family-run and owned, rather than 
private equity-sponsored deals

IKB closes German direct 
lending fund on €475m

FUnDraiSinG

The firm is seeking to replicate the German model in Western Europe and will launch 
that fund in the second half of this year, writes Rachel McGovern
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Deutsche AWM launches 
German senior debt fund 
The fund is structured as a spezialfond and will invest in debt with loan to value 
levels of up to 60%, reports David Hatcher

Deutsche Asset & Wealth Management has 
raised a €500m senior debt fund for investment 
in the German market, PDI’s sister title Real 
Estate Capital reported.

The product is an unusual one as the German 
lending market is ferociously competitive and 
traditionally provides margins that are too low 
for some investors.

Andrea Vanni cropped“Senior debt funds have 
traditionally had rather limited success due 
to strong competition from pfandbrief banks, 
which is why there haven’t been that many,” 
Jörg Schürmann, head of corporate finance in 
Germany for JLL told Real Estate Capital. “If an 
investor is happy with a yield of around 2% then 
it is welcome competition for the market, which 
is possible given the alternatives with the ten-
year yield for German bonds well below that.”

The discretionary fund, structured as a 
spezialfond, will invest in loans with loan to value 
levels of up to 60% secured against office, retail, 
residential and logistics assets. Loan maturity 
will range from three to 10 years.

Andrea Vanni (pictured), head of 
European real estate debt investments for 

Deutsche AWM said: “The capital raise 
demonstrates the increasing demand for real 
estate loans as an alternative to corporate 
and government bonds. The fund close also 
represents a further milestone for the expansion 
of our real estate debt business.”

Caerus Debt Investments, the business led 
by Michael Morgenroth and born out of the 
management buy-out of SIGNA Real Estate 
Advisory in 2013, last week also announced it 
had been granted two mandates that combined 
to €350m for investment in the German real 
estate finance market. However, the company 
is aiming to provide whole loans at higher 
LTVs than Deutsche and against secondary 
property.  ■

Originally published January 2015
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The product is an unusual one 
as the German lending market 
is ferociously competitive and 
traditionally provides margins that 
are too low for some investors.

Deutsche Bank, Frankfurt
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BOOK YOUR
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Online
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germanyforum  
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customerservices@peimedia.com
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With regulatory changes helping
pave the way for increased
private debt commitments, this
forum will outline the full
spectrum of opportunities for
German investors, analyse the
domestic market and offer you
the chance to network with the
leading asset managers from
Europe and beyond.

Key topics include:
The opportunities for German investors in private debt
across Europe

The German market: how the private lending industry
has developed and what’s to come 

Regulating the market: current changes and future plans

Comparing and contrasting debt fund strategies

Matching expectations with reality, how can managers
increase allocations from German investors? 

The opportunities in German unitranche deals
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Rantum eyes €80m first close 
on Mittelstand fund
German private debt manager Rantum Capital has a portfolio of investments worth 
€40 million in the pipeline, Anna Devine

exclUSive

8 March 2015

Frankfurt-headquartered Rantum Capital is 
eyeing a first close of €80 million on its debut 
mezzanine debt fund by year end, a source with 
knowledge of the situation said.

Launched in 2013, Rantum Mittelstand Capital I 
has secured the commitment of a pension fund 
as an anchor investor. In addition, Rantum has 
eight commitments totalling €40 million sitting 
in a ‘white pool’ ready to make in early 2015, 
once a first close has been held, the source 
said.

The fund is targeting between €100 million to 
€200 million for a blind pool on top of the €40 
million white pool.

Structured as a separate investment fund, the 
white pool includes unsecured subordinated 
loans which the firm is ready to extend to small 

and medium-sized enterprises (Mittelstand) 
companies in Germany, the biggest of which are 
two €10 million loans to an industrial company 
and a hotel and lodging buisness. The portfolio 
includes companies with EBITDAs ranging 
between roughly €1 million to €70 million and 
net debt to EBITDA of up to 3.5 times. The fund 
will make between 20 and 30 investments.

At first closing, investors will be entitled to 
take up a pro rata share of the white pool in 
addition to commitment to the fund. The fund is 

German banks are coming under 
increasing pressure because of 
a squeeze on margins amid a 
competitive lending environment.



targeting cash yields of 10 to 20 percent on loan 
terms of five to 10 year terms and net returns of 
10 to 12 percent. It is understood that the loans 
cannot be repaid within five years.

Amala Partners is acting as placement agent for 
Rantum Capital, sources said.

Rantum Capital and Amala Partners declined to 
comment.

Alternative lenders have found Germany’s 
SME lending market one of the most difficult 
in Europe to break in to, particularly given 
the strong cultural relationship between the 
Mittelstand and its traditional domestic banking 
community.

However, German banks are coming under 
increasing pressure because of a squeeze 
on margins amid a competitive lending 
environment. Favourable interest rates also 
mean public and private funding markets are 
attractive, including the German Schuldschein 
and US private placement markets, S&P said. 
Growth in the export market for Mittelstand 
companies is also expected to be more benign 
than previously in the coming years.

New German tax rules, first introduced two years 
ago and aimed at easing lending restrictions, 
will ensure that certain subordinated loans 
can now classify as equity in bank ratings, thus 
enhancing the credit profiles of companies, 
and enabling them to get access to more senior 
debt at attractive interest rates.

When launched in early 2013, Rantum said that 
German Mittelstand companies have lower 
equity ratios than comparable companies in 
other countries. Thus equity ratios of “hardly 
more than 20 percent frequently do not allow 
for headroom to secure sufficient bank loans 
for corporate development,” the firm said at 
the time. The unsecured loans the firm plans to 
provide “will be structured as a subordinated 
loan, the cost of capital partly linked to the 
economic success of the financed company. 
This is thought to ensure that the financing can 
be classified as equity from the perspective of 
banks and rating agencies,” it said.

The interest of the loan is also tax deductible 
for the borrower which reduces the effective 
interest rate, sources said.

Rantum has completed a number of investments 
in the last nine months funded with a mixture 
of partners’ capital and investment by third 
parties on a deal by deal basis. The firm was 
founded by 13 partners, mainly German 
entrepreneurs including a former chief risk 
officer of Commerzbank, Wolfgang Hartmann. 
Its managing directors include Dr Dirk Notheis, 
previously chief executive of Morgan Stanley 
Bank, Marc Pahlow, previously of the Carlyle 
Group, and Carsten Olberding, previously 
director of mezzanine at Hamburg Savings 
Bank. ■

Originally published September 2014

9 March 2015

New German tax rules, first 
introduced two years ago 
and aimed at easing lending 
restrictions, will ensure that certain 
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classify as equity in bank ratings


