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This year marks the 10th 
anniversary edition of 
Commonwealth Bank’s Loan 
Market Update and we are pleased 
to once again provide you with 
this comprehensive document. 
The annual Loan Market Update 
reviews the 2012 calendar year and 
offers insights on topical issues and 
our outlook for 2013, as we embark 
together on opportunities and 
respond to challenges in what is an 
ever-changing market landscape. 

We chose this year’s title – 
Demonstrating Sustained 
Confidence – to reflect the 
stability and reliability of the 
domestic loan market in ensuring 
the capital needs of corporate 
Australia are continuously met 
with confidence. This underlying 
theme has resonated throughout 
the challenges of the last decade, 
and 2012 has been no different 
as governments and central 
banks globally fought to restore 
confidence in their home markets. 

2012 largely followed the 
rollercoaster ride of 2011, with 
global events leading market 
participants to question whether 

volatility has become the new 
norm in the post-global financial 
crisis (GFC) environment. The fate 
of the Euro as the Eurozone debt 
crisis escalated to new heights, 
weak US economic growth and the 
China slowdown all contributed to 
negative sentiment agitating global 
markets. 

While Australia is often labelled as 
one of the fortunate few coming 
out of the GFC virtually unscathed, 
the past year has reminded us 
how much the Australian economy 
relies on our neighbours in Asia. 
The slowdown in the Chinese 
economy and the strong Australian 
dollar meant 2012 was a somewhat 
rocky year for many sectors in 
the domestic economy. Even 
the natural resources sector was 
not immune; the fall in iron ore 
and coal prices earlier in the year 
caused many to re-examine their 
investment pipelines. Despite 
the challenging environment, 
the fundamentals of corporate 
Australia remain largely sound, 
with many corporates continuing 
to opportunistically seek viable 
growth prospects. 

In spite of global volatility, the 
Australian and New Zealand loan 
market in 2012 once again proved 
to be an important and reliable 
source of capital. Following a 
record-breaking year in 2011, loan 
market volumes were lower in 
2012. Most 2012 maturities had 
been addressed in the latter half of 
2011, because borrowers came to 
market sooner when the Eurozone 
debt crisis triggered liquidity 
concerns and treasurers were 
adamant about securing their 
short-term funding requirements. 
With upcoming maturities largely 
addressed, the first half of 2012 
resulted in treasurers adopting a 
‘wait and see’ approach as global 
events played out. Unsurprisingly, 
project finance was the key driver 
of new money, as large liquefied 
natural gas (LNG) projects came 
to market and augmented 
volumes, including the jumbo 
Inpex Ichthys LNG Project, 
which raised a staggering US$20 
billion. Outside the project finance 
space, refinancing was the key 
driver of activity, representing 55% 
of volume.

Demonstrating 
Sustained  
Confidence.
Welcome to Commonwealth Bank’s Australia and New Zealand Loan Market Update  
– Demonstrating Sustained Confidence – 2012 in Review.
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A key concern at the end of 2011 
was the effect on the available 
funding pool going forward, given 
the retreat of many European 
banks. Interestingly in 2012, the 
lack of transactions in the market 
resulted in liquidity outweighing 
available quality loan assets. 
Asian lenders stepped up and 
provided a viable source of liquidity 
and competition intensified as 
the Australian majors defended 
their market share. The scarcity 
of quality loan assets was a key 
factor in pricing compression 
witnessed over the course of 
the year. Furthermore, sufficient 
liquidity allowed those borrowers 
who came to market to execute 
confidently and successfully, 
and many transactions were 
oversubscribed.

Open capital markets also 
provided a window of opportunity 
for borrowers to diversify funding 
sources and secure longer tenor, 
creating competitive tension 
between markets. The US Term 
Loan B market emerged as an 
additional source of liquidity 

for some Australian borrowers; 
however, the looming ‘fiscal cliff’ 
and the slowing US economy once 
again proved how quickly investor 
sentiment can shift, with a number 
of deals requiring to be flexed. 

Institutional investors were once 
again a focus as loan market 
participants questioned how to 
access this large pool of liquidity. 
In a world of new global rules and 
regulations, the importance of this 
investor base will surely escalate. 
However, in what is largely a 
relationship-driven market, it is 
uncertain what kind of catalyst 
will facilitate a liquid secondary 
market and, in turn, a favourable 
environment to allow increased 
participation by this investor class. 

Undoubtedly the post-GFC 
environment has demonstrated 
that sustained confidence remains 
key to functioning and able 
markets. The domestic loan market 
is positioned to address the needs 
of corporate Australia and we 
look forward to working with you 
to pursue your goals in 2013 and 
beyond. We have enjoyed 

compiling this document and 
hope you find it an interesting and 
valuable resource. 

Kevin Salerno 
Acting Global Head of Corporate 
& Commercial Finance 

Loretta Venten 
Head of Loan Markets  
& Syndication

…the fundamentals 
of corporate Australia 
remain largely 
sound, with many 
corporates continuing 
to opportunistically 
seek viable growth 
prospects. 
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The beginning of 2012 saw the 
European Central Bank (ECB) 
follow through on its three-year 
Long Term Refinancing Option 
(LTRO) program, which eased 
funding pressures on Eurozone 
financial institutions. In July, 
the ECB further intervened in 
the market through its Outright 
Monetary Transactions (OMT). The 
year ended with the US Federal 
Reserve announcing Quantitative 
Easing Mark 4 (QE4), its latest 
aggressive monetary policy tool.

Interestingly, despite the 
introduction of these quantitative 
easing programs, the balance 
sheets of the six major central 
banks only increased by 
approximately US$750 million in 
2012, compared to an increase 
of US$2 trillion in 2011. Although 
the overall dollar size activity has 
been relatively muted compared 
to preceding years, the rhetoric 
has stepped up. ECB President 
Mario Draghi’s bold pledge to “do 
whatever it takes to preserve the 
Euro” was a precursor to the OMT 
program replacing the Securities 
Market Program (SMP). 

Following the aggressive 
widening of Italian and Spanish 
bond spreads in July, the ECB’s 
purchase of short dated bonds via 
the OMT provided much-needed 
support to peripheral Eurozone 
spreads. This was a significant 
step in abating systemic concerns 
and restoring the monetary policy 
transmission mechanism. However, 
any notions that the OMT is the 
solution to the Eurozone debt crisis 
would be premature; it is merely 
a liquidity facility and does little to 
resolve Europe’s ongoing solvency 
concerns. 

2012: A Year  
of Continued 
Global Volatility.
Strong Central Bank Actions Provide Much-Needed Support.
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In mid-December, the US Federal 
Reserve phased in QE4 as a 
substitute for Operation Twist, 
committing to purchase bonds at 
a rate of US$45 billion per month 
until unemployment reaches 6.5% 
or inflation rises above 2.5%. 
Unquestionably, central banks in 
2012 have shown their hand and 
are seemingly ready to provide 
enough liquidity in the post-GFC 
world.

CDS Spreads
iTraxx Europe 5Y and iTraxx 
Australia 5Y ended 2012 at their 
tightest levels (for the year) of  
109 bps and 122 bps respectively, 
both rallying 60 bps for the year. 
US credit indices also followed 
suit as the CDX North America 
Investment Grade Index rallied 34 
bps during 2012 to finish at 85 bps. 
This reflects the generally healthier 
corporate fundamentals, and 
investors’ search for yield as they 
try to put their cash to work. 

Credit Rating Downgrades
Overall, the general trend for 2012 
was one of rating deterioration, 
particularly in Europe. In January, 
Standard & Poor’s (S&P) 
downgraded nine Eurozone 
sovereigns; most notably the 
French and Spanish credit ratings 
were downgraded to AA+ and 
A respectively. The Spanish 
sovereign rating was downgraded 
a further four notches, preceding 
the downgrade of major Spanish 
banks including BBVA and Banco 
Santander. On the domestic 
front, Australian corporates also 
suffered ratings deterioration, with 
31 S&P downgrades for the year, 
although this was less than the 45 
downgrades issued in 2011.

Global Equity Markets
Notwithstanding US fiscal 
uncertainties and slower Chinese 
growth, global equity markets have 
proven to be resilient in 2012. The 
S&P 500 and ASX 200 exceeded 
expectations, registering returns of 
11.3% and 16% respectively for the 
calendar year. With the exception of 
Spain, European shares performed 
strongly for the year, with the UK, 
French and German Equity Indices 
all recording double-digit growth. 

Stable Australian 
Macroeconomic Landscape
Against an uncertain and 
somewhat volatile global backdrop, 
the Australian economy came out 
relatively unscathed as economic 
indicators remained sound. The 
underlying inflation rate of 2.5% is 
well under control, unemployment 
is stable at 5.2% and economic 
growth is near trend at 3.1%. The 
Reserve Bank of Australia (RBA) 
cut the official cash rate four times 
from 4.25% to 3.00%, returning to 
levels last seen at the height of the 
GFC in mid-2009. Activity in the 
Australian housing sector remains 
subdued. Housing credit growth of 
4.2% was the weakest since 1976, 
reflecting households’ aversion to 
debt and the stagnant underlying 
growth in asset prices.

The expected Chinese slowdown 
did not eventuate in its entirety 
as its leaders have seemingly 
achieved a ‘soft landing’, cushioned 
by a lift in industrial production and 
retail spending. Commodity prices 
have fallen significantly from 2011 
peaks; however, the slide appears 
to be waning given the recent 
recovery in iron ore prices and the 
resurgent Chinese economy. The 
Australian dollar traded within a 
US$0.12 range throughout 2012, 

gaining 2% for the calendar year. 
With concerns centred on a softer 
global economy, tight labour 
market and the high Australian 
dollar, business confidence as 
measured by the NAB business 
confidence index fell to levels last 
seen at the height of the GFC. 
However, December’s strong ASX 
rally and the 0.25% interest rate 
cut are hopeful signs that business 
pessimism is retracting. 

Despite what was undoubtedly a 
challenging year globally, lenders 
continued to actively search for 
opportunities. While in previous 
years global volatility led to the 
unavailability of capital markets, 
throughout 2012 debt capital 
markets remained strong and 
open, allowing borrowers to select 
the most efficient market for their 
financing needs. What was absent 
was the level of corporate issuance 
witnessed in 2011, leading to 
market participants waiting (and 
ready) to seize opportunities as 
they arose.

Moderate Activity 

Australian and 
New Zealand 
loan market 
volumes proved 
resilient in 2012.

Both onshore and offshore issues 
have resulted in corporate Australia 
taking a ‘glass half-empty’ view 
of the world. With many debt 
maturities addressed early, 
focus shifted to strengthening 
balance sheets. In 2012, despite 
conservative balance sheets, the 
low cost of debt and easier access 
to funding, borrower demand 
for debt was subdued. In an 
environment where shareholders 
are not rewarding the brave, 
corporates were less incentivised 
to take on additional risks.

Central banks are seemingly  
ready to provide liquidity in 
the post-GFC world.
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Australian and New Zealand loan 
market volumes proved resilient, 
seeing a moderate contraction from 
the record year of 2011. However, 
the number of transactions 
coming to market was down 32% 
on 2011. Market volumes were 
largely augmented by project 
finance doubling its contribution 
relative to 2011. This was a result 
of financing for Australia Pacific 
LNG (APLNG) and the Inpex 
Ichthys LNG Project, the latter 
being the largest project financing 
ever arranged in the international 
financial market. Together, these 
transactions accounted for 
US$28.5 billion in loan volume, 
representing an overwhelming 
27% of total loan volume raised. 
Towards the end of 2011, there was 
some apprehension as to where 
these transactions would find 
the required volume, but export 
credit agencies (ECAs) provided 
significant support to ensure 
sufficient liquidity for these projects. 

M&A activity was limited, with 
volumes much lower than in 2011. 
However, the loan market was 
a source of capital for takeovers 
(albeit demand was subdued for the 
traditional acquisition line) as hedge 
funds and other opportunistic 
investors sought to acquire debt on 
secondary markets in ‘loan-to-own’ 
transactions that forced distressed 
targets to exchange debt for equity. 
Apollo Global Management and 
Oaktree Capital employed this 
strategy in their battle over Nine 
Entertainment. The transaction 
represented one of the largest 
debt-to-equity swaps in Australia 
and as a result the restructure will 
leave Nine Entertainment with no 
historical debt. 

Widespread Liquidity
The liquidity concerns pervading 
the loan markets at the beginning 
of 2012 did not materialise, given 
the limited deal flow in Australia and 
New Zealand. Australian majors 
sought to aggressively defend 
their market share, while Asian 
banks – particularly the Japanese 
mega banks – looked to increase 
activity in the domestic loan market 
and once again proved to be 
integral providers to borrowers. 

2012 also saw some European 
banks selectively participating in 
financing, particularly in support 
of long-term relationships. 
However, their offshore investment 
mandates remain measured. North 
American banks remained active 
and strategically offered balance 
sheet support to key clients in 
the prospect of securing ancillary 
business. 

Throughout 2012, institutional 
investors such as Industry Funds 
Management, Westbourne 
Capital, Challenger Group, 
Australian Super, United Super, 
Victoria Funds Management 
Corporation and Metrics Capital 
Partners participated in the 
domestic loan market alongside 
other bank investors. While 
the majority of the institutional 
investors’ investments were 
in infrastructure and property, 
they also invested in other 
industry sectors where they 
were able to obtain a desirable 
yield. Additionally, the growing 
importance of export credit 
agencies was demonstrated in 
2012, with significant participations 
in LNG transactions.

With the lack of deal flow offshore, 
international investors were 
attracted to Australian corporate 
and infrastructure debt transactions. 
Asian syndicated transactions 
including Origin Energy and 
DBNGP Finance Co were well 
supported. In fact, borrowers 
in 2012 enjoyed solid execution 
throughout the year with a number 
of transactions oversubscribed, 
such as those completed for 
Origin Energy, Qantas Airways 
and EnergyAustralia (formerly 
TRUenergy). In light of investors’ 
appetite to secure high-quality 
assets, some borrowers chose 
to self-arrange, including Amcor, 
whose facility was oversubscribed 
and upsized to US$900 million from 
the original target of US$700 million. 

The market observed underwriting 
appetite throughout the year; 
however, borrower demand for 
these execution strategies largely 
dissipated given limited M&A and 
event-driven activity. Transactions 
that involved underwriting included 

Dulux’s acquisition of Alesco, 
Qube Logistics Holdings’ (Qube 
Logistics) inaugural loan markets 
capital raising, Fortescue Metals 
Group’s debt refinancing (which 
was subsequently refinanced 
in the Term Loan B market) and 
Whitehaven Coal’s refinancing 
of existing debt and capital 
expenditure. 

Pricing Contracts
In late 2011, pricing in the Australian 
and New Zealand loan market 
quickly increased as the Eurozone 
debt crisis climbed to new heights, 
some European banks retreated 
to the sidelines and cost of funds 
pressure materialised. 

The first half of 2012 saw pricing 
increase further as cost of fund 
pressures remained apparent. With 
margins increasing, institutional 
investors saw opportunities 
within the loan markets, with 
participations in corporate 
infrastructure transactions such  
as ConnectEast and Hobart 
Airport. Generally, loan market 
activity was tempered and as a 
result it was difficult to obtain a 
clear read on pricing given the 
absence of suitable benchmarks. 
By mid-year, pricing was viewed 
to have stabilised and in a turn of 
events, the second half of 2012 
saw pricing contract to levels prior 
to the surge in margins in the final 
quarter of 2011. This was a result of 
limited borrower demand for loans. 
Those transactions that came to 
market were highly contested, 
placing downward pressure on 
pricing. Also fuelling this trend 
was some alleviation in wholesale 
funding costs experienced in the 
second half of the year. 

With swap rates contracting as a 
result of the RBA cutting the cash 
rate, the year ended with the all-in 
cost of funds for a generic BBB 
corporate being in the low-  
to mid-5% per annum range, 
relative to around 7% per annum  
at the beginning of 2012. 
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sheet support to key clients in 
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Victoria Funds Management 
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they also invested in other 
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were able to obtain a desirable 
yield. Additionally, the growing 
importance of export credit 
agencies was demonstrated in 
2012, with significant participations 
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international investors were 
attracted to Australian corporate 
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Asian syndicated transactions 
including Origin Energy and 
DBNGP Finance Co were well 
supported. In fact, borrowers 
in 2012 enjoyed solid execution 
throughout the year with a number 
of transactions oversubscribed, 
such as those completed for 
Origin Energy, Qantas Airways 
and EnergyAustralia (formerly 
TRUenergy). In light of investors’ 
appetite to secure high-quality 
assets, some borrowers chose 
to self-arrange, including Amcor, 
whose facility was oversubscribed 
and upsized to US$900 million from 
the original target of US$700 million. 
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these execution strategies largely 
dissipated given limited M&A and 
event-driven activity. Transactions 
that involved underwriting included 
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quickly increased as the Eurozone 
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pressure materialised. 
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increase further as cost of fund 
pressures remained apparent. With 
margins increasing, institutional 
investors saw opportunities 
within the loan markets, with 
participations in corporate 
infrastructure transactions such  
as ConnectEast and Hobart 
Airport. Generally, loan market 
activity was tempered and as a 
result it was difficult to obtain a 
clear read on pricing given the 
absence of suitable benchmarks. 
By mid-year, pricing was viewed 
to have stabilised and in a turn of 
events, the second half of 2012 
saw pricing contract to levels prior 
to the surge in margins in the final 
quarter of 2011. This was a result of 
limited borrower demand for loans. 
Those transactions that came to 
market were highly contested, 
placing downward pressure on 
pricing. Also fuelling this trend 
was some alleviation in wholesale 
funding costs experienced in the 
second half of the year. 

With swap rates contracting as a 
result of the RBA cutting the cash 
rate, the year ended with the all-in 
cost of funds for a generic BBB 
corporate being in the low-  
to mid-5% per annum range, 
relative to around 7% per annum  
at the beginning of 2012. 
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Balance in  
Capital Markets
The Australian and New Zealand 
loan market has provided corporate 
Australia with sustained confidence 
in all business cycles. However, 
there is an increasing trend for 
corporates to diversify their funding 
sources to term out maturities and 
reduce refinance risk. 

Term Loan B 

The Term Loan B market provides 
another source of funding for some 
sub–investment grade borrowers 
and in this past year has emerged 
as an alternative to the Australian 
loan market. In October 2012, 
Fortescue Metals Group raised 
US$5 billion in this market. The 
transaction was well received 
and resulted in the deal being 
oversubscribed from the US$4.5 
billion target. Margins were also 
reduced by 50 bps over LIBOR. 
Soon after, both Atlas Iron and 
Village Roadshow Films accessed 
the Term Loan B market, raising 
US$325 million and US$500 
million respectively. Generally 
these borrowers were drawn to the 
vast pool of liquidity and flexible 
structures available through this 
market. With interest rates at an 
all-time low and for companies with 
a significant proportion of revenues 
in US$, this market provides a viable 
fundraising alternative. However, for 
Australian borrowers with revenues 
dominated in A$, this market may 
prove expensive post–swap back 
costs.

Debt Capital Markets 
In 2012, the A$ Medium Term 
Note (MTN) market re-emerged as 
a deep and globally competitive 
source of funding, supporting 
longer dated, larger and more 
favourably priced issuance 

outcomes across the credit 
spectrum. Total issuance for 
the year was A$102.7 billion, an 
increase of 14% from last year. 
This was driven by corporate 
issuance activity, which reached 
A$9.6 billion in volume, surpassing 
the 2005 record of A$7.7 billion. 
Despite increased activity, financial 
issuers (FIs) continue to dominate 

the A$ MTN market, contributing 
approximately 51% of total volume. 
Non-FI corporate issuance 
remains under-represented in 
the A$ MTN market, contributing 
only 9% of total volume in 2012. 
Notable issuance completed for 
non-FI corporates included BHP 
Billiton Finance Ltd (A$1 billion, 
five years), Telstra Corporation 
Limited (A$750 million, five years), 
Woolworths Limited (A$500 
million, seven years), Wesfarmers 
Ltd (A$500 million, seven years), 
Crown Group (A$300 million, 
five years) and Australian Prime 
Property Fund (APPF) (A$350 
million, five, seven and 10 years). 

Strong issuance witnessed  
from non-FI corporates in 2012 
is expected to continue in 2013, 
pending ongoing stability in  
global markets.
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The US Private Placement (USPP) 
market posted a record year in 
2012 with US$54.3 billion issued, 
surpassing the previous record set 
in 2003. The strength of investor 
demand that has supported 
Australian issuance remains robust; 
19 deals were priced from Australia 
in 2012, raising US$5.2 billion. 
The USPP market has provided 
strong volume across all sectors, 
although investor demand has 
favoured defensive credits and as a 
result, supply from the utilities and 
infrastructure sectors represented 
52% of 2012 Australian issuance. 
A notable development in 2012 
was the increased availability 
of A$ tranches. Of the eight 
Commonwealth Bank–led deals 
in 2012, seven had A$ tranches, 
including one that was transacted 
solely in A$. The market has funded 
seven US$1 billion-plus transactions, 
including a US$2 billion transaction 
for Mars Inc., demonstrating 
USPP investors’ ability to deliver 
execution certainty and strong 
funding outcomes, notwithstanding 
the volatile conditions experienced 
throughout the year. 

There is an increasing trend 
for corporates to diversify 
their funding sources.
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The declining yield environment 
was sustained throughout 2012, 
with current US Treasury rates 
close to record lows, providing 
opportunities for borrowers 
with US$ funding requirements 
to lock in historically low all-
in US$ coupons. Despite low 
benchmark rates initially placing 
upward pressure on spreads, 
strong investor demand for 
corporate assets saw new issue 
margin compression during 
2012. Noteworthy issuances 
were completed for Brisbane 
Airport (US$185 and A$32 million; 
10, 12 and 15 years), Foxtel 
Management Pty Ltd (US$500 
and A$100 million; seven, 10 and 
12 years), Perth Airport Pty Ltd 
(US$270 and A$30 million; 10, 
12 and 15 years) and Envestra 
Limited (US$150 and A$50 million; 
10 and 15 years).

The private placement product 
has performed well for investors 
and strong demand for this asset 
class is expected to continue in 
2013. Likewise, the prevailing low 
US Treasury rates are anticipated 
to continue into 2013, encouraging 
US$ borrowers to lock in attractive 
fixed funding rates.
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2012 was a record issuance 
year for the A$-listed bond and 
hybrid market, with volumes 
totalling A$13.1 billion across 18 
transactions. Financial issuers 
dominated supply, raising a total of 
A$10.2 billion across 11 transactions 
with nine transactions undertaken to 
raise regulatory capital. Corporate 
issuers raised A$2.4 billion across 
six transactions. Five-year tenor 
remained the point on the curve 
that attracted the greatest investor 
demand; two transactions out of the 
six corporate issues had a tenor of 
seven years. 

In the falling interest rate 
environment, retail investors showed 
strong support for high-yielding 
subordinated structures, which 
represented 97% of supply (77% 
and 20% of total issuance were 
structured as subordinated notes 
and preference shares respectively). 
The main driver of corporate 
supply was the ability to gain equity 
treatment from rating agencies. 
However, the number of corporate 
borrowers accessing the market 
decreased in the fourth quarter in 
response to S&P’s announcement 
of potential changes to its hybrid 
criteria. Notable issuance included 
Commonwealth Bank PERLS VI 
(A$2 billion), Heritage Bank Retail 
Bonds (A$227.5 million) and  
Colonial Group Subordinated 
Notes (A$1 billion).

Appetite for retail fixed income 
securities is expected to remain 
strong in 2013, as investors 
continue to seek yield and capital 
preservation during uncertain 
domestic equity market conditions 
and the ongoing challenging 
macroeconomic environment. The 
listed hybrid and bond market is 
also expected to remain strong in 
2013 as issuers continue to take 
advantage of cheap equity-like 
funding and retail investors continue 
to seek yield in a low interest rate 
environment.
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The declining yield environment 
was sustained throughout 2012, 
with current US Treasury rates 
close to record lows, providing 
opportunities for borrowers 
with US$ funding requirements 
to lock in historically low all-
in US$ coupons. Despite low 
benchmark rates initially placing 
upward pressure on spreads, 
strong investor demand for 
corporate assets saw new issue 
margin compression during 
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and A$100 million; seven, 10 and 
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The private placement product 
has performed well for investors 
and strong demand for this asset 
class is expected to continue in 
2013. Likewise, the prevailing low 
US Treasury rates are anticipated 
to continue into 2013, encouraging 
US$ borrowers to lock in attractive 
fixed funding rates.
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year for the A$-listed bond and 
hybrid market, with volumes 
totalling A$13.1 billion across 18 
transactions. Financial issuers 
dominated supply, raising a total of 
A$10.2 billion across 11 transactions 
with nine transactions undertaken to 
raise regulatory capital. Corporate 
issuers raised A$2.4 billion across 
six transactions. Five-year tenor 
remained the point on the curve 
that attracted the greatest investor 
demand; two transactions out of the 
six corporate issues had a tenor of 
seven years. 

In the falling interest rate 
environment, retail investors showed 
strong support for high-yielding 
subordinated structures, which 
represented 97% of supply (77% 
and 20% of total issuance were 
structured as subordinated notes 
and preference shares respectively). 
The main driver of corporate 
supply was the ability to gain equity 
treatment from rating agencies. 
However, the number of corporate 
borrowers accessing the market 
decreased in the fourth quarter in 
response to S&P’s announcement 
of potential changes to its hybrid 
criteria. Notable issuance included 
Commonwealth Bank PERLS VI 
(A$2 billion), Heritage Bank Retail 
Bonds (A$227.5 million) and  
Colonial Group Subordinated 
Notes (A$1 billion).

Appetite for retail fixed income 
securities is expected to remain 
strong in 2013, as investors 
continue to seek yield and capital 
preservation during uncertain 
domestic equity market conditions 
and the ongoing challenging 
macroeconomic environment. The 
listed hybrid and bond market is 
also expected to remain strong in 
2013 as issuers continue to take 
advantage of cheap equity-like 
funding and retail investors continue 
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Equity Market Performance
Despite ongoing global economic 
uncertainty and weakening 
corporate earnings expectations, 
the S&P/ASX200 finished the 
year 16% higher, largely in line 
with major global indices, driven 
primarily by falling interest rates. 
Investors demonstrated a strong 
appetite for defensive and high-
yielding stocks, while cyclicals 
(particularly resources and mining 
services stocks) underperformed 
on the back of a strong A$, falling 
productivity and concerns over 
the nearing peak of the resources 
investment boom.
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Performance of the ASX200, cyclicals1 
and defensives2

Indexed to 100 since the beginning of 2012

Source: Bloomberg, CBA Equities

Follow-on Raisings
The defensive yield theme also 
flowed through to equity capital 
markets, which saw equity  
capital markets volumes fall to  
A$15.4 billion, their lowest levels 
since 2003.

Australian Equity Issuance vs. Hybrid 
Issuance (A$bn)

For placements, entitlement offers, IPOs and 
hybrids greater than A$10m since 2008
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Source: IRESS, Bloomberg, CBA Equities

Despite most Australian corporates 
maintaining healthy balance sheets 
following the GFC, M&A activity – 
a major driver of capital markets 
issuance – remained subdued. 
Instead, secondary equity issuance 
was dominated by balance 
sheet maintenance transactions, 
particularly across sectors exposed 
to Australian consumers.

2010
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2011

Balance Sheet Working Capital Acquisition

Secondary Equity Issuance 
by Use of Proceeds

For placement and entitlement greater than A$10m
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

78% 11% 11%

20% 46% 34%

20% 43% 37%

41% 40% 19%

Source: IRESS, CBA Equities

Of the 10 largest transactions 
completed in 2012, only one was 
conducted for acquisition purposes; 
the overwhelming majority were 
completed for balance sheet 
maintenance.

1  Cyclicals performance taken as median of ASX200 Energy, Resources, Industrials, Materials and Discretionary Indices. 
2  Defensives performance taken as median of ASX200 Healthcare, Utilities, Telcos, Staples, Financials and Property Indices.

Date Code Issuer Use of Proceeds Size ($m) Structure

24 May AGK AGL Energy Acquisition 900 1:6 TAREO

14 Jun EGP Echo Entertainment Group Balance Sheet 454 1:5 AREO

29 Feb QBE QBE Insurance Group Balance Sheet 450 Placement

26 Mar BOQ Bank of Queensland Balance Sheet 450 Placement & 8:37 ANEO

4 Jun BXB Brambles Balance Sheet 448 1:20 TAREO

16 Jul SWM Seven West Media Balance Sheet 440 1:2 AREO

16 May SPN SP AusNet Working Capital 434 3:20 ANEO

8 Nov GMG Goodman Group Working Capital 400 Placement

28 Jun MTS Metcash Balance Sheet 325 Placement

6 Dec TEN Ten Network Holdings Balance Sheet 230 4:5 ANEO

The S&P/
ASX200 finished 
2012 16% higher.
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IPO Market Conditions
The IPO market for 2012 was 
effectively closed, with several 
large, high profile transactions 
being deferred into 2013 (at 
least), including EnergyAustralia, 
Genworth Financial, Coates 
Hire and Ambre Energy. Two 
IPOs (SCA Property Group and 
Fonterra Shareholders Fund) 
contributed around A$900 million 
of the total A$1.1 billion raised. 
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Overall, the IPO market remains 
challenged by weak after-market 
performance and vendors failing 
to achieve satisfactory pricing 
outcomes. The sustained P/E 
multiple re-rating that occurred 
over the course of 2012 should 
help to narrow the bid-ask spread 
for IPO investments and see 
vendors more willing to return to 
the market. 

Equity Capital Markets Outlook
CBA equities remains cautiously 
optimistic about the outlook 
for 2013. With downside global 
risks receding into the new year, 
equity markets should continue to 
perform well against a backdrop 
of low global interest rates, a 

less risky political backdrop, and 
investors being overweight cash 
holdings. The Australian market 
performed strongly in the second 
half of 2012, and valuations 
have run up materially. Earnings 
upgrades will be important to 
sustain the rally. From a sector 
perspective, resource stocks 
should outperform as the Chinese 
economy regains momentum, 
while retail and traditional media 
stocks will need to demonstrate 
top-line growth in a low interest rate 
environment.

From a capital markets perspective, 
we expect strong investor demand 
for follow-on raisings to fund 
strategic activities (whether it be 
M&A or capex). With under-geared 
balance sheets, corporates will look 
to return capital to shareholders 
in the absence of other value 
accretive opportunities, while a 
sustained P/E re-rating should also 
see vendors more willing to return 
to the IPO market. 

New Rules for Global 
Capital
The Australian Prudential 
Regulation Authority (APRA) 
released the final version of the 
Basel III capital reform package in 
September, coming into effect on 
1 January 2013. Australian banks 
are starting from a strong capital 
position with the domestic majors 
reporting Basel III Core Equity Tier 
1 ratios comfortably above the 
required minimum. Many European 
banks, however, have requested 
the introduction of these rules 
be postponed, citing competitive 

disadvantage against US banks 
which have no parallel obligations. 
In early 2013, the oversight body 
of the Basel committee agreed to 
a number of amendments to the 
formulation of Liquidity Coverage 
Ratio. It is anticipated the market 
will welcome these adjustments 
as banks have been given greater 
flexibility as to what constitutes 
High Quality Liquid Assets. 
However, it is uncertain whether 
APRA will follow suit. 

Additionally, the Swiss-based 
Financial Stability Board has 
compiled a list of 28 Globally 
Systematically Important Financial 
Institutions (GSIFIs) which, due 
to their size, complexity and 
systematic interconnectedness, 
could cause significant disruption 
to the wider financial system 
and economic activity. Banks on 
this list will be required to meet 
higher supervisory expectations 
for risk management functions, 
data aggregation capabilities, risk 
governance and internal controls. 
These banks will be required to set 
aside additional capital of between 
1% and 2.5% of their assets, 
adjusted for risk, on top of the 
capital required to be held under 
new Basel III rules. No Australian 
banks made the list due to the 
bulk of assets residing in Australia 
and New Zealand, and a collapse 
would be unlikely to shock the 
global banking system. Despite no 
Australian banks on the list, APRA 
will require domestically important 
financial institutions to come under 
additional regulatory scrutiny.
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governance and internal controls. 
These banks will be required to set 
aside additional capital of between 
1% and 2.5% of their assets, 
adjusted for risk, on top of the 
capital required to be held under 
new Basel III rules. No Australian 
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and New Zealand, and a collapse 
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We can tackle the big jobs. 
Just look at our CV.
As you can see, we’ve got an excellent track record when it comes to helping businesses make the big 
deals. Besides having the right connections and a strong portfolio, our customers also benefit from  
our years of experience and expertise.

With offices around the globe, we have people on the ground who are ready to help tailor a solution to 
suit your specific situation. To find out how we can help your business, contact Commonwealth Bank’s 
Institutional team today.

BIS Finance Pty Ltd

Undisclosed Amount 
Syndicated Facility

Mandated Lead Arranger 

December 2012

Oil Search Ltd

US$500M 
Club Facility

Mandated Lead Arranger  
and Advisor

November 2012

(Incorporated in Papua New Guinea)
O I L   S E A R C H   L I M I T E D

Gold Fields Ltd

US$500M 
Syndicated Facility

Mandated Lead Arranger, 
Bookrunner and  

Co-ordinating Bank

April 2012

Foxtel Management Pty Ltd

A$1,200M 
Syndicated Revolving Facility

Mandated Lead Arranger,  
and Facility Agent

April 2012

Foxtel Management Pty Ltd

A$900M 
Syndicated Bridge Facility

Mandated Lead Arranger

April 2012

OneSteel Finance Pty Ltd

US$330M 
Syndicated Facility

Mandated Lead Arranger  
and Bookrunner

June 2012

Commonwealth Bank of Australia ABN 48 123 123 124.

Call your Relationship Executive 
or visit commbank.com.au/institutional

Institutional Banking
& Markets
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2011 witnessed the highest loan 
volumes over the past decade. 
The year finished with a rush 
of adrenaline as borrowers 
aggressively sought to secure 
financing in what was an 
increasingly fragile macroeconomic 
environment.

With much of the refinancing task 
complete, the level of activity in the 
market lessened during 2012. In 
fact, this lack of activity stemming 
from global conditions was 
perhaps the key driver of the trends 
that shaped the Australian and 
New Zealand loan market in 2012. 

The beginning of 2012 saw many 
European banks withdraw billions 
from the Australian loan market, 
as they retreated to their home 
markets in an attempt to survive 
the Eurozone debt crisis. With this 
vital source of liquidity contracting, 
many market participants were 
justifiably concerned about what 
effect this would have on the 
domestic loan market. As the year 
wore on, it became evident that 
the notable reduction in lending 
from some of these banks had 
little effect on overall market 
liquidity, with the Australian majors, 
Japanese, Canadian and Asian 
banks increasing their support 
for the market. The market was 
more than able to support the 
volume raised in 2012, although 
it was not materially tested for 
corporate borrowers. 

Loan market 
volume was 
US$104.9 billion.

Australian and New Zealand 
loan market volume amounted 
to US$104.9 billion, down 19% 
relative to 2011 (US$129.64 
billion). While this number is quite 
impressive and equated to the 
third-highest total volume reached 
in the last 10 years, the final 
volume was augmented by two 
jumbo transactions for Australia 
Pacific LNG’s (APLNG) US$8.5 
billion facility and the US$20 billion 
raised for the Inpex Ichthys LNG 
Project. Netting the effects of 
these two transactions, 2012 was 
largely on par with 2010 volumes. 

The volume for the first half of the 
year was down 9% on the previous 
corresponding period. With many 
2012 maturities refinanced in late 
2011, the first half of 2012 saw 
relatively low corporate activity 
with large issuances coming 
out of the project finance and 
infrastructure sectors, including 
financing for APLNG, as well 
as some large refinancings for 
Loy Yang B, Millmerran, Port 
of Brisbane and ConnectEast. 
M&A activity remained subdued 
due to continued concerns over 
the global outlook. Low consumer 

and business confidence impacted 
on demand for loans in Australia 
across most sectors, resulting in 
limited new money transactions 
coming to market. 

New money 
limited.

Borrowers remained focused on 
broadening funding sources and 
continued to look to the debt 
capital markets. In particular, 
the USPP market remained a 
popular source of financing for 
borrowers. The availability of these 
markets gave borrowers ‘choice’ 
in their financing arrangements 
and allowed them to transition 
between markets to achieve 
the most optimal outcome. This 
trend was evident throughout 
2012, contributing to the lack of 
momentum exhibited in the loan 
markets. 

Australian Loan 
Market Activity 
Subdued.
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While activity picked up in the 
second half of 2012, volumes 
were down 25.3% on the previous 
corresponding period, reflecting 
subdued corporate activity. 
Refinancing was the key driver of 
activity in this half, with transactions 
completed for Aurizon (formerly 
QR National), EnergyAustralia, 
Leighton Holdings and Qantas 
Airways.
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In dissecting volumes even further 
on a quarterly basis, an interesting 
trend emerges. It is worthwhile 
noting that volumes in the second 
quarter were buoyed by APLNG 
and increased in the fourth quarter 
due to the Inpex Ichthys LNG 
Project. If these two transactions 
are excluded from the graph below, 
2012 quarterly volumes were flat, 
bucking the historical trend of 
volumes tending to ramp up as the 
year progresses. In fact, netting off 
the effects of the Inpex Ichthys 
LNG Project, the volume in the 
fourth quarter of 2012 was less 
than half of the comparable period 
in the two preceding years. 
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The number of deals completed in 
2012 (185 transactions) was notably 
lower, down 32% compared to 
2011 levels (271 deals). The limited 
number of deals in the market and 
strong domestic liquidity allowed 
some syndicated loan transactions 
to close oversubscribed and 

ultimately upsized, as lenders vied 
for limited high-quality loan assets. 
The average deal size was up 
on 2011 at US$567 million (2011: 
US$478 million), largely buoyed 
by financing for the LNG projects 
completed during the year. 

Australian Syndicated/
Club Loan Volume 2012 
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Australian loan market volume for 
2012 was US$96.67 billion, down 
16% on 2011 (US$115.68 billion). 
The sluggish start to the year 
resulted in lower first-half volumes 
relative to the prior comparable 
period, a direct outcome of the 
surge in refinancings that occurred 
in late 2011. The unfavourable 
macroeconomic environment 
resulted in limited M&A transactions 
and event-driven financing, with 
new money transactions largely 
encouraged by project finance. 

As the year progressed, uncertainty 
over the global outlook continued, 
with the focus still on Europe and 
the ultimate outcome to resolve the 
issue of contagion stemming from 
the Eurozone debt crisis. Economic 
growth in the United States 
remained slow.

Notwithstanding this, the 
fundamentals of the Australian loan 
market remained robust. Despite 
the withdrawal of some European 
banks from the Australian loan 
market, liquidity was resilient as 
the Australian majors and Asian 
banks increased their support for 
the market. In fact, competition 
between lenders heightened in the 
pursuit of growing balance sheets. 
This was further driven by some 
alleviation in the underlying cost of 
funds becoming apparent in the 
latter half of the year.

Borrowers, however, remained 
cautious. A reluctance to raise 
financing outside of what was 
absolutely necessary meant that 
second-half activity was dominated 
by early management of debt 
maturities. Furthermore, overall 
volumes and activity were largely 
influenced by the availability of 
alternative capital markets. Many 
borrowers sought to access debt 
capital markets to diversify funding 
sources, lengthen tenors and 
secure competitive pricing. 

Volume 
sustained, but 
the number of 
deals was down.

The average transaction size for 
the year was US$658 million, 
compared to US$548 million 
in 2011. However, the number 
of deals completed decreased 
dramatically, down 30% to 147 
(2011: 211). 

New Zealand 
Syndicated/Club Loan 
Volume 2012
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Like the Australian loan market, 
New Zealand also saw a drop in 
loan volume in 2012, decreasing 
41% to US$8.22 billion (2011: 
US$13.96 billion). The number  
of deals decreased by 37% to 38 
(2011: 60). Unlike the Australian 
loan market, New Zealand saw 
stronger corporate activity in the 
first half of 2012. First-half volumes 
represented 53% of total volume, 
compared to second-half volume 
of 47%. Some notable transactions 
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completed in this half included 
Telecom New Zealand Ltd 
(NZ$600 million), Genesis Power 
Ltd (NZ$525 million) and Argosy 
Property Nominees Limited 
(NZ$500 million). Additionally, 2012 
saw New Zealand’s first two public 
private partnership (PPP) financings 
(Wiri Prison PPP: NZ$320 million 
and Hobson School: NZ$80 
million) completed.

New Zealand 
saw its first 
PPP financings 
completed.

The New Zealand loan market 
was dominated by the energy and 
power (US$1.49 billion), property 
and construction (US$1.32 
billion) and infrastructure (US$1.2 
billion) sectors, which collectively 
represented 49% of loan volume. 
Much of the activity in these 
sectors related to refinancing, 
representing 51% of total volume. 
The largest transaction completed 
in 2012 was the NZ$1 billion facility 
for Auckland Council to refinance 
an existing NZ$700 million facility, 
which was finalised in the latter half 
of the year. 

Australian and New 
Zealand Loans by 
Purpose 2012

Purpose Analysis

Acquis. line; 8%

Debt Repay.; 55%

LBO; 2%

Proj. finance; 29%

Corp. purposes; 6%

Source: Thomson Reuters LPC

Refinancings a key driver of 
activity in 2012 
While the majority of 2012 
maturities were addressed in 
2011, refinancing continued 
to be the central driver of loan 
market volumes, representing 
US$57.04 billion or 55% of total 
loan market volume (2011: 57%). 
With volumes and activity low, 
those that did access the market 
were met with strong liquidity 
(particularly for investment-
grade borrowers), resulting in a 
number of transactions closing 
oversubscribed. This environment 
presented borrowers with a 
strategic window of opportunity to 
address their debt maturity profile, 
with optimal execution and pricing 
outcomes.

Refinancing 
represented 
55% of total loan 
market volume.

Some significant refinancings 
completed in 2012 included:

 › Adani Abbot Point Terminal’s 
A$1.25 billion 5 year club facility

 › Epic Energy Australia’s 
A$1.429 billion 2, 3 and 4 year 
syndicated facility

 › Qube Logistics’ A$550 million 
4 year syndicated facility, its 
inaugural issue in the syndicated 
loan market

 › Crown’s A$500 million 4 and 5 
year syndicated facility

 › Consolidated Press Holdings’ 
A$800 million 4 and 5 year 
syndicated facility

 › Origin Energy’s A$2.4 billion 4 
and 5 year syndicated facility

 › Oil Search’s US$500 million 5 
year club facility

 › EnergyAustralia’s A$750 
million 4 and 5 year syndicated 
facility.

The graph below illustrates volume 
and purpose over the last 10 years:
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The refinancing task ahead 
equates to approximately US$178.5 
billion of loan maturities over the 
next three years. While the loan 
market continues to be a viable 
source of capital, alternative 
capital markets remain open to 
borrowers pursuing diversified 
funding sources, reducing their 
reliance on traditional bank debt. 
Substantial investor demand in 
these alternative markets provided 
optimal conditions for borrowers 
to obtain favourable pricing. These 
markets will likely continue to 
play an integral role in the capital 
structures of borrowers in the 
post-Basel III environment as they 
seek the most efficient market to 
refinance debt.

New money assets scarce

New money 
transactions drop 
by nearly 50%.

Total new money volumes were 
down on 2011, but still above the 
average volumes observed over 
the last five years. This volume was 
largely attributable to activity in the 
project finance space, buoyed by 
financing for the Inpex Ichthys 
LNG Project. The number of new 
money transactions completed 
over 2012 was nearly half of the 
number coming to market in 2011, 
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a result of borrowers deferring 
their capital expenditure plans and 
a drop-off in event-driven activity 
over the same period. 

Activity in the project finance, 
infrastructure and natural resources 
sectors was the key contributor 
to new money deals in 2012 and 
included:

 › APLNG’s US$8.5 billion club 
facility

 › Inpex Ichthys LNG Project’s 
US$20 billion syndicated facility.

Acquisition facilities in 2012 were 
down 22% over the prior year, 
accounting for 8% (US$8.33 billion) 
of total loan market volumes. M&A 
and event-driven activity in Australia 
decreased significantly over 2012 
due to weak macroeconomic 
conditions. Demand for bridge and 
underwritten facilities decreased 
despite underwriting appetite 
continuing. Lenders aggressively 
sought these coveted transactions 
but were presented with limited 
opportunities. Some notable 
acquisition facilities completed over 
this period included:

 › Growthpoint Properties 
Australia’s A$765 million 
3, 4 and 5 year club facility 
(acquisition of commercial 
properties in Queensland)

 › Foxtel Management’s A$1.2 
billion 3, 4 and 5 year club 
facility (purchase of Austar 
Group)

 › Hastings Funds Management 
and Ontario Teachers Pension 
Plan’s A$1.64 billion 3 and 5 
year club facility (financing for 
the acquisition of the Sydney 
Desalination Plant)

 › Dulux Group’s A$270 million 
1.5 and 3 year syndicated 
facility (purchase of Alesco 
Corporation)

 › McAleese Group’s A$400 
million 3 year syndicated facility 
(acquisition of International 
Energy Services).

Activity in the leveraged finance 
and private equity space remained 
solid, equating to 2% of loan 
volume (US$2.37 billion), which 
was consistent with 2011. Notable 
LBO facilities completed included 
financing for Blackstone Group’s 
purchase of Valad Property 
Group, Quadrant Private Equity’s 
purchase of Barbeques Galore 
and Super A-Mart, and Pacific 
Equity Partners purchase of 
Spotless Group.
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The average loan transaction size 
in 2012 was US$567 million (2011: 
US$478 million). Four transactions 
were completed in excess of US$2 
billion, collectively representing 
31% of total loan volume. Aside 
from the two LNG projects, Investa 
Property Trust’s A$1.9 billion 
(equivalent US$2 billion) club facility 
and Origin Energy’s A$2.4 billion 
syndicated facility were included in 
this category.

There were 122 
deals in the 
US$100 million 
to US$500 
million range.

Transactions in 2012 ranging 
between US$100 million and 
US$500 million represented 28% 
of total volume, down slightly from 
33% in 2011. There were 122 
deals within this range over the 
year (or 66% of the total number 
of transactions), compared to 
160 deals in 2011 (or 59% of the 
total number of transactions). 
Transactions valued between 
US$500 million and US$1 billion 
declined from 28% of total volume 
in 2011 to 18% in 2012. The 
number of transactions completed 
in this range decreased from 55 
deals in 2011 to 26 deals in 2012. 
In contrast, deals between US$1 
billion and US$2 billion increased 
to 21% (from 16%), with 16 deals 
in this range completed in 2012, in 
line with the previous year.

There was a noticeable shift and 
scale-back in transaction sizes 
in favour of smaller facilities. This 
is consistent with borrowers 
exercising more cautious growth 
strategies, and increasing their 
focus on strengthening balance 
sheets and controlling costs. This 
trend is also due to borrowers 
focusing on tranching their debt 
facilities to better manage maturity 
profiles and avoid large towers of 
debt. In the absence of any large 
M&A financing requirements, 
it is likely that the majority of 
transactions outside the project 
finance sector will continue to 
hover between the US$100 million 
to US$500 million range. 
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a result of borrowers deferring 
their capital expenditure plans and 
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The average loan transaction size 
in 2012 was US$567 million (2011: 
US$478 million). Four transactions 
were completed in excess of US$2 
billion, collectively representing 
31% of total loan volume. Aside 
from the two LNG projects, Investa 
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syndicated facility were included in 
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33% in 2011. There were 122 
deals within this range over the 
year (or 66% of the total number 
of transactions), compared to 
160 deals in 2011 (or 59% of the 
total number of transactions). 
Transactions valued between 
US$500 million and US$1 billion 
declined from 28% of total volume 
in 2011 to 18% in 2012. The 
number of transactions completed 
in this range decreased from 55 
deals in 2011 to 26 deals in 2012. 
In contrast, deals between US$1 
billion and US$2 billion increased 
to 21% (from 16%), with 16 deals 
in this range completed in 2012, in 
line with the previous year.

There was a noticeable shift and 
scale-back in transaction sizes 
in favour of smaller facilities. This 
is consistent with borrowers 
exercising more cautious growth 
strategies, and increasing their 
focus on strengthening balance 
sheets and controlling costs. This 
trend is also due to borrowers 
focusing on tranching their debt 
facilities to better manage maturity 
profiles and avoid large towers of 
debt. In the absence of any large 
M&A financing requirements, 
it is likely that the majority of 
transactions outside the project 
finance sector will continue to 
hover between the US$100 million 
to US$500 million range. 
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Australia and New 
Zealand Loans by  
Tenor 2012
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2012 loan tenor trends continued 
in much the same fashion as 
the previous two years, with 
the exception being the surge 
in volume of longer dated 
transactions, primarily from the 
project finance space. Borrower 
demand for bridge facilities 
remained constrained over 2012 
as M&A activity softened. Twenty-
seven deals came to market with 
tenors of less than two years, 
a significant drop from the 53 
transactions observed in the 
previous year.

Facilities with three- and five-year 
tenors continue to be among the 
most common, accounting for 53% 
of deals completed in the year (in 
line with the 55% of deals observed 
in the previous year). However, 
collectively these deals accounted 
for 38% of total loan volumes over 
the year, a steep decline from the 
59% observed in 2011. This is 
largely attributable to the APLNG 
(US$8.5 billion) and the Inpex 
Ichthys LNG Project (US$20 
billion) project finance transactions, 
which augmented volume for 
transactions with tenors of more 
than six years.

Tenors in excess of six years made 
up 4% of the number of deals 
closed over the year. However, 
they contributed 33% of total loan 
market volume in 2012, almost 
triple the 11% observed over 
the previous year. These deals 
continue to be dominated by 
borrowers in the metals, mining 
and equipment and the energy 
and power sectors. Longer tenor 
transactions (other than the 
two aforementioned facilities) 
completed over 2012 include:

 › Karara Mining’s US$336 million 
3 and 10 year syndicated facility 
to fund the development of the 
Karara Iron Ore project

 › Leighton Holdings’ A$425 
million 6 year syndicated 
facility to finance the sale and 
leaseback of new and existing 
mobile mining equipment

 › Horizon Oil’s US$160 million 6 
year reserve-based club facility 
to fund the development of 
the Beibu Gulf Block 22/12 in 
Southern China, and the Stanley 
Field in Papua New Guinea

 › ConnectEast’s A$1.271 billion 
2, 3, 5 and 7 year club facility to 
refinance its 2006 facility

 › PE Wheatstone’s US$1.284 
billion 20 year club facility to 
fund the acquisition of a 10% 
stake in the Chevron Corp–
led Wheatstone LNG field, 
as well as an 8% stake in the 
production facilities

 › Stella SCUH Finance’s A$510 
million 7 year club facility to fund 
the two-stage construction of 
the Sunshine Coast Hospital 
in Queensland.

Given the weak macroeconomic 
conditions forcing borrowers 
to remain diligently focused on 
capital management and subdued 
activity in the M&A markets 
(negating the need for short-term 
bridge facilities), it is likely that 
corporate borrowers will continue 
to concentrate on three- and five-
year tenors going forward. Project 
finance will generally remain as the 
mainstay for longer dated facilities. 

Favourable conditions in the debt 
capital markets also provided 
corporate borrowers with the 
opportunity to access longer 
tenors. This was observed 
extensively throughout 2012, 
with borrowers such as Foxtel 
accessing the USPP market 
for US$600 million (equivalent) 
for seven, 10 and 12 years and 
Wesfarmers securing A$500 
million debt in the A$ MTN market 
for seven years. As debt capital 
markets are more readily available 
to raise longer term debt, it is 
anticipated that corporates will 
continue to seek opportunities to 
lengthen maturity profiles through 
these markets, lessening their 
reliance on bank debt.
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An Analysis of Bank 
Funding Costs 
It’s been five years since the 
beginning of the GFC, and the 
resulting shocks to the interbank 
markets have created a new 
reality for banks and borrowers 
alike. Australian banks are not 
only exposed to financial shocks 
from Europe and the US, they 
are also now more attuned to 
China’s growth and development, 
particularly when it comes to 
demand for Australia’s natural 
resources. 

In January 2012, S&P downgraded 
France’s rating to AA+, and 
downgraded another eight 
European countries. In May, 
elections in Greece failed and 
China’s growth began to slow. 
The most recent averted disaster 
was the US fiscal cliff, with a New 
Year’s Eve agreement passed 
by the US Congress that will 
see US$600 billion in additional 
tax and spending cuts over the 
next 10 years. Failure to reach an 
agreement would have seen further 
turmoil in the financial markets to 
start 2013. 

Nervousness from bond investors 
over this time demonstrated the 
importance for borrowers to issue 
debt within windows of opportunity 
when pricing levels are optimal.

In Australia, domestic bank 
issuance continues to comprise 
more than one-third of the volume 
of debt capital market issuance by 
Australian issuers in domestic and 
offshore markets. This reliance  
on wholesale markets will mean 
that bank funding costs will be a 
key driver of loan pricing in the  
near term. 

Despite the disruption displayed 
in the first half of 2012, Australian 
banks have shown strong demand 
for assets demonstrated by a more 
stable second half, which reflects 
strong funding liquidity and pricing 
compression. As a result, the major 
banks’ current secondary spreads 
are at their lowest since 2008 and 
prior to the collapse of Lehman 
Brothers. It’s important to note that 
while the market is currently liquid, 
the impact of Basel lll regulations 
is not reflected in the wholesale 
capital markets. These regulatory 
and global banking standards have 
built an additional layer of cost 
that will be borne by banks and 
borrowers alike once Basel lll is 
implemented. 

It appears that investors may 
be starting to trust banks again 
despite the loss of credibility in 
the GFC. Bank wholesale funding 
costs are still wider than other 
quality investment-grade credits 

such as BHP Billiton, Coca-Cola 
Amatil and Woolworths. However, 
it appears that the major banks’ 
bond pricing has rallied in the 
second half of the year. The first 
half of the year was busy for bank 
issuance, with two-thirds of the 
approximately A$105 billion issued 
in 2012 by the Australian majors 
taking place in the first six months, 
(a third of that issuance was in 
covered bonds). The market has 
only improved further; subsequent 
liquidity in the second half has seen 
uncovered bonds priced well inside 
where covered issues were priced 
earlier in the year. 

While we have seen some recent 
improvement in wholesale funding 
costs, the graphs below show 
that bank cost of funds remains 
elevated relative to pre-GFC levels, 
and that wholesale markets remain 
susceptible to global market 
shocks. 

Bank Funding Costs: 
When is the Ride  
Going to End?
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Australian banks 
are more reliant on 
wholesale markets 
for funding than other 
developed nations.

While the Australian major’s AA- 
rating should theoretically mean 
they have the lowest wholesale 
funding costs, it does not mean 
they actually have the lowest cost 
of funds. When you compare the 
major Australian banks to global 
standards, it is clear Australian 
banks are significantly more reliant 
on debt capital markets  
for funding than some other 
developed nations. 

Despite the Australian majors 
being only four of a handful of 
non-government-owned AA- (or 
better) rated banks, it is clear 
that by global standards they are 
more reliant on wholesale funding 
markets, reflecting a relative 
shortage of deposit-based funding 
in Australia. This is displayed in 
the following graph, which shows 
Australian and UK banks as having 
the highest loan-to-deposit ratio, 
and Australia and Sweden having 
wholesale funding as a significant 
portion of their capital base. 
Therefore, in theory those banks 
(such as Japanese institutions) that 

have the lowest loan-to-deposit 
ratios and a lower wholesale 
funding ratio should have the 
lowest cost of funds in their local 
currency.

Bank Funding Structures - June 2012*
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As we ponder the year ahead, it’s 
worth asking if this means another 
year of corporate austerity? With 
further regulation increasing banks’ 
funding costs and creating a 
greater wedge between margins 
for quality corporate issuers and 
the major banks, it is clear the 
role of banks is changing. Further 
disintermediation will change the 
asset mix of the major banks and 
the resulting funding structures 
they have so heavily relied upon. 

Loan Pricing Contracts
After the stark increase in pricing 
in the second half of 2011, 2012 
witnessed a turnaround in pricing 
trends. The lack of transactions 
coming to market in the first 
quarter of 2012 led to few pricing 
benchmarks, making it difficult 
to obtain a clear read on pricing 
levels. Despite the cost of funds 
remaining elevated and the 
Eurozone debt crisis continuing 
to unsettle global markets (all of 
which pointed to pricing pressure 
in 2011), the second quarter of 
2012 saw pricing stabilise – not so 
much due to a demand–supply 
equilibrium but more as a result of 
the obscurity in pricing levels. 

What was apparent was the lack 
of transactions causing lenders to 
intensify their demand for quality 
assets. Market liquidity remained 
sufficient as Asian-based lenders 
(particularly the Japanese mega 
banks) continued to show a strong 
appetite for quality credits and 
building balance sheets. These 
lenders largely filled the void left 
by the European banks as they 
actively sought opportunities 
to strengthen relationships. 
As the year wore on and more 
transactions came to market, it 
became clear that pricing had 
contracted with many syndications 
coming in oversubscribed. 
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In fact, while volatility pervaded 
global markets for the majority 
of 2012, it did not impact the 
ability of most borrowers to 
garner sufficient support for their 
funding needs. Arrium’s (formerly 
OneSteel) syndication was proven 
to be successful and was upsized 
from its original target amount. 
Additionally, Amcor’s self-arranged 
transaction proved that there 
was sustained confidence in the 
market, being oversubscribed and 
upsized to US$900 million from the 
original target of US$700 million. 
Origin Energy was perhaps the 
transaction that clearly exemplified 
the level of market liquidity. It was 
oversubscribed by four times 
and secured commitments from 
38 banks, making it clear there 
was solid support for Australian 
borrowers in the domestic and 
Asian loan markets. 

A lack of syndicated deal flow 
throughout 2012 and continued 
investor appetite, particularly from 
the Australian majors, saw further 
price compression in the fourth 
quarter of 2012, as evidenced by 
EnergyAustralia’s syndicated 
facility. 

The distinct change in pricing 
direction is shown in the following 
graphs, as ample investor appetite 
translated into margin compression 
in the latter quarters of the year.

Indicative Investment Grade 
Diversified Corporate Spreads
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Establishment, upfront or 
participation fees fell in line with 
loan margins, and the level of 
fees payable upfront was also 
dependent on the nature of the 
transaction – refinance, new 
money or acquisition. Arranger and 
co-ordination fees compressed 
as lenders competed for coveted 
mandates, although some 
borrowers elected to self-arrange 
facilities to avoid additional  
upfront costs. Market commitment 
fees remained stable at 50% of  
the margin.

This downward trend in pricing 
was inevitable due to a number 
of factors, including lenders’ 
appetite for balance sheet growth 
and increased competition from 
offshore banks, particularly Asian 
lenders. The level of issuance 
in other capital markets by 
investment-grade issuers has also 
reduced loan demand and driven 
pricing compression.

The USPP market continued as an 
attractive alternative funding source 
for Australian corporates, with a 
number of borrowers accessing 
this market to secure longer tenor 
at attractive prices. The domestic 
hybrid market also re-emerged as 
a popular source of capital, raising 
A$13.1 billion in funds for borrowers 
during 2012. As such, in an attempt 
to protect market share, lenders 
found themselves strongly bidding 
for highly rated loan assets that 
were in relatively short supply. 

The question remains: how much 
further can pricing compress? 
Internal benchmarks are being 
challenged to meet market 
expectations and will represent 
the floor on how far pricing can 
continue on this downward path. 
Further complicating the issue 
will be the costs associated with 
operating in a Basel III environment 
and its impact on capital-intensive 
loans. The pipeline of transactions 
remains adequate with US$178.5 
billion of loan maturities identified to 
be refinanced over the next three 
years. However, subdued business 
confidence makes it difficult to 
foresee a surge of new money 
transactions coming to market 
outside the project finance pipeline. 
Speculation about whether the 
RBA will cut rates further in 2013 
will also help provide an attractive 
all-in cost of debt for borrowers.

There is still a general market 
view that in the absence of large 
volumes, liquidity outweighing 
borrower demand for loan assets 
will fuel further downward pressure 
on pricing at least in the short term. 

Documentation and 
Legal Issues 
Two relatively new topics that 
were discussed as facilities were 
documented in 2012 were the 
Commonwealth Personal Property 
Securities Act 2009 and the US 
Foreign Account Tax Compliance 
Act. 

Personal Property Securities 
Act 2009 (PPSA)

After several false starts, the PPSA 
came into effect on 30 January 
2012. PPSA covers all personal 
property including goods, financial 
assets and intellectual property. 

The PPSA completely rewrites 
the law of security over personal 
property, replacing a patchwork of 
many different laws with a single 
federal law. It sweeps away nearly 
all state and federal registers such 
as the ASIC charges register and 
REVS, and replaces them with a 
single online register. 
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In fact, while volatility pervaded 
global markets for the majority 
of 2012, it did not impact the 
ability of most borrowers to 
garner sufficient support for their 
funding needs. Arrium’s (formerly 
OneSteel) syndication was proven 
to be successful and was upsized 
from its original target amount. 
Additionally, Amcor’s self-arranged 
transaction proved that there 
was sustained confidence in the 
market, being oversubscribed and 
upsized to US$900 million from the 
original target of US$700 million. 
Origin Energy was perhaps the 
transaction that clearly exemplified 
the level of market liquidity. It was 
oversubscribed by four times 
and secured commitments from 
38 banks, making it clear there 
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throughout 2012 and continued 
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facility. 

The distinct change in pricing 
direction is shown in the following 
graphs, as ample investor appetite 
translated into margin compression 
in the latter quarters of the year.
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Establishment, upfront or 
participation fees fell in line with 
loan margins, and the level of 
fees payable upfront was also 
dependent on the nature of the 
transaction – refinance, new 
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facilities to avoid additional  
upfront costs. Market commitment 
fees remained stable at 50% of  
the margin.
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After several false starts, the PPSA 
came into effect on 30 January 
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The PPSA completely rewrites 
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Perhaps more controversially, the 
PPSA extends the concept of 
a ‘security interest’ to common 
transactions never previously 
touched by any security law or 
registration regime. A strong policy 
objective is to encourage those 
who put personal property in the 
hands of others to make their 
interest public – a process known 
as ‘perfection’ – most commonly 
through registration. 

Banks and other large financial 
institutions have mostly welcomed 
the changes, which provide 
uniformity.

Source: Chartered Accountants

Foreign Account Tax 
Compliance Act (FATCA) 

From 1 January 2014, Australian 
banks (among other non-US 
financial institutions) will be required 
to comply with significant new 
obligations under US legislation. 
The FATCA targets tax evasion by 
US citizens in respect of offshore 
assets and accounts by imposing 
disclosure obligations on foreign 
financial institutions (FFIs) holding 
these investments. 

The FATCA works as an opt-in 
regime through which FFIs can 
choose to enter into an agreement 
with the US tax authority and 
become a participating FFI. 
In doing so, the FFI agrees to 
comply with certain reporting, 
due diligence and withholding 
obligations regarding its US 
account holders. 

Although not mandatory, there is 
strong incentive for a FFI to enter 
into an agreement because if it 
does not, the FATCA imposes 
a 30% withholding tax on 
‘withholdable payments’ from the 
US source to the FFI, including all 
payments of interest, dividends  
and income. 

How are Australian banks 
affected by the legislation?

Australian banks fall within the 
broad definition of FFIs and 
must comply with the disclosure 
obligations under the FATCA 
or expect to incur the 30% 
withholding tax on relevant 
payments from US sources (such 
as interest and principal). For 
example, if an Australian subsidiary 
of a US parent company defaults 
on a loan from an Australian bank, 
‘withholdable payments’ from 
the US parent company under 
a guarantee to the bank will be 
captured under the Act. 

In addition, Australian banks will 
be required to withhold 30% on 
any ‘passthru payment’ it makes 
to a US account holder who fails 
to provide the required disclosure 
information and any ‘passthru 
payment’ it makes to another 
FFI unless that FFI meets certain 
requirements.

The FATCA also has the potential 
to impact Australian banks 
indirectly. Consider, for example, 
a syndicated facility involving 
two Australian banks and a US 
borrower, where one bank has 
complied with the FATCA, and the 
other is a non-participating FFI. 
Under the FATCA, the US borrower 
must withhold 30% of payments 
from the non-participating bank. If 
there is a gross-up obligation on 
the borrower for the withholding 
amount under the terms of the 
loan, this will deplete the borrower’s 
cash flow and may impact the 
borrower’s ability to repay the other 
FATCA-compliant bank. 

Banks must be able to identify 
US account holders 

The FATCA requires FFIs to look 
for US indicia in respect of their 
accounts. Such information may 
not currently be captured through 
Australian anti–money laundering 
checks, so Australian banks will 
have to carefully review their Know 
Your Customer (KYC) procedures 
to ensure compliance. 

Banks must consider risk 
allocation 

Australian banks will also need 
to consider who will bear the 
potential risk of FATCA withholding 
tax in legal documents. A FATCA 
gross-up clause would shift this 
burden to the borrower. However, 
as illustrated by the syndicated 
facility scenario above, there are 
other factors for Australian banks 
to consider. What if an agent bank 
refuses to sign an agreement with 
the US Internal Revenue Service 
(IRS)? What if a borrower wants to 
incorporate restrictions on transfers 
to non-participating banks in the 
documentation? What protections 
should senior banks seek in dealing 
with subordinated lenders?

Global markets have taken different 
approaches to these issues. The 
US loan market believes the lender 
is in the best position to avoid the 
tax and has incorporated a FATCA 
carve-out to the general gross-
up provision in documents. This 
means a borrower is not required 
to pay additional amounts to a 
bank if the FATCA tax is required 
to be withheld. In contrast, the UK 
market seems inclined to allocate 
this risk to the borrower. The Loan 
Market Association in London 
recently released specific FATCA 
riders to be used in its facility 
agreements for both risk allocation 
scenarios. It is expected the Asia 
Pacific Loan Market Association will 
follow suit. 

Some facility agreements 
have already started to include 
representations and warranties that 
are aimed at providing protection 
against FATCA withholding 
tax arising at all (for example, 
representations that the borrower 
is not a resident of the US, that 
none of the obligors are FFIs, and 
that payments under the loan 
documents are not US source 
payments).
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Australian Government response

In response to concerns about 
the impact of these obligations 
on Australian financial institutions 
and the Australian economy as a 
whole, the Australian Government 
is exploring the feasibility of an 
intergovernmental agreement 
(IGA) with the US. The objective 
of this IGA would be to minimise 
compliance costs for Australian 
stakeholders while enhancing 
the existing tax cooperation 
arrangements between Australia 
and the US. 

In particular, it would remove the 
need for Australian banks to:

 › enter into individual FFI 
agreements with the IRS – 
instead, banks would need to 
report the requisite information 
about their US accounts to the 
Australian Taxation Office

 › deduct FATCA withholding tax 
on ‘US Source Withholdable 
Payments’ made to non-
participating FFIs (except in 
limited circumstances)

 › deduct FATCA withholding 
tax from the accounts of 
‘recalcitrant account holders’ or 
simply close such accounts.

Source: Clayton Utz, King and Wood 
Mallesons, and the Australian Government 
(the Treasury). 

Recent Regulatory 
Changes – Basel III 

Basel III Loan Market 
Implications3

On 16 December 2010, the 
Basel Committee for Banking 
Supervision (BCBS) announced 
its global framework of reforms 
“to strengthen global capital and 
liquidity rules with the goal of 
promoting a more resilient banking 
sector”, commonly known as Basel 

III. The incremental framework 
updates the existing Basel accords 
in a post–GFC environment.

According to BCBS, the objective 
of the reforms is to solidify the 
banking framework to make 
lenders more immune to global 
crises and therefore reduce overall 
impact on the wider economy. To 
do this, BCBS focuses on:

 › enhancing the quality and 
quantity of bank capital

 › addressing pro-cyclicality by 
introducing a framework for 
counter-cyclical capital buffers 
for banks

 › reducing banks’ leverage by 
introducing a leverage ratio

 › improving liquidity management 
by introducing short- and 
medium-term quantitative 
liquidity ratios.

A summary of the Basel III 
framework is outlined in the table.

Basel III Capital Requirements 
Start 2013

Liquidity Coverage Ratio 
(short-term liquidity 
standard) 
Start 2015

Net Stable Funding Ratio  
(medium- to long-term 
liquidity standard)  
Start 2018

Common 
Equity

Tier 1 
Capital

Total 
Capital

 › The Liquidity Coverage 
Ratio (LCR) will require 
banks to have sufficient 
high-quality liquid assets 
to withstand a 30-day 
stressed funding scenario 
that is specified by 
supervisors.

 › FIs stock of High Quality 
Liquid Assets (HQLA) and 
net cash outflows under 
an acute stress scenario 
lasting for one month to 
be greater than 100%. 

 › Due to insufficient supply 
of HQLAs in Australia, 
the RBA will provide a 
committed liquidity facility 
which, for a fee of 0.15% 
per annum (based on the 
size of the commitment), 
provides Australian FIs 
with liquidity support via 
the repo of non-HQLAs 
held in their liquidity 
portfolios.

 › The net stable funding 
ratio (NSFR) is a longer-
term structural ratio 
designed to address 
liquidity mismatches. It 
covers the entire balance 
sheet and provides 
incentives for banks to 
use stable sources of 
funding.

 › Assets receive a Required 
Stable Funding (RSF) 
factor based on liquidity.

 › Liabilities receive Available 
Stable Funding (ASF) 
factor based on perceived 
reliability over a 12-month 
period. 

 › ASF/RSF to be greater 
than 100%.

Minimum 4.5% 6% 8.0%

Conservation 
Buffer

2.5%

Minimum Plus 
Conservation 
Buffer

7.0% 8.5% 10.5%

Countercyclical 
Buffer

0–2.5% (revised in June 2012)

Would only apply in times of 
excessive credit growth

Systemically 
Important 
Financial 
Institutions

0–2.5%

+1.00% ‘surcharge’ which would 
apply to most SIFIs

3 IMF Working Paper: Bank Behaviour in Response to Basel III: A Cross Country Analysis, 2011; APRA’S Basel III Implementation rationale and 
impacts – Charles Littrell – 23 November 2011; CBA internal research
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held in their liquidity 
portfolios.

 › The net stable funding 
ratio (NSFR) is a longer-
term structural ratio 
designed to address 
liquidity mismatches. It 
covers the entire balance 
sheet and provides 
incentives for banks to 
use stable sources of 
funding.

 › Assets receive a Required 
Stable Funding (RSF) 
factor based on liquidity.

 › Liabilities receive Available 
Stable Funding (ASF) 
factor based on perceived 
reliability over a 12-month 
period. 

 › ASF/RSF to be greater 
than 100%.

Minimum 4.5% 6% 8.0%

Conservation 
Buffer

2.5%

Minimum Plus 
Conservation 
Buffer

7.0% 8.5% 10.5%

Countercyclical 
Buffer

0–2.5% (revised in June 2012)

Would only apply in times of 
excessive credit growth

Systemically 
Important 
Financial 
Institutions

0–2.5%

+1.00% ‘surcharge’ which would 
apply to most SIFIs

3 IMF Working Paper: Bank Behaviour in Response to Basel III: A Cross Country Analysis, 2011; APRA’S Basel III Implementation rationale and 
impacts – Charles Littrell – 23 November 2011; CBA internal research

Spotlight

24 Loan Market Update

CBA2123_150213_CGM687_INTERNALS_FIN.indd   24 1/02/13   4:45 PM

Capital
In Australia, the Australian 
Prudential Regulation Authority 
(APRA) released the final version of 
the Basel III capital reform package 
in September 2012. Headlining 
the reforms was the introduction 
of the countercyclical and capital 
conservation buffers and, most 
notably, a redefinition of the notion 

of regulatory capital in which 
common equity is now the main 
constituent of Tier 1 capital. 

Overall, much of the rhetoric 
on capital adequacy remains 
unchanged from 2011. Australian 
banks are starting from a strong 
capital position and are relatively 
well placed to meet the Basel III 

timetable. The Australian majors 
are reporting Basel III Core Equity 
Tier 1 ratios comfortably above the 
required minimum of 4.5% effective 
on 1 January 2013 and 7% 
effective from 1 January 2016. On 
an internationally harmonised basis, 
the capital position of Australian 
banks is markedly higher relative to 
APRA standards.

In contrast, European and US 
banks are lagging when it comes 
to building the required capital 
reserves and are likely to delay 
the Basel III implementation date 
of 1 January 2013 by at least six 
months. According to the latest 
report by the Basel Committee 
to the G20 in October 2012, “only 
eight of the 27 Basel Committee 
member jurisdictions have thus 
far issued final regulations” with 
Australia, China, Hong Kong, 
India, Japan, Saudi Arabia, 
Singapore and Switzerland the only 
jurisdictions adhering to the original 
Basel III implementation timeline. 
More importantly, less than a 
quarter of the ‘global systemically 
important financial institutions’ 
will be subject to Basel III capital 
regulations from the agreed  
start date. 

Liquidity Coverage Ratio
When the capital conservation 
buffer is phased in from 2016, 
APRA expects the banks studied 
to add sufficient equity to allow 
themselves an internal operating 

buffer over the Basel III 7% 
benchmark. This should be 
achievable by banks’ retained 
profits and reinvested dividends 
over the coming years. However, 
unlike capital, where Australia’s 
banks are demonstrably in excess 
of prescribed levels, Basel III’s 
liquidity standards represent a 
bigger challenge.

In early 2013, the oversight body 
of the Basel Committee (The 
Group of Governors and Heads 
of Supervision) agreed to a raft 
of amendments to the Liquidity 
Coverage Ratio (LCR) announced 
in 2010. Under the revisions, banks 
have been afforded more flexibility 
as to what constitutes High Quality 
Liquid Assets (HQLA). The broader 
range of eligible assets include 
corporate debt instruments rated 
A+ to BBB-, unencumbered 
equity and high-quality residential 
mortgage-backed securities. A 
graduated phase-in approach 
has also been agreed, requiring 
banks to meet only 60% of the 
LCR obligations in 2015 with a 
10 percentage point step-up 

until 2019. The outflow weighting 
of liquidity facilities provided to 
non-financial corporates has been 
reduced from 100% to 30%, while 
the outflow weighting of committed 
inter-financial (banks not under 
prudential supervision) credit 
facilities has also been cut from 
100% to 40%. 

Upon much conjecture, the Bank 
for International Settlements also 
alleviated much of the ambiguity 
around the definition of a liquidity 
facility, describing it “as any 
committed, undrawn back-up 
facility that would be utilised to 
refinance the debt obligations of a 
customer in situations where such 
a customer is unable to rollover 
that debt in financial markets”. 
General working capital facilities 
for corporate entities are still 
considered credit facilities. As 
per the draft standard, facilities 
extended to hedge funds, money 
market funds and special purpose 
funding vehicles will also be 
captured under the liquidity  
facility banner. 

ANZ CBA NAB WBC

Period Sep-12 Jun-12 Sep-12 Sep-12

     

Capital ratios (Basel II)     

Core Tier 1 (%) 8.84% 7.82% 8.29% 8.38%

Total capital (%) 12.20% 11.00% 11.67% 11.65%

     

Capital ratios (Basel III)     

Core Tier 1 (%) – APRA basis 8.00% 7.50% 7.91% 8.20%

Core Tier 1 (%) – International Basel basis 10.00% 9.80% 9.30% 10.60%

Source: Company data, CBA
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Where will liquidity  
come from? 
Towards the end of 2011, sentiment 
in offshore wholesale credit 
markets had deteriorated sharply, 
causing a material widening in the 
wholesale cost of funding for most 
global lenders. This was most 
pronounced for European banks, 
many of whom were directed 
to operate under a significantly 
reduced mandate for offshore 
lending. This tighter mandate saw 
many offshore banks take action 
to reduce their offshore balance 
sheet by limiting new lending, 
trimming existing loan positions 
and preserving capital. 

As we entered 2012, the question 
for many observers of the loan 
market was whether the void 
caused by many offshore banks 
rebalancing their loan portfolios 
(leading to a material reduction 
in available liquidity in the local 
market) would present a material 
risk for Australian borrowers, 
as they executed refinancing 
strategies or contemplated new 
money loan market raisings.

Certainly, some European banks 
have made a significant withdrawal 
of lending commitment from the 
Australian loan market over the 
past year. In the second quarter 
of 2012 alone, when the Eurozone 
debt crisis was at its peak, 
European banks withdrew some 
US$18 billion in loans from the 
domestic market, according to a 
Bank for International Settlements 
report. In the six months to June 
2012, the value of European bank 

lending to Australia had fallen by 
approximately US$28 billion, based 
on the same report. 

However, as was anticipated, 
strong liquidity and appetite from 
the Australian majors and Asian 
banks has covered the gap caused 
by the retreat of some European 
banks. The Japanese mega 
banks in particular increased their 
support of domestic borrowers 
as they sought to grow market 
share and broaden the scale of 
their Australian branch activity. In 
addition to these Japanese banks, 
other Asian banks were a viable 
source of liquidity for Australian 
borrowers, with Singaporean and 
Taiwanese banks in particular 
eager to participate in high-quality 
Australian issues.

The capacity of the Australian 
majors and the Asian banks has 
ensured that relative to borrower 
demand, prevailing domestic 
market liquidity has been strong. 
However, it should be noted 
that market capacity was not 
significantly tested outside the 
project finance space during 
2012. There was a distinct lack 
of demand for loans as domestic 
borrowers had largely addressed 
immediate maturities in late 2011, 
or strategically issued in other debt 
markets to diversify funding and 
extend their duration. 

It will be interesting to observe the 
capacity of the loan market from a 
liquidity perspective as risk appetite 
re-emerges, driving a sustained 
increase in borrower demand. 
While increased demand will test 

prevailing liquidity, the success 
of transactions such as Origin 
Energy’s A$2.4 billion syndicated 
refinancing in 2012 is evidence that 
the loan market will continue to 
provide borrowers with reliable deal 
execution.

Onshore Investors
Domestic Banks
The Australian majors increased 
their share of total commitments 
in syndicates from 46% in 2010 
to 55% at the end of 2011, as 
some offshore lenders (particularly 
European banks) started to 
rebalance their loan portfolios 
away from the domestic market. 
The retreat of some European 
banks from the domestic market 
continued over 2012; however, 
the contribution of offshore 
banks was sourced from Asian 
banks, particularly the Japanese 
mega banks. Overall, the 
Australian majors continued to 
support domestic borrowers, 
and were responsible for 51% 
of total commitments in 2012, 
the remaining portion taken up 
by foreign banks and other loan 
market investors.

Sufficient Liquidity 
in the Loan Market.
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report. In the six months to June 
2012, the value of European bank 

lending to Australia had fallen by 
approximately US$28 billion, based 
on the same report. 

However, as was anticipated, 
strong liquidity and appetite from 
the Australian majors and Asian 
banks has covered the gap caused 
by the retreat of some European 
banks. The Japanese mega 
banks in particular increased their 
support of domestic borrowers 
as they sought to grow market 
share and broaden the scale of 
their Australian branch activity. In 
addition to these Japanese banks, 
other Asian banks were a viable 
source of liquidity for Australian 
borrowers, with Singaporean and 
Taiwanese banks in particular 
eager to participate in high-quality 
Australian issues.

The capacity of the Australian 
majors and the Asian banks has 
ensured that relative to borrower 
demand, prevailing domestic 
market liquidity has been strong. 
However, it should be noted 
that market capacity was not 
significantly tested outside the 
project finance space during 
2012. There was a distinct lack 
of demand for loans as domestic 
borrowers had largely addressed 
immediate maturities in late 2011, 
or strategically issued in other debt 
markets to diversify funding and 
extend their duration. 

It will be interesting to observe the 
capacity of the loan market from a 
liquidity perspective as risk appetite 
re-emerges, driving a sustained 
increase in borrower demand. 
While increased demand will test 

prevailing liquidity, the success 
of transactions such as Origin 
Energy’s A$2.4 billion syndicated 
refinancing in 2012 is evidence that 
the loan market will continue to 
provide borrowers with reliable deal 
execution.

Onshore Investors
Domestic Banks
The Australian majors increased 
their share of total commitments 
in syndicates from 46% in 2010 
to 55% at the end of 2011, as 
some offshore lenders (particularly 
European banks) started to 
rebalance their loan portfolios 
away from the domestic market. 
The retreat of some European 
banks from the domestic market 
continued over 2012; however, 
the contribution of offshore 
banks was sourced from Asian 
banks, particularly the Japanese 
mega banks. Overall, the 
Australian majors continued to 
support domestic borrowers, 
and were responsible for 51% 
of total commitments in 2012, 
the remaining portion taken up 
by foreign banks and other loan 
market investors.

Sufficient Liquidity 
in the Loan Market.
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Domestic Banks vs. International
Banks Commitments

Domestic; 51%International; 49%

Source: Thomson Reuters LPC

In 2012, loan market liquidity and 
appetite was sound, although 
low borrower demand did 
not significantly test market 
capacity. Minimal event-driven 
activity ensured low demand for 
underwriting, notwithstanding that 
underwriters remained open to 
considering opportunities. Qube 
Logistics (A$550 million) and 
Whitehaven Coal (A$1.2 billion) 
had underwritten transactions 
that were well subscribed by 
bank investors. There is a distinct 
trend suggesting that borrowers 
will come to the loan market 
earlier to refinance upcoming 
debt maturities, and liquidity 
remains sufficient to meet funding 
requirements, although there 
is always a relatively notable 
refinancing task ahead in 2013 
and 2014. Refinancing strategies 
need to consider the composition 
of the bank group and if any 
existing European banks will 
continue to provide balance 
sheet support. Any replacement 
commitment (if required) will likely 
involve the Australian majors or 
Asian banks stepping up to fill  
any funding shortfall.

Two questions are central to the 
loan market outlook in the coming 
year. Firstly, what will be the impact 
on the market in terms of liquidity 
and capacity as risk appetite re-
emerges at a macro level, driving 
a sustained increase in borrower 
demand? While increased demand 
will test prevailing liquidity, we 
anticipate that the loan market 
will continue to provide reliable 
execution for domestic borrowers 

as has been the case in past 
years. It is also possible that higher 
demand may influence pricing 
outcomes.

The second question is if 
global conditions were to again 
deteriorate, resulting in increased 
volatility in wholesale funding 
markets, will the Australian majors 
alone be able to fill the gap left by 
retreating offshore banks? With 
some US$178.5 billion in debt 
maturities over the next three years, 
the funding task for corporates is 
significant and relies somewhat 
on access to multiple markets. If 
global uncertainty was to return, 
causing debt markets to close, 
borrowers will look to the loan 
market to provide support. The 
other part of the equation is that 
volatility typically impacts banks’ 
cost of funds with consequential 
impacts on the cost and price 
of liquidity. As we have seen 
over the past few years, the loan 
market remains open throughout 
these cycles (with an adjustment 
in pricing reflecting supply and 
demand drivers) to supporting 
corporates. The Australian majors 
are key in this respect. 

Foreign Banks with  
Domestic Branches
As described earlier, the retreat of 
some European banks has been 
due to domestic concerns in the 
Eurozone increasing funding costs 
for lenders in those jurisdictions. 
The mid-year actions of the US 
Federal Reserve and European 
Central Bank to stabilise market 
conditions has improved liquidity 
and cost of funds for most 
European banks. While that is 
the case, the cost of A$ funding 
remains elevated and their offshore 
investment mandates remain 
severely curtailed. In the near term, 
it’s likely that European banks will 
participate in onshore financings 
on a selective basis (most likely in 
support of long-term relationships 
with tangible ancillary business). 
At a macro level, there is unlikely 
to be a material increase in 
European banks deploying balance 
sheets in the domestic market. 

Offshore lending activities are 
increasingly becoming a non-core 
aspect relative to lending from a 
bank’s core franchise in home 
jurisdictions. 

The secondary market activity 
by European banks in late 2011 
abated over the year as the relevant 
institutions reached their sell-down 
targets. However, the heightened 
capital requirements arising out of 
Basel III are expected to remain top 
of mind when managing existing 
lending commitments and potential 
new lending. 

The North American banks 
remained active in the domestic 
loan market, albeit not to the 
extent that they were before the 
GFC. Banks offer balance sheet 
usage to key clients for strategic 
reasons where equity, advisory or 
debt capital market mandates are 
available. US banks have emerged 
after the GFC in a relatively sound 
capital position. Critically, they 
have their offshore investment 
mandate intact, and are expected 
to support long-term corporate 
relationships. The Canadian banks 
have been active, particularly in 
the infrastructure sector in support 
of key Canadian borrowers like 
Ontario Teachers’ Pension Plan 
(NSW Desalination Plant). Some 
Canadian banks showed strong 
appetite for Australian corporate 
and project finance credit across 
the spectrum. 

With respect to leveraged buyout 
(LBO) financings, European banks’ 
presence within syndicates has 
declined as mandates for LBO 
financing are viewed as non-core 
activities. European banks such 
as RBS and BOS were strong 
lenders to private equity financings; 
however, over the past year they 
have essentially withdrawn from 
this asset class.

While the loss of this lending 
capacity has made LBO financing 
more challenging, transactions 
continue to be completed with the 
domestic majors, the Japanese 
mega banks, the US investment 
banks and a select group of other 
lenders. In addition, there is interest 
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from Taiwanese banks attracted 
by the relative yield opportunity. 
Institutions such as Challenger and 
Babson are playing an increasing 
role in LBO financing, driven by 
sound transaction structures 
and attractive yield. We expect 
institutional investors to be an 
increasing presence in LBO 
financings as they are an important 
source of liquidity in a sector where 
prevailing liquidity is relatively tight, 
limiting the total pool of liquidity that 
can support LBO-style financing. 

Institutional Investors
While developing from a low 
base, it is clear that institutional 
investors are playing a greater role 
in syndicates. A good example 
was the participation by IFM and 
Westbourne Capital alongside 
banks in the ConnectEast 
transaction, with these lenders 
providing seven-year money.

Within the infrastructure and 
project finance sectors, where 
assets typically have a longer life, 
these borrowers suit longer dated 
liabilities. With Basel III rules making 
longer dated maturities more 
challenging for bank investors, 
there is an opportunity for 
institutions to participate in these 
syndicates to provide the longer 
tenors that these sectors prefer. 

While we anticipate that institutional 
investors will play a greater role 
in the market, there remain 
some challenges that need to be 
addressed for further development 
to occur. These challenges include 
a lack of primary issuance limiting 
supply and the lack of developed 
secondary markets, which 
limits the ability to manage loan 
exposures. The local industry is 
taking active measures to address 
these challenges and stimulate 
greater participation by institutions.

Given the heightened focus on loan 
market liquidity in light of reduced 
offshore lender participation and 
the impacts of Basel III, institutional 
investors may refocus attention on 
the loan market as a viable asset 
allocation class. A number of new 

funds are being established with 
a view to investing in loans. With a 
significant pipeline of infrastructure 
and project financing transactions 
(including PPPs) expected to 
materialise in 2013 and beyond, 
activity from institutional investors 
within this sector, particularly in 
transactions that are ‘bond-like’ in 
structure, will continue to build. 

Export Credit Agencies (ECAs)
This investor group has 
been actively supporting the 
infrastructure and mining sectors. 
The role of ECAs is to promote  
the country’s export of capital 
goods and support the supply  
of natural resources inputs. ECAs 
can support financing by providing 
bank guarantees, direct lending,  
or credit enhancement on an 
unfunded basis. 

The growing importance of this 
investor class was demonstrated 
in 2012, with its significant 
participations in ‘jumbo’ LNG 
transactions such as the US$20 
billion Inpex Ichthys LNG Project 
and the US$8.5 billion APLNG 
deal. With a significant number 
of transactions expected to hit 
the market in 2013, particularly in 
the natural resources and mining 
space, there is real potential to 
develop ECA support for Australian 
financing facilities. 

These entities are a stable funding 
source, and can provide large 
loans to fund transactions. ECA 
participation in debt facilities may 
provide opportunities for bank 
investors to reallocate exposures, 
freeing up future capacity to assist 
borrowers in more traditional loan 
financing requirements.

Asian Investors in the 
Australian Loan Market
The Asian loan market remains 
a proven source of liquidity for 
Australian corporates. Backed by 
strong deposits, Asian banks were 
less impacted by the GFC, and with 
abundant liquidity, Asian lenders 
were keen to diversify funding into 
other offshore markets.

Key markets for Australian 
corporate borrowers have 
traditionally been Singapore, Hong 
Kong, China and Taiwan, with key 
participants being the domestic 
Asian banks and North American 
and European banks based in the 
region. Banks across these centres 
have shown strong support for 
Australian issuers over the past 
decade. This support and appetite 
for Australian credit is expected to 
continue in the short to medium 
term, particularly given that Asian 
economies will likely remain robust 
for some time. 

Asian investors will typically look for 
the following deal attributes:

 › Strong investment-grade rating 
(preferably S&P/Moody’s) or 
investment-grade equivalent if 
unrated

 › Appropriate pricing reflecting 
prevailing market conditions

 › Tenor of up to five years for 
corporate deals and possibly 
seven years for project finance 
and PPP transactions

 › Term-drawn facilities in 
preference to revolving facilities, 
although Asian banks have been 
willing to commit to A$ revolving 
tranches over the past year (for 
example, in the Origin Energy 
transaction)

 › Flexible currencies and/or 
designated specific currency 
tranches allowing investors to 
fund in desired currencies to 
widen the investor base.

Highlights for 2012 Australian 
syndications into Asia included:

 › Origin Energy’s A$2.4 billion 
4 and 5 year financing, which 
targeted onshore and offshore 
liquidity and was four times 
oversubscribed

 › Macquarie Bank’s A$250 
million 3 year refinancing. The 
deal mandated three Taiwanese 
banks as leads and attracted 
strong support from Taiwanese 
investors, which allowed the 
financing to be upsized from the 
A$200 million originally sought. 

Spotlight

28 Loan Market Update

CBA2123_150213_CGM687_INTERNALS_FIN.indd   28 1/02/13   4:45 PM



from Taiwanese banks attracted 
by the relative yield opportunity. 
Institutions such as Challenger and 
Babson are playing an increasing 
role in LBO financing, driven by 
sound transaction structures 
and attractive yield. We expect 
institutional investors to be an 
increasing presence in LBO 
financings as they are an important 
source of liquidity in a sector where 
prevailing liquidity is relatively tight, 
limiting the total pool of liquidity that 
can support LBO-style financing. 

Institutional Investors
While developing from a low 
base, it is clear that institutional 
investors are playing a greater role 
in syndicates. A good example 
was the participation by IFM and 
Westbourne Capital alongside 
banks in the ConnectEast 
transaction, with these lenders 
providing seven-year money.

Within the infrastructure and 
project finance sectors, where 
assets typically have a longer life, 
these borrowers suit longer dated 
liabilities. With Basel III rules making 
longer dated maturities more 
challenging for bank investors, 
there is an opportunity for 
institutions to participate in these 
syndicates to provide the longer 
tenors that these sectors prefer. 

While we anticipate that institutional 
investors will play a greater role 
in the market, there remain 
some challenges that need to be 
addressed for further development 
to occur. These challenges include 
a lack of primary issuance limiting 
supply and the lack of developed 
secondary markets, which 
limits the ability to manage loan 
exposures. The local industry is 
taking active measures to address 
these challenges and stimulate 
greater participation by institutions.

Given the heightened focus on loan 
market liquidity in light of reduced 
offshore lender participation and 
the impacts of Basel III, institutional 
investors may refocus attention on 
the loan market as a viable asset 
allocation class. A number of new 

funds are being established with 
a view to investing in loans. With a 
significant pipeline of infrastructure 
and project financing transactions 
(including PPPs) expected to 
materialise in 2013 and beyond, 
activity from institutional investors 
within this sector, particularly in 
transactions that are ‘bond-like’ in 
structure, will continue to build. 

Export Credit Agencies (ECAs)
This investor group has 
been actively supporting the 
infrastructure and mining sectors. 
The role of ECAs is to promote  
the country’s export of capital 
goods and support the supply  
of natural resources inputs. ECAs 
can support financing by providing 
bank guarantees, direct lending,  
or credit enhancement on an 
unfunded basis. 

The growing importance of this 
investor class was demonstrated 
in 2012, with its significant 
participations in ‘jumbo’ LNG 
transactions such as the US$20 
billion Inpex Ichthys LNG Project 
and the US$8.5 billion APLNG 
deal. With a significant number 
of transactions expected to hit 
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liquidity and was four times 
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 › Macquarie Bank’s A$250 
million 3 year refinancing. The 
deal mandated three Taiwanese 
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Investor Analysis by Country/Investor 

Country/Investor Key Investor Features

Hong Kong/ 
Chinese Banks

 › Chinese banks continue to be active in transactions involving a Chinese SOE or 
Chinese-related entity (e.g. EnergyAustralia, which is owned by CLP).

 › Focused on project financing transactions and on transactions where there is a strong 
Asian or Chinese angle (Inpex Ichthys LNG Project, Whitehaven Coal).

 › Activity in 2012 was somewhat restricted by tight prevailing domestic monetary policy 
administered through the Reserve Requirement Ratio. This key ratio has been eased 
significantly over the second half of 2012 so it is possible that Chinese banks may be 
more active in the year ahead. 

Japanese Banks  › The three major Japanese banks (Bank of Tokyo-Mitsubishi, Mizuho and Sumitomo 
Mitsui) have good appetite for Australian deals and are often willing to commit at the top 
ticket levels. 

 › Stepped up lending to domestic borrowers as some European banks withdrew the 
scale of their lending commitment.

 › Focused on strong investment-grade corporates and project financing. 

 › Outside the three major Japanese banks (which are indifferent on currency), ¥ or US$ 
funding is preferred.

Singapore/SEA 
Banks

 › The three major Singaporean banks were active players in Australia in 2012, 
participating in corporate deals (Origin Energy and EnergyAustralia) and project 
finance transactions (APLNG).

 › Deals with links to Asia are preferred (CLP Australia, EnergyAustralia, Optus and 
SPI).

 › Local currency liquidity will remain strong in 2013; however, the ability to fund A$ cost-
effectively is tied to US$ funding costs so any escalation in US$ cost of funding will 
impact the ability to lend A$ to domestic borrowers.

Taiwanese Banks  › General liquidity pool of US$150–200 million out of 20-plus banks, and strong 
preference towards corporate borrowers with investment-grade rating (Origin Energy), 
but less experience in project finance or the PPP sector.

 › Keen to participate in FI or NBFI deals (Macquarie Bank).

 › Cost of funding is tied to US$ so any escalation in US$ cost of funding will impact 
ability to lend A$ to domestic borrowers. While the cost of US$ funding has eased and 
therefore the minimum A$ pricing expectations, banks are typically looking for minimum 
pricing of 200 bps to be able to meet minimum return requirement. 

 

This support and appetite for Australian credit is 
expected to continue in the short to medium term.
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Spotlight

Investor Analysis by Country/Investor 

Country/Investor Key Investor Features

European/UK 
Banks

 › Presence varies from Australian branch representation, to local representative office 
with a branch based in either Hong Kong or Singapore, to Asian-based representation 
only.

 › Many banks are now directed to operate under a significantly reduced offshore 
mandate. This tighter mandate has seen many European banks reduce their offshore 
balance sheet by limiting new lending, trimming existing loan positions and preserving 
capital. 

 › Expect a selective approach to lending based on existing relationships, and/or focus on 
specific industry sectors. Most activity is in the investment-grade credits.

 › Certain European banks are demonstrating a strong preference for project and 
infrastructure finance.

 › Some European banks have pulled back from leveraged markets but remain focused 
on investment-grade borrowers.

North American 
Banks

 › Key North American bank investors are predominantly represented in the Australian 
loan market.

 › They are typically selective, preferring to support existing relationships and/or focus on 
specific industry sectors.

 › Will look for ancillary business, particularly capital markets issuers (ECM and DCM).

 › Certain Canadian banks are demonstrating strong preference for project and 
infrastructure finance. 

Institutional 
Investors

 › Includes superannuation funds, hedge funds, insurance organisations and specialist 
debt funds.

 › Very selective, looking for yield, steady and stable return with limited volatility.

 › Prefer fully drawn term loans; do not like to manage revolving facilities that also affect 
yield.

 › Do not like tenors of less than three years; no issues with providing longer tenor debt. In 
fact, this is their preferred option.

 › Active in infrastructure and project finance, property and private equity transactions.

 › Institutional participation alongside banks in ConnectEast; providing seven-year money 
was noteworthy and potentially more prevalent going forward.
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Secondary Loan  
Market Has  
Room to Grow.
Improvements Needed in 
the Australian Secondary 
Loan Market 
In 2011, the Australian secondary 
loan market sprang to life, albeit 
in its infancy when compared 
to other offshore secondary 
loan markets such as the US 
and Europe. At that time, the 
secondary loan market was 
searching for its strategic place 
and purpose in the Australia 
loan market. The secondary loan 
market has since evolved but there 
are significant areas to improve 
and grow.

The key impediments to developing 
the secondary loan market are the 
size of the Australian syndicated 
loan market, the predominance 
of ‘relationship’ lending and the 
perceived illiquidity of the loan 
market. The size of the loan market 
is relevant when considering the 
demand for loans and the need 
to free up capacity or circulate 
loan products to fulfil borrowing 
requirements. The Australian loan 
market is relatively small compared 
to the US and European loan 
markets, and banks in Australia 
are still seeking to increase loan 
balances. A review of ‘relationship’ 
lending in Australia would highlight 
the significant relationship value 
a bank and borrower places 
on a continued and sizeable 
commitment, acting as a gateway 
to other ancillary fee income 

opportunities. The perceived 
illiquidity of the Australian loan 
market is somewhat of a circular 
argument. 

For some years the Asia Pacific 
Loan Market Association (APLMA) 
has discussed, presented and held 
round-table sessions on how to 
improve the Australian loan market. 
A recurring theme is the perceived 
illiquidity of the loan market and 
the need to further develop the 
secondary loan market. Banks 
globally are facing significant 
changes to their operating 
environments such as the 
increasing cost of funds and capital 
charges. It is evident from these 
changes that banks will need to 
actively manage their loan portfolio 
and require greater velocity of their 
balance sheets. More recently, at 
the APLMA Institutional Investor 
Seminar held in Melbourne in 
October, it became abundantly 
clear that the institutional investor 
market will only evolve once a fully 
functioning secondary loan market 
can be demonstrated. 

A key weakness of the secondary 
loan market is the lack of a 
reliable and accurate measure of 
secondary loan volumes. Some 
media agencies have approached 
a number of banks to monitor 
secondary loan activity, although 
access to data is limited and 
fraught with inconsistencies. 
Commonwealth Bank, together 

with a number of active secondary 
loan market participants, is seeking 
to establish a more reliable, 
independent source of volume data.

In 2013, it is anticipated that 
the secondary loan market will 
continue to be active. Secondary 
loan traders will continue with a 
high number of low value trades, 
especially in distressed names. 
Attention should be given to banks 
active in the secondary loan market 
which are seeking to increase their 
own loan portfolios, notably from 
Asian banks in search of new credit 
opportunities as they grow their 
Australian loan books in size and 
revenue. Targeted acquisitions of 
loans in the secondary loan market 
may present opportunities to 
improve returns without a cost 
to the underlying borrower.

The institutional 
investor market will 
only evolve once 
a fully functional 
secondary 
loan market is 
demonstrated.
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Spotlight

Bumper Year for  
Project Finance,  
Infrastructure and  
Natural Resources.
Project Finance Volumes 
Double on 2011
After a record year in 2011, the 
project finance market and related 
sectors (infrastructure, energy 
and power, and metals, mining 
and equipment) had another 
phenomenal year. Despite the 
global issues affecting corporate 
activity, project finance volumes 
reached new highs, doubling 
the volumes raised in 2011. The 
sector was underpinned by large 
LNG financings, refinancing of 
brownfield assets and government 
asset privatisations.

Social Infrastructure
2012 represented another strong 
year for the Australian and New 
Zealand PPP sector, with the 
following projects successfully 
closing: Wiri Prison in New 
Zealand, Eastern Goldfields 
Prison in Western Australia and 
Sunshine Coast Hospital in 
Queensland. But not everything 
in the Australian PPP sector 
was rosy. The Ararat Prison 
project was put on hold when the 
builder, St Hilliers Construction, 
was placed into voluntary 
administration. Nonetheless, 
banks have appointed a new 
builder, Brookfield Multiplex, to 

recommence construction. The 
pipeline of PPP transactions will 
continue into 2013 with financing 
being finalised for the Sydney 
International Convention Centre 
and the New Bendigo Hospital. 

Energy and Power
Despite the introduction of the 
carbon pricing scheme, some 
borrowers in the energy and 
power sector were well supported 
by the loan market, while others 
addressed their impending 
maturities through other means. 

The wave of financings for wind 
projects continued in 2012, with 
refinancing completed for Wattle 
Point Holdings, Woolnorth 
Wind Farms, Gunning Wind 
Developments and an acquisition 
line for Hallett 5. Energy 
retailers Origin Energy and 
EnergyAustralia both refinanced 
upcoming maturities in the loan 
market and both transactions 
closed oversubscribed. Origin 
Energy once again accessed 
the Asian loan markets for its 
financing needs. As one of the 
few Australian borrowers to test 
this market in 2012, the move 
was a great success, with the 
facility four times oversubscribed 
and 38 lenders forming the final 

bank group. EnergyAustralia 
launched its syndication with a 
target size of A$500 million but 
the overwhelming response from 
banks meant the facility closed at 
A$750 million. Refinancings were 
completed for DBNGP Finance 
Co, EPIC Energy Australia, 
ElectraNet and Loy Yang B. 
Loy Yang A had been acquired 
by AGL, which purchased the 
remaining 67% and loan notes 
issued by Great Energy Alliance 
Corporation that it did not already 
own. Hazelwood Power Station 
had debt of A$652 million maturing 
in 2012 but with challenging 
regulatory and investment 
conditions, GDF Suez opted to 
repay this debt.

The Australian and New Zealand 
loan market typically provides 
funding of up to seven years for 
project finance transactions. 
However, this was not the case for 
APLNG and the Inpex Ichthys 
LNG Project. Both facilities have  
a maturity of 16 years and together 
raised US$28.5 billion. Financial 
close was achieved with the 
support of export credit agencies 
(ECAs). In the APLNG transaction, 
sponsored by Origin Energy, 
Conoco Phillips and Sinopec, 
two ECAs and 16 lenders provided 
the US$8.5 billion loan.
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Spotlight
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Double on 2011
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In the Inpex Ichthys LNG Project 
transaction, eight ECAs provided 
US$11.2 billion in direct loans and 
guaranteed commercial loans, and 
24 lenders provided US$4.8 billion. 
Sponsors provided US$4 billion in 
direct loans. The success of these 
transactions is a testament to the 
strong experience of the sponsors 
and banks willing to lend to the 
fast-growing gas sector. 

Ports
A number of ports in Australia 
and New Zealand financed core 
debt requirements and capex 
programs. In New Zealand, 
CentrePort refinanced existing 
debt. In Australia, Port of Portland 
raised A$70 million to fund capex 
and Port of Brisbane refinanced 
in the loan market, raising A$600 
million, and accessed the USPP 
market to raise US$550 million for 
10-, 12- and 15-year maturities. 
Adani Abbot Point refinanced 
its one-year acquisition bridge 
provided to the Adani Group in 
May 2011, which was used to fund 
its successful bid for the Abbot 
Point Coal Terminal sold by the 
Queensland Government.

Roads
Brownfield road assets across 
Australia were refinanced in 2012. 
These included Interlink Roads 
for the M5, WSO Finance for the 
M7 and ConnectEast for Eastlink, 
which connects Melbourne’s 
Eastern Freeway to the Frankston 
Freeway. For both WSO Finance 
and Interlink, the refinance 
involved tenors up to five years. 
ConnectEast raised a seven-year 
tranche which was supported by 
institutional investors.

Privatisations
In 2012, the South Australian 
Government sold its forestry 
assets to Campbell Bros and the 
Future Fund, one of world’s largest 
timber investment managers. The 
transaction was supported by 
three banks committing a total of 
A$155 million. During the year, the 
New South Wales Government 
started the sale process for Port 

Botany and Port Kembla, with 
some suggesting that, combined, 
the Government could raise A$3 
billion. In addition to the port sales, 
the New South Wales Government 
has started bilateral negotiations 
on the first tranche of the gentrader 
power generation assets. It is likely 
that an announcement will be made 
in 2013 naming the preferred bidder 
for these power stations.

Natural Resources
Volatility in commodity prices, 
liquidity concerns and large capex 
programs for smaller players 
(which faced a stalled equity capital 
market for funding) all contributed 
to an interesting year for the natural 
resources industry. Despite the 
rocky year, final volumes attributed 
to the industry represented 10% of 
the overall loan market volume. 

Iron ore producers had the most 
difficulty accessing the loan market 
and as such opted to raise funds in 
other markets. Fortescue Metals 
Group accessed the Term Loan 
B market and successfully raised 
US$5 billion, upsizing from the 
original target of US$4.5 billion, 
with no earnings-based covenants. 
This market with its covenant-lite 
structure represented an attractive 
alternative to the loan market. Soon 
afterwards, Atlas Iron approached 
this market for US$325 million. 
However, multiple increases in the 
margin were needed to secure 
the facility. The facility was later 
downsized to US$275 million and 
an undrawn A$50 million revolving 
facility was put in place. 

Mining services companies were 
well supported by the loan market, 
seeing activity from Ausdrill, 
Emeco Holdings and Clough. 
In December, MacMahon 
Holdings began a sales process 
on its construction business, 
focusing on a return to being 
a dedicated full-service mining 
contractor. Oil and gas producer 
Oil Search approached the loan 
market for US$400 million. With 
the overwhelming response from 
existing and new banks, the 
transaction was upsized to  
US$500 million. 

Whitehaven Coal looked to the 
loan market by launching the 
largest underwritten transaction 
in the Australian loan market for 
2012. The A$1.2 billion four-year 
facility will replace existing bank 
facilities and will be used for 
general corporate purposes and 
capex, including developing the 
Maules Creek project. Arrium 
also accessed the loan market, 
raising US$330 million to refinance 
existing debt. The facility was well 
received by the market, closing 
oversubscribed and allowing the 
facility to be upsized. BC Iron 
also successfully raised a A$130 
million, five-year acquisition facility 
for an additional 25% interest in the 
Nullagine Iron Ore JV.

Outlook
The strong pipeline for project 
finance, infrastructure and natural 
resources will continue in 2013, 
given such lending is viewed 
as a defensive investment in a 
risk-averse world. Banks, ECAs 
and institutional investors will 
continue to support their funding 
requirements of upcoming projects. 
With overall bank funding costs 
contracting over the year, it remains 
viable to support longer tenor 
project finance debt.

The A$10 billion Roy Hill project 
will commence its financing plan in 
2013. It will attempt to borrow up to 
A$7 billion and seek support from 
ECAs, Australian majors and other 
financial institutions. Hancock 
Prospecting owns 70% of Roy 
Hill, with the remainder owned by 
South Korea’s Posco and STX, 
Japan’s Marubeni and Taiwan’s 
China Steel Corporation. 

While new money transactions are 
expected to be low, the refinancing 
pipeline for the metals, mining and 
equipment, energy and power, 
and infrastructure sector accounts 
for over 40% of loan maturities 
over the next three years. This will 
likely form the basis of loan market 
activity going forward.
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Spotlight

Refinancing the  
Focus for Property  
Borrowers.
Second Most Active 
Sector After Energy  
and Power
Over the past four years, 
property borrowers focused on 
strengthening balance sheets 
and reducing leverage after the 
debt-fuelled growth period leading 
up to the GFC in 2007. The level 
of gearing has now fallen and 
property valuations are starting 
to increase, giving the sector an 
opportunity to refocus on growth 
opportunities.

In 2012, property borrowers 
accounted for 13.8% (US$14.5 
billion) of total loan market volumes, 
the second most active sector in 
the loan market after the energy 
and power sector. 

The 2012 sector volumes represent 
a 33% decline on 2011 sector 
volumes (US$21.7 billion). This 
was not necessarily a reflection on 
the level of loan activity as these 
statistics only capture syndicated 
loan volumes rather than total bank 
loans committed during the period. 
In addition to strengthening balance 
sheets, a key component of the 
higher rated property borrowers’ 
debt management initiatives was 
to refinance their syndicated debt 
facilities with bilateral facilities, 
which were not captured in these 
loan market statistics. Westfield 
Group refinanced its global 
syndicated facility in a series of 
discreet bilateral facilities, exiting 

the syndicated loan market for the 
first time in close to a decade.

Refinancing continues to dominate 
activity (representing 78% of 
2012 volumes). Borrowers have 
continued to rebalance terms and 
conditions and simplify borrowing 
structures. They have increasingly 
sought to establish a debt funding 
platform providing for regular debt 
issuance across multiple debt 
markets.

Lower Cost of Capital Driving 
Sector Activity
The reduction in the cost of capital 
for the Property sector has been 
demonstrated by the ASX sector 
performance up 26% over 2012, 
the interest rates falling in line with 
the cash rate and debt margins 
slightly lower.

For the past 12 months, one of the 
key impediments to acquisition 
activity has been the share price 
discount to the net tangible asset 
(NTA) value. As equity values 
increased over 2012, the discount 
to NTA has reduced significantly 
from 11.9% to 2.7%. This provides 
opportunities for buyers and sellers 
to reach equilibrium and creates 
flexibility to fund acquisitions with 
debt and equity.

Interest rates (with reference to the 
90-day bank bill swap rate) have 
largely followed Reserve Bank of 
Australia (RBA) movements. The 
RBA cut the cash rate from 4.25% 

to 3.00%, with the bank bill swap 
rate falling from 4.47% to 3.07% 
– a 1.40% benefit. Unfortunately, 
the sector is highly hedged, with 
interest rates hedged on average to 
around 80%. Therefore, only new 
borrowings or issuances have the 
immediate benefit of lower interest 
rates as borrowers have been 
reluctant to use capital to close 
out-of-the-money hedge positions.

Property borrowers have also taken 
advantage of lower credit margins, 
largely driven by the improvement 
in the strength of balance sheets 
and the lower level of gearing. As 
credit profiles improve, appetite 
from the bank loan market is 
significantly more competitive, with 
benefits translating into lower credit 
margins. The lack of demand for 
bank loans seems to be fuelling the 
pricing competition.

The lowering cost of capital has 
been the catalyst for acquisition 
activity reaching $14.2 billion 
in 2012, the highest level in the 
past five years (albeit well short 
of the 2007 peak). For many 
property borrowers, their current 
gearing levels would provide for 
debt-funded acquisitions without 
adversely impacting their credit 
profile or credit margins. Despite 
property borrowers’ ability to fund 
acquisitions with debt and the 
banks’ willingness to provide the 
funding, with elevated equity values 
and prices heading towards a 
premium to their NTA values, large 
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been the catalyst for acquisition 
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past five years (albeit well short 
of the 2007 peak). For many 
property borrowers, their current 
gearing levels would provide for 
debt-funded acquisitions without 
adversely impacting their credit 
profile or credit margins. Despite 
property borrowers’ ability to fund 
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funding, with elevated equity values 
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premium to their NTA values, large 
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acquisitions may be funded in part 
with new equity.

Offshore and unlisted institutional 
investment dominated acquisition 
activity throughout 2012, notably 
the finalisation of the acquisition 
by the Charter Hall Group–led 
consortium of the Charter Hall 
Office REIT, including large offshore 
pension and sovereign funds.

Alternative Debt Markets Open 
to Property
As part of the broader debt 
management strategies 
observed, the common trend is 
for investment-grade borrowers 
to diversify their funding sources 
and reduce their reliance on the 
syndicated loan market. The 
domestic bond market has been 
the alternative debt market of 

choice with a far greater level of 
issuance by volume and deals, 
compared to the US Private 
Placement and US144A markets. 
A significant percentage of this 
funding has been used to replace 
loan funding.

Prudent property borrowers have 
increasingly sought to access 
alternative capital markets more 
regularly, albeit for smaller volumes 
than historically. The focus has 
been on extending the debt 
duration, commonly at comparative 
competitive pricing levels.

The Australian loan market will 
continue to work in tandem with 
these alternative debt markets. 
Australian bank funding at tenors 
less than five years is significantly 
more competitive, but alternative 
debt markets are significantly more 

competitive when it comes to 
longer tenors.

Outlook
With the refinancing task relatively 
benign over the next few years, it 
is expected loan market activity 
will be driven by events or 
acquisitions. Market conditions 
lend themselves to an increased 
level of acquisition activity, which 
will be funded primarily by the loan 
markets. Over the longer term, 
property borrowers will continue 
to diversify their funding sources 
from the syndicated loan market 
to alternative debt markets that 
offer longer duration. The loan 
markets will continue to offer 
competitive pricing as banks target 
limited lending opportunities and 
volume and tenor competition from 
alternative debt markets.

Loan Market Update 35

CBA2123_150213_CGM687_INTERNALS_FIN.indd   35 1/02/13   4:45 PM



Spotlight

A Quiet Year for  
Media and  
Telecommunications.
Sector in a Constant  
State of Flux
NBN Co, Convergence and 
Finkelstein inquiries, public 
interest tests, spectrum 
auctions, pay walls, digital-only 
formats – the list goes on. The 
media and telecommunications 
sector continues to experience 
unprecedented and dramatic 
change in Australia and globally. 
This presents opportunities for 
some and threats for others as 
traditional concepts and business 
platforms are increasingly 
challenged and pressured to 
change. 

Compounding these numerous 
demands is a fragmented and 
weak advertising market on the 
back of constrained domestic 
and global business confidence. 
It will remain a testing time for 
participants in the foreseeable 
future as a major turnaround 
in business sentiment and the 
advertising market is unlikely in 
the near term and the channels for 
advertising spend are expanding.

While the media and 
telecommunications sector 
continues to operate in a still 
outdated policy and regulatory 
framework, change is on 
the horizon. However, many 
have questioned whether the 
recommendations – for instance, 
the Convergence Review and the 
Government’s response to the 

recommendations – provide the 
degree of certainty that is required 
for market participants to develop 
strategic business plans with a high 
degree of confidence. 

Undoubtedly there is still much to 
play out, with political and social 
motives likely to be misaligned with 
commercial business imperatives. 
Furthermore, with a federal 
election to take place before 30 
November 2013, it is probable that 
political decisions will continue to 
ensure the policy and regulatory 
framework in Australia remains in a 
state of flux for at least the next 12 
to 18 months. However, given the 
nature of the sector and the rate of 
fundamental change, the state of 
flux is likely to continue for many 
years to come.

In the meantime, many participants 
in the sector continue to be under 
earnings pressure while attempting 
to evolve and adapt to the rapidly 
changing environment. 

In the absence of significant 
transaction opportunities in 
2012 and following a very active 
2011, participants looked to 
reassess their balance sheets 
to address potential gearing risk 
and/or earnings volatility. As a 
consequence, syndicated market 
participants, including Seven West 
Media, Fairfax Media, APN News 
& Media and Ten Network, have 
elected or announced intentions 
to pay down debt facilities, most 

commonly by raising new capital, 
using asset disposal proceeds or 
through a combination thereof. 
These activities were typically 
coupled with cost-cutting 
programs often associated with 
restructuring initiatives.

For the loan market, this has meant 
significant volume has been lost 
for the time being, leading to a 
substantial reduction in refinancing 
requirements in the sector for 2013 
and beyond.

Liquidity for Media and 
Telecommunications 
Borrowers 
Following an unprecedented level 
of transaction volumes in 2011, 
2012 was a relatively subdued year. 

In the Australian syndicated market, 
only eight deals were completed, 
with close to 50% of the volume 
attributed to two facilities, totalling 
US$2.14 billion. This was for Foxtel 
Group’s acquisition of Austar 
United Communications, a deal 
which was agreed to in early 2011 
but only closed in 2012 following 
a particularly long review period 
by the Australian Competition and 
Consumer Commission. While 
the depth of lenders to the sector 
is somewhat limited, the Foxtel 
transaction demonstrated the 
capacity of the Australian domestic 
banks to support the substantial 
needs of participants in the sector.
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Elsewhere in Australia, the next 
largest transaction in the sector 
was for Consolidated Press 
Finance, which contributed close 
to 20% or US$829.76 million of 
volume. The transaction, which 
was established to refinance 
existing loan and USPP facilities, 
was also predominately funded by 
the Australian majors, in addition to 
two local foreign banks. Similarly, 
Seek Ltd’s US$469.1 million 
refinancing was funded by the 
Australian majors and one other 
local foreign bank.

Other deals for M2 
Telecommunications Group (the 
acquisition of Primus Telecom) 
and leverage finance transactions 
for APNO Finance (the acquisition 
by APN News & Media and 
Quadrant Private Equity of APN 
Outdoor) and Outdoor Media 
Operations (the acquisition of 
oOh!media by Champ Private 
Equity) displayed greater investor 
diversity, albeit somewhat driven 
by the higher yields typically 
associated with leveraged finance 
transactions.

Similarly, the media and 
telecommunications sector in New 
Zealand experienced minimal 
syndicated deal activity. Just three 
deals were finalised in 2012, one 
of which, Sky Network Television 

(New Zealand), was an amendment 
to a US$314.6 million refinancing 
originally completed in 2011. 
Elsewhere, Telecom New Zealand 
completed a US$490.8 million 
refinancing, as did Kordia Group 
for US$101.9 million. 

As with the Australian market, 
transactions in New Zealand were 
dominated by the Australian majors 
and their New Zealand subsidiaries, 
with a handful of commitments 
from foreign-owned banks.

Outlook
Expectations for loan market 
activity in the media and 
telecommunications sector is 
restrained for the coming year, 
with approximately US$3.8 billion 
in refinancing requirements in the 
pipeline.

Many syndicated loan market 
borrowers have refinanced over the 
past 24 months, and there are quite 
a few with longer dated tranches 
that will not require attention until 
2014 and 2015. In other cases, 
substantial volume that may have 
been refinanced in the loan market 
over the next 12 to 18 months has 
been paid down or earmarked for 
cancellation using asset disposal 
proceeds and/or new capital. This 
is likely to result in actual volumes 

requiring refinancing in 2013 
coming in up to US$1 billion lower 
than the estimated US$3.8 billion. 
In the absence of any significant 
event-driven deals in the market, 
overall syndicated volumes in the 
media and telecommunications 
sector are likely to be well below 
those experienced in recent years.

While a potential deal for 
Nine Entertainment Co was 
considered likely in 2013 following 
the agreement of its lenders to 
swap their A$3.3 billion in debt 
for equity (otherwise due to be 
repaid in February 2013), it was 
subsequently announced that 
the company would be turning to 
the US Term Loan B market for a 
US$700 million deal as part of its 
recapitalised structure.

Elsewhere, Vodafone Hutchison 
Australia has an impending A$1.6 
billion syndicated loan maturity due 
in June 2013, which will potentially 
be the most significant test of loan 
market capacity for the sector 
during the year.

Outside of these deals, several 
smaller facilities are expected to 
approach the market but are likely 
to be documented as club or co-
ordinated bilateral facilities.
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Spotlight

Positive Sentiment 
for Leveraged  
Finance in the  
Private Equity Sector.
Whereas volatility divided 2011 
private equity (PE) sponsored 
activity into two distinct halves, 
2012 proved to be relatively stable 
in terms of deal flow, structure 
and pricing. New investment 
activity was weighted more 
heavily in the first half of the 
calendar year, reflecting continued 
macroeconomic uncertainty 
surrounding the Eurozone debt 
crisis, the impending ‘fiscal cliff’ 
in the US and slowing growth in 
China. A strong pipeline of portfolio 
company refinancings underpinned 
the market and provided a 
consistent flow of transactions 
throughout the year.

In the second half of the year and 
as a result of a more constrained 
new investment pipeline, the 
market trended towards slightly 
more aggressive financing 
packages, with lenders focused on 
securing roles on transactions in 
the closing months of 2012. 

Positive Market Sentiment
Despite the macroeconomic 
challenges, the Australian 
leveraged loan market remained 
positive. Combined with 
constrained new investment 

activity in the second half of the 
calendar year, this contributed to 
lenders becoming increasingly 
comfortable with slightly higher 
leverage as well as loosening 
terms and conditions. Additionally, 
the number of lenders active in 
the Australian leveraged finance 
market has largely stabilised, with 
liquidity bolstered by increasing 
interest from offshore lenders and 
a growing cadre of institutional 
investors. The availability of 
underwriting, if not actually called 
upon by PE sponsors, has become 
more prevalent, reflecting the 
more positive market sentiment 
and the stabilising lender base. 
As foreshadowed in our 2011 
commentary, underwriting in the 
guise of a ‘stretch club’ structure 
– whereby underwriting risk is 
minimised and shared among a 
larger group of banks – became 
more common place in 2012. 

Key Deal Metrics
While the latter half of 2012 brought 
some loosening of terms and 
conditions and increasing leverage 
levels, lenders continued to focus 
on supporting strong, defensive, 
cash flow–generative businesses. 

Generally, senior leverage for 
borrowers with defensive business 
models settled at approximately 
four times EBITDA while more 
cyclical borrowers continued 
to gain market support, albeit 
at more conservative leverage 
points. Lending levels have also 
been governed as a percentage 
of the enterprise value, with equity 
contributions above 40% not 
uncommon. 

Reflecting the perception 
justifiably or not, of heightened risk 
associated with lending to new, fully 
leveraged PE transactions, and the 
more stable cost of funding, pricing 
remained largely unchanged in 
2012. Hold levels also remained 
consistent with those in 2011; 
domestic and international banks 
demonstrated an appetite at hold 
levels in the A$50 million to A$75 
million range. Institutional loan 
investors and offshore lenders 
were more active during 2012 while 
typically committing to a lower 
quantum. 

Structurally, support for capital-
intensive and acquisitive business 
models remained intact, with 
capital expenditure and acquisition 
facilities remaining a key feature 
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Despite the macroeconomic challenges, the Australian 
leveraged loan market remained positive. 

of many transactions. Lenders 
remained reasonably flexible 
throughout the year, providing 
bespoke solutions with features 
such as uncommitted ‘accordion’ 
facilities and the ability to include 
subordinated mezzanine debt after 
closing. Lenders demonstrated 
structural flexibility, while retaining 
a clear preference for disciplined 
standards on equity distributions, 
market disruption provisions, 
material adverse change clauses, 
and the assignment, syndication 
and transfer of debt.

Two notable developments during 
the year included the practical 
implementation of common 
intercreditor terms for including 
mezzanine debt within leveraged 
structures, and the refinancing 
of sponsor portfolio assets. 
Numerous mezzanine transactions 
were completed during 2012 
and while there was some 
discussion on whether agreed 
terms on individual transactions 
drove the common terms or vice 
versa, the practical result was a 
streamlined approach with a more 
homogenised framework under 
which senior and mezzanine 
lenders can negotiate. Refinancings 
were used as a strategy to optimise 
sponsors’ future exit opportunities 
and drove substantial volumes 
during 2012. The most notable 
refinancings of 2012 were Coates 
Hire and BIS Industries. We 
anticipate that refinancing volumes 
will decline in 2013 due to the 
fact that transactions originating 
in 2007–08 have largely been 
refinanced and the balance of PE 
portfolio companies are generally 
still well within their existing 
financing tenor.

Private Equity Acquisition 
Activity
Acquisition activity within the 
Australian PE sector remained 
reasonably active throughout 
2012, with the majority of larger 
transactions completed in the 
first eight months of the year. As 
in the past few years, activity was 
concentrated in the middle-market 
sector, which has traditionally 
anchored the Australian PE market. 
While liquidity within the leveraged 
lending market remains an issue for 
completing the largest of historical 
deals, a number of transactions 
with enterprise values of A$100 
million to A$700 million were 
completed and well supported by 
the leveraged lending market. 

A notable development was the 
return of the public to private 
(P2P) transaction while secondary 
buyouts became less prevalent. 
Examples of completed P2P 
transactions include oOh!media 
and Gerard Lighting by CHAMP 
Private Equity and the acquisition of 
Spotless Group by Pacific Equity 
Partners. Secondary buyouts were 
less frequent in 2012 although 
notable transactions included 
Quadrant’s acquisition of Super 
A-Mart and Barbeques Galore. 
Continuing a trend that emerged 
in 2011, PE sponsors remained 
active in partnering with selling 
shareholders via joint venture 
structures, including APN Outdoor 
by Quadrant Private Equity and 
Pacific Equity Partners’ investment 
in SCA’s Australasian operations. 

Private Equity Exit Activity
After the robust activity 
experienced in 2011, PE exit activity 
was somewhat more modest 
during 2012, reflecting continued 
challenging IPO market conditions, 
uncertain macroeconomic 
conditions, and the simple fact 
that a large number of portfolio 
companies were sold during the 
previous year. Trade sales and 
secondary buyouts remained the 
primary avenue for divestment in 
2012, with Super A-Mart, Aperio, 
GenesisCare and IES being 
notable transactions. Over the next 
12 to 18 months, we anticipate that 
the pace of PE exits will remain 
subdued, but a reasonable volume 
should be supported by continued 
interest from other PE firms and 
trade buyers. 

Outlook
PE sponsors are expected 
to remain disciplined and to 
selectively pursue businesses that 
fit their investment criteria and 
return objectives. As was the case 
last year, we anticipate that the 
majority of transactions will remain 
in the core middle market, which 
reflects, in part, the lending liquidity 
that will likely put an upward ceiling 
on all but the most attractive 
assets. We also expect financings 
that fund distributions to PE owners 
to be more prevalent as sponsors 
seek to partially monetise positions 
that have performed well but were 
held longer than expected.
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We can tackle the big jobs. 
Just look at our CV.
As you can see, we’ve got an excellent track record when it comes to helping businesses make the big 
deals. Besides having the right connections and a strong portfolio, our customers also benefit from  
our years of experience and expertise.

With offices around the globe, we have people on the ground who are ready to help tailor a solution to 
suit your specific situation. To find out how we can help your business, contact Commonwealth Bank’s 
Institutional team today.

Call your Relationship Executive 
or visit commbank.com.au/institutional

Whitehaven Coal Ltd

A$1,200M 
Syndicated Facility

Mandated Lead Arranger,  
Underwriter and Bookrunner

 
December 2012

Undisclosed Amount 
Leveraged Buyout

Mandated Lead Arranger,  
Underwriter and Bookrunner

August 2012

Origin Energy Ltd

A$2,400M 
Syndicated Facility

Mandated Lead Arranger  
and Bookrunner

 
October 2012

Crown Ltd

A$500M 
Syndicated Facility

Mandated Lead Arranger  
and Bookrunner

September 2012

Qube Logistics Holdings Ltd

A$550M 
Syndicated Facility

Joint Mandated Lead Arranger,  
Underwriter and Bookrunner

June 2012

EnergyAustralia Finance 
Pty Limited

A$750M 
Syndicated Facility

Mandated Lead Arranger  
and Bookrunner

December 2012

Institutional Banking
& Markets

Commonwealth Bank of Australia ABN 48 123 123 124.
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Australia and  
New Zealand  
Loans by Industry. 
Industry Analysis for the Calendar Year 2012 

Industry
Volume  
(US$)

% of  
Market

Average Deal  
Size (US$)

Number  
of Deals

Agriculture, Forest Products 
& Environmental

$3,939,331,422 3.76% $393,933,142 10

Business Services $4,959,420,800 4.73% $495,942,080 10

Energy & Power $43,003,115,890 41.00% $1,303,124,724 33

Financial Services $1,422,230,607 1.36% $284,446,121 5

Food & Beverage $1,276,588,385 1.22% $212,764,731 6

Healthcare $2,730,923,858 2.60% $227,576,988 12

Infrastructure $9,017,484,588 8.60% $693,652,661 13

Leisure/Gaming/
Entertainment

$1,823,838,000 1.74% $364,767,600 5

Media & Telecommunications $5,200,266,500 4.96% $472,751,500 11

Metals, Mining & Equipment $9,934,299,860 9.47% $431,926,081 23

Property & Construction $14,516,606,743 13.84% $426,959,022 34

Retail $1,737,574,500 1.66% $193,063,833 9

Transport, Services & 
Equipment

$5,333,990,338 5.09% $380,999,310 14

Total $104,895,671,491 100% 185

Industry Analysis

Agri/Forest Prod/Environmental; 3.76%

Business Services; 4.73%

Energy & Power; 41.0%

Financial Services; 1.36%

Food & Beverage; 1.22%

Healthcare; 2.60%

Infrastructure; 8.60%

Leisure/Gaming/Entertainment; 1.74%

Media & Telecommunications; 4.96%

Metals, Mining & Equipment; 9.47%

Property & Construction; 13.84%

Retail; 1.66%

Transport, Services & Equipment; 5.09%

Source: Thomson Reuters LPC
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The Australian and New Zealand 
loan market remained open for 
borrowers in a diverse range of 
industries, across the spectrum of 
credit ratings and for various use of 
proceeds. To conclude the review 
on the Australian and New Zealand 
loan market in 2012, the following 
analysis provides a snapshot 
of activity in other industries 
not covered in this document, 
where the loan market provided 
an important source of capital in 
meeting the financing requirements 
of borrowers.

Agriculture, 
Forest Products & 
Environmental 
While 2011 volumes in the 
agriculture, forest products & 
environmental sector increased 
by 65% year on year, 2012 saw 
volumes decrease by 72%, with 
total volume reaching US$3.94 
billion (2011: US$13.84 billion). Debt 
repayment accounted for 53% 
of the volumes. Key deals for the 
sector in 2012 included:

 › Dulux Group (Finance)’s 
A$270 million, 1.5 and 3 year 
syndicated facility to acquire 
Alesco Corp; the facility was 
fully underwritten

 › CBH Grain’s A$350 million and 
A$600 million, 1 year syndicated 
facilities, to refinance existing 
debt

 › Emerald Grain Australia’s 
A$560 million, 1 year syndicated 
facility, to refinance existing debt

 › OneFortyOne Plantations’ 
A$155 million, 5 year club facility

 › Ravensdown Fertiliser 
Cooperative’s NZ$200 million,  
1 year club facility.

Business Services
Volumes in the business services 
sector were up by around US$1 
billion or 27%, from US$3.90 billion 
in 2011 to US$4.96 billion in 2012. 
Key deals included:

 › Slater & Gordon’s A$142 
million, 3 year club facility to 
fund the acquisition of Russell 
Walker Jones in the UK and for 
general corporate purposes

 › Various transactions in the 
leveraged finance space, 
including refinancing for Coates 
Hire and BIS Industries and 
the acquisition of Spotless 
Group by Pacific Equity 
Partners.

Financial Services
Volumes in the financial services 
sector were significantly down 
from US$12.06 billion in 2011 to 
a mere US$1.42 billion in 2012. 
Once again, funds secured in this 
space were predominantly used 
toward debt repayment (83% in 
2012 compared with 80% in 2011). 
Key deals in this sector in 2012 
included:

 › Macquarie Bank’s US$250 
million, 3 year syndicated facility 
with a Taiwan-centric bank 
group (with no participation 
from any of the domestic major 
banks)

 › Onsite Rental Group’s A$271 
million, 16 month club facility, 
including a working capital, 
bank guarantee and capital 
expenditure tranche.

Food & Beverage 
In 2012, volumes in this sector 
were US$1.28 billion, down 67% 
compared to 2011 (US$3.92 billion). 
Debt repayment accounted for 
nearly 100% of volumes. Key deals 
in 2012 included:

 › Murray Goulburn Co-
operative Co’s existing club 
facility for A$420 million, 
refinanced for a further 3 years

 › Foodstuff (Auckland)’s existing 
club facility for NZ$300 million, 
refinanced for a further 3 years 
and 2 months

 › Financing for a leveraged buyout 
of Peter’s ice cream business 
from Nestlé Australia. 

Healthcare
Volumes in the healthcare sector 
decreased from US$6.56 billion in 
2011 to US$2.73 billion in 2012. Key 
deals included:

 › Ryman Healthcare’s NZ$333 
million, 2 year facility, an 
extension and increase of 
existing debt

 › Sunshine Coast Hospital’s 
PPP backed by an A$510 
million, 7 year project finance 
loan to fund the development 
of the A$2 billion Sunshine 
Coast Hospital sponsored by 
Lend Lease Corp and Capella 
Capital

 › Epworth Foundation’s A$150 
million, 5 year club facility for 
working capital

 › Sonic Healthcare’s  
€195 million refinancing of 
existing debt. 

Leisure, Gaming & 
Entertainment 
In 2012, volumes decreased 59% 
to US$1.82 billion (2011: US$4.48 
billion). Debt repayment accounted 
for 53% of the volumes. Key deals 
in 2012 included:

 › Crown’s A$500 million, 4 
and 5 year syndicated facility; 
proceeds were used to 
refinance existing debt

 › Ardent Leisure Management’s 
A$273.6 million, 1 and 2 
year club facility to partially 
assist with the acquisition of 
Fenix Fitness clubs, with the 
remainder of the funds to be 
used for various corporate 
purposes. 
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Retail
In 2012, the retail sector was 
severely impacted by slowing 
consumer confidence, depleted 
domestic spending and access 
to alternative shopping markets 
through online retailing. Volumes 
in the retail sector were lacklustre, 
down from US$6.78 billion in 2011 
to US$1.74 billion in 2012. Key 
deals in 2012 included:

 › Just Group’s A$170 million, 3 
year club facility, co-ordinated 
by Commonwealth Bank to 
refinance existing debt

 › Country Road’s A$157 million, 
5 syndicated facility for the 
purchase of Witchery Group

 › Hills Holdings’ A$196 million, 3 
year club facility with maturities 
up to 4 years to refinance 
existing debt

 › Various transactions in the 
leveraged finance space, 

including Quadrant Private 
Equity’s acquisition of Super 
A-Mart and Barbeques 
Galore, and the acquisition of 
Gerard Lighting by CHAMP 
Private Equity.

Transport Services  
& Equipment
In 2011, the transport services 
& equipment sector achieved 
moderate growth at 33%. In 2012, 
growth in the sector was down 
15%, with 2012 volume of US$5.33 
billion compared to US$6.21 billion 
in 2011. Debt repayment accounted 
for 49% of the volumes. Key deals 
in 2012 included:

 › Qube Logistics’ inaugural 
A$550 million, 4 year 
syndicated facility. The facility 
was completely underwritten 
and was used to refinance 
existing debt and for acquisition 
purposes

 › Australian Rail Track Corp’s 
A$800 million, 2 and 4 year club 
facility

 › Aurizon’s A$1.425 billion, 3 
year club facility, providing a 1 
year extension on the existing 
maturity date

 › Air New Zealand’s ¥9.063 
billion, 11 year syndicated facility 
for financing an aircraft. The 
banking group is made up of 
three international banks and 
one Australian major

 › TR Group’s NZ$205 million, 
2 year syndicated facility; 
proceeds were used to 
refinance debt

 › Qantas Airways’ A$400 million, 
3 year club facility, which was 
upsized from its original target of 
A$300 million.

The loan market remained open 
for borrowers in a diverse range 
of industries and across the 
spectrum of credit ratings.
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Offshore Markets.
The Asian Domestic 
Loan Market 2012  
(ex-Japan) 

PART I – Asia Domestic 
Markets
Asia lending volume (excluding 
Australia, New Zealand and 
Japan) dropped slightly in 2012 
to approximately US$217 billion, 
down from US$220 billion in 2011. 
Following a slow fourth quarter 
in 2011, early 2012 saw a major 
contraction in loan volume as 
banks deleveraged and sought 
higher loan pricing in response 
to high funding costs. 

Throughout 2012, overall 
loan volume was affected by 
competition from capital markets 
as borrowers favoured cheaper 
bond pricing. Many individual loan 
markets in Asia saw a decline 
in volume, although China and 
Thailand demonstrated robust loan 
growth.
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High Funding Costs and 
Economic Woes vs. Slow Deal 
Flow and Downward Pricing
In early 2012, the Asia syndication 
market continued to feel the 
impact of banks’ fluctuating cost 
of funds and tightened liquidity, as 
loan market activities in the first 
quarter declined further after the 
already subdued fourth quarter 
in 2011. Syndication activities 
were discouraged as the market 
demanded higher pricing. As 
a result, club facilities became 
increasingly popular as borrowers 
pushed their relationship banks 
for better terms including better 
pricing. Refinancing remained a 
major theme, making up nearly half 
of total loan volume. 

Subdued loan market activities 
were also caused by competition 
from the capital markets. 
Traditionally loan pricing is 
tighter than equivalent bond 
pricing because banks factor 
in relationships and cross-sell 
opportunities. After the GFC, 
however, loan pricing widened 
in line with banks’ rising funding 
costs. Abundant liquidity in capital 
markets actually reversed this trend 
and drove bond pricing lower than 
what could be achieved in securing 
a loan. In 2012, both G3 currency 

bonds and other local currency 
bond markets in Asia experienced 
tremendous growth as borrowers 
opted to access these markets in 
lieu of the loan market.

While local Asian banks remained 
well capitalised and had good 
access to liquidity, banks in 
general were more cautious 
towards the overall market and 
credit volatility, and the potential 
impact of Basel III requirements 
on their operations. The economic 
slowdown caused concern over 
the rise in non-performing loans, 
so banks became more selective 
over marginal credits and chose 
to focus their support on stronger 
credits and relationship clients. 

As the year progressed, economic 
concerns continued and Asian 
banks witnessed a major 
slowdown in corporate loan 
activities. Driven by the need to 
build balance sheets, banks started 
to bid aggressively on transactions, 
which led to downward pressure 
on pricing. While there was a lack 
of pricing benchmarks as blue-chip 
borrowers were notably absent 
from the loan market, loan pricing 
in North Asia tightened by around 
50 bps from 250 bps in early 2012 
to below 200 bps. 

Towards the end of 2012, 
Indonesia’s Pertamina completed 
its US$602 million refinancing and 
increased its facility to US$965 
million, which allowed pricing to 
decrease from over 300 bps all-in 
to a much tighter pricing of 200 
bps all-in.
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Offshore Markets.
The Asian Domestic 
Loan Market 2012  
(ex-Japan) 

PART I – Asia Domestic 
Markets
Asia lending volume (excluding 
Australia, New Zealand and 
Japan) dropped slightly in 2012 
to approximately US$217 billion, 
down from US$220 billion in 2011. 
Following a slow fourth quarter 
in 2011, early 2012 saw a major 
contraction in loan volume as 
banks deleveraged and sought 
higher loan pricing in response 
to high funding costs. 

Throughout 2012, overall 
loan volume was affected by 
competition from capital markets 
as borrowers favoured cheaper 
bond pricing. Many individual loan 
markets in Asia saw a decline 
in volume, although China and 
Thailand demonstrated robust loan 
growth.
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High Funding Costs and 
Economic Woes vs. Slow Deal 
Flow and Downward Pricing
In early 2012, the Asia syndication 
market continued to feel the 
impact of banks’ fluctuating cost 
of funds and tightened liquidity, as 
loan market activities in the first 
quarter declined further after the 
already subdued fourth quarter 
in 2011. Syndication activities 
were discouraged as the market 
demanded higher pricing. As 
a result, club facilities became 
increasingly popular as borrowers 
pushed their relationship banks 
for better terms including better 
pricing. Refinancing remained a 
major theme, making up nearly half 
of total loan volume. 

Subdued loan market activities 
were also caused by competition 
from the capital markets. 
Traditionally loan pricing is 
tighter than equivalent bond 
pricing because banks factor 
in relationships and cross-sell 
opportunities. After the GFC, 
however, loan pricing widened 
in line with banks’ rising funding 
costs. Abundant liquidity in capital 
markets actually reversed this trend 
and drove bond pricing lower than 
what could be achieved in securing 
a loan. In 2012, both G3 currency 

bonds and other local currency 
bond markets in Asia experienced 
tremendous growth as borrowers 
opted to access these markets in 
lieu of the loan market.

While local Asian banks remained 
well capitalised and had good 
access to liquidity, banks in 
general were more cautious 
towards the overall market and 
credit volatility, and the potential 
impact of Basel III requirements 
on their operations. The economic 
slowdown caused concern over 
the rise in non-performing loans, 
so banks became more selective 
over marginal credits and chose 
to focus their support on stronger 
credits and relationship clients. 

As the year progressed, economic 
concerns continued and Asian 
banks witnessed a major 
slowdown in corporate loan 
activities. Driven by the need to 
build balance sheets, banks started 
to bid aggressively on transactions, 
which led to downward pressure 
on pricing. While there was a lack 
of pricing benchmarks as blue-chip 
borrowers were notably absent 
from the loan market, loan pricing 
in North Asia tightened by around 
50 bps from 250 bps in early 2012 
to below 200 bps. 

Towards the end of 2012, 
Indonesia’s Pertamina completed 
its US$602 million refinancing and 
increased its facility to US$965 
million, which allowed pricing to 
decrease from over 300 bps all-in 
to a much tighter pricing of 200 
bps all-in.
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Loan Market Activities
Besides corporate financing 
activities, M&A loans helped 
boost overall Asian loan volume. 
Across Asia (including Japan), 
the markets saw the highest level 
of M&A financing since 2007, as 
Asian companies took advantage 
of opportunities arising from the 
Eurozone debt crisis to acquire 
foreign companies. Some major 
markets including Hong Kong, 
China and Thailand had some 
sizable acquisition financing 
completed during the year. Multi-
billion dollar acquisition loans in 
2012 included a S$3.3 billion loan 
for Thai Beverage’s acquisition of 
a stake in Fraser & Neave. China’s 
CNOOC garnered 20 banks for 
its jumbo US$6 billion acquisition 
bridge to back its bid for Canada’s 
Nexen Inc.

The Asian markets also saw some 
progress in the development 
of the leveraged loan market 
with a couple of rare buyouts 
for good-quality companies. 
In December 2012, nine banks 
signed the US$1.525 billion LBO 
financing backing the privatisation 
of US-listed Chinese advertising 
company, Focus Media, which 
resulted in the biggest buyout 
of a Chinese company. In Hong 
Kong, a HK$2.5 billion loan was 
also completed, backing private 
equity firm CVC’s buyout of Hong 
Kong–listed City Telecom, the first 
in seven years. Both deals were 
well received, indicating a good 
appetite for leveraged finance deals 
and encouraging more buyouts to 
follow.

Core Markets (ex-Australia/
New Zealand and Japan)
Hong Kong: Hong Kong’s loan 
volume in 2012 reached US$43.6 
billion, slightly lower than the 
amount raised in 2011 (US$46.4 
billion). The local Hong Kong 
top-tier borrowers were mostly 
absent from the syndication 
market, either opting for bonds or 
bilateral loans. In contrast, Chinese 
companies actively sought funds 
in the offshore Hong Kong market 
and borrowed more than US$30 
billion during the year. Close to 

50% of loans were completed 
on a club basis and those which 
were syndicated were mostly 
oversubscribed as banks chased 
assets. Local banks continued to 
have abundant liquidity, especially 
in the local currency space. Greater 
offshore activities by Chinese 
banks resulted in a couple of banks 
setting up branches in Hong Kong. 
While generally corporate activity 
was slow, a few M&A transactions 
managed to boost loan volume. In 
June, Alibaba Group completed a 
‘jumbo’ privatisation loan of US$3 
billion, followed by the US$2 billion 
facility for Hong Kong Exchanges 
and Clearing’s acquisition of the 
London Metal Exchange. By year 
end, AIA Group closed its US$1.73 
billion bridge loan in acquiring 
ING’s Asian insurance assets.

Singapore: After record lending 
in 2011, Singapore’s loan volume 
in 2012 dropped 19% to US$33 
billion. Property and commodity 
firms continued to drive the Lion 
City’s loan activities. Power and 
energy sectors also saw some 
sizable deals, including YTL 
PowerSeraya’s S$2.6 billion 
refinancing, Senoko Energy’s 
S$1.1 billion refinancing, and 
Singapore Power’s S$1.5 billion 
cable tunnel project financing. 
Club deals made up nearly half 
the total loan volume, including 
three power deals and the mega 
S$5 billion self-arranged property 
development loan for M+S. With 
deep S$ liquidity and strong 
relationship lending, deal pricing 
remained tight. The five-year M+S 
loan paid an all-in of around 110 
bps, and CapitaLand paid all-in 
of around 130 bps for its five-year 
construction loans. Singapore 
Power’s 10-year project financing 
paid about 160 bps all-in. Regular 
commodity borrowers returned to 
the market in 2012 with successful 
refinancings, albeit at higher pricing 
due to increased US$ funding 
costs. Other ‘jumbo’ deals included 
Marina Bay Sand’s S$5.1 billion 
refinancing, which also closed 
oversubscribed and resulted in an 
upsize. Pricing for this transaction 
came in about 20 bps compared to 
the previous deal.

China: China’s loan market had 
a robust year in 2012, with loan 
volume more than double from the 
previous year, reaching a record 
high of US$58.7 billion. Renminbi 
loans dominated the market with 
over 90% of the total loan volume. 
The central government had 
loosened its credit tightening by 
cutting interest rates and banks’ 
reserve requirement ratio amid 
fear of economic slowdown, 
and onshore foreign banks were 
encouraged to do more lending 
via a US$2.4 billion mid- and 
long-term foreign debt quota. In 
the second half of 2012, China’s 
National Development and Reform 
Commission approved a number 
of multi-billion dollar infrastructure 
projects, which significantly 
boosted lending by domestic 
banks. Loosened liquidity, however, 
caused loan pricing of both RMB 
and US$ deals to drop sharply, 
especially for top-tier borrowers. 
For example, Shenhua Group’s 
RMB25.8 billion loan to acquire 
State Grid Energy Development 
paid 90% of the PBOC rate on a 
fully underwritten basis. Beijing 
Benz Automotive paid the same 
margin for RMB2.6 billion, down 
from the 100% of PBOC rate when 
the deal first emerged. While US$ 
cost of funds remained relatively 
high, pricing dived deeper. CDB 
Leasing paid a margin of 450bps 
on its three-year US$ loan, and 
six months later, a similar credit 
company, ICBC Financial 
Leasing, only paid a margin of 
270 bps for two-year money. 
Nevertheless, higher US$ funding 
costs continued to drive Chinese 
companies to access cheaper 
funding offshore, and private 
companies of lower rated credits 
also tried to do the same.

India: India’s offshore loan activity 
dropped by almost 30% to US$17 
billion in 2012 due to a tough macro 
environment. The country’s GDP 
growth in 2013 was projected at 
only 6%, the weakest in a decade, 
and requirement for offshore funds 
declined with low capex needs 
and slowing M&A activities. While 
M&A loans in 2010 and 2011 drove 
offshore loan volume growth, 
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there were no ‘jumbo’ acquisition 
loans completed during 2012. The 
usually active FI borrowers also 
chose to issue bonds, resulting in 
the number of deals falling from 
approximately 20 in 2011 to just 
six in 2012, most of which were 
executed on a club basis. Big 
credit names such as Reliance 
Industries continued to receive 
strong support from the offshore 
market, and its US$1.5 billion 
syndication attracted a total of 
28 banks. Other noticeable deals 
included the US$2.3 billion capex 
financing by Videocon Industries, 
supported only by domestic Indian 
banks.

Taiwan: Taiwan’s loan volume 
declined by 23% to US$31.7 billion; 
however, the number of deals 
completed remained abundant at 
233. A few sizable deals helped 
to boost volume, such as China 
Network Systems’ NT$40 billion 
(US$1.37 billion) refinancing and 
a NT$35 billion loan for Dragon 
Steel. The traditionally active 
borrowers from the IT sector, 
however, experienced funding 
difficulty due to banks’ concerns 
regarding sector fluctuation and 
manufacturers’ lack of appetite 
on capital spending. Overseas 
borrowers offered better yields and 
thus attracted much of local banks’ 
interest relative to domestic deals, 
where the pricing stayed relatively 
less attractive.

In particular, Hong Kong and 
China borrowers had been a major 
focal point for Taiwan loan market 
growth, including Cathay Pacific 
Airways, China Resources 
(Holdings) and Citic Resources 
Holdings. Borrowers from other 
regions also accessed the market 
but due to the shortage of US$ 
liquidity, banks’ general pricing 
requirements also increased 
considerably to over 200 bps for 
overseas deals.

Positive Market Sentiment 
After a Lacklustre 2012
Conditions in Asian loan markets 
eased towards the end of 2012 
as a result of conditions in global 
markets and the transition of 

leadership in China, which 
indicated an economy moving 
forward. 

In 2012, borrowers delayed new 
investments amid uncertain 
market conditions. New money 
transactions from increased capital 
expenditure is expected to emerge 
in 2013. A good level of M&A 
activity is anticipated to continue 
in 2013 and a solid pipeline has 
been identified as we enter the 
new year. As economic conditions 
in some Asian countries improve, 
particularly in India, greater activity 
is anticipated from companies 
wanting to expand their capacity 
domestically and look for assets 
overseas.

The bond market will remain active 
and be a competitive force to loan 
markets, which could potentially 
bring downward pressure on 
pricing. However, as banks start 
to implement Basel III in 2013, 
increased capital costs could 
counter this effect and place 
upward pressure on loan pricing. 
These two factors are largely 
viewed as the key forces that will 
impact lending activity in 2013 and 
essentially keep market pricing 
static.

Europe, Middle East and 
Africa (EMEA) in 2012 
‘May you live in interesting times’ is 
a well-worn and overused phrase 
around the City of London in recent 
years, with the banking community 
praying for a dull, grey and 
mundane 2013 after the challenges 
of last year. Unfortunately, given 
the impending introduction of 
national and international regulatory 
changes, the long hard road to 
redemption for the European 
banking profession would appear 
to have some way to go. 

As widely anticipated, 2012 
continued to be a volatile period 
with the macroeconomic and 
political environment dominating 
banking behaviour. Nevertheless, 
as the year drew to a close there 
were some signs of improvement. 
While the Eurozone remains of 
significant concern, politicians have 

shown that there remains resolve 
to defend the single currency 
project and a desire to move to 
greater integration of the European 
banking industry. 2012 saw an 
increasing focus on the implications 
of implementing stricter banking 
regulations linked to Basel III 
and FATCA. While the potential 
importance of the regulatory 
changes is of little surprise, the 
implementation delays are leading 
to fears of a multi-speed approach 
with little transparency of the 
ultimate impact across the EMEA 
loan market as a whole. 

Last year, loan performance was 
weak. Volumes fell in the EMEA 
region from US$1,035 billion in 
2011 to US$703.0 billion in 2012. 
This was a 32% decline on 2011 
and represented the lowest level for 
over 10 years. The question now is 
whether this is part of a structural 
change in the market, or a mixture 
of short-term liquidity issues 
coupled with a reaction to the 
significant activity undertaken in the 
18 months from the second quarter 
of 2010. It is worth noting that 
outside of the boom years (2005–
07), 2011 saw the highest level 
of corporate syndicated lending 
activity on record. Many believe 
that the key adjustment required 
within the wider market is a 
psychological shift – accepting that 
a return to the heady days of 2005–
07 is neither likely nor desired and 
therefore benchmarking needs 
to discount this period in terms 
of setting expectations. However, 
the counter argument is that this 
collapse in volumes is the result of 
a structural shift with an increasing 
number of corporates seeking 
funding through the debt capital 
markets or deleveraging their 
balance sheet. From January to 
29 November 2012, the Eurozone 
loan market saw a 45% reduction 
in volumes while over the same 
period corporate bond issuance 
increased by 42% to US$316 billion, 
exceeding loan issuance for only 
the second time since 2000.
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there were no ‘jumbo’ acquisition 
loans completed during 2012. The 
usually active FI borrowers also 
chose to issue bonds, resulting in 
the number of deals falling from 
approximately 20 in 2011 to just 
six in 2012, most of which were 
executed on a club basis. Big 
credit names such as Reliance 
Industries continued to receive 
strong support from the offshore 
market, and its US$1.5 billion 
syndication attracted a total of 
28 banks. Other noticeable deals 
included the US$2.3 billion capex 
financing by Videocon Industries, 
supported only by domestic Indian 
banks.

Taiwan: Taiwan’s loan volume 
declined by 23% to US$31.7 billion; 
however, the number of deals 
completed remained abundant at 
233. A few sizable deals helped 
to boost volume, such as China 
Network Systems’ NT$40 billion 
(US$1.37 billion) refinancing and 
a NT$35 billion loan for Dragon 
Steel. The traditionally active 
borrowers from the IT sector, 
however, experienced funding 
difficulty due to banks’ concerns 
regarding sector fluctuation and 
manufacturers’ lack of appetite 
on capital spending. Overseas 
borrowers offered better yields and 
thus attracted much of local banks’ 
interest relative to domestic deals, 
where the pricing stayed relatively 
less attractive.

In particular, Hong Kong and 
China borrowers had been a major 
focal point for Taiwan loan market 
growth, including Cathay Pacific 
Airways, China Resources 
(Holdings) and Citic Resources 
Holdings. Borrowers from other 
regions also accessed the market 
but due to the shortage of US$ 
liquidity, banks’ general pricing 
requirements also increased 
considerably to over 200 bps for 
overseas deals.

Positive Market Sentiment 
After a Lacklustre 2012
Conditions in Asian loan markets 
eased towards the end of 2012 
as a result of conditions in global 
markets and the transition of 

leadership in China, which 
indicated an economy moving 
forward. 

In 2012, borrowers delayed new 
investments amid uncertain 
market conditions. New money 
transactions from increased capital 
expenditure is expected to emerge 
in 2013. A good level of M&A 
activity is anticipated to continue 
in 2013 and a solid pipeline has 
been identified as we enter the 
new year. As economic conditions 
in some Asian countries improve, 
particularly in India, greater activity 
is anticipated from companies 
wanting to expand their capacity 
domestically and look for assets 
overseas.

The bond market will remain active 
and be a competitive force to loan 
markets, which could potentially 
bring downward pressure on 
pricing. However, as banks start 
to implement Basel III in 2013, 
increased capital costs could 
counter this effect and place 
upward pressure on loan pricing. 
These two factors are largely 
viewed as the key forces that will 
impact lending activity in 2013 and 
essentially keep market pricing 
static.

Europe, Middle East and 
Africa (EMEA) in 2012 
‘May you live in interesting times’ is 
a well-worn and overused phrase 
around the City of London in recent 
years, with the banking community 
praying for a dull, grey and 
mundane 2013 after the challenges 
of last year. Unfortunately, given 
the impending introduction of 
national and international regulatory 
changes, the long hard road to 
redemption for the European 
banking profession would appear 
to have some way to go. 

As widely anticipated, 2012 
continued to be a volatile period 
with the macroeconomic and 
political environment dominating 
banking behaviour. Nevertheless, 
as the year drew to a close there 
were some signs of improvement. 
While the Eurozone remains of 
significant concern, politicians have 

shown that there remains resolve 
to defend the single currency 
project and a desire to move to 
greater integration of the European 
banking industry. 2012 saw an 
increasing focus on the implications 
of implementing stricter banking 
regulations linked to Basel III 
and FATCA. While the potential 
importance of the regulatory 
changes is of little surprise, the 
implementation delays are leading 
to fears of a multi-speed approach 
with little transparency of the 
ultimate impact across the EMEA 
loan market as a whole. 

Last year, loan performance was 
weak. Volumes fell in the EMEA 
region from US$1,035 billion in 
2011 to US$703.0 billion in 2012. 
This was a 32% decline on 2011 
and represented the lowest level for 
over 10 years. The question now is 
whether this is part of a structural 
change in the market, or a mixture 
of short-term liquidity issues 
coupled with a reaction to the 
significant activity undertaken in the 
18 months from the second quarter 
of 2010. It is worth noting that 
outside of the boom years (2005–
07), 2011 saw the highest level 
of corporate syndicated lending 
activity on record. Many believe 
that the key adjustment required 
within the wider market is a 
psychological shift – accepting that 
a return to the heady days of 2005–
07 is neither likely nor desired and 
therefore benchmarking needs 
to discount this period in terms 
of setting expectations. However, 
the counter argument is that this 
collapse in volumes is the result of 
a structural shift with an increasing 
number of corporates seeking 
funding through the debt capital 
markets or deleveraging their 
balance sheet. From January to 
29 November 2012, the Eurozone 
loan market saw a 45% reduction 
in volumes while over the same 
period corporate bond issuance 
increased by 42% to US$316 billion, 
exceeding loan issuance for only 
the second time since 2000.
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Investment-Grade Borrowers
2012 continued a trend started in 
the fourth quarter of 2011, when 
EMEA loan volumes fell 11.7% 
from the comparable final quarter 
in 2010, from US$282.6 billion 
to US$249.8 billion. High-grade 
loans fell 40% to US$417.35 billion 
from US$691.75 billion in 2011, 
with US$262.22 billion coming 
from refinancings compared 
with US$565.66 billion during 
2011. While the last 12 months 
involved difficult market conditions 
for lenders, there is anecdotal 
evidence that a majority of 
investment-grade borrowers had 
already refinanced their working 
capital requirements during the 
previous 18 months, making 
2012 a slower year regardless of 
the wider market environment. 
It is worth highlighting again that 
2011 saw volumes recording their 
highest levels (outside of the boom 
years) since the turn of the century, 
exceeding US$1,035 billion. 
However, as many borrowers have 
now locked in terms that could 
potentially extend to 2017–18, 
given the favoured five years plus 
two one-year extension options 
that investment-grade borrowers 
obtained in the last two years, it is 
likely that 2013 will be another lean 
year for corporate bankers.

Markets continued to view 
corporate revolving credit 
facility (RCF) lending based 
on relationships, with pricing 
structured to reward borrowers 
that have a demonstrable ancillary 
wallet to share. While other sectors 
continued to struggle to attract 
liquidity outside of domestic 
lenders, most Western European 
investment-grade corporates 
were able to attract a broad range 
of European and non-European 
lenders, leading to significant 
competition and little liquidity 
withdrawal as banks chased the 
opportunities these companies 
can deliver. However, delivery of 
this ancillary revenue is increasingly 
closely monitored and the structure 
of pricing, through the now 
regular inclusion of a first-drawn 
fee, is aimed at reflecting the 

understanding that these facilities 
will be only modestly utilised. Basel 
III remains at the forefront of most 
banks’ minds, yet there has been 
no significant change in credit or 
pricing terms to reflect changes 
in liquidity or capital requirements 
to date. 

Despite the slowdown in the 
corporate investment-grade 
space, there have been a few 
large headline-grabbing M&A 
transactions completed on 
relationship terms, including 
the likes of Glencore/Xstrata 
(bridge facility, US$3.1 billion) 
and Rosneft’s purchase of 
TNK-BP (bridge and term loans 
of US$32.5 billion), which have 
given some grounds for optimism. 
Unfortunately, this masks the 
broader picture of limited M&A 
activity across the market, with 
volumes falling to a 13-year low 
of US$110.8 billion. When M&A 
deals have materialised, they have 
been aggressively fought over 
by the major investment banking 
houses in the hope of ring-fencing 
the supporting ancillary bond and 
hedging business. The result is 
that only limited volume finds its 
way to the wider market, thereby 
compounding the problem of 
restricted deal flow. Those active in 
this sector eagerly await an upturn 
in volume but to date this remains 
just out of reach while the wider 
economy struggles to recover from 
the stresses of 2008–09. 

Project, Infrastructure and Oil 
& Gas Finance
When considering the project 
finance sector, it is important 
to differentiate between new 
greenfield financings and 
brownfield acquisition transactions. 
The market for greenfield project 
financings remains in a period 
of flux as banks, governments 
and institutional investors look to 
develop a funding solution that 
delivers the right risk allocation 
mix at an affordable cost to all 
parties involved. The fragmentation 
of the European loan market is 
most evident in this sector as 
each country appears, at least 
in the short term, to be following 

local bespoke solutions, many of 
which have yet to be tested by a 
fully financed closed transaction. 
The range of solutions captures 
everything from long-term 
relationship lending on a ‘one off’ 
basis, through to a blend of short-
term construction funding from 
banks as a bridge into the capital 
markets, and mini-perm bank 
solutions with varying degrees of 
central government involvement. 

While the benefits of institutional 
investor support are self-evident 
and have been for much of the 
last decade, the market continues 
to struggle to bring pension and 
insurance funds into this market 
in a sustainable way. The situation 
is not helped by the current lack 
of deals in the pipeline, which has 
enabled banks still active in this 
area to absorb closed transactions 
without the need for any significant 
support from the institutional 
market. The most notable closing 
of 2012 was completed in the UK, 
with the financing of the Intercity 
Express Programme (IEP) by 
a group of banks incorporating 
a strong Japanese contingent, 
with Hitachi as a key sponsor. 
This project only emphasises how 
the right sponsor can still raise 
long-dated financing from banks 
that fit their core strategy, on an 
exceptions basis.

The infrastructure acquisition 
finance sector remains of interest 
to a core group of lenders. For 
many European banks there is 
a continuing need for sponsor 
involvement or for the underlying 
asset to be within a strategically 
important country. Supplementing 
this liquidity are several non-
European lenders, including 
Commonwealth Bank, which 
regard this sector as a core area of 
competency offering an attractive 
ancillary product suite. 2012 saw 
a number of financings come 
back to the market from the pre-
2007 era. In light of the sector’s 
reassessment and the changing 
economic environment over the 
last five years, a number of these 
transactions required a flexible 
approach to the financing solutions 
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Investment-Grade Borrowers
2012 continued a trend started in 
the fourth quarter of 2011, when 
EMEA loan volumes fell 11.7% 
from the comparable final quarter 
in 2010, from US$282.6 billion 
to US$249.8 billion. High-grade 
loans fell 40% to US$417.35 billion 
from US$691.75 billion in 2011, 
with US$262.22 billion coming 
from refinancings compared 
with US$565.66 billion during 
2011. While the last 12 months 
involved difficult market conditions 
for lenders, there is anecdotal 
evidence that a majority of 
investment-grade borrowers had 
already refinanced their working 
capital requirements during the 
previous 18 months, making 
2012 a slower year regardless of 
the wider market environment. 
It is worth highlighting again that 
2011 saw volumes recording their 
highest levels (outside of the boom 
years) since the turn of the century, 
exceeding US$1,035 billion. 
However, as many borrowers have 
now locked in terms that could 
potentially extend to 2017–18, 
given the favoured five years plus 
two one-year extension options 
that investment-grade borrowers 
obtained in the last two years, it is 
likely that 2013 will be another lean 
year for corporate bankers.

Markets continued to view 
corporate revolving credit 
facility (RCF) lending based 
on relationships, with pricing 
structured to reward borrowers 
that have a demonstrable ancillary 
wallet to share. While other sectors 
continued to struggle to attract 
liquidity outside of domestic 
lenders, most Western European 
investment-grade corporates 
were able to attract a broad range 
of European and non-European 
lenders, leading to significant 
competition and little liquidity 
withdrawal as banks chased the 
opportunities these companies 
can deliver. However, delivery of 
this ancillary revenue is increasingly 
closely monitored and the structure 
of pricing, through the now 
regular inclusion of a first-drawn 
fee, is aimed at reflecting the 

understanding that these facilities 
will be only modestly utilised. Basel 
III remains at the forefront of most 
banks’ minds, yet there has been 
no significant change in credit or 
pricing terms to reflect changes 
in liquidity or capital requirements 
to date. 

Despite the slowdown in the 
corporate investment-grade 
space, there have been a few 
large headline-grabbing M&A 
transactions completed on 
relationship terms, including 
the likes of Glencore/Xstrata 
(bridge facility, US$3.1 billion) 
and Rosneft’s purchase of 
TNK-BP (bridge and term loans 
of US$32.5 billion), which have 
given some grounds for optimism. 
Unfortunately, this masks the 
broader picture of limited M&A 
activity across the market, with 
volumes falling to a 13-year low 
of US$110.8 billion. When M&A 
deals have materialised, they have 
been aggressively fought over 
by the major investment banking 
houses in the hope of ring-fencing 
the supporting ancillary bond and 
hedging business. The result is 
that only limited volume finds its 
way to the wider market, thereby 
compounding the problem of 
restricted deal flow. Those active in 
this sector eagerly await an upturn 
in volume but to date this remains 
just out of reach while the wider 
economy struggles to recover from 
the stresses of 2008–09. 

Project, Infrastructure and Oil 
& Gas Finance
When considering the project 
finance sector, it is important 
to differentiate between new 
greenfield financings and 
brownfield acquisition transactions. 
The market for greenfield project 
financings remains in a period 
of flux as banks, governments 
and institutional investors look to 
develop a funding solution that 
delivers the right risk allocation 
mix at an affordable cost to all 
parties involved. The fragmentation 
of the European loan market is 
most evident in this sector as 
each country appears, at least 
in the short term, to be following 

local bespoke solutions, many of 
which have yet to be tested by a 
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The range of solutions captures 
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term construction funding from 
banks as a bridge into the capital 
markets, and mini-perm bank 
solutions with varying degrees of 
central government involvement. 

While the benefits of institutional 
investor support are self-evident 
and have been for much of the 
last decade, the market continues 
to struggle to bring pension and 
insurance funds into this market 
in a sustainable way. The situation 
is not helped by the current lack 
of deals in the pipeline, which has 
enabled banks still active in this 
area to absorb closed transactions 
without the need for any significant 
support from the institutional 
market. The most notable closing 
of 2012 was completed in the UK, 
with the financing of the Intercity 
Express Programme (IEP) by 
a group of banks incorporating 
a strong Japanese contingent, 
with Hitachi as a key sponsor. 
This project only emphasises how 
the right sponsor can still raise 
long-dated financing from banks 
that fit their core strategy, on an 
exceptions basis.

The infrastructure acquisition 
finance sector remains of interest 
to a core group of lenders. For 
many European banks there is 
a continuing need for sponsor 
involvement or for the underlying 
asset to be within a strategically 
important country. Supplementing 
this liquidity are several non-
European lenders, including 
Commonwealth Bank, which 
regard this sector as a core area of 
competency offering an attractive 
ancillary product suite. 2012 saw 
a number of financings come 
back to the market from the pre-
2007 era. In light of the sector’s 
reassessment and the changing 
economic environment over the 
last five years, a number of these 
transactions required a flexible 
approach to the financing solutions 
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applied, with a combination of 
bank, bond and equity funding 
delivering a number of successful 
refinancings during the last 12 
months. These included Peel 
Ports, Bristol Airports and APRR 
French roads (voted European 
Infraco Deal of the Year, PFI 
Magazine). 

In addition to the range of 
refinancings completed in 2012, 
a number of new assets were 
also brought to market. Drivers 
for these asset sales were diverse 
but corporate divestment of 
non-core assets and government 
deleveraging requirements were 
key factors and are expected to 
remain so moving forward. Of the 
new transactions to be successfully 
sold during 2012, the most notable 
was Edinburgh Airport, which 
was sold by BAA, to be followed 
during the first quarter of 2013 by 
Stansted Airport, and Open Grid 
Europe (OGE) in, Germany, which 
was sold by E.ON to a Macquarie-
led team and supported by a wide 
number of banks.

In the world of reserve based 
lending (RBL), Lundin Petroleum 
(Lundin) was the first to signal 
one of the year’s most significant 
trends: the resurgent bank market 
for RBL deals. RBL remains a 
niche product offered by a select 
group of banks, but when Lundin 
tested the waters in early 2012 it 
found demand, and not just from 
the usual stalwarts. In total, 25 
banks joined this syndicate, with 
funds largely used to finance the 
company’s Norwegian Johan 
Sverdrup development field. This 
transaction was recently voted 
as European Oil & Gas (O&G) 
Deal of the Year by PFI Magazine. 
In general, the O&G sector 
has benefited from the gradual 
improvement in the US$ funding 
costs of a number of European 
banks, leading to a reduction in 
pricing and liquidity pressures. 
Building on the success of Lundin 
was Tullow Oil, which returned to 
the market in 2012 to successfully 
refinance its existing US$3.4 billion 
RBL facility, largely in support of its 
key asset, the world-class Jubilee 

Oilfield off the coast of Ghana. Both 
transactions demonstrated how 
fragmented the banking market 
has become over the last few 
years as banks retrench into core 
geographic and industrial sectors. 
While some European sectors 
struggle to attract interest, US$ 
denominated O&G transactions 
remain of interest to a range of 
international banks as they are 
deemed core strategic areas of 
activity.

O&G transactions 
remain of interest 
to a range of 
international 
banks.

Emerging Markets
The emerging markets of Africa 
coupled with those of the 
Middle East and Eastern Europe 
continue to deliver a steady flow 
of transactions. However, while 
high-profile transactions such as 
Tullow Oil stole the headlines, 
these regions were not immune to 
the difficulties of the broader loan 
markets. Despite the Middle East 
recording an increase in volumes 
– climbing by 17% from US$37.39 
billion in 2011 to US$43.84 billion 
in 2012 – the rest of the emerging 
markets regions all fell, with Africa 
seeing a reduction in loan volumes 
of 7% and Central and Eastern 
Europe falling 22% over the same 
period. The withdrawal of liquidity 
by a number of European banks 
from US$-based lending in the 
early part of the year was seen as 
the primary cause. However, the 
gradual improvement in funding 
costs across the banking industry, 
particularly during the second half 
of 2012, leaves many to enter 2013 
with renewed optimism.

There can be no better example 
of this potential appetite than 
Rosneft’s announcement in late 
December that it had mandated 
banks for a US$32.5 billion loan 

that it has arranged to back its 
US$55 billion acquisition of TNK-
BP, which once completed will 
make Rosneft the world’s largest 
listed oil producer. To place this 
loan into context, 2012 saw a fall to 
an eight-year low of US$19 billion in 
Russian loan volumes. 

European Banking Trends
2012 saw the entrenchment of 
the strategic need for banks 
to internally demonstrate the 
relationship rationale for all 
lending. While in the past this 
was often overlooked in the race 
for revenue or market share, it is 
a core consideration now. As a 
result, corporate treasurers will 
come under increasing pressure 
to manage their core banking 
relationship group and divide 
the ancillary wallet appropriately. 
This will enable them to maintain 
the relationship terms currently 
provided to borrowers that are 
deemed to offer the right ancillary 
opportunities. This is also leading 
borrowers to look carefully at 
established banking groups that 
meet their future geographic and 
strategic needs rather than just 
historic lending relationships. 

Given this need for ancillary 
income, the loan market remains 
very fragmented and liquidity 
varies between sectors and 
countries within the region. To 
maximise liquidity, transactions 
increasingly reflect local variations 
including, but not limited to, pricing 
differentials, governing laws, 
currency denomination, language, 
facility size and tenor. In particular, 
appetite for tenor will continue to 
evolve to take account of regulatory 
changes over the next 12 to 18 
months for some traditionally 
longer dated lending.

While the arrival of institutional 
investors has been predicted within 
the structured and project finance 
market for over a decade, the 
changing regulatory environment 
makes it a question of ‘when’ 
rather than ‘if’. However, despite 
significant focus and discussion, 
2012 saw only a limited move 
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towards establishing a market 
structure that addresses how to 
bridge the gap between bank and 
non-bank investors. Institutional 
funds remain interested and are 
carefully considering how to enter 
this market. While ideally the 
strategy is to buy an established 
portfolio to support the back-office 
investment needed for this asset 
class, this is not readily available 
due to a wide pricing mismatch 
between buyers and sellers. While 
a number of banks have previously 
sold portions of portfolios at 
significant discounts to face value, 
it would be wrong to regard the 
entire market as racing into a fire 
sale. The question remains how 
much investment pension and 
insurance funds are prepared to 
make while waiting for primary 
transactions, which can traditionally 
take around 18 months to close. 
The expectation is that 2013 will 
see further development but a clear 
conclusion remains some way off.

In general, outside of a few ‘one-
off’ exceptions, long-term lending 
without the addition of at least 
soft mini-perm incentives is no 
longer available. Banks are viewing 
project finance largely as a bridge 
to capital markets in light of the 
changes in their funding structure. 
This bridge-to-bond approach is 
also seen on many acquisition-
related infrastructure transactions; 
this sector is expected to offer 
the main opportunities for bank 
and institutional investors to work 
together in light of shorter lead 
times.

While the full impact of regulatory 
change is yet to be seen, 
documentation now reflects 
most of the broad issues with, in 
particular, a standardised approach 
to ‘increased cost’ clauses to 
cover the impact of Basel III. 
The FATCA language is also fully 
embedded in documentation 
through standard LMA clauses. 
In our view, documentation will 
continue to evolve throughout 2013 
to reflect the changing regulatory 
environment and will remain a 
key consideration for banks in the 
immediate future.

With regard to business activity, 
volumes in 2012 are generally 
viewed to have hit the low point 
of the cycle and while we are not 
expecting a significant pick-up 
in core corporate lending in the 
next 12 months, event-driven 
financing could return in 2013 if 
the macroeconomic environment 
stabilises.

Outlook
As with recent years, EMEA loan 
markets in 2013 will be determined 
by wider economic events that 
remain unresolved at the moment. 
While banks remain open to 
lending in the core strategic areas, 
albeit more selectively than in 
the past, any additional negative 
developments in the Eurozone 
will dent consumer confidence in 
the region. However, on balance, 
there are reasons for optimism 
as politicians and the European 
Central Bank continue to support 
the Euro project. Banks continue 
to deleverage and a number are 
now actively seeking to repay loans 
received from governments at 
the height of the GFC, which will 
hopefully lead to greater flexibility 
in their future lending decisions. All 
in all, the EMEA loan markets’ wish 
is that 2013 is a stable year so they 
can focus on growth and managing 
the implementation of regulatory 
changes.

United States Domestic 
Loan Market 2012

US Domestic Loan Market 
The full-year volume for the US 
domestic loan market was US$1.6 
trillion. While this was down 15% 
relative to 2011, 2012 represented 
the second-highest year since 
the onset of the GFC, with the 
pipeline remaining solid throughout 
2012 despite discouraging market 
sentiment. 

New money transactions were 
generally limited, although M&A 
in the fourth quarter of 2012 
boosted volumes with a number of 
large transactions closing before 
year-end. The institutional pipeline 
remained steady throughout 2012, 

with total institutional issuance 
amounting to US$342 billion, an 
increase of 28% on the previous 
comparable period. 

Liquidity was abundant in 2012. 
In this context, lighter terms and 
conditions and covenant-lite 
structures re-emerged, particularly 
for sponsored credits. Borrowers 
looked to take advantage as 
lenders vied for assets, with total 
‘covenant-lite’ volume reported 
to have increased 35% on 2011, 
totalling US$71 billion. 

Pricing also contracted. Leveraged 
yields tightened by an estimated 
1%, while OIDs narrowed and 
a number of deals flexed. Over 
US$70 billion of institutional 
issuance saw spreads reduce 
after their launch, with over a third 
of these occurring in the fourth 
quarter of 2012, resulting in yields 
down to 6.14% by year-end. 

In an environment of historical low 
interest rates, many institutional 
investors went searching for yield, 
shifting their focus to leveraged 
and high-yield assets. High-yield 
mutual funds and loan retail funds 
are reported to have seen over 
US$30 billion and US$11 billion 
in inflows respectively. US CLO 
issuance also increased during 
the year, amounting to US$54 
billion. In fact, 42% of issuance 
was priced in the fourth quarter of 
2012, providing an encouraging 
segue for 2013 activity. 
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towards establishing a market 
structure that addresses how to 
bridge the gap between bank and 
non-bank investors. Institutional 
funds remain interested and are 
carefully considering how to enter 
this market. While ideally the 
strategy is to buy an established 
portfolio to support the back-office 
investment needed for this asset 
class, this is not readily available 
due to a wide pricing mismatch 
between buyers and sellers. While 
a number of banks have previously 
sold portions of portfolios at 
significant discounts to face value, 
it would be wrong to regard the 
entire market as racing into a fire 
sale. The question remains how 
much investment pension and 
insurance funds are prepared to 
make while waiting for primary 
transactions, which can traditionally 
take around 18 months to close. 
The expectation is that 2013 will 
see further development but a clear 
conclusion remains some way off.

In general, outside of a few ‘one-
off’ exceptions, long-term lending 
without the addition of at least 
soft mini-perm incentives is no 
longer available. Banks are viewing 
project finance largely as a bridge 
to capital markets in light of the 
changes in their funding structure. 
This bridge-to-bond approach is 
also seen on many acquisition-
related infrastructure transactions; 
this sector is expected to offer 
the main opportunities for bank 
and institutional investors to work 
together in light of shorter lead 
times.

While the full impact of regulatory 
change is yet to be seen, 
documentation now reflects 
most of the broad issues with, in 
particular, a standardised approach 
to ‘increased cost’ clauses to 
cover the impact of Basel III. 
The FATCA language is also fully 
embedded in documentation 
through standard LMA clauses. 
In our view, documentation will 
continue to evolve throughout 2013 
to reflect the changing regulatory 
environment and will remain a 
key consideration for banks in the 
immediate future.

With regard to business activity, 
volumes in 2012 are generally 
viewed to have hit the low point 
of the cycle and while we are not 
expecting a significant pick-up 
in core corporate lending in the 
next 12 months, event-driven 
financing could return in 2013 if 
the macroeconomic environment 
stabilises.

Outlook
As with recent years, EMEA loan 
markets in 2013 will be determined 
by wider economic events that 
remain unresolved at the moment. 
While banks remain open to 
lending in the core strategic areas, 
albeit more selectively than in 
the past, any additional negative 
developments in the Eurozone 
will dent consumer confidence in 
the region. However, on balance, 
there are reasons for optimism 
as politicians and the European 
Central Bank continue to support 
the Euro project. Banks continue 
to deleverage and a number are 
now actively seeking to repay loans 
received from governments at 
the height of the GFC, which will 
hopefully lead to greater flexibility 
in their future lending decisions. All 
in all, the EMEA loan markets’ wish 
is that 2013 is a stable year so they 
can focus on growth and managing 
the implementation of regulatory 
changes.

United States Domestic 
Loan Market 2012

US Domestic Loan Market 
The full-year volume for the US 
domestic loan market was US$1.6 
trillion. While this was down 15% 
relative to 2011, 2012 represented 
the second-highest year since 
the onset of the GFC, with the 
pipeline remaining solid throughout 
2012 despite discouraging market 
sentiment. 

New money transactions were 
generally limited, although M&A 
in the fourth quarter of 2012 
boosted volumes with a number of 
large transactions closing before 
year-end. The institutional pipeline 
remained steady throughout 2012, 

with total institutional issuance 
amounting to US$342 billion, an 
increase of 28% on the previous 
comparable period. 

Liquidity was abundant in 2012. 
In this context, lighter terms and 
conditions and covenant-lite 
structures re-emerged, particularly 
for sponsored credits. Borrowers 
looked to take advantage as 
lenders vied for assets, with total 
‘covenant-lite’ volume reported 
to have increased 35% on 2011, 
totalling US$71 billion. 

Pricing also contracted. Leveraged 
yields tightened by an estimated 
1%, while OIDs narrowed and 
a number of deals flexed. Over 
US$70 billion of institutional 
issuance saw spreads reduce 
after their launch, with over a third 
of these occurring in the fourth 
quarter of 2012, resulting in yields 
down to 6.14% by year-end. 

In an environment of historical low 
interest rates, many institutional 
investors went searching for yield, 
shifting their focus to leveraged 
and high-yield assets. High-yield 
mutual funds and loan retail funds 
are reported to have seen over 
US$30 billion and US$11 billion 
in inflows respectively. US CLO 
issuance also increased during 
the year, amounting to US$54 
billion. In fact, 42% of issuance 
was priced in the fourth quarter of 
2012, providing an encouraging 
segue for 2013 activity. 
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Investment-Grade Market

Total investment-grade issuance 
amounted to US$610 billion (a 
28% decrease on 2011), largely 
as a result of a slowdown in 
refinancings. Financing attributed 
to M&A also fell 38% in 2012; 
however, activity in this space 
picked up towards the end of the 
year. Bridge facilities amounted 
to US$50 billion, being a popular 
choice in financing M&A. However, 
term loans also came into play 
with select borrowers showing 
a preference for this option. 
Investment-grade bond volume 
nearly reached US$1 trillion, 
surpassing 2011 (US$763 billion) 
as issuers took advantage of lower 
interest rates. Borrowers continued 
to focus on lengthening maturity 
profiles to avoid refinancing in an 
uncertain market, with the majority 
of investment-grade revolving 
facilities securing a five-year tenor 
(US$160 billion of volume). 

Leveraged Market
The US leveraged market displayed 
strong momentum as investor 
demand for assets outpaced 
issuance. Leverage volume was 
up 17.5% from 2011, of which 
43% was new money. Corporate 
leveraged lending (high-yield 
bond issuance and leveraged 
loans) closed the year at volumes 
exceeding US$991 billion (2011: 
US$785 billion), a new record that 
surpassed the US$825 billion set 
in 2007. The final quarter of 2012 
was a busy period for leveraged 
buyouts (LBOs), with half of 2012’s 
LBO volume of US$59 billion 
occurring in this period. This 
represented a 9% decline on 2011, 
largely as a result of a slower first 
half. The fourth quarter of 2012 
represented the highest quarterly 
volume on record for sponsored 
lending activity at US$138 billion, a 
216% increase year on year. Total 
issuance amounted to US$352 
billion, representing the second 
highest year on record, after 2007.

Additionally, there was a notable 
increase in dividend recapitalisation 
loans ahead of 2013 tax increases, 

resulting in companies choosing 
to pay special dividends to 
shareholders sooner. Volumes 
soared in the fourth quarter of 2012 
and marked the largest quarter 
of dividend recapitalisations on 
record, at US$19 billion, with the 
year finishing at US$47 billion.

High-Yield Bond Market
Imminent tax hikes also contributed 
to the high-yield bond market 
finishing strongly, with a number 
of corporates entering the market 
before year-end. The high-yield 
bond market raised US$327 billion 
in issuance during 2012, surpassing 
2011 levels of US$267 billion (up 
49%) and marking a new high. 
Volumes in this market were spurred 
by investors searching for greater 
yield. Additionally, difficulties in 
Europe drew a number of European 
borrowers to access this liquidity 
pool during the year. 

Australian Borrower Issuance 
in the Term Loan B Market
Australian borrowers sought to 
take advantage of strong liquidity 
in the US by accessing the Term 
Loan B market in 2012. Corporates 
including Atlas Iron, Fortescue 
Metals Group and Village 
Roadshow Films looked to this 
market to address their funding 
needs. 

Flexibility was a key factor that 
lured Australian borrowers to the 
Term Loan B market. While the 
market is typically cited as being 
‘covenant-lite’, it should be noted 
that the Term Loan B market is not 
in itself just a covenant-lite market. 
While it is possible to adopt this 
structure, the majority of volume 
requires maintenance covenants. 

This market also provided 
opportunities to diversify funding 
sources and take advantage of 
good investor appetite for foreign 
issuers. This was most notably 
demonstrated by Fortescue 
Metals Group raising US$5 billion 
in the market, upsized from the 
original target of US$4.5 billion. 
Pricing also reduced to 425 bps 
over Libor from 475 bps. 

The success of this transaction 
encouraged other issuers such as 
Atlas Iron (targeting US$325 million) 
to access the market. However, 
negative market sentiment over US 
macroeconomic conditions and the 
looming ‘fiscal cliff’ impacted the 
transaction. Pricing was flexed to 
750 bps over Libor from 550 bps 
and the OID widened to 96 from 98. 

Nine Entertainment is the 
latest Australian corporate said  
to be preparing to access this 
market in early 2013 for a reported  
US$700 million. 

Outlook 
US macroeconomic conditions will 
play a crucial role in dictating the 
composition of market liquidity. 
With the US Federal Reserve’s 
promise that it will keep interest 
rates near zero until the economy 
reaches target employment rates, 
it is likely that the trend of investors 
seeking assets that carry a larger 
return – such as high-yield bonds – 
will continue. As a result, there are 
growing concerns that institutional 
investors will move further out on 
the risk–return curve to obtain yield. 
Another key focus for the market is 
the migration to Basel III. As lenders 
look to meet requirements in the 
changing regulatory environment, 
refining returns and rebalancing 
portfolios will undoubtedly impact 
lending activities in the short to 
medium term.

Source: Thomson Reuters LPC
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Commonwealth Bank 
of Australia Key Deals.

Key Deals and Outlook

Throughout 2012, Commonwealth Bank (the Bank) continued to be an active player 
in the syndicated loan market despite lingering concerns over the volatile global 
environment. The Bank continued to support corporate Australia as a market leader 
in arranging, bookrunning and distribution. The Bank also continued to strengthen its 
relationships with borrowers and lenders across the market, to deliver and execute 
several large and complex transactions throughout 2012, demonstrating its expertise 
across corporate, project finance and leveraged finance transactions. Some of the 
major deals completed by the Bank in 2012 are shown on the next pages.
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Adani Abbot Point Terminal Pty Ltd

Adani Abbot Point Terminal Pty Ltd

A$1.25 billion 
March 2012

Club Facility

Mandated Lead Arranger, 
Co-ordinating Bank, Facility Agent  
and Security Trustee

In March 2012, the Bank was appointed as 
Mandated Lead Arranger, Co-ordinator, Facility 
Agent and Security Trustee on the A$1.25 billion 
club facility for Adani Abbot Point Terminal 
Pty Ltd (Adani Abbot Point Terminal). The 
facility was structured with a five-year tenor and 
funds were used to refinance an existing bridge 
loan for Adani Enterprise’s acquisition of the 
Abbot Point Coal Terminal. The final bank 
group comprised seven lenders, including four 
Asian banks.

Gold Fields Ltd

Gold Fields Ltd

US$500 million 
April 2012

Syndicated Facility

Mandated Lead Arranger,  
Bookrunner and  
Co-ordinating Bank

The Bank was appointed as a joint Global 
Co-ordinator in arranging Gold Fields Ltd’s 
US$500 million syndicated facility in April 2012. 
The facility was structured as a revolving loan 
with five-year tenor. The syndication was widely 
distributed with the strategy targeting onshore 
and offshore lenders globally. The final group 
comprised 12 banks. The transaction illustrated 
the Bank’s appetite and support for credits 
outside of the Australian domicile as well as the 
depth of its extensive global distribution.

Charter Hall Office Trust

Charter Hall Office Trust

A$1 billion 
April 2012

Syndicated Facility

Mandated Lead Arranger

The Bank jointly lead-arranged a A$1 billion  
club facility for Charter Hall Office Trust. Funds 
were used to acquire and privatise Charter Hall 
Office REIT. The facility was structured as a 
revolving loan with three- and five-year tenors, 
demonstrating the Bank’s capability to structure 
complex acquisition financing in the property 
sector.

Qube Logistics Holdings Ltd

Qube Logistics Holdings Ltd

A$550 million 
June 2012

Syndicated Facility

Joint Mandated Lead Arranger,  
Underwriter and Bookrunner

In June 2012, Qube Logistics Holdings (Qube 
Logistics) refinanced its existing debt facilities 
by appointing the Bank to jointly arrange and 
underwrite a A$550 million syndicated facility. 
This transaction represented Qube Logistics’ 
first foray into the syndicated loan market. The 
facility was also put in place for future growth 
opportunities, including providing funding 
certainty to acquire an additional stake in 
Moorebank. In what was a time-critical process, 
the Bank demonstrated its ability to execute 
quickly and efficiently to ensure Qube Logistics’ 
requirements were met.
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Arrium Limited

OneSteel Finance Pty Ltd

US$330 million 
June 2012

Syndicated Facility

Mandated Lead Arranger  
and Bookrunner 

After accessing the loan market twice in 2011, 
Arrium (formerly OneSteel) looked to the 
syndicated loan market in June 2012, raising 
US$330 million to refinance existing debt. The 
Bank was appointed Mandated Lead Arranger 
and Bookrunner in the transaction. The transaction 
was well received and resulted in Arrium upsizing 
the transaction from the original target of US$295 
million. The loan was structured as a revolving 
facility over a four-year term.

Crown Ltd

Crown Ltd

A$500 million 
September 2012

Syndicated Facility

Mandated Lead Arranger  
and Bookrunner 

In September 2012, the Bank was mandated 
Lead Arranger and Bookrunner on Crown’s 
A$500 million syndicated facility. The facility, 
which refinanced a loan completed in 2008, 
was split between two tranches with tenors of 
four and five years. The syndicate consisted of 
seven lenders, including domestic and foreign 
banks. Despite lingering concerns about 
liquidity constraints in the sector, this transaction 
provided evidence that there was still sufficient 
capacity in the market, and reflects the Bank’s 
capability and expertise in the sector.

Goodman Group–Brickworks Joint 
Venture

BGAI Finance Company Pty Ltd

A$415 million 
June 2012

Syndicated Facility

Mandated Lead Arranger  
and Bookrunner 

In June 2012, the Bank acted as sole lead 
arranger for the Goodman Ltd and Brickworks 
Ltd A$415 million syndicated facility. This 
transaction was structured as a revolving 
facility with two term loan tranches with tenors 
over three to four years. The final bank group 
comprised three banks, and the proceeds were 
used to repay debt.

Oil Search Ltd 

Oil Search Ltd
US$500 million 
October 2012

Club Facility

Mandated Lead Arranger  
and Advisor

In October 2012, the Bank was appointed to 
arrange Oil Search’s refinancing of its revolving 
facilities. The transaction was oversubscribed 
from the original target and subsequently 
upsized to US$500 million, reflecting strong 
demand by lenders for investments in the natural 
resources sector. The deal involved 15 banks in 
the final bank group and attracted both new and 
existing lenders. This transaction also highlighted 
the breadth and depth of the Bank’s knowledge 
and experience in the sector, from the advisory 
role it played throughout the process. The facility 
was structured as a non-amortising revolving 
credit with a five-year tenor.
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June 2012

Syndicated Facility

Mandated Lead Arranger  
and Bookrunner 

In June 2012, the Bank acted as sole lead 
arranger for the Goodman Ltd and Brickworks 
Ltd A$415 million syndicated facility. This 
transaction was structured as a revolving 
facility with two term loan tranches with tenors 
over three to four years. The final bank group 
comprised three banks, and the proceeds were 
used to repay debt.

Oil Search Ltd 

Oil Search Ltd
US$500 million 
October 2012

Club Facility

Mandated Lead Arranger  
and Advisor

In October 2012, the Bank was appointed to 
arrange Oil Search’s refinancing of its revolving 
facilities. The transaction was oversubscribed 
from the original target and subsequently 
upsized to US$500 million, reflecting strong 
demand by lenders for investments in the natural 
resources sector. The deal involved 15 banks in 
the final bank group and attracted both new and 
existing lenders. This transaction also highlighted 
the breadth and depth of the Bank’s knowledge 
and experience in the sector, from the advisory 
role it played throughout the process. The facility 
was structured as a non-amortising revolving 
credit with a five-year tenor.
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Origin Energy Ltd

Origin Energy Ltd

A$2.4 billion 
October 2012

Syndicated Facility

Mandated Lead Arranger  
and Bookrunner 

In October 2012, the Bank was appointed to 
arrange Origin Energy’s A$2.4 billion syndicated 
facility, which refinanced its existing loan facilities. 
The Bank was mandated to arrange the deal, 
which was just under four times oversubscribed 
based on the original target. The syndication 
targeted domestic and Asian lenders with 
demand from 38 lenders forming the final bank 
group, demonstrating the depth of market liquidity 
available for investment-grade borrowers. The 
Bank took Origin Energy on an Asian roadshow 
as part of the syndication, with presentations in 
Taiwan, Hong Kong and Singapore. The facility 
was structured as a revolving credit facility with 
tenors over four and five years.

Whitehaven Coal

Whitehaven Coal Ltd

A$1.2 billion 
December 2012

Syndicated Facility

Mandated Lead Arranger,  
Underwriter and Bookrunner

In December 2012, the Bank was appointed 
to jointly arrange and underwrite the A$1.2 
billion Whitehaven Coal Ltd (Whitehaven 
Coal) syndicated facility. The transaction 
was structured as a multi-option facility with 
revolving, term and guarantee facilities over a 
four-year tenor, which replaced Whitehaven 
Coal’s existing bank debt facilities. Additionally, 
the funds were used for general corporate 
and capital expenditure purposes, including 
developing the Maules Creek mine project.

EnergyAustralia Holdings Ltd 

EnergyAustralia Finance Pty Ltd

A$750 million 
December 2012

Syndicated Facility

Mandated Lead Arranger 
and Bookrunner

In December 2012, the Bank was appointed 
to arrange an A$750 million refinance for 
EnergyAustralia (formerly TRUenergy). The 
deal was upsized from the original target of 
A$500 million due to the strong demand for 
the credit. Financial close for this transaction 
was achieved within a month of launching the 
syndication, demonstrating the ability of the 
Bank (and other joint Mandated Lead Arrangers 
and Bookrunners) to execute large transactions 
efficiently. The facility was structured as a 
revolving facility across two tranches comprising 
tenors of four and five years.

The Bank continued to support 
corporate Australia as a market 
leader in arranging, bookrunning 
and distribution.
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Cautious Optimism 
Amid Global  
Uncertainty and  
Regulatory Changes.

The Australian and New Zealand 
loan market continues to exhibit 
adequate liquidity from a diverse 
range of investors. Despite healthy 
corporate balance sheets, credit 
growth remains subdued and as 
such it is anticipated that banks 
will aggressively seek ways to 
grow their own balance sheets and 
protect market share. The pipeline 
for loan maturities is not viewed as 
being a challenging task, assuming 
a similar level of available liquidity 
as shown in 2012. Key areas for 
growth in loan market volumes 
are likely to come from project 
financing in the natural resources 
and infrastructure sectors.

Distribution Channels 
Remain Deep 
The market reinvigorated in 2012, 
with robust liquidity stemming from 
various key investors. In examining 
the pipeline for 2013, it seems 
liquidity will remain sufficient to 
support this volume, particularly if 
the debt capital markets continue 
in the same form we witnessed  
in 2012.

Australian majors remain in a strong 
position to leverage their balance 
sheets and show their support for 
corporate Australia. Asian lenders, 
including the mega Japanese 
banks, should also continue to be 
crucial to the investor base and 
distribution channels, remaining 
largely resilient amidst global 
volatility. 

It will be interesting to see how 
European bank support for 
Australian corporates evolves. 
There are still some active 
participants as evidenced 
throughout 2012; however, the 
return of these lenders will depend 
on improvements in their home 
markets and renewed market 
optimism. The question may well 
be ‘when’ will they return rather 
than ‘if’, as when these banks 
retreated during the GFC and 
returned in subsequent years. 
However, given the still largely 
uncertain outlook pervading 
Europe, it is difficult to expect these 
investors to return with the force 
previously demonstrated in the 
domestic loan market, at least in 
the short term. 

The level of market liquidity 
allows favourable conditions 
for underwritten facilities, with 
lenders remaining confident in 
ample distribution channels. Open 
capital markets also facilitate good 
conditions in securing bridge 
facilities, as borrowers can select 
from various available markets to 
term out. With clear refinancing 
avenues remaining viable, lenders 
are willing and able to provide 
bridge facilities for the right credit. 

Institutional Investors
At the APLMA Institutional Investor 
Seminar held in Melbourne in 
October 2012, institutional investors 
indicated their desire to participate 
or continue to invest in the 
‘right’ loan transactions. Growth 
prospects in this investor base 
are significant, as the Australian 
Government’s compulsory 
superannuation scheme means 
that Australia is now the world’s 
fourth-largest private pension fund 
market, with approximately A$1.3 
trillion in assets. 

Key Deals and Outlook
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At the APLMA Institutional Investor 
Seminar held in Melbourne in 
October 2012, institutional investors 
indicated their desire to participate 
or continue to invest in the 
‘right’ loan transactions. Growth 
prospects in this investor base 
are significant, as the Australian 
Government’s compulsory 
superannuation scheme means 
that Australia is now the world’s 
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market, with approximately A$1.3 
trillion in assets. 
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Institutional investors will 
likely support project finance, 
infrastructure and LBO transactions 
in 2013 as a means of diversifying 
their asset allocations; however, 
participations will continue to 
be selective. There is still the 
challenge of compelling borrowers, 
syndicators and debt advisers 
to structure deals that facilitate 
institutional investors’ participation. 

The second impediment to 
accessing this lucrative source 
of funds is the illiquid secondary 
market. If primary market activity 
is subdued, then banks are likely 
to keep assets for carry income. 
Furthermore, secondary loan 
trading is also restrained by the 
conservative nature of corporates 
that stipulate terms and conditions 
prohibiting their bankers from 
selling their debt. Even if selling 
debt is not prohibited, corporates 
generally prefer their debt to be 
provided by relationship banks and 
not on-sold to non-relationship 

banks or investors. The buy-and-
hold mentality of many loan market 
participants makes it difficult to 
foresee immediate or significant 
change in secondary market 
activity in 2013. 

In the medium term, there may 
be various factors that foster 
activity in the secondary loan 
market, including capital and the 
liquidity requirements imposed 
by Basel III. The latter will require 
banks to actively manage their 
loan portfolios and churn loans 
that create a capital or liquidity 
burden, but whether this is enough 
to encourage a shift in mindset 
by loan market participants is still 
unknown. 

Australian majors remain in a 
strong position to leverage their 
balance sheets and show their 
support for corporate Australia. 
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Australian & New Zealand Debt Maturity Profile
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2013 Key Drivers
The pipeline for loan maturities 
in 2013 is quite lean, with almost 
40% of the pipeline having been 
addressed in prior years. Remaining 
loan maturities for 2013 amount 
to approximately US$44 billion. 
Notwithstanding relatively low 
maturity volumes for 2013, loan 
market maturities over the next 
three years remain consistent at 
approximately US$178.5 billion. 

As was the case in 2011 and 2012, 
one would expect that corporates 
will continue to refinance debt 
maturities early, particularly if 
available pricing is favourable. 
Sectors with the largest refinancing 
exposures in 2013 include property 
and construction; metals; mining 
and equipment; media and 
communications; and energy and 
power – which together account for 
over 50% of loan market maturities.

As for new money volumes, project 
finance will continue to be a key 
driver and will be dominated by a 
US$7 billion loan used to develop 
a coal mine in Western Australia, 
led by Roy Hill Holdings. Export 
Credit Agencies will again be 
heavily involved in supporting the 
transaction, and lenders will be 
expected to fund a smaller portion 
of the overall financing. 

Towards the end of 2012, there 
were murmurs of M&A activity. 
However, while there are signs of 
improvement in general business 
confidence, there still remains a 
cautious undertone in pursuing 
M&A. Although the capital markets 
are ready and open, the relatively 
low cost of debt and easy access 
to funding is not likely to be enough 
to spur market activity. Loan market 
volumes will largely be driven by 
confidence among corporates and 
their willingness to undertake activity 
to grow their business. 

Where To From Here?
Interestingly, we find ourselves 
in a similar position to when we 
compiled this publication last year. 
The concerns of Europe and US, 
while somewhat lessened, are 
still largely in the limelight and in 
precarious positions. As we embark 
on 2013, we eagerly await what the 
year will bring. There appears to 
be some suggestion of improving 
business confidence, but questions 
continue to emanate in relation 
to China’s growth and how the 
Australian economy will cope if the 
momentum in this economy slows. 

While there are still many 
uncertainties in the minds of loan 
market participants, in a world 
of increasing volatility one thing 
remains: the Australian and New 
Zealand loan market will continue  
to demonstrate sustained 
confidence in supporting the 
financing needs of borrowers. 

There still remains a cautious 
undertone in pursuing M&A.
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2013 Key Drivers
The pipeline for loan maturities 
in 2013 is quite lean, with almost 
40% of the pipeline having been 
addressed in prior years. Remaining 
loan maturities for 2013 amount 
to approximately US$44 billion. 
Notwithstanding relatively low 
maturity volumes for 2013, loan 
market maturities over the next 
three years remain consistent at 
approximately US$178.5 billion. 

As was the case in 2011 and 2012, 
one would expect that corporates 
will continue to refinance debt 
maturities early, particularly if 
available pricing is favourable. 
Sectors with the largest refinancing 
exposures in 2013 include property 
and construction; metals; mining 
and equipment; media and 
communications; and energy and 
power – which together account for 
over 50% of loan market maturities.

As for new money volumes, project 
finance will continue to be a key 
driver and will be dominated by a 
US$7 billion loan used to develop 
a coal mine in Western Australia, 
led by Roy Hill Holdings. Export 
Credit Agencies will again be 
heavily involved in supporting the 
transaction, and lenders will be 
expected to fund a smaller portion 
of the overall financing. 

Towards the end of 2012, there 
were murmurs of M&A activity. 
However, while there are signs of 
improvement in general business 
confidence, there still remains a 
cautious undertone in pursuing 
M&A. Although the capital markets 
are ready and open, the relatively 
low cost of debt and easy access 
to funding is not likely to be enough 
to spur market activity. Loan market 
volumes will largely be driven by 
confidence among corporates and 
their willingness to undertake activity 
to grow their business. 

Where To From Here?
Interestingly, we find ourselves 
in a similar position to when we 
compiled this publication last year. 
The concerns of Europe and US, 
while somewhat lessened, are 
still largely in the limelight and in 
precarious positions. As we embark 
on 2013, we eagerly await what the 
year will bring. There appears to 
be some suggestion of improving 
business confidence, but questions 
continue to emanate in relation 
to China’s growth and how the 
Australian economy will cope if the 
momentum in this economy slows. 

While there are still many 
uncertainties in the minds of loan 
market participants, in a world 
of increasing volatility one thing 
remains: the Australian and New 
Zealand loan market will continue  
to demonstrate sustained 
confidence in supporting the 
financing needs of borrowers. 

There still remains a cautious 
undertone in pursuing M&A.
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Commbank     
Congratulates  

aussies 
 who Can.

Ita Buttrose
2013 Australian of the Year

As the major sponsor of the Awards for more than 30 years, CommBank congratulates the 2013 Australian of the Year, 
Ita Buttrose. We also salute the finalists and recipients in all categories, who each join a prestigious list of Aussies who can. 

Major Sponsor
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Sufficient Liquidity in the Loan Market.

Bumper Year for Project Finance, Infrastructure and Natural Resources.

Positive Sentiment for Leveraged Finance in the Private Equity Sector.

Demonstrating Sustained Confidence.

10th Anniversary Edition

Loan Market Update.
2012 in Review  
Australia and New Zealand
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+61 2 9118 4158
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Andrew Ting   
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Damian Mosca 
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Lynette Underwood  
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Hong Kong
Ninghong Xie   
+852 2844 7567

London
Andrew Powderly  
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New Zealand
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+64 9337 4759

Agency
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Garry Armsworth   
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Colleen Chiu    
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Management
Anthony O’Flynn   
+61 2 9118 4171

Sam Serisier    
+61 2 9118 4341

Anita Fung    
+61 2 9118 4172

Sahil Khanna    
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 Head of Loan   Markets
 & Syndication
Loretta Venten   
+61 3 9675 7389

Loan Markets  
& Syndication

Sydney
Sean Sykes   
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Tony Long   
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Onur Karatmanli  
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Dzung Tran   
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Contacts.
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