
FINANCE PRODUCT DEVELOPMENT 
AND INOVATIONS: 2015 saw some 
significant changes to the finance landscape 
as well as changes in buyer demand/profile 
as the residential construction finance 
market continued to evolve. At the time 
we did not anticipate that the tightening 
of funding availability and terms would be 
as severe as has transpired with the four 
majors moving to reduce their appetite for 
new transactions and tighten their terms 
and conditions. This had an immediate 
impact on the product offerings down the 
line with other banks, non-bank and private 
lenders all effectively moving up the food-
chain to fill the gap left by the majors and 
to improve the quality of their own loan 
portfolio’s. This also meant that at various 
times funds became harder to secure with 
some lenders “tapped out”. 

The HoldenCAPITAL team has worked 
hard to secure a number of alternative 
and quality offerings to ensure that our 
clients have access to a wide and deep 
range of offerings. This time last year 
HoldenCAPITAL was excited to launch its 
own White Label Mortgage product for 
construction loans on townhouses and 
apartments with debt pieces from $1.5M 
to $5M at an 11.0% interest rate and 
developers quickly recognised the attraction 

and embraced the product. We continue to 
offer clients a maximum of either 70%LVR 
(Loan to Value Ratio) or up to 90%LCR 
(Loan to Cost Ratio) for well conceived 
developments, freeing up cash equity 
for those clients looking to make their 
capital work efficiently. More importantly, 
the benefit of a minimal to no presales 
requirement provides a significant benefit 
to developers concerned about their ability 
to lock in construction costs and manage 
their timing to market to achieve the best 
possible price for their product. Given the 
market is now moving towards stronger 
owner-occupier demand, the ability to start 
construction of a project early and without 
presales provides a key advantage.

Our Mezzanine Debt and Preferred Equity 
funding offers have also been particularly 
well received and saw us sourcing 
mezzanine funds to ”top-up” equity for 
a number of elite developers seeking to 
leverage and improve their overall capital 
return.  We have also experienced a 
growing demand from clients seeking to 
secure or refinance development sites 
while they progress the DA in readiness for 
it to become their next project while still 
completing their current projects, and we 
are currently in the process of developing a 
new product to provide a funding solution 

more closely aligned with client needs – 
watch this space. 

Inevitably we will see a point in time where 
the major banks decide that their books 
are appropriately rebalanced and the 
market risks are more palatable and they 
will progressively increase their demand 
for new transactions but this is likely to be 
selective and reflect their need to spread 
their risk across various sub-sectors with 
land development likely to be increasing 
with some lenders as this market continues 
to grow. The only question will be what 
their product will look like in terms of loan 
parameters and that will inevitably reflect 
the state of the market. 

Conversely, as we see the stock market 
moving into another bear run, there is no 
doubt that the weight of private capital 
looking for a sound return at acceptable risk 
levels will see the private lenders increasing 
and maintaining their market share.

The overwhelming message is clear, 
the construction finance landscape 
has undergone a significant structural 
change and the way forward will require 
developers and lenders alike to embrace 
innovation and flexibility to achieve their 
respective objectives.
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PROPERTY SYNDICATION: 
Last year we noted the rising number 
of operators undertaking projects 
through an equity syndication platform, 
and we commented that this business 
model was gaining good acceptance 
as it provided the investor with an 
awareness of the specific property/
project risks and has a defined exit. 
This trend continued throughout 
2015 however, with the major banks 
resetting their guidelines, many have 
found that their appetite for this 
type of product which often seeks to 
leverage itself with mezzanine funding 
has become more difficult as the 
banks are less disposed to allowing 
mezzanine funders to secure their 
position by way of second ranking 
charges. As a result we have seen a 
greater level of non-bank lending as 
the more switched on developers 

embraced this opportunity and there 
was a resultant natural flight to quality 
by those alternative lenders. This in turn 
has meant that those developers with 
marginal projects did not get to the 
start gate with the non-bank funders 
who are prepared to back viable deals 
without presales providing they meet 
the usual market profit expectations.  
Expect this trend to continue with the 
banks focussing on quality over quantity 
and non-bank lenders doing the same 
while cementing themselves into the 
construction finance sector as their 
importance grows.

BRISBANE RESIDENTIAL MARKET:  
At the beginning of 2015 we noted 
the strong levels of Brisbane inner 
city residential product that was being 
strongly marketed with an emphasis 
on 1 and 2 bed product and sub-

$500k price points. Clearly this sector 
has peaked and potentially overshot 
although the degree of that is hotly 
debated. We saw the smart developers 
shift their focus throughout the year 
moving more towards the smaller to 
mid-sized projects of 20-50 apartments 
and tapping into the rising demand 
from owner occupiers seeking a more 
boutique product as well as investors 
with an eye on future retirement. 
Pricing of the product is ranging from 
$650K up to $1M+ and there is a 
greater emphasis on a mix of 2 an 3 
bedroom product however, supporting 
infrastructure remains the key to 
success. Townhouse projects have 
also emerged as a product where the 
demand has shifted beyond the first 
and second homebuyer sector and is 
showing sound demand across all price 
points. It is our expectation that there 

The following is an overview of the various funding sectors as we are seeing them at present:

MAJOR BANKS  Even though pricing remains unchanged that major change is a reduced appetite for Loan   
    to Value Ratios above 60% Refer to previous page. Pricing remains largely unchanged
    however most “new to bank” clients can expect to pay a slight premium, in terms of pricing.

NON-BANKS   As noted above, the flight to quality has resulted in some lenders having to close their 
    offerings however we expect to see a further swell of private monies reinvigorate the sector,  
    particularly with the stock market moving into another bear cycle. 

MEZZANINE DEBT   While the terms and conditions on offer from Mezz Funds remain largely unchanged, the lack 
    of appetite by the majors to accept second mortgage security positions has slowed the 
    number of transactions being settled. More significantly, we have seen a rise in demand for   
    stretch senior lending where those lenders with the appetite to provide funding up to and in  
    some instances in excess of 80% of TDC, are seeing good opportunities. 

PREFERRED EQUITY  The appetite for Pref Equity continues albeit with some caution as the inner city apartment  
    market comes under pressure while joint venture solutions have waned as both equity 
    providers and developers seek more advantageous outcomes. 
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will be a steady flow of opportunities 
for this product through 2016 
and into 2017 as we see a gradual 
recovery in the Queensland economy 
and improving employment. This is 
likely to be a similar story as regards 
the new home sector, which has been 
subdued but is already showing signs 
of growth as the economic indicators 
provide confidence and we see a 
gradual improvement in interstate 
migration.

RETAIL: 
The retail sector continued to 
be hotly contested in terms of 
development opportunities with 
the big end of town corporates 
and REIT’s vying to secure strategic 
holdings on the rare occasions they 
present themselves and leaving 
the smaller projects to be fiercely 
contested by the rest of the pack. 
As a result, we are seeing a limited 
volume of transactions and many are 
at compressed margins, which limits 
their funding viability. We expect that 
this trend will continue for some time 
as the weight of local and offshore 
investor funds continues to place 
undue pressure on yields

THE COASTS: 
Two good news stories for 2015 
have been the re-emergence of the 
two coasts with the Gold Coast 
leading the way following positive 
signs in 2014. The housing market 
has been solid with a good flow 
of projects flowing from Robina 
up to the Coomera corridor and 
the commercial and retail sectors 
have also provided some sound 
transactions with financiers starting 
to regain some confidence in the 
region. While some remain cautious 

due to past wounds, the general 
consensus seems positive and we are 
even seeing funding being achieved 
for discretionary spend product as 
it emerges to meet the returning 
demand. On the Sunshine Coast we 
are seeing a gradual return of demand 
with the majority of activity being 
in the land and detached housing 
sector but also some smaller retail 
and commercial opportunities are 
emerging.

DEVELOPMENT SITES: 
As noted earlier, the signs are clear 
that the CBD and inner suburban 
apartment market has peaked, 
however developers are looking to 
offset the risks by broadening their 
offerings by way of creative design 
and other lifestyle offerings. Market 
demand for sites has continued at a 
slower pace and this may slow further 
if the market does not respond to 
the warning signs. For now there 
continues to be healthy competition 
for well located development sites, as 
well as a strong Asian appetite driven 
by different economic drivers and 
which is ensuring that pricing remains 
consistent with a continuing heavy 
focus. As a result, apartment and 
townhouse sites of 20-70 products, 
which is a sweet spot for most 
developers, continue to be in strong 
demand. 

LAND SUBDIVISIONS: 
Last year we identified the re-
emergence of developers applying 
revenue escalation assumptions over 
a project’s projected duration due to 
the difficulties associated with justifying 
residual land values in un-escalated 
feasibilities and this remains an issue. 
While we saw “on market” campaigns 

forcing developers to increase their 
risk profile around assumptions 
without the prudence of considered 
due diligence, this has now become 
something of a moot point with the 
Banks appetite for the product waning 
dramatically and forcing developers to 
reconsider and present well reasoned 
proposals. This standoff is likely to 
continue while land remains tightly 
held and vendors continue to demand 
high prices knowing they hold the 
high ground. The preference remains 
for acquisitions that provide time to 
undertake appropriate due diligence 
and secure the property at a fair price 
with balanced terms that represents 
value for all stakeholders however 
this is likely to remain a challenge for 
some time to come. 

FUNDING OPTIONS: 
So, having seen the Banks largely 
retreat to a conservative position of 
limited appetite/terms and conditions, 
what can we expect for the coming 
year? Generally we expect to see 
the major banks selectively ease 
back into play over the course of the 
year as they determine what their 
capital position will allow and those 
sectors that meet their risk appetite, 
however we also expect that they will 
be seeking to improve the quality of 
their revenue/return and are likely to 
be both selective and price sensitive. 
The counter to this may be that one 
or more of them may seek to steal 
a march by “buying” market share 
while the others are out of play but 
on balance we see that as unlikely. The 
higher levels of pre-conditions and 
reduced gearing levels are likely to 
remain for the foreseeable future and 
will continue to offer the non-bank 
and smaller banks with an opportunity 
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 HOLDENCAPITAL IS A SPECIALIST CONSTRUCTION FINANCE GROUP,   
 RECOGNISED AS A MARKET LEADER THROUGH ITS SUCCESSES IN DEAL  
 STRUCTURING AND THE SOURCING OF DEBT AND EQUITY SOLUTIONS. 

Our main focus is to leverage our collective skills, knowledge, resources and relationships to structure project finance 
solutions as well as the provision of equity to minimise the risks and maximise the return to our clients while taking 
account the interest of all stakeholders.

Appointing HoldenCAPITAL to secure your debt and equity requirements enables you to tap into our ability to source 
and negotiate more flexible terms from our extensive network of banks, non-bank institutions, mortgage funds and our 
trusted relationships with private lenders.

Disclaimer: This report is published as general information only and should not be relied upon as a basis for entering into transactions without seeking specific qualified profession-
al advice. Whilst facts have been rigorously checked, HoldenCAPITAL takes no responsibility for any damage or loss suffered as a result of any inadvertent inaccuracy within this 
report. As a general report this material does not represent the views of HoldenCAPITAL in relation to any particular market rates, companies, lenders, properties or projects.

Steve Wiltshire Dan Holden Pieter Eksteen Dave Kelly Brett Cottam Eric TrieuChris Wright

GET CONSTRUCTIVE 
WITH YOUR FINANCE

07 3171 4200
www.holdencapital.com.au

TOWNHOUSES RESIDENTIAL LOTSAPARTMENTS DEVELOPMENT SITES

BANK VS. NON-BANK COMPARISON

The above table is an typical example of the salient differences between Bank vs. Non-Bank funding for a project with an 
estimate Gross Realisation of $10million.  Although the Cost of Funds is significantly higher under the Non-Bank model, the 
reduced equity requirement will result in a higher Return on Equity for the Non-Bank model.  The other significant difference 
is that the non-bank model typically does not require any formal pre-sales and this results in a saving in the time the pre-sales 
take as well as the higher commissions involved in securing pre-sales.

Comparison Bank vs Non-Bank vs StretchSuperfund Style Lender

Bank Non-Bank Stretch

Cost of Funds $200,200 $582,400 $842,400

Holding Cost & Pre-Sales $600,000 $400,000 $500,000

Project Profit $2,000,000 $1,817,800 $1,457,800

Equity Requirement $2,400,000 $1,600,000 $800,000

Return on Equity 83.3% 113.6% 182.2%

Pre-Sales Requirement 100% 0% 65%


