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IMPORTANT INFORMATION AND DISCLAIMER 

This document was prepared by a member of Commonwealth Bank of Australia’s (the Bank) trading or sales desk and is not a product of 
CBA’s Global Markets Research. 

The information contained in this document is made available for persons who are wholesale clients, sophisticated investors or professional investors 
as defined in the Corporations Act 2001. 

This document is not to be construed as a solicitation or an offer to buy any securities or financial instruments. This document has been prepared 
without taking account of the objectives, financial situation (including the capacity to bear loss), knowledge, experience or needs of any specific 
person who may receive this article. All recipients should, before acting on the information in this report, consider the appropriateness and suitability 
of the information, having regard to their own objectives, financial situation and needs, and, if necessary seek the appropriate professional or financial 
advice regarding the content of this report. The information does not purport to be a complete statement or summary of a transaction.

Financial markets products have an element of risk. The level of risk varies depending on the product’s specific attributes and how it is used. Potential 
investors should note that the product discussed is a sophisticated financial product which involves dealing in derivatives. Unless you are familiar with 
products of this type, this product may not be suitable for you. The Bank will enter into transactions on the understanding that the customer has: made 
his/her own independent decision to enter into the transaction; determined that the transaction is appropriate; ensured he/she has the knowledge to 
evaluate and capacity to accept the terms, conditions and risks; and is not relying on any communication from Commonwealth Bank as advice. 

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to 
accuracy, reliability or completeness of any statement made in this article. Any opinions, conclusions or recommendations set forth in this document 
are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by the 
Bank or the wider Commonwealth Bank of Australia Group of Companies. We are under no obligation to, and do not, update or keep current the 
information contained in this document. Neither the Bank nor any of its subsidiaries accept liability for any loss or damage arising out of the use of all 
or any part of this article. Any valuations, projections and forecasts contained are based on a number of assumptions and estimates and are subject 
to contingencies and uncertainties. Different assumptions and estimates could result in materially different results. The Bank does not represent or 
warrant that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met. Past performance is not a 
reliable indicator of future performance. 

The Bank has provided, provides, or seeks to provide, investment banking, capital markets and/or other services, including financial services, to the 
companies described in the article and their associates. All material presented in this article, unless specifically indicated otherwise, is under copyright 
to the Bank. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, 
without the prior written permission of the Bank. In the case of certain products, the Bank or one of its related bodies corporate is or may be the only 
market maker. The Bank, its agents, associates and clients have or have had long or short positions in the securities or other financial instruments 
referred to herein, and may at any time make purchases and/or sales in such interests or securities as principal or agent, including selling to or buying 
from clients on a principal basis and may engage in transactions in a manner inconsistent with this article.

Unless agreed separately, we do not charge any fees for any information provided in this presentation. You may be charged fees in relation to the 
financial products or other services the Bank provides, these are set out in the relevant Financial Services Guide (FSG) and relevant Product Disclosure 
Statements (PDS). Our employees receive a salary and do not receive any commissions or fees. However, they may be eligible for a bonus payment 
from us based on a number of factors relating to their overall performance during the year. These factors include the level of revenue they generate, 
meeting client service standards and reaching individual sales portfolio targets. Our employees may also receive benefits such as tickets to sporting 
and cultural events, corporate promotional merchandise and other similar benefits. If you have a complaint, the Bank’s dispute resolution process can 
be accessed in Australia on phone number 132221 or internationally 61 2 98417000.

Produced by Commonwealth Bank of Australia ABN 48 123 123 124

In the UK: This document is made available in the UK only for persons who are Eligible Counterparties or Professional Clients, and not Retail Clients 
as defined by Financial Conduct Authority (FCA) rules. The Bank is registered in England No. BR250 and authorised by the Prudential Regulation 
Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority as well as the 
Australian Prudential Regulation Authority (APRA) in Australia. Details about the extent of our regulation by the Prudential Regulation Authority are 
available from us on request. 

In Singapore: The information in this brochure is made available only for persons who are Accredited Investors or Expert Investors in terms of the 
Singapore Securities and Futures Act. It has not been prepared for, and must not be distributed to or replicated in any form, to anyone who is not 
an Accredited Investor or Expert Investor. If you are an Accredited Investor or Expert Investor as defined in Regulation 2(1) of the Financial Advisers 
Regulations (“FAR”), the Bank is obliged to disclose to you that in the provision of any financial advisory services to you, we are exempted under 
Regulations 33, 34 and 35 of the FAR from complying with the business conduct provisions of sections 25 (Obligation to disclose product information 
to clients), 27 (Recommendations by licensees) and 36 (Disclosure of interests in securities) respectively, of the Financial Advisers Act (“FAA”).

In Japan: This document is made available only for institutional customers. Commonwealth Bank of Australia, Tokyo Branch is a licensed banking 
business authorized by Japan Financial Services Agency. 

In Hong Kong: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution 
in relation to the offer. If you are in any doubt about any of the contents of this document, you should obtain independent professional advice. The 
provision of this document to any person in Hong Kong does not constitute an offer of securities to that person or an invitation to that person to 
acquire, apply, or subscribe, for the issue of, or purchase, securities unless the recipient is a person to whom an offer of securities may be made in 
Hong Kong without the need for a prospectus under section 2 and the Seventeenth Schedule of the Companies Ordinance (Cap. 32 of the Laws of 
Hong Kong) (“Companies Ordinance”) pursuant to the exemptions for offers in respect of which the minimum consideration payable by any person 
is not less than HK$500,000 or its equivalent in another currency. Neither this document nor any part of it is, and under no circumstances are they 
to be construed as, a prospectus (as defined in the Companies Ordinance) or an advertisement of securities in Hong Kong. The products have not 
been, nor will they be, qualified for sale to the public under applicable Hong Kong securities laws except on a basis that is exempt from the prospectus 
requirements of those securities laws. Minimum Investment Amount for Hong Kong Investors: HK$500,000

In the USA: The Bank is authorized to maintain a Federal branch by the Office of the Comptroller of the Currency. This document is made available 
for informational purposes only. The products described herein are not available to retail investors. NONE OF THE PRODUCTS DESCRIBED ARE 
DEPOSITS THAT ARE COVERED BY FDIC INSURANCE. This product is not suitable for investment by counterparties that are not “eligible contract 
participants” as defined in the U.S. Commodity Exchange Act (“CEA”) and the regulations adopted thereunder; or (ii) entities that have any investors 
who are not “eligible contract participants.” Each hedge fund or other investment vehicle that purchases the products must be operated by a registered 
commodity pool operator as defined under the CEA and the regulations adopted thereunder or a person who has qualified as being exempt from such 
registration requirement. CBA cannot execute swaps with any US person unless our counterparty has adhered to the ISDA Dodd Frank protocol. 
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We are pleased to provide the 
12th issue of our annual Debt 
Market Update giving our 
predictions for 2015 together with 
a comprehensive overview of the 
events that shaped the syndicated 
loan, bond and securitisation 
markets in 2014.

The title of this year’s edition, 
Seize the Initiative, reflects how we 
believe our clients can continue to 
capitalise upon the successful loan 
financing, project financing and new 
issuances that resulted from the 
attractive market conditions in 2014 
by seizing the funding opportunities 
that we believe will continue to 
be available to astute borrowers 
in 2015.  Australasian corporates 
and banks are still well positioned 
to take the initiative, with strong 
balance sheets supported by a 
relatively robust domestic economy. 

Outlook for 2015
Looking ahead, the early signs for 
the fixed income and loan markets 
in 2015 are relatively positive 
albeit with a marked increase in 
volatility. We believe quantitative 
easing (QE) will continue to drive 
liquidity and demand for assets 
and, in the absence of any large 
market shocks, the loan and debt 
capital markets in 2015 should 
offer borrowers attractive execution 
opportunities in size and at relatively 
tight spreads. Ongoing strong 
underwriting and hold appetites 
from banks are anticipated to be a 
key factor in the loan market and, 
as a consequence, loan pricing is 
expected to remain tight.

The World Bank has recently 
downgraded its forecast for global 
economic growth to three per cent 

and there would appear to be plenty 
to worry about, with concerns 
ranging from volatility in commodity 
and oil prices, European economic 
and political uncertainty, Russian 
posturing, unknowns around QE and 
an Asian slowdown, to name but a 
few. Indeed, some of these factors 
have already resulted in a modest 
early-year widening in credit spreads. 
We believe given this uncertain global 
backdrop the debt markets have 
the potential to experience periods 
of increased volatility over 2015. 
This may result in market conditions 
that will favour borrowers who 
have diversified their funding base 
and who can react with flexibility 
both in terms of timing and choice 
of markets when planning and 
executing their funding strategies to 
achieve the most efficient outcome.

A positive for our local market 
is that domestic mergers and 
acquisitions (M&A) activity is 
expected to continue its modest 
growth, while inbound M&A activity 
is anticipated to be the largest 
driver of volume in this area. The 
pipeline of privatisations for key 
infrastructure assets, including 
power transmission and distribution 
assets in Queensland and NSW, 
should keep market participants 
busy throughout the year, with bids 
anticipated from strong onshore 
and offshore consortiums.

2014 Themes

Strong Liquidity

In last year’s edition of the Debt 
Market Update, Right Place, Right 
Time, we predicted that 2014 would 
be a year of strong liquidity for 
corporate and bank borrowers and 
this proved to be the case.

Borrowers across Australia and 
New Zealand did take advantage  
of accessible debt funding markets, 
with many capitalising on positive 
conditions by accessing a range 
of different markets numerous 
times during the year. The strong 
liquidity seen across all debt 
markets also enabled borrowers 
in 2014 to negotiate favourable 
terms and conditions, while 
contracting margins and continued 
low interest rates led to significant 
reductions in their costs of debt 
capital. It is interesting to note 
that while corporate activity grew, 
project financing remained the key 
driver of new volumes in both the 
syndicated loan market and the 
debt capital markets – total volume 
of Australian project finance (PF) 
debt financing was US$26.5 billion 
in 2014 compared to US$5.14 
billion in 2013.

Diversification for flexibility

Funding diversification was 
another key theme of 2014, with 
borrowers targeting the A$ Medium 
Term Note (MTN) market where 
total 2014 bond issuance was 
A$119.4 billion and the US Private 
Placement (USPP) market where 
the total Australian and New 
Zealand borrower USPP issuance 
was US$7 billion reaching total 
issuance of US$54 billion). Several 
major borrowers did look to the US 
and European bond markets for 
larger benchmark transactions of 
more than US$500 million to meet 
their diversification requirements 
resulting in Australian banks and 
corporates raising A$80.2 billion 
equivalent in the Euro and US$ Rule 
144a markets over 2014.

Seize the  
initiative
The Commonwealth Bank of Australia is committed to enhancing our clients’ 
success in both the Australasian and international debt markets. Our market-leading 
capabilities enable us to provide unique insights into the global debt markets.
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Equity Markets

Volatility was a dominant trend for 
equity market investors in 2014. 
The S&P/ASX 200 finished the year 
one per cent up on 2013, but, to 
put this in context, at one stage the 
index was up five per cent before 
retreating to lower levels in the 
second half of the year. Despite 
market volatility, volumes in the 
Australian equity capital markets 
flourished, led by the strongest 
initial public offering (IPO) volumes 
in a decade. The government-
owned health insurer, Medibank 
Private, was floated and was the 
largest such transaction in Australia 
since Telstra’s debut 17 years ago. 
It came to the market at the end of 
the year, raising $5,679 million in the 
world’s third-biggest IPO for 2014.

Securitisation Market

The securitisation markets had their 
strongest year since 2007, with 
record issuance volumes and pricing 
levels. Commonwealth Bank finished 
the year as number one in the 
KangaNews Securitisation League 
Tables – including self-led deals – 
and we also won the KangaNews 
2014 Australian Securitisation 
Deal of the Year for the A$4 billion 
Medallion Trust 2014-2 deal.

A$ Bond Issuance Volumes

Deal flow was seen across all 
sectors of the A$ bond market, 
with both supranational borrowing 
authorities and international 
financial institutions contributing  
40 per cent of activity to the market, 
and domestic banks making up 
the other major borrower group, 
accounting for 27 percent of total 
issuance. Corporate issuances 
were relatively low, at seven percent 
of issuance, but this was more due 
to lack of supply than any demand 
shortfall. The average maturity of 
issuance in the domestic bond 
market also lengthened with a 

regular supply of seven-year and 
longer deals (the weighted average 
market duration increased from 6.8 
years to 7.4 years). 

Syndicated Loan Volumes

The syndicate loan market 
volumes were up 19 per cent on 
last year, driven by a number of 
large refinancing and major PF 
transactions, including Origin 
Energy’s A$7,400 million amend 
and extend, and large acquisitions 
for Queensland Motorway and 
Queensland Curtis LNG pipeline. 
Borrowers raising funds in the 
market recorded the highest 
volumes in the transport, services 
and equipment, and energy and 
power sectors.

Overall Australian domestic funding 
volumes raised US$109.2 billion in 
syndicated loans, A$119.4 billion in 
domestic bond and A$32.3 billion 
in residential mortgage-backed 
security (RMBS) markets which 
mirrored the global trend as 2014 
being a record year for issuance.

Economic Conditions in 2014

In last year’s Right Place, Right 
Time, we predicted that corporate 
entities would prepare for softer 
economic conditions by cutting 
costs, deferring projects and 
curbing expansion plans, and this 
was the case in 2014. A downward 
trend in the resources sector was 
exacerbated by a sharp fall in the 
price of oil to below US$50 a barrel, 
a price decline that also impacted 
the oil and gas sector.

The subdued economic conditions 
meant that Australian interest 
rates remained at 60-year lows, 
despite rising dwelling prices and 
an improving property construction 
outlook. In terms of the currency, 
the Australian dollar moved 
sharply lower towards the end of 
the year, losing ground against 

the greenback to end the year at 
US$0.81. It is worth noting that the 
weaker currency and the diminished 
A$ interest differential might have an 
impact on the offshore appetite for 
A$ assets as the year moves on.

Adding to what was an already a 
volatile year, there was heightened 
geopolitical risk associated with 
Russia and Ukraine, and continued 
concern about the European 
economic outlook. Without doubt, 
2014 had some bumps in the road 
and, as outlined in our predictions 
for 2015, conditions could become 
increasingly volatile as 2015 
progresses, providing motivation 
for issuers to seize the initiative 
and capitalise on current good 
conditions.

We hope you enjoy the insights 
in this report and it encourages 
you to “seize the initiative” to 
review your current and potential 
financing for 2015 and allow us to 
assist you in providing specialist 
input to your own unique financing 
requirements.  We wish all our 
clients a prosperous year in 2015 
and thank you for working with 
us. As always, we welcome your 
feedback and comments, and look 
forward to assisting you with your 
next capital raising.

Simon Ling 
Head of Debt Markets Origination 
Commonwealth Bank

“ The loan and debt capital markets in 2015 should 
offer borrowers attractive execution opportunities  
in size and at relatively tight spreads.”
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Find out how we can change the game for you. 
Contact Simon Ling on +61 2 9118 6463 
or visit commbank.com.au/debtmarkets

Commonwealth Bank of Australia ABN 48 123 123 124

Our loan market specialists can arrange and manage complex deals involving multiple parties and 
jurisdictions. We can develop innovative financing structures tailored to your requirements.

Backed by rich analytics, a global network of experts and a deep commitment to high-quality service, 
we’ll help you realise your ambitions.

Who can look after
the big deals?
CommBank Can.
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Syndicated Facility
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and Bookrunner
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and Bookrunner
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and Bookrunner

October 2014

 

AUSTRALIA
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Syndicated Facility

Mandated Lead Arranger 
and Bookrunner 

August 2014

NZ$875 million

Syndicated Facility

Mandated Lead Arranger 
and Bookrunner
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Volume Analysis
In 2014, the Australasian syndicated 
loan market outperformed 2013 
results, with volumes largely in  
line with the record years of 2007 
and 2011.

In Australia, loan volumes reached 
US$109.2 billion, a 14 per cent 
increase on 2013. This was 
despite the number of transactions 
remaining relatively stable, with 196 
transactions completed in 2014 
versus 192 in 2013. 

In New Zealand, volumes grew 
an astonishing 55 per cent to a 
record US$18.5 billion from 56 
transactions. This growth was 
largely created by the return to the 
market of several deals in excess 
of NZ$1 billion, with issues from 
Fonterra Cooperative Group, 
Foodstuffs North Island and 
the country’s largest-ever Public 
Private Partnership (PPP) deal for 
Wellington Gateway in particular 
driving volumes. 
  
Loan Volumes
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Surprisingly, the year had a strong 
start, coming straight out of the 
blocks with mega transactions for 
Asciano Finance (A$1,300 million), 
Fonterra Cooperative Group 
(NZ$3,300 million), Australian 
Pacific Airports (Melbourne) 
(A$1,100 million), Sonic Healthcare 
(A$1,265 million) and Foodstuffs 
North Island (NZ$1,050 million), 

all completed in the first half. The 
first quarter alone represented 
one-third of New Zealand’s overall 
volumes from just 18 transactions. 
As the year progressed, volumes 
improved with every quarter 
outperforming the same quarter 
in 2013, with the exception of the 
fourth quarter, which was a record 
quarter in 2013. 
  
Loan Volumes by Quarter
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In typical syndicated loan market 
fashion, the second and fourth 
quarters saw a high number of 
transactions and large loan volumes. 
The second quarter recorded 
large transactions for the Roy 
Hill Iron Ore Project (US$5,070 
million), an underwritten loan for 
Newcastle Coal Infrastructure 
Group (US$1,200 million) and 
the refinancing of APT Pipeline 
maturities (A$1,250 million). 
Although quiet, the third quarter 
saw a large number of new money 
transactions, including Sun Group 
Finance (A$2,900 million) in backing 
its acquisition of Queensland 
Motorways Group, Healthscope in 
supporting its IPO (A$1,295 million), 
Telstra Corp (A$1,500 million) in its 
return to the syndicated loan market 
for the first time since 2009, and 
Vitol in acquiring the Shell assets 
(US$2,050 million). The fourth 
quarter was dominated by amends 
and extends, led by Origin Energy’s 

amend, extend and increase of its 
2013 transaction adding A$7,400 
million to overall 2014 volumes, 
making it the largest corporate 
transaction for the year. 

Industry Volumes
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Looking across different industries, 
the Transport, Services and 
Equipment industry had the largest 
overall increase in volumes with 
all the major Australian capital city 
airports refinancing debt maturities 
as all-in margin costs reduced. Key 
airport refinancing transactions 
were completed for Melbourne 
(A$1,100 million), Auckland 
(NZ$435 million), Canberra (A$690 
million), Essendon (A$250 million), 
Perth (A$550 million), Queensland 
(A$841.4 million) and Sydney 
Airport (A$1,200 million).

Across other industries, Media 
and Telecommunications also 
experienced strong growth, largely 
driven by a series of deals from 
the major telecommunications 
providers, but Infrastructure 
volumes were down in light of the 
strong year PPPs had in 2013. 
Although the Metals, Mining and 
Equipment volumes were up, this 
was largely driven by the Roy 
Hill Iron Ore project, with the 
remainder of volumes refinancing 
existing maturities. 

Syndicated  
loan markets
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In 2015, we expect continued strong 
volumes as the syndicated loan 
market remains a liquid, cheap and 
flexible form of debt financing. 

Purpose Analysis
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Last year saw a return to a more 
traditional market split with, perhaps 
most pleasingly, new money activity 
accounting for a significantly higher 
portion of loan volumes. The 2014 
refinancing volume accounted for only 
57 per cent of loans compared to 72 
per cent in 2013. Project financing 
was the key driver of new money 
volumes, particularly in the Energy 
and Power, Infrastructure, Metals, 
Mining and Equipment, and Property 
and Construction sectors. 

Despite the increase in volumes, 
liquidity remained strong and 
transactions continued to close well

oversubscribed, with a number of 
borrowers taking advantage of this to 
increase their overall transaction size. 
Key large refinancings included:

 › Origin Energy’s 16-month 
amend, extend and upsize to 
A$7,400 million

 › Vodafone Hutchinson Finance’s 
three-year US$3,500 million facility

 › Recall Holdings’ five-year 
US$1,050 million 

 › ISPT’s 1.5-, three- and four-year 
A$1,350 million facility

 › Sonic Healthcare’s one-, two- 
and five-year A$1,265 million 
facility

 › Asciano Finance’s three- and 
5.75-year A$1,300 million facility.

Borrowers were attracted to the 
syndicated loan market by the tighter 
pricing on offer, with many refinancing 
facilities with maturity dates three to 
four years out. The improved market 
dynamic allowed many corporates 
to complete refinancing with strong 
execution certainty, as lenders bid 
aggressively to obtain a greater share 
of balance sheet exposure. 

Corporate acquisition financing  
and leverage buyout activity remained 
modest as borrowers focused on 
ensuring balance sheet strength and 
interest cost reduction. 

Key transactions included:

 › Seek’s acquisition of online 
Malaysian employment business 
JobStreet Corp

 › Vela Investments’ (Woolworths’ 
South African subsidiary) 
acquisition of David Jones

 › Quadrant’s purchase of Zip 
Industries

 › Archer’s acquisition of Aero-Care

In a growing trend, many leveraged 
buyout funds took advantage of 
the market conditions to complete 
dividend recapitalisations, with 
transactions from Ingham Holdings 
and Project Sunshine IV (Platinum 
Equity’s stake in Sensis) both 
occurring with 18 months of the 
original acquisition date.

Despite many corporates bringing 
forward their refinancings in 2014, 
refinancing is expected to continue 
to be the main driver of syndicated 
loan market volume, with nearly 
A$50 billion in maturities remaining 
outstanding in 2015, and with a further 
A$90 billion due in 2016. We are 
expecting to see continued growth in 
new money transactions – with PPPs 
in particular expected to continue to 
form part of many state governments’ 
funding strategies – and M&A activity 
as corporates take advantage of their 
stronger balance sheets, the liquidity 
in debt markets and low interest rates 
to invest in growth initiatives.

The improved market dynamic 
allowed many corporates to 
complete refinancing with strong 
execution certainty, as lenders bid 
aggressively to obtain a greater 
share of balance sheet exposure.

In 2014, the Australasian syndicated loan market 
outperformed 2013 results, with volumes largely in 
line with the record years of 2007 and 2011.
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Pricing Analysis
In 2014, loan margins continued 
their downward trend seen over 
2012 and 2013. Over the last 
two years, average margins have 
compressed 100 basis points 
and 115 basis points across three 
and five years respectively for 
investment-grade corporates. 
Borrowers have seen significant 
drops and have brought forward 
maturities to take advantage of this. 

Commitment fees have fallen below 
the traditional 50 per cent, with 
strong investment-grade borrowers 
now achieving 45 per cent. 
Establishment fees have also come 
under some downward pressure, 
in particular on amend and extend 
transactions.

Three-year Indicative Corporate 
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Margins stabilised towards the 
end of 2014 and are expected 
to remain low. The cost of debt 
for corporates has been further 
improved by historically low 
interest rates, with many market 
commentators anticipating further 
rate cuts, resulting in a reduction 
in the bank bill swap rates (BBSW) 
– and further improving borrowing 
costs for corporates. 

All-in Pricing 
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Tenor Analysis Year-on-Year

<1 ≥1 ≥2 ≥3 ≥4 ≥5 ≥6
0

5

10

15

20

25

30

35

40

2012 2013 2014

US$(bn)

Tenor

Source: Thomson Reuters LPC

Tenors in the syndicated loan 
market remained largely constrained 
to five years or less, with corporates 
in particular obtaining better pricing 
spreads in debt capital markets for 
tenors beyond this. Three and five 
years remained the key loan tenors, 
representing 53 per cent of the 
volumes raised, with a large pick-
up in two-year deals also seen as 
borrowers looked to find a balance 
between minimising refinance risk 
and taking advantage of the lower 
pricing on offer in these tenors.

Also driving an increase in two-
year volumes was a growing 
market dynamic of extending 
bridge facilities beyond the 
traditional 12-month term, with 
strong borrowers able to lock in 
facilities for up to two years.

This was the case for Sun 
Group’s successful acquisition 
of Queensland Motorways, 
and APA Group’s acquisition of 
the Queensland Curtis LNG 
(QCLNG) pipeline.

Transactions with tenor beyond  
six years were dominated by 
project financing transactions,  
with key deals being:

 › Astra SLR Finance’s A$1,573 
million facility for the design, 
construction, operation and 
maintenance of the Sydney 
Light Rail

 › NRT Finance’s A$1,547 million 
facility for the development of a 
23-kilometre rail link to Sydney’s 
northwest region

 › New Zealand’s largest PPP 
project, the Transmission Gully 
Road project, which secured a 
NZ$911 million facility

 › A$1,270 million refinancing for 
the Westlink M7 toll road 

 › the Roy Hill Iron Ore Project 
facility totalling US$5,071 
million, which made up almost 
half of the overall volumes 
raised in tenors greater than  
six years.

Tenors less than five years are 
expected to continue to dominate 
the syndicated loan market for  
the foreseeable future as 
borrowers prefer to access longer-
dated tenor through debt capital 
markets and lenders prefer to 
keep the more flexible revolving 
form of credit available for shorter 
tenors. As banks’ cost of capital 
for longer tenors remain elevated, 
cheap longer-tenor facilities 
remains unlikely. 

Commitment fees have fallen 
below the traditional 50 per 
cent, with strong investment-
grade borrowers now achieving 
45 per cent.

Syndicated loan markets
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Transaction  
size analysis
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The average transaction size 
across the market continued to 
grow, reaching US$507 million 
in 2014, compared with US$444 
million in 2013. As with previous 
years, the majority of transactions 
for the year fell in the range of 
US$100 million to US$1,000 million. 

As in 2013, 2014 had six 
mega transactions (greater 
than US$2,000 million). The 
majority of these were new 
money transactions with only 
two representing refinancing of 
previous deals. The borrowers 
were the Roy Hill Iron Ore 
Project, Viva Energy Holding, 
East West Link, Vodafone 
Hutchinson Finance, Origin 
Energy and APA Group.

Investor analysis
The competitive landscape in the 
syndicated loan market throughout 
2014 was not dissimilar to that seen 
in 2013. Transactions continually 
closed oversubscribed, resulting 
in borrowers scaling back bank 
commitments, which prompted

banks to step up existing exposures 
and aggressively seek new balance 
sheet opportunities. This level of 
competition reflects borrowers’ 
modest appetite for additional credit, 
together with increasing liquidity 
from offshore banks which are 
returning to the Australasian market 
to chase enhanced returns relative 
to their respective home markets. 

Top 25 Banks Market Share  
by Region
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Australia’s major banks remained 
the largest source of bank debt, 
representing more than 55 per 
cent of commitments (compared 
to 49 per cent in 2013) in the 
syndicated loan markets. 
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Interestingly, market share from 
international banks remained 
consistent from region to region.
In previous years, some regions 
were more active, with Japanese 
and Chinese banks showing a 
larger appetite for Australasian 
credits. In addition, international 
banks showed a more diverse 
appetite than in previous 
years with investments across 
corporate, property, acquisition 
and infrastructure financing. This 
is no surprise given that offshore 
banks have limited opportunities in 
their home markets and they are 
widening their investment scope 
to include the Australasian market 
following a period of abstinence 
since the global financial 
crisis (GFC).

Developments in the different 
regions include:

 › Chinese banks have continued to 
support Chinese sponsors and 
state-owned enterprises (SOEs); 
however they have demonstrated 
a stronger balance sheet  
appetite for Australian corporates. 
In addition, new entrants 
establishing branch licences will 
add extra liquidity support to 
the increasingly active in-bound 
Chinese investment in Australia.

 › In 2014, Japanese banks 
supported approximately 10 
per cent of the syndicated loan 
market, equal to their support 
in 2013. Japanese banks show 
strong support for top-tier 
Australian corporate names and 
project financing transactions. 
 

Increasing activity by ‘Tier 2’ 
Japanese lenders was also 
an emerging theme in the 
syndicated market in 2014.

 › European banks have returned 
with a focus on the top-
tier credit quality Australian 
corporates. Although 
selective and relationship-
focused, European banks can 
provide significant liquidity 
to a particular transaction. 
European banks’ increased 
activity in the infrastructure 
sector was evident, particularly 
in support of European 
construction companies, which 
are increasingly active in the 
growing PPP space.

 › US banks continue to stay with 
key relationship borrowers, 
particularly where there are 
future M&A or capital markets 
mandate opportunities.

 › While Taiwanese banks remain 
active in the Australian loan 
market and traditionally support 
investment-grade ‘blue chip’ 
corporates, increased funding 
costs led to more subdued 
participation throughout 2014.

In 2015, competition from 
international banks will continue 
to put pressure on Australia’s 
major banks. Incumbent 
lenders will continue to strongly 
defend their existing balance 
sheet commitments, and new 
opportunities will be contested 
with tighter pricing and more 
competitive terms and conditions.

Institutional Investors

With leveraged buyout (LBO) 
activity subdued, institutional 
investors had limited involvement 
in the syndicated loan market 
in 2014. However, institutional 
investors were present in 
supporting MYOB, Ingham, 
Merlin Australia (for the 
Blackstone Group’s acquisition 
of a property portfolio from 
Mirvac) and Aero-care. In the 
Infrastructure sector, institutions 
including Industry Funds 
Management, Australian Super, 
Massachusetts Mutual and QBE 
Insurance provided strong support 
for the East West Link PPP 
transaction. In 2015, we anticipate 
that the large privatisations and 
the infrastructure development 
pipeline will mean that institutional 
investors will become more active 
in the syndicated loan market. 

Export Credit Agencies (ECAs)

Activity among Export Credit 
Agencies (ECAs) was quite 
limited in 2014. However, as 
anticipated in 2013, the Roy Hill 
Iron Ore project did involve ECA 
support, which included Korea 
Finance Corp (KFC), Japan Bank 
for International Cooperation 
(JBIC), Korea Trade Insurance 
Corporation (K-Sure), Export-
Import Bank of Korea (KEXIM), 
Nippon Export & Investment 
Insurance (NEXI) and Export-
Import Bank of the United States 
(US-EXIM). Export Development 
Canada (EDC) was particularly 
active with commitments in 
WSO Finance, Santos and New 
Generation Rollingstock (NGR) 
project, which KfW IPEX-Bank 
also supported.

Offshore banks have limited 
opportunities in their home 
markets and they are widening 
their investment scope to 
include the Australasian market 
following a period of abstinence 
since the global financial crisis

2014 Loan Market FundamentalsSyndicated loan markets
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A Spotlight on Leveraged Finance & Private 
Equity in 2014

Leveraged finance and 
the private equity sector
The Australian leveraged finance 
market continued to be more 
issuer-friendly in 2014, with 
the imbalance between loan 
supply and demand observed 
in 2013 continuing to grow and 
the majority of market trends 
remaining in place. While overall 
private equity (PE) transaction 
volumes increased substantially 
over the prior year, this did not 
directly translate into increased 
leveraged finance issuance in the 
domestic market. This was due, 
in part, to strong equity capital 
markets providing an attractive 
exit alternative to secondary 
buyouts, and while new 
acquisition volumes increased, 
several PE buyers took advantage 
of strong market conditions in 
the US Term Loan B market to 
effect transactions, thus mitigating 
the impact on the domestic 
market. Additionally, dividend 
recapitalisation transactions, a 
substantial driver of volume in 
2013, declined. Taken together, 
these developments contributed 
to falling issuance in the domestic 
market compared to 2013. 
Adding to this, the volume of 
exits outpaced ‘new money’ 
transactions, causing an apparent 
contraction in the overall volume 
of leveraged loans outstanding. 
As a result, lenders faced pressure 
to maintain loan portfolios, which 
contributed to more competition 
and issuer-friendly terms, pricing 
and leverage.

Market sentiment and key  
deal metrics

Driven by a second year of limited 
new investment deal flow and 
portfolio pressures from PE exits, 
the Australian leveraged loan 
market continued to be more 
issuer-friendly as lenders

competed more vigorously for 
limited deal flow. This manifested 
in lenders assertively positioning 
themselves to secure roles on 
transactions and providing more 
bespoke structures to compete 
with offshore capital market 
executions. While structuring and 
credit discipline were maintained, 
lenders have become increasingly 
comfortable with higher leverage, 
loosening terms and conditions, 
and tighter pricing. Additionally, 
the strong demand from lenders 
for new deal flow has created 
a positive environment for 
underwriting new transactions at 
attractive pricing and terms.

With regard to deal metrics, 
recent acquisition and refinancing 
structures (including dividend 
recapitalisations) demonstrate 
the continued positive sentiment 
within the Australian leveraged 
market and reflect issuers  
testing the boundaries of recent 
leverage levels and terms. 

While improved market 
conditions have aided most 
issuers, the benefit has accrued 
disproportionately to strong, 
defensive and cash flow–
generating businesses, where, 
generally speaking, senior 
leverage increased to between 
four and four-and-a-half times 
earnings before interest, tax, 
depreciation and amortisation 
(EBITDA). 

Reflecting overall loan market 
dynamics (including but not 
limited to supply and demand 
imbalances), lenders showed 
strong interest in transactions, 
which contributed to some 
pricing pressure. From a 
demand perspective, the market 
was supported by a relatively 
consistent hold level for ‘new 
money’ leveraged transactions 
at A$50–$75 million for domestic 
and international lenders, while 
hold levels generally increased in 
refinancing transactions, driven 
by lenders attempting to offset 
portfolio erosion. Investment banks 
continued to provide substantial 

liquidity in the market, particularly 
in refinancing transactions to 
support PE clients and to position 
for mandates on the eventual exit. 

Additionally, the limited volume  
of ‘new money’ deals increased the 
likelihood of lenders participating in 
transactions, thus increasing market 
liquidity. As a result, issuers were 
able to utilise this market imbalance 
to access more favourable pricing 
and terms, particularly in refinancings 
where issuers could engage with 
the existing lending syndicates and 
achieve lower all-in costs. 

Two notable developments of 
the prior year continued into 
2014, with offshore capital 
markets issuances and dividend 
recapitalisations representing 
material sources of deal flow in  
the Australian leveraged market. 

An apparent contraction in 
issuance contributed to an 
increasingly issuer friendly 
market
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With regards to offshore capital 
markets, 2014 witnessed a number 
of private equity and corporate 
issuers electing to access 
the US market (primarily the 
institutional Term Loan B market) 
to take advantage of ‘covenant-
lite’ structures, longer tenors 
and potentially higher leverage 
tolerance, despite having to pay a 
premium to do so (primarily related 
to currency hedging). Issuers such 
as Aristocrat, DTZ, Campaign 
Monitors, Sensis, Nextgen and 
Onsite successfully executed 
acquisition and refinancing 
transactions during 2014. However, 
the impact of the ending of 
quantitative easing, the timing 
and quantum of potential interest 
rate increases and increased 
market volatility in the US market 
remains an open issue in 2015. 
While dividend recapitalisation 
issuance remained meaningful, 
with approximately A$2 billion 
of financing raised in support 
of transactions executed by 
Australian issuers, volumes were 
substantially down compared to 
about A$5 billion raised in 2013. 

Private equity acquisition activity

Acquisition activity within the 
Australian PE sector was relatively 
more active than in the previous 
year, at least at the larger end of 
the market, with eight deals of 
significant size reaching financial 
close during 2014 and two larger 
transactions announced at the end 
of the year. Representing a reversal 
of prior years where public-to-
private (P2P) and secondary buyout 
transactions were more prevalent, 
transactions involving corporate 
sellers represented the vast majority 
of announced deal volumes. Notable 
transactions involving corporate 
sellers included DTZ (TPG), Orica 
Chemicals (Blackstone), Leighton 
Services (Apollo), Sensis (Platinum 
Equity) and Velocity (Affinity Equity). 
As noted elsewhere, the strength 
of the IPO market provided a 
competitive exit option for PE sellers, 
which contributed to a relatively 
low volume of secondary buyout 
transactions. 

Notable secondary buyout 
transactions included Retail  
Zoo (Bain), Aero-Care (Archer) 
and LCR (Archer). As seen in 
2013, international PE buyers 
remained the most active  
during 2014, announcing or 
completing eight of the ten larger 
transactions. 

The strength of 
the IPO market 
provided a 
competitive 
exit option for 
PE sellers

Private equity exit activity

As foreshadowed in our 2013 
commentary, PE exit activity 
accelerated after a relatively 
subdued 2013. Strong market 
conditions supported the activity, 
which included a receptive IPO 
market and interest from trade 
buyers. As was the case in 2013, 
the IPO market remained open 
and supported a number of 
PE-backed offerings, including 
Healthscope, Asaleo Care, 
Mantra Group and APN 
Outdoor, among a large  
number of other issuances. 
Trade sales complemented the 
exit activity with a number of 
domestic and international buyers 
successfully bidding for assets. 
Notable exits included Griffin’s 
Foods, Peters Food, Actrol 
Parts and Primo Smallgoods. 
Despite an apparent continued 
strength in the IPO market  
and interest from PE and trade 
buyers, we anticipate that the 
pace of PE exits may slow  
over the next twelve months  
given the large number 
accomplished over the past 
eighteen months. 

Outlook
The volume of announced 
transactions at the close of 
2014 is a positive sign that M&A 
activity within the PE sector 
will drive improved investment 
activity in 2015. Potential new 
investment activity would seem to 
be supported by well capitalised 
domestic and international PE 
funds, impact of a lower Australian 
dollar which could foster inbound 
M&A, and improved investor 
confidence following successful 
exits via the IPO market and 
realisations via dividend 
recapitalisations. Additionally, 
middle market transactions, which 
have traditionally accounted for 
the majority of M&A activity in 
the PE space, were relatively 
under-represented in 2014, 
thus presenting upside to deal 
flow. Offsetting this potential 
increase in activity, we anticipate 
that the volume of refinancing 
and dividend recapitalisation 
transactions will continue to 
slow as many of the most 
obvious candidates have already 
completed transactions or have 
been exited by their PE owners. 
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As anticipated at the end of 2013, 
2014 was a big year in Project 
Finance (PF).

The year saw 23 reported PF 
transactions in Australasia 
(compared with 11 in 2013), only 
one of which was in New Zealand 
(Transmission Gully PPP). The 
2014 deals represented debt 
raisings of approximately US$26.5 
billion (2013: US$5.14 billion) – an 
increase of 415 per cent and 
just over 20 per cent of the total 
syndicated market in Australasia.

In contrast to other loan markets 
(particularly Europe), not all PF 
transactions are long-term fully 
amortising loans. It is very common 
in Australasia to see a PF transaction 
structured as a construction loan 
followed by a short operating 
period (one to two years) and then 
a refinance. This enables the PF 
transactions to reap the benefits 
of a lower risk profile (completion 
of construction) and hence better 
pricing when refinancing. 

Of the US$26.5 billion borrowed 
using a PF structure, US$9.98 billion 
(or 46 per cent) of the funding came 
from Australia’s four major banks. 
All but one of the PF deals in 2014 
involved at least one Australian 
major. Two deals – Roy Hill Iron 
Ore Project and Sun Group – 
involved all four Australian majors. 
The Australian banks were each 
involved in eight to 12 of the PF deals 
in Australasia. In total, 43 banks 
(including Australia’s four majors) 
were involved in PF transactions in 
Australasia; however 29 of these 
banks were only involved in one or 
two PF transactions.

PF transactions (new money cash 
flow lending with limited recourse 
to a corporate sponsor) were 
found across various industries. 
The most prominent were 10 PPPs 
across the Transport, Property 
Development and Infrastructure 
sectors; four transactions 
emanating from M&A activity; and 
three pure property transactions. 
There was only one new wind farm 
transaction for the year.

The largest PF deals in 2014 were:

 › the US$5.07 billion Roy Hill Iron 
Ore mine development project in 
the metals and mining space  
(in addition there was nearly 
US$3 billion of direct-funded 
Export Credit Agency [ECA] debt) 

 › APA Group’s successful bid for 
the QCLNG asset with a debt 
package of US$4.1 billion

 › the A$3.96 billion East West 
Link toll road infrastructure 
transaction in Melbourne 

 › the A$2.9 billion Sun Group 
road infrastructure deal in which 
funding was provided for the 
Transurban-led consortium’s 
acquisition of the Queensland 
Motorway assets from QIC

 › Viva – the Vitol-led consortium’s 
US$2.05 billion acquisition of 
the Shell service stations and 
petroleum refinery assets 

 › NRT Finance’s A$1.55 billion 
facility for the build-own-
operate-transfer of North West 
Rail infrastructure in Sydney.

The relatively large size of the 
transactions can make underwriting 
an important consideration for any 
PF funding, particularly if it involves 
factors such as a tight timetable (e.g. 
a bid) or confidentiality (e.g. an M&A 
deal). An underwritten transaction 
allows bidders and sponsors to deal 
with a smaller bank group during initial 
financing arranging, thus allowing 
the participant to concentrate on the 
operational and designing issues 
surrounding a transaction. Two good 
examples of this were the East West 
Link and the Sun Group Financing. 

The year saw an interesting 
structural development relating to PF 
financing. Historically PF deals have 
been funded solely via syndicated 
term loan markets, a trend that 
continued in 2014. The primary 
reason for this is that PF usually 
involves a development phase 
and/or an acquisition phase. The 
development phase involves regular 
debt drawdowns and a portion of 
undrawn but committed debt. 

The acquisition phase involves 
extensive due diligence and 

negotiation. Neither of these debt 
facilities are considered suitable for 
debt capital markets. In 2014, we 
have seen the incorporation of a 
bridge-to-bond tranche in some PF 
transactions to address the desire 
for long-term capital markets debt 
(different debt markets or investors, 
and spreading debt maturities) 
while acknowledging that initially PF 
structures are not ideal for capital 
markets debt. The Sun Group’s 
A$1.9 billion of term debt with A$1 
billion a two-year bridge-to-bond 
financing was an example of this. 
The bridge is to be taken out in 
the USPP or A$ MTN markets, 
however such a bridge can also be 
taken out in any other international 
capital market. In a similar structure, 
the APA Group’s deal is financed 
with a US$4.1 billion bridge to debt 
markets.

The outlook for 
PF transactions 
in 2015 is 
stronger 
activity than 
what we saw 
in 2014.

While some of the following 
projects might be structured 
differently, upcoming potential PF-
style transactions include:

 › the privatisation of various ports 
around Australia, including Port 
of Melbourne, Port of Darwin 
and three smaller Western 
Australian ports

 › a Western Australian schools’ 
project

 › various transport projects in 
NSW, including WestConnex 
and NorthConnex

 › the privatisation of various 
electricity assets in NSW. 

The last area – privatisation of ‘poles 
and wires’ – is particularly interesting 
as the debt requirement for these is 
in excess of A$20 billion.

A Spotlight on Project Finance 
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Asian Quarterley Loan Volume
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Asia’s lending volume increased by 
13.7 per cent to almost US$398 
billion in 2014 and, in a repeat of 
2013, growth was largely driven by 
robust loan activity in the Greater 
China area.

This figure includes all international 
currencies, the renminbi and 
the New Taiwan dollar – but it 
excludes Australian, New Zealand, 
Japanese and some onshore local 
currencies. 
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Growth was particularly strong in 
the second quarter and some of 
the third quarter before evidence 
of a slowdown began to appear 
in China. Its economy is slowing 
and the Chinese Government has 
indicated it will provide limited 
support for businesses. Regulators 
in Hong Kong, Singapore and 
Taiwan all announced measures 
to curb their banking systems’ 
growing exposure to Chinese 
companies amid fears of rising  
loan defaults.

In spite of this, China and Hong 
Kong were by far the two largest 
contributors to Asia’s loan market 
volume. While China’s economic 
slowdown led to fewer large-
scale ventures, it remained an 
active project finance market with 
funding needed to build roads, 
bridges and tunnels. 

Hong Kong was the second most 
active market, with major M&A 
financing as well as offshore 
borrowing to Chinese companies. 
The city’s blue chip names also 
shored up volume with jumbo 
loans, including Power Assets 
Holdings’ HK$37.5 billion deal 
to back its spinoff of Hongkong 
Electric, the biggest deal in the 
market for 2014. Other top-tier 
borrowers included Sun Hung Kai 
Properties Ltd and Henderson 
Land Development Co Ltd.

M&A Loan Volume by Country
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M&A activity was at its highest level 
since 2007, when M&A-related 
loan volume, including acquisition 
lines, takeovers, spin-offs and LBO 
financing, reached close to US$50 
billion via 45 deals.

In 2014, the largest M&A financing 
deal was the US$6.96 billion 
loan backing China Minmetals 
Corp’s purchase of Las Bambas 
copper mine in Peru from 
Glencore Xstrata Plc. Other mega 
acquisitions included the HK$38.4 
billion loan backing for Singapore’s 
OCBC Bank takeover of Hong 
Kong’s Wing Hang Bank, Chinese 
company COFCO Corp’s US$3.2 
billion loan to acquire Noble 
Group’s agribusiness as well as 
a 51 per cent equity interest in 
Netherland’s Nidera BV. 

Pricing pressure continued in 
Asian loan markets in 2014. The 
bond market remained attractive, 
especially for high-grade borrowers 
wanting to lock in low-cost funding 
and longer tenors. Relationship 
banks were also offering favourable 
pricing on bilateral loans to their 
top-tier clients. 

Overall liquidity improved 
considerably for banks during the 
year, with European banks coming 
back to Asian loan markets in 
force. While the Taiwanese market 
experienced a US dollar liquidity 
squeeze, the market eased in the 
second half with a noticeable drop 
in TAIFX, Taiwan’s the interbank US 
dollar lending benchmark. Some 
Middle Eastern lenders also stepped 
up loan activity in Asia, bringing new 
blood to the liquidity pool. 

The abundant liquidity was not met 
with strong demand for financing 
from borrowers, and the lack 
of deals increased competition 
among banks, putting further 
pressure on loan pricing. Towards 
the end of 2014, Sun Hung Kai 
Properties Ltd completed a 
HK$10 billion club facility priced at 
128 bps all-in for a five-year tenor, 
setting a low benchmark for high 
investment-grade borrowers.

Club deals were quite common, 
particularly among the top-tier 
credits, which didn’t feel pressure 
to syndicate the risk and lenders 
were eager to support these 
credits, despite the tight pricing. 

Whether the strong momentum 
throughout 2014 can be carried 
into 2015 remains uncertain amid 
anticipation of the USD interest rate 
rise coupled with low commodity 
prices, falling oil prices and China’s 
economic slowdown.

China’s central bank cut interest 
rates in late November to boost 
banks’ lending power and support 
the faltering economy. It was the 
first rate cut in two years, and 
relaxation of lending restrictions is 
expected. However, the impact on 
the loan market is limited and there 
will be a time lag before borrowing 

Asia loan markets overview
Syndicated loan markets
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costs fall. More corporates may 
take a cautious approach to 
expansion and capital expenditure 
in 2015, although the low oil price 
could boost M&A activity. 

While the Chinese market may 
experience a slowdown early in 
the new year, other countries, 
especially India and Indonesia, 
are expected to see an increase in 
activity. Positive election outcomes 
in both countries in late 2014 point 
to positive economic turnarounds, 
and more bank liquidity may focus 
on South Asian and Southeast 
Asian markets in 2015.

Overall, China, India and Indonesia 
will continue to be the key US dollar 
loan markets in Asia in 2015, and 
more M&A activity will bring hope 
for growing demand for new money 
in the otherwise very competitive 
Asian loan markets.

M&A activity 
was at its 
highest level 
since 2007.
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2014 in retrospect:  
strong volumes and the 
return of M&A
Syndicated loan volumes for 
Europe, the Middle East and 
Africa (EMEA) were strong in 2014, 
reaching an impressive US$1.17 
trillion, the highest year on record 
since 2007. This was a 30 per 
cent increase on 2013 volumes of 
US$930 billion. 

While punctuated by several 
notable events, including the 
impact of the Ukrainian crisis 
on the Russian loan market and 
a dramatic year-end fall in oil 
prices, the EMEA loan market 
was largely predictable. Against 
the backdrop of a benign interest 
rate environment and continued 
European Central Bank (ECB) 
support for a meandering 
Eurozone, the market saw an 
abundance of competitively priced 
debt and favourable conditions 
for borrowers, particularly for 
corporates that could demonstrate 
a meaningful ancillary wallet. 

These conditions, coupled with 
growing bank appetite for assets 
and a willingness to underwrite, set 
the scene for an increase in M&A 
loan volumes to US$211 billion, 
more than twice the US$100 billion 
raised in 2013. 
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Investment-grade 
volumes: liquidity 
continues to reign
Investment-grade refinancing 
continued to drive the EMEA loan 
market (it accounted for 68 per 
cent of total investment-grade 
volumes) as corporate borrowers 
took advantage of an acquiescent 
bank market to lock in favourable 
pricing and terms on their core 
revolving credit facilities. Pricing 
remained largely flat in 2014,  
with average margins falling 
over the last 12 months from 27 
bps down to 20 bps for A-rated 
borrowers and from 55 bps to 
50 bps for BBB-rated borrowers. 
Such tight pricing reflects the 
relationship nature of core facility 
pricing for well-rated Western 
European corporates. Loan tenors 
have seen the 5+1+1 formula 
become an increasingly standard 
fixture, rather than a point of 
divergence from market terms.  
For well-rated corporates, the 
avenue to refinancing was often 
through amendments and 
extensions to existing facilities, 
driven by lower fees and simpler 
execution.

Corporate M&A loan volumes  
all saw a revival in the core 
markets of the UK, Germany and 
France, boosted by execution 
certainty in the loan market and 
confidence in the bond and equity 
capital markets of eventual loan 
take-outs.
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Outlook & trends for 2015: 
optimism going forward
This year is likely to see a continuation 
of the heady levels of competition 
among banks and a persistent 
excess of liquidity in the loan market. 
The wave of opportunistic refinancing 
we have seen from large-cap 
borrowers in recent years has largely 
been completed and will tail off.

Interest rates in the UK and the 
Eurozone will remain largely 
predictable, with expectations of 
rising rates in the second half of 2015 
in the former and flat rates in the 
latter. With the notable exceptions 
of the Russian and potentially of the 
Greek loan markets, credit quality 
will remain stable due to the muted 
but benign economic conditions in 
the Eurozone and an expectation of 
stronger growth in the UK. 

Last year was a stronger year 
for European M&A and the loan 
market remains optimistic that the 
pipeline will continue to grow. While 
banks are willing to underwrite and 
book assets, European corporate 
confidence remains brittle and 
equity markets need to hold up. An 
increase in volatility in the equity and 
bond markets will inevitably have an 
impact on the accompanying loan 
financing. Preoccupied with the 
return of M&A deal flow, banks might 
become more selective in supporting 
cheaply priced refinancings, of which 
there has been a slew recently. 
Ultimately, sentiment is positive 
in the EMEA loan market after a 
respectable 2014 and banks remain 
open for business, which is a good 
thing for European corporates.

EMEA loan markets review
Europe, the Middle East and Africa

Syndicated loan markets
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2014 in retrospect:  
a positive performance
Following a robust performance in 
the US syndicated loan market in 
2013, hopes were high for similarly 
strong 2014 results. Volumes for 
the year finished at a respectable 
US$2.1 trillion, just short of last year’s 
record-breaking US$2.14 trillion.

US Syndicated Loan Volumes
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Assisted by a benign interest rate 
environment and appetite for 
assets from lenders and institutional 
investors alike, new money lending 
gained momentum in 2014. New 
money increased quarter on quarter 
as a proportion of total volumes, 
from 29 per cent in the first quarter 
to 37 per cent in the fourth quarter. 
M&A loan volumes continued the 
upward trajectory begun in 2013, 
finishing the year at US$457 billion. 
This was an increase of 27 per cent 
on 2013 volumes and the highest 
total since 2007. 

Amid the competitive pressures for 
investors, with ever lower margins 
and looser structures, volatility in 
the broader capital markets injected 
a moment of sobriety into the loan 
market, and from the summer of 
2014 onwards, we saw loan funds 
exiting in search of better yield.
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Investment-grade 
lending: pricing and 
structures hitting the floor
Investor appetite for investment-
grade lending remained buoyant in 
2014. Investment-grade syndicated 
loan volumes reached US$838 
billion in 2014, a 12 per cent 
increase on last year’s total of 
US$749 billion. The tightening of 
pricing and looser terms benefited 
US borrowers, however diminishing 
returns for banks has meant the 
presence of cross-sell opportunities 
have become ever more critical to 
the capital allocation process.

Refinancing continued to dominate 
issuance as plentiful supply and 
favourable lending conditions 
encouraged deal churn and allowed 
terms and pricing to be squeezed 
tighter. Drawn margins for A-rated 
loans remained unchanged over the 
course of the year at 100 bps and 
BBB-rated drawn margins fell slightly 
from 139 bps in the first quarter to 132 
bps in the fourth quarter. Undrawn 
margins were largely flat at 11 bps 
for A-rated borrowers and 17 bps 
for BBB-rated borrowers. Last year, 
there was a trend to fewer financial 
covenants with more than half of 
BBB-rated deals sporting just one 
financial covenant versus the norm of 
two covenants in 2013. Amendments 
and extensions to existing facilities, 
rather than a full-blown refinancing, 
continued to gain favour among 
borrowers, driven by cheaper fees 
and ease of execution. The impact of 
the Basel III rollout has been muted, 
with limited upward pressure on 
pricing or shortening of tenors. 

The gates opened wide for 
corporate M&A in 2014, with 
investment-grade M&A loans 
reaching a record high of US$190 
billion. M&A bridge loan volumes 
reached US$126 billion as lenders 
became confident of successful 
capital market take-outs.
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Outlook & trends for 2015: 
maintaining momentum
The outlook for the US loan 
market in 2015 is positive after a 
strong performance in 2014. We 
anticipate a broad continuation 
of current trends, supported by 
modest gross domestic product 
(GDP) growth, low default rates 
and accommodative US Federal 
Reserve monetary policies. No 
significant changes to terms are 
expected for at least the first half 
of 2015, with five-year tenors 
continuing to dominate issuance 
and pricing stable at current levels. 

The US loan market is expected 
to retain a certain discipline as 
the global economic outlook 
remains anaemic and US interest 
rates are expected to rise in the 
second half of 2015. While the 
impact of Basel III hasn’t yet been 
fully felt, the regime may have a 
greater impact on US banking 
models in the second half of 2015, 
albeit tempered by competitive 
tendencies. The numerous 
geopolitical crises and the rapid 
year-end fall in oil prices threatens 
to create a negative tone in the loan 
market, particularly in the leveraged 
space. The relationship-driven 
nature of the investment-grade 
market will provide a natural hedge 
and banks will focus on their core 
clients, where wallet is greatest, 
and we may see pull-back from 
transactions that are regarded as 
non-strategic.

US loan markets review
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Who can execute complex 
transactions and minimise 
execution risk?
CommBank Can.
Our team can arrange and manage complex debt capital market deals involving multiple parties  
across jurisdictions. We can develop innovative financing structures tailored to your requirements.

Backed by rich analytics, a global network of experts and a deep commitment to high-quality service, 
we’ll help you realise your ambitions.

Find out how we can change the game for you. 
Contact Simon Ling on +61 2 9118 6463
or visit commbank.com.au/debtmarkets

Commonwealth Bank of Australia ABN 48 123 123 124

Sun Group  
Financing
A$250 million &  
A$200 million

December 2021 & 2024

Fixed Rate MTNs

Joint Lead Manager

December 2014

Novion Property Group 
US$200 million

 Senior Notes due 2025 
2027 & 2029

Sole Lead Agent

September 2014

 
 

Precinct Properties NZ 
US$75 million 

Senior Secured Notes due 
2025 & 2027

Sole Lead Agent

November 2014

Powercor Australia 
US$300 million

Senior Notes due  
2024 & 2026

Joint Lead Agent

September 2014

AMP Capital  
Wholesale Office Fund

A$300 million

October 2021  
Fixed Rate MTNs

Joint Lead Manager

October 2014

 

Scentre Group

A$400 million

Fixed Rate MTNs

Joint Lead Manager

August 2014



Debt Capital Markets (DCM) 
issuance remained strong in 
2014 with Australian companies 
attracted to the funding diversity, 
competitive pricing, tenors and 
structures available in both the A$ 
MTN and global bond markets. 
A combination of attractive credit 
spreads and historically low all-in 
interest rates made DCM funding 
outcomes particularly attractive. 

Credit sentiment in both the A$ 
MTN and global markets was 
positive over 2014 with spreads 
trending noticeably downward 
following macro global trends, 
including significant credit spread 
compression and favourable trade 
mechanics. Since February, overall 
credit spreads moved tighter 
due to continued concerns over 
Europe’s economic recovery and a 
heightened risk of deflation. Market 
sentiment was heavily impacted 
by the US with positive growth 
indications driving spreads even 
tighter. Transactions were well 
received with limited corporate 
supply and growing comfort around 
the credit market generally. Despite 
volatility in the final quarter, including 
the effects of the Ebola epidemic 
in West Africa and the geopolitical 
tensions in the Middle East, which 
played a part in spread movement 
on given days, the market quickly 
adjusted back to previously low 
levels. Ultimately, Australian issuers 
remained in demand across global 
debt capital markets, with a variety of 
markets, including the A$ MTN, Euro 
MTN and US Private Placement, 
competing for Australian supply.

A$ Credit Market Sentiment

The constructive market 
conditions seen at the end of 2014 
are expected to continue, with 
DCM issuances likely to provide 
attractive financing opportunities 
in 2015.

A$ Credit Spreads by Rating Band
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Non-financial corporate 
issuers
Australian non-financial corporates 
remained active across debt 
capital markets over 2014, taking 
advantage of the opportunity to 
lock in cost-effective funding when 
markets suited.

Domestic capital market activity 
in 2014 was characterised by 
issuers and investors seizing 
opportunities in the low interest 
rate environment. With the cash 
rate staying at a record low and 
swap rates hitting a historical 
trough, issuers’ flexibility on 
tenor and timing of issuance 
were valued by investors, driving 
high quality order books and 
successful transactions.

As anticipated in the outlook for 
2014, the A$ MTN corporate 
market saw active participation 
by both existing and inaugural 
issuers throughout the calendar 
year. The investor community 
supported 33 non-financial 
corporate transactions for an 
aggregate funding of A$8.5 billion, 
of which A$3.4 billion came from 
10 inaugural issuers. 

Extending duration proved of 
broad appeal to issuers in the 
low-yield environment, with 
investors largely accepting despite 
historically low returns. The A$ 
MTN capital market saw 64 per 
cent of the transactions priced 
at 7 years or longer part of the 
maturity curve, compared to 52 
per cent in 2013 and 25 per cent 
in 2012. While some turbulence 
was experienced at the start of 
the fourth quarter, the A$ MTN 
corporate market remained 
supportive and conducive for 
issuers wanting to diversify their 
funding options. Strong appetite 
for investment-grade borrowers, 
especially in the BBB range, was 
evident through the large final 
order books. 
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Looking ahead, interest rates 
are likely to remain around their 
record lows. The A$ MTN market 
is expected to remain attractive to 
corporate issuers supported by 
lower issue margins, streamlined 
documentation and efficient 
execution. A busy pipeline of 
corporate issuance is emerging for 
the first half of 2015. In the absence 
of material market dislocation, the 
non-financial corporate market 
is expected to remain active with 
both inaugural and existing issuers 
diversifying their funding base  
and extending duration through A$ 
MTN transactions.

Historical RBA Cash Rate/ 
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Though the basis swap markets 
have been volatile, the tighter 
credit margins, larger volume 
and access to a different investor 
base attracted many Australian 
corporate issuers to tap the 
offshore market. The trend of 
diversification was not only evident 
in the A$ MTN market, with a 
number of issuers accessing the 
EMTN market, a total funding of 
€7.4 billion, compared to almost 
€6 billion in 2013, was sourced 
through 14 transactions by a 
variety of Australian non-financial 
corporate issuers including:

 › Stockland

 › Melbourne Airport

 › Wesfarmers

 › Aurizon

 › Origin Energy

 › Transurban

 › Scentre Group

 › SGSP Australia Assets

 › Brambles

 › Sydney Airport

 › AusNet Services

Basis Swap Curves 
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Note: basis curves are based on the 
perspective of Australian issuers

In contrast, the strong volume of 
corporate issuance in the EMTN 
market in 2014 came at the 
expense of the 144a market. With 
the movement in basis swaps, the 
all-in funding costs achievable in 
144a market became less attractive 
to issuers on a relative value basis. 
Scentre Group, executed the 
only investment-grade corporate 
transaction of 2014 with its dual-
tranche offering in the fourth quarter 
raising a total of US$1.35 billion.

Australian issuers remained 
in demand across global debt 
capital markets, with a variety 
of markets, including the A$ 
MTN, Euro MTN and US Private 
Placement, competing for 
Australian supply.
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Issuance activity
Last year was another strong one 
for the USPP market, with investor 
appetite continuing to exceed the 
volume of issuance. Total issuance 
was approximately US$54 billion, a 
7 per cent decline on 2013 figures, 
which showed a record US$58 
billion in issuances. The number 
of Australasian USPP transactions 
rose from 19 in 2013 to 32 in 2014, 
contributing 13 per cent of total 
global USPP volume, up from 10 
per cent in 2013. This reflects an 
improvement in the pricing of the 
A$ bank bill swap rate (BBSW) in 
2014.

While overall global volume fell in 
2014, Australasian issuance rose 
to almost US$7 billion compared 
to US$5.5 billion in 2013. Six 
Australasian USPP transactions 
contained an A$ tranche, up from 
three transactions in 2013.

The top three sectors tapping 
the global USPP market in 
2014 were energy and utilities, 
telecommunications, media, 
entertainment and technology 
(TMET), and property. About 60 
per cent of transactions were from 
rated issuers. Issuers actively 
sought long-end demand with the 
median-weighted average maturity 
increasing to 11.6 years compared 
to 10.2 years the previous year.

Last year saw the USPP market 
embrace new industry sectors 
such as universities. We anticipate 
that new industry sectors will be 
introduced in 2015 as investors 
seek to add new and unique issuer 
names to their portfolios.

Notably, there was a significant 
increase in USPP activity from 
New Zealand, with the number of 
issuers in 2014 increasing to seven 
deals completed from two in the 
prior year.

Historical USPP Market Volume 
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 On the investor side, undersupply 
of USPP transactions prompted 
investors in 2014 to generate 
greater issuer volume by providing 
extra flexibility around tranches, 
maturities, structures and pricing. 
This continues the theme seen in 
2013 of creating an issuer-friendly 
environment. 

In addition, foreign currency 
tranches are becoming increasingly 
common in the USPP market. In 
an environment characterised by 
an imbalance between supply 
and demand, an increasing 
number of investors are willing 
to offer alternative currencies to 
differentiate their bids.

The Commonwealth Bank was 
a leading agent for repeat USPP 
issuance in 2014. Since 2009, 
it was the only bank to act as 
joint lead arranger for Powercor 
Australia LLC’s (“Powercor”) three 
USPP issuances. The pricing 

achieved for Powercor’s 2014 
transaction was the tightest level 
for a BBB+ issuer to date (at 
the time of deal pricing) with the 
book six times oversubscribed. In 
addition, the Commonwealth Bank 
acted as sole lead arranger for 
Novion Property Group’s two most 
recent USPP issuances. The 2014 
transaction achieved the tightest 
pricing for any Australian REIT in 
the USPP market since the GFC.

During the year, the 
Commonwealth Bank also acted 
as sole lead arranger for Precinct 
Properties New Zealand’s inaugural 
USPP. The deal was done as 
a ‘club-style’ transaction and 
was the first USPP for the New 
Zealand property sector. The 
Commonwealth Bank guided the 
unrated debut issuer through the 
USPP process and first offshore 
fundraising. 

Outlook
In 2015, the outlook for the USPP 
market remains very positive. Based 
on oversubscription levels in 2014, 
the USPP market can certainly 
absorb at least a doubling or tripling 
in issuance volume. Hence, issuer 
supply and not investor demand will 
determine whether the market has a 
record year.

Low all-in cost of funding along 
with the ability to access long-
dated debt makes the USPP 
market an attractive complement to 
the A$ MTN and bank markets.

The first half of 2015 is expected to 
be particularly strong with demand 
for USPP transactions continuing. As 
investors operate on a calendar year 
cycle, they will be seeking to achieve 
their annual investment targets as 
soon as possible. To do this, it is 
expected that they will continue to 
aggressively bid on transactions, 
maximising price tension and volume 
in favour of issuers.

Six years after the GFC, the US 
economy appears to be on a 
solid footing with a clear growth 
path reflected in the strength and 

US private placement market
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resilience of its equity and debt 
markets. 

However, as in previous years, 
ongoing economic and political 
challenges weaken the prospects 
for a full global economic recovery. 

In 2015, pundits are analysing 
two immediate realities through 
the lens of ‘the law of unintended 
consequences’. The first is the 
precipitous decline in global 
commodity prices (for oil, coal and 
iron ore), which begs the question 
‘what is the source of these price 
corrections?’ Are they weighted to 
supply factors or more insidious 
demand factors, and how will the 
price declines manifest themselves 
in global GDP growth figures? The 
second is the continued drumbeat 
of weak economic data out of 
the Eurozone, which has been 
exacerbated by the imposition of 
an ‘economic cold war’ with Russia 
over the Ukraine conflict. Concern 
that a Eurozone member such as 
Greece would consider political 
action to exit from the European 
monetary union is adding to this 
weakness. 

Again we expect the USPP 
market to remain constructive yet 
vigilant in assessing these risks 
while reviewing overall portfolio 
exposures.

USPP issuer and investor 
engagement
Due to the overwhelming success 
of Commonwealth Bank’s inaugural 
USPP conference in Byron Bay 
in July 2013, a similar event is 
tentatively planned for this year. 
Issuers and investors have both 
expressed strong interest in such a 
conference.

The 2013 event was structured as 
a series of sector-based roundtable 
discussions, allowing issuers and 
investors to discuss their respective 
businesses and provide insights 
into the major challenges and 
opportunities for each sector within 
the Australasian context. 

Financial issuers
There was a resurgence of some 
of the more traditional frequent 
borrowers in the Australian MTN 
market last year as well as several 
new names, increasing the depth, 
liquidity and diversity for investors. 

Kangaroo bond issuance 
increased 44 per cent over the 
year with approximately A$40 
billion of notes printed, the 
highest on record. The Kangaroo 
market now represents more than 
one-third of syndicated bond 
sales in Australia. A wide range 
of issuers tapped the market, 
including well-known high-grade 
names of the Washington and 
European based SSAs such as 
Inter-American Development Bank 
(IADB), International Bank for 
Reconstruction and Development 
(IBRD), International Finance 
Corporation (IFC), KFW and 
Rentenbank, as well as global 
commercial banks including 
Goldman Sachs, J.P. Morgan, 
TD Bank and Bank of America, 
and French corporate Total SA, to 
name a few. A favourable cross-
currency basis swap attracted 
the most diverse issuer base 
in the history of the A$ MTN 
market throughout 2014. We also 
saw issuers move away from 
exclusively printing benchmark-
sized transactions as many, 
particularly the SSAs, were open 
to tapping deals for smaller 
volumes (A$25–$150 million), 
helping build additional liquidity in 
their existing curves. The five-
year Australian dollar basis swap, 
a measure of the discount that 
overseas issuers receive when 
they raise funds in the currency 
and swap back to US dollars, rose 
to more than 30 bps in Sydney 
in mid-December, from 27 bps 
in the corresponding period 
last year. It reached a two-year 
high of approximately 34 bps in 
November. 

Increase in Kangaroo Issuance
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Swings in the yen have been a 
common theme in recent years 
and 2014 was no different. Already 
in 2015, it is forecast to fall. A 
fourth straight annual decline 
would mark the yen’s longest 
losing streak on record. This swing 
has enticed Japanese investors 
to shift more assets overseas, 
particularly in the longer part of the 
curve. Last year’s SSA Kangaroo 
issuance profile saw a marked 
increase in greater than 10-year 
supply, with the extended tenor 
accounting for 38 per cent of 
issuances. The reshaping of SSA 
issuance trends, profile and shape 
of the curve have been driven in 
large part by Japanese investors 
and domestic funds managing 
Japanese client funds. We expect 
issuance in the more than nine-
year bucket to be the dominant 
part of the curve for SSA issuance 
in 2015 subject to a moderately 
stable AUD/JPY and if A$ yields 
continue to offer a pick-up over 
alternative core currencies. If 
Japan continues to play a growing 
role in the SSA Kangaroo market, 
the level of AUD/JPY activity over 
the medium to long term will be 
key. CBA FX Strategy anticipates 
the AUD/JPY to be around 108 
within a 12-month timeframe. This 
outlook suggests further bouts of 
profit-taking are likely around the 
top of key trading ranges.

Debt Capital Markets
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Swings in the Yen reshaping 
longer-dated Issuance Trends
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Investors encouraged European 
banks to issue through their local 
branches. Many of these investors 
have been infrequent borrowers 
globally in recent years as they 
deleveraged their balance sheets. 
They now carry a rarity factor and 
offer diversity, especially in higher-
yielding currencies. The attractive 
cross-currency basis swap coupled 
with increased local corporate 
lending is providing incentive for 
these issuers to maintain an A$ 
domestic benchmark curve.

Bank Issuance Volumes –  
European & Asian focus
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The domestic branches of Asian 
banks continue to grow their A$ 
balance sheets and hence their 
local funding, a theme we expect 
will remain throughout 2015. 
Japanese, Singaporean and 
Chinese-based issuers have been 
establishing benchmark curves 
through their domestic branches, 
with several Korean issuers 
accessing the market in Kangaroo 
format. In 2015, DBS will establish 
a full branch licence as well as 

growing its Sydney branches of 
Woori Bank and Korea Exchange 
Bank (KEB). Chinese bank 
issuances fell in 2014, mainly driven 
by volatile margins early in the year 
when there was a liquidity spike 
in China, increased USD Basel III 
capital issuance expectations for 
Chinese banks, and the Australian 
Prudential Regulation Authority’s 
(APRA) unexpected change to 
liquidity coverage ratio (LCR) rules 
for foreign branches of authorised 
deposit-taking institutions (ADIs), 
which stifled demand in the fourth 
quarter. Commonwealth Bank 
expects solid but not excessive 
supply by the Chinese banks’ 
domestic branches in 2015.

Another shift in the market revolved 
around APRA fully implementing 
a Basel III regime for capital on 
1 January 2013, since all of the 
Australian banks have been 
compliant with the minimum capital 
requirements threshold since that 
time. The Basel III-compliant Tier 
2 space has grown significantly 
in the past year with solidly 
supported transactions issued 
in the institutional market under 
wholesale documentation. Issuers 
included Commonwealth Bank, 
ANZ Banking Group, Bendigo 
and Adelaide Bank, Members 
Equity Bank and Westpac 
Banking Corp. It is expected 
that this trend will continue into 
2015. These transactions mark a 
further evolution in the demand 
for regulatory capital securities in 
the Australian market with greater 
investor flexibility and strong 
demand for the broad market. 

The outlook for Australian ADI 
wholesale funding requirements 
is solid with approximately 
A$115–$130 billion worth of 
funding forecast in 2015. It is 
expected that credit fundamentals 
for Australian banks will remain 
stable with some manageable 
pressures on profitability. Capital 
levels, which are already strong, 
are expected to remain steady and 
well ahead of APRA’s minimum 

capital requirements. If APRA 
implements the higher capital 
recommendations, we expect the 
timeline for achieving these targets 
to be at least 12 months, making 
them manageable. 

A$ Listed Bond and 
Hybrid Market
The A$ listed bond and hybrid 
market remains robust as 
highlighted by strong issuance 
volumes in 2014, with A$7.44 
billion raised across eight 
transactions. Financial issuers 
wanting to raise additional Tier 1 
capital drove supply. Major banks 
including ANZ, Commonwealth 
Bank and Westpac, and other 
financial institutions such as 
Bendigo and Adelaide Bank, 
Macquarie Bank, Suncorp and 
Challenger Limited were notable 
issuers in 2014. The majority of 
issuance arrived in September, 
driven by Commonwealth Bank’s 
A$3 billion PERLS VII transaction, 
the largest ASX-listed hybrid 
transaction to date. Of note, 
and as discussed above, Tier 2 
transactions previously executed 
in listed format moved to the 
wholesale market in 2014.

Corporate issuance was restrained 
in 2014, with Bentham IMF the 
only corporate issuer active in 
the market, pricing its $50 million 
senior bond issue in April.

Listed Debt Securities Historical 
Issuance
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Secondary trading margins 
tightened over most of the 
year as hybrid securities have 
become increasingly attractive 
to yield-seeking investors in an 
environment of historically low 
interest rates and low volatility. 
Despite this, spreads widened 
throughout September as volatility 
returned to financial markets, 
highlighting investors’ risk  
aversion and uncertainty about  
the recovery of global markets  
with a broad sell-off extending to 
the hybrid market.

Hybrid Trading Performance
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Financial supply is expected 
to continue in 2015 as capital 
management remains a key theme, 
with increasing capital a key 
focus for regulators and issuers, 
particularly with regard to the 
recently released Financial System 
Inquiry and potential changes 
flowing from this review. Transactions 
should remain well supported in 
the low interest rate environment, 
particularly as competition eases the 
deposit market.
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A key development in the listed 
debt securities market was the 
passing of the Corporations 
Amendment (Simple Corporate 
Bonds and Other Measures) 
Act 2014 and subsequent 
proclamation of the Simple 
Corporate Bond Regulations. 
The legislation and regulations 
have established a simplified 
regime for issuing plain vanilla 
debt securities that can be sold 
in listed format to retail investors. 
This change should simplify the 
execution process for companies 
seeking to access the market 
by simplifying documentation 
required through the introduction 
of a two part prospectus regime. 
This is a positive development 
for the market, as the legislation 
has been long discussed but 
not enacted, with a similar bill 
introduced in 2013 lapsing despite 
bipartisan support.

Debt Capital Markets
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Find out how we can change the game for you. 
Contact Simon Ling on +61 2 9118 6463
or visit commbank.com.au/debtmarkets

Commonwealth Bank of Australia ABN 48 123 123 124

Our Securitisation team can arrange and manage complex deals involving multiple parties and 
jurisdictions. We can develop innovative financing structures tailored to your requirements.

Backed by rich analytics, a global network of experts and a deep commitment to high-quality service, 
we’ll help you realise your ambitions.

ConQuest 2014-2

RMBS

A$300 million

Arranger and Joint Lead 
Manager 

December 2014

Pepper Residential Securities 
Trust No.13

RMBS
A$400 million

Arranger, Lead Manager, 
Liquidity Facility Provider 

October 2014

Flexi ABS Trust 2014-1

ABS

A$255 million

Joint Lead Manager 

June 2014

SAMT 2014-1 Trust

RMBS
A$1,130 million

Joint Lead Manager

November 2014

 

Medallion Trust Series 2014-2

RMBS

A$4,000 million

Arranger and Joint Lead 
Manager

August 2014

RedZed Trust Series 2014-1

RMBS

A$150 million

Arranger and Joint  
Lead Manager

May 2014

 

Liberty Series 2014-2  

RMBS  
A$500 million

Joint Lead Manager &  
Swap Provider

November 2014

 

MTF Valiant Trust 2014

ABS

NZ$200 million

Joint Arranger and  
Joint Lead Manager

July 2014

 

La Trobe Financial Capital 
Markets Trust 2014-1

RMBS
A$102 million

Arranger and Sole  
Lead Manager

March 2014

 

Who can look after
the big deals?
CommBank Can.



2014 at a glance
 › 2014 issuance volume set 

another post-crisis record, with 
total issuance of around  
$32.3 billion.

 › Margins continued to tighten 
across all asset classes, setting 
post-crisis lows.

 › Commonwealth Bank ended 
2014 leading the KangaNews 
Securitisation League Tables 
and Medallion 2014-2 won 
KangaNews Securitisation Deal 
of the Year.

 › Greater participation by offshore 
investors.

 › There was continued strong 
collateral performance across 
all asset classes.

 › A number of new issuers 
featured alongside frequent 
issuers, providing investors 
with diversity, and there was 
also a return of small-ticket 
commercial mortgage-backed 
securities (CMBS).

 › An innovative funding solution 
was created for Victorian councils.

 › New Zealand’s securitisation 
markets opened with three 
asset-backed securities (ABS) 
deals.

 › The regulatory picture is 
becoming clearer, with APRA 
releasing guidance for the 
new securitisation prudential 
standard, and BCBS ending 
the year by clarifying new 
securitisation risk weights.

 › Rating agency changes created 
opportunities for investors.

Issuance sets post-crisis 
record
Issuance volume of A$32.3 billion 
in 2014 set another post-crisis 
record (following issuances of 
A$31.1 billion in 2013) with this 
market accounting for 31% of 
domestic credit issuance. Prime 
residential mortgage-backed 
security (RMBS) issuances were 
A$25.8 billion, compared to 
A$23.4 billion in 2013, with  
a number of issuers tapping  
the market twice in the year 
following strong investor demand. 
Issuance in the non-conforming 
market matched 2013’s total of 
A$1.9 billion. ABS issuance of 
A$4.4 billion was down on 2013 
levels of A$5.6 billion, with the 
absence of notable frequent 
issuers like Capital Finance 
Australia and Investec, which  
were acquired by Westpac  
(Lloyds portfolio) and Bank of 
Queensland (BOQ) respectively.
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Margins also set post-
crisis record
Improved market sentiment and 
strong investor demand led to 
continued tightening of pricing 
across all asset types. Senior 
‘AAA’ rated prime RMBS were 
around 10–20 bps tighter than 
2013 levels. Commonwealth 
Bank’s $4 billion Medallion 
Trust Series 2014-2 set a new 
benchmark price level with its 
A$3.68 billion, 2.8-year weighted 
average life (WAL), Class A1 Note 
pricing at 70 bps over 1M BBSW. 
This was the lowest margin for 
a greater than two-year WAL 
tranche since the GFC. Non-
conforming RMBS had a stand-
out year, with the price on Class 
A1 and Class A2 senior notes 
tightening by 10 bps and 35 bps 
respectively. Not only was pricing 
tighter in the senior notes but 
there was significant contraction 
in mezzanine and subordinated 
note pricing. This demonstrates 
investors’ increasing “search 
for yield”. ABS pricing was also 
around 20 bps tighter. BOQ set a 
record for the ABS market with its 
A$950 million Reds 2014-1 EHP 
Trust, which priced at 68 bps over 
1M BBSW (A$760 million Class A1 
note with 1.7-year WAL). 

Securitisation market

Australian Securitisation Issuance Summary

Domestic & Offshore (A$m*) 2013 2014

RMBS – Prime 23,407 25,830

RMBS – Non-Conforming 1,903 1,952

ABS 5,593 4,401

CMBS/CTL 250 114

Total Securitisation Issuance 31,154 32,297

*  A$ equivalents based on fixed rate on currency swap and public issuance only. Source: CBA
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Australian Securitisation Primary 
Pricing Summary
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Stellar year 
It was another exceptional year  
as the Commonwealth Bank 
finished number one in 
KangaNews’ securitisation 
league tables – AUD tranches 
including self-led deals. In 
addition, Medallion 2014-2 won 
KangaNews 2014 Australian 
Securitisation Deal of the Year. 
The A$4 billion Medallion Trust 
2014-2 was not only the largest 
RMBS transaction of any issuer 
since the crisis, it also set  
the tightest pricing post-crisis.

Offshore investors return 
to the market
In 2014, there was a significant  
re-emergence of offshore investors 
participating in AUD-denominated 
RMBS. Demand from offshore 
banks and fund managers was 
evident across a broad range 
of transactions, contributing to 
transaction oversubscriptions  
and placing downward pressure 
on margins. 

Investor Location

1000 50
%

Offshore Domestic

Progress 2014-2

SAMT 2014-2

Medl 2014-2

SMHL 2014-1 

PUMA 2014-2

IDOL 2014-1

Progress 2014-1

Medl 2014-1

Source: Issuers Media CBA

The catalyst for the change was  
an increased ability to participate  
in AUD-denominated tranches. 

We anticipate that this interest 
will grow over 2015. The ECB’s 
commencement of its Asset-Backed 
Securities Purchase Programme 
(ABSPP) could benefit the 
Australian securitisation market.

New issuance and the 
return of small-balance 
CMBS brings diversity
A number of new issuers were 
brought to the market in 2014, 
creating diversity. The non-
conforming sector featured a 
A$102.4 million first-time issue 
by La Trobe Financial (La Trobe 
Financial Capital Markets Trust 
2014-1). Commonwealth Bank 
acted as arranger and sole 
lead manager. RedZed Lending 
Solutions successfully placed 
its first public issuance, with its 
A$150 million deal (RedZed Trust 
Series 2014-1) with Commonwealth 
Bank acting as arranger and 
joint lead manager. 2014 saw the 
return of small-balance CMBS 
with the inaugural A$113.6 million 
Think Tank Series 2014-1 Trust 
transaction, where Commonwealth 
Bank acted as joint lead manager.

Continued strong collateral 
performance across all 
collateral classes
The RMBS market has continued 
to perform exceptionally well with 
arrears and losses low in the 
buoyant housing market and low 
interest rate environment. As at  
31 October 2014 (the latest figures 
available), Standard & Poor’s 
Performance Index (SPIN) for prime 
loans had dropped below 1 per 
cent to 0.96 per cent (it was 1.16 
per cent at 31 December 2013). 
S&P’s sub-prime SPIN was 5.01 
per cent at 31 October 2014, 
(compared to 5.07 per cent at 31 
December 2013) and was as low 
as 4.16 per cent in April 2014.

Bookrunner Vol (A$M) No.Deals % Total Vol

Commonwealth Bank 7,137 11 20.8

Westpac Institutional Bank 6,740 14 19.7

National Australia Bank 5,364 25 15.7

Macquarie Bank 5,130 12 15.0

ANZ 4,447 17 13.0

J.P. Morgan 2,417 9 7.1

Deutsche Bank 1,859 9 5.4

Citibank 346 1 1.0

Morgan Stanley 250 1 0.7

ING Bank 245 1 0.7

Credit Suisse 166 1 0.5

Royal Bank of Scotland 166 1 0.5

Total 34,272 100

* A$ equivalents based on fixed rate on currency swap  Source: Kanga News
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Australian RMBS Arrears 
Comparison
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An innovative funding 
solution for Victorian 
councils
In November 2014, Commonwealth 
Bank brought to market the 
first pooled funding vehicle for 
Australian councils, with the $240 
million Local Government Funding 
Vehicle (LGFV). This innovative 
structure utilised securitisation 
technology to allow local councils 
to access the debt capital markets 
by aggregating their funding needs. 
The inaugural issue raised funds 
for 30 local councils in Victoria, and 
the five- and seven-year tranches 
achieved pricing 10 bps inside the 
major banks’ senior unsecured 
funding curve. The reduced 
borrowing costs delivered through 
this vehicle will enhance local 
councils’ ability to provide facilities 
and services for their constituents. 
We expect that local governments 
in other states, as well as other 
industry sectors, will be keen 
to replicate the cost efficiencies 
delivered through this structure in 
the near future.

Opening of New Zealand 
securitisation market 
with three ABS deals 
The New Zealand securitisation 
market opened for business in 
2014 with three public transactions. 
Motor Trade Finance priced its 
second ABS deal with the NZ$200 
million MTF Valiant Trust 2014 
transaction. Commonwealth  
Bank acted as joint arranger and  
joint lead manager on the deal,  
which was backed by auto loans. 

The deal was heavily oversubscribed 
and was increased from a launch 
volume of NZ$150 million. A broad 
mix of offshore and domestic 
accounts participated in the 
transaction and the notes were 
issued to third-party investors down 
the capital structure. Consumer 
Finance Ltd, a subsidiary of Fisher & 
Paykel Finance printed a NZ$283.25 
million credit card–backed ABS 
deal. Longstanding issuer, Resimac 
also printed a NZ$150 million prime 
RMBS deal through the Resimac 
Versailles Trust Series 2014 deal. 
This was New Zealand’s first public 
RMBS transaction since 2010 and 
Resimac’s inaugural NZD RMBS.

Regulatory picture clears
On the regulatory front, Australian 
Prudential Regulatory Authority 
(APRA) shed more light on the 
upcoming prudential reform of 
securitisation during an address to 
the annual Australian Securitisation 
Forum on 11 November 2014. 
APRA said it was trying to strike a 
balance between industry’s desire 
to promote master trusts as a basis 
for a much larger securitisation 
market against APRA’s desire 
not to increase risks for ADIs and 
depositors. APRA also clarified its 
thoughts on warehouse structures, 
skin-in-the-game, capital relief and 
access to the Reserve Bank of 
Australia’s (RBA) committed liquidity 
facility (CLF). APRA’s repeated 
message was that it wanted a 
simpler prudential framework. The 
draft APS120 is expected in the first 
half of 2015, with the final standard 
being published early in 2016 after 
consultation.

In late December, the Basel 
Committee also released its 
revisions to the Securitisation 
Framework as part of Basel III. The 
most significant revisions to the 
Basel II framework relate to changes 
in the hierarchy of regulatory capital 
approaches, the risk drivers used 
in each approach, and the amount 
of regulatory capital banks must 
hold for exposures to securitisations 
(for example, the framework’s 
calibration). The new framework will 
come into effect in January 2018 
(APRA may adopt earlier).

Rating agency changes 
have created opportunities 
for investors
During the fourth quarter, Standard 
& Poor’s (S&P) outlined a “Request 
for Comment” and subsequent 
amended Australian RMBS criteria, 
which will be applicable from 
February 2015. The key change 
relates to the credit assigned to 
Lenders Mortgage Insurance and 
it means that S&P-rated Australian 
prime RMBS will include sub-
investment grade and/or unrated 
notes in the capital structure. 
Previously, the most junior note 
was rated high investment grade, 
generally AA-. Investors will now 
have an opportunity to consider 
various structural differences 
proposed by transaction arrangers to 
accommodate issuer requirements. 
Investors that can undertake the 
required credit analysis and have 
requisite mandates will have the 
opportunity to acquire potentially 
higher-yielding mezzanine and  
junior notes. 

Outlook
The securitisation market is 
heading into 2015 in its best shape 
since 2007, and issuance is set 
to be strong. The positive market 
conditions will encourage a diverse 
range of issuers across different 
asset types. Real-money investors 
are keen for product, and banks 
will want to maintain their portfolios 
to help them gain access to the 
RBA’s CLF. The European ABSPP 
program could also benefit the 
Australian market.

Securitisation Market
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Equity market 
performance
The S&P/ASX200 ended 2014 
largely flat, gaining only 1.1 per 
cent. After initially rallying by 5.7 per 
cent to reach six-year highs in early 
September, the entire market sold off 
significantly in the ensuing six weeks, 
dragged down principally by mining 
and energy stocks as a number of 
commodities tumbled to five-year 
lows. Coupled with declining interest 
rates, both domestically and globally, 
defensive, high-yielding sectors 
outperformed, with healthcare, 
property, telecommunications and 
utilities stocks delivering the best 
returns for investors.

Australian equities once again 
underperformed their global peers 
and have now underperformed 
global benchmarks in four of the 
last five years, with global equities 
responding more positively to 
quantitative easing programs.

ASX200 Performance vs.  
Global Indices
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of 2014
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Follow-on raisings
Despite the subdued market 
performance, issuance into equity 
capital markets was robust, with 
a total of $33.7 billion raised, an 
increase of 68 per cent on the 
prior period and the biggest year 
of issuance since 2009 – a year 
skewed by the GFC-induced 
wave of recapitalisations. As 
foreshadowed the year prior, 
supportive underlying conditions 
for M&A activity, coupled with 
increasing confidence among 
company boards, resulted in a 
number of large-scale raisings for 
acquisition purposes, including 
significant deals from Transurban, 
APA Group and AGL Energy. 
As such, M&A-related raisings 
accounted for 57 per cent of 
total capital raised, the highest 
proportion since the GFC.

Australian Equity Issuance  
by Type
For IPOs and Follow-On Raisings since 2005
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IPO market conditions
The resurgent IPO market 
continued its strong performance 
throughout 2014, with total 
issuance of $16.8 billion across 51 
transactions – the market’s best 
performance in a decade. Breadth 
in issuance across sectors (with the 
exception of mining) and a number 
of high-profile transactions in 
excess of $500 million underpinned 
activity. Unlike the flurry of IPO 
activity in December 2013, issuers 
were better prepared for the 
traditional IPO ‘windows’, with 
issuance spread relatively evenly 
over the year. Improving equity 
market valuations continued to 
drive vendors to approach the 
market, with a number of deals 
achieving premium pricing to the 
market, a trend not seen since 
before the GFC as investors 
remained supportive of new, high-
quality investment opportunities. 
The Government privatisation 
of Medibank Private dominated 
market attention for much of 
the fourth quarter, with the deal 
ultimately raising $5.7 billion, the 
largest IPO since the third tranche 
of the Telstra privatisation in 2006.

Equity capital  
market 
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Volume of Australian IPOs
Amount raised in A$bn since 2005
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Outlook
CBA Equities remains cautious on 
the outlook for the Australian equity 
market in 2015. A continuation of 
the low interest rate environment 
will benefit banks, property and 
other high-yielding sectors, while 
the sharp fall in energy prices 
and declining Australian dollar 
will provide tailwinds for transport 
and consumer-related stocks. 
However, depressed commodities 
prices and below-trend economic 
growth will likely have an adverse 
impact on revenue and, therefore, 
earnings growth for industrials and 
resources. Given the relatively full 
multiples that much of the market 
is trading on, further capital growth 
may be difficult to come by.

From a capital markets perspective, 
the lift in M&A activity should continue 
to underpin follow-on raising volumes.  
Acquisition-related raisings increased 
materially last year as confidence 
among company boards improved. 

With many stocks trading at premium 
multiples to their historical averages, 
and others having sold off materially, 
opportunistic M&A activity between 
listed companies, and associated 
follow-on raisings, should continue to 
tick upwards.

The IPO market should remain 
open, with institutional investors 
seeking greater exposure to 
stocks outside the resources 
sector, particularly in industrials, 
healthcare and utilities. While the 
market is unlikely to see another 
transaction as large and high-
profile as the Medibank Private 
IPO, the potential privatisation 
of a number of state-owned 
infrastructure and utilities assets 
will add supply to the IPO pipeline.
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Momentum across the market into 
2015 is continuing to build with all 
funding markets open for business. 
Strong growth is anticipated across 
debt markets given liquidity is 
strong, margins are low, corporate 
balance sheets are strong and 
economic conditions globally are 
generally improving. 

Refinancing is expected to remain 
a key driver of activity in 2015 with 
Australasian corporates having 
nearly A$70 billion in maturities 
across the loan markets and debt 
capital markets still be to refinanced. 
With all markets functioning well, 
this task is expected to be easily 
met with the focus from the market 
already on upcoming maturities in 
2016 (A$110 billion). 

Domestic M&A activity across the 
broader market is expected to 
increase. Globally, we have already 
started to see this dynamic with 
2014 witnessing the return of the 
mega deal (greater than US$10 
billion) in the US and Europe in 
particular. More than US$2.9 trillion 
of merger agreements were struck 
globally in 2014, buoyed by: 

 › record low interest rates

 › strong balance sheets

 › supportive equity markets 

 › low organic growth prospects 

 › increasing shareholder activism 

 › an improved economic outlook 
and confidence. 

With all these factors prevalent in 
the Australasian market, corporates 
are well positioned to execute 
growth strategies with the debt 
markets ready and willing to 
support activity. These factors 
are also expected to benefit 
leveraged finance activity and when 
combined with recent fund raisings 
for a number of large funds, there is 
plenty of cash to put to work.

The light at the end of the tunnel for 
the majority of market participants 
is the upcoming privatisation of 
the NSW Government’s electricity 
assets. With valuations expected to 
top A$30 billion, more than A$20 
billion of debt is expected to be 
raised to support the acquisitions. 
The debt is likely to be distributed 
across a range of domestic 
and international debt markets, 
providing significant volumes for 
market participants for the next  
18 months. 

Project finance is expected to 
continue to provide a steady 
stream of deals, with PPPs set 
to fill the void of the mega oil 
and gas and mining project 
finance deals, driven by ongoing 
credit rating pressure on many 
of the state governments. The 
completion of several of the 
recent oil and gas projects is 
also expected to generate further 
activity across the market, with 
the Papua New Guinea LNG plant 
and Queensland coal seam gas 
projects all expected to come 
online during 2015. 

The well-worn path of Australasian 
corporates to international debt 
capital markets is expected to 
continue unabated in 2015, with 
the USPP and Euro MTN markets 
in particular providing strong 
execution outcomes through the 
cycle, as well as significant depth 
and liquidity. The pipeline for both 
of these markets looks strong and 
is expected to be further bolstered 
as more and more corporates 
seek funding diversification and 
increased certainty. 

After a strong finish to 2014, the 
outlook for the domestic A$ and 
NZ$ MTN markets heading further 
into 2015 is positive, with low interest 
rates attracting corporates looking 
for diversity without the need to 
execute cross-currency swaps.

The market is expected to open 
solidly with regular issuers and 
several of the property REITS 
having maturities in the first half. 
These deals are expected to set 
a strong platform for the rest of 
the year if they are executed in the 
domestic markets. Corporates that 
are able to retain flexibility in their 
execution processes are expected 
to achieve the best outcomes in 
2015, with volatility in the global 
macroeconomic environment 
expected throughout 2015. 

Commonwealth Bank of Australia 
looks forward to supporting our 
clients’ debt-raising initiatives in 2015 
and providing execution certainty.

Outlook for 2015:  
Seize the opportunity
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Kellie Rogers 
+61 2 9118 4163

Stephen Dipsellas 
+61 2 9118 4165

Jackson Carmichael  
+61 2 9303 1110

Arif Tan 
+61 2 9118 4162

Andrew Davis 
+61 2 9118 4166

Kevin Lee 
+61 2 9118 4167

Institutional 
Lending 
Sydney 
Joanna White 
+61 2 9303 1783
Clare Morgan 
+61 2 9118 6596
Paul Keys 
+61 2 9303 8191
David Sim 
+61 2 9118 4159
Greg Davis 
+61 2 9118 4155
Chris Dirckze 
+61 2 9118 4062
Lynette Underwood 
+61 2 9118 4159
Chris Li 
+61 2 9303 1264

Melbourne
Damian Mosca 
+61 3 9675 7428
David Champion 
+61 3 9675 6313
Onur Karatmanli 
+61 3 9675 6329

Agency
Sydney
Garry Armsworth 
+61 2 9118 4177
Martin Mood 
+61 2 9118 4179
Steven Furlong 
+61 2 9118 4322
Anne McLeod 
+61 2 9303 8136
Brett Halls 
+61 2 9117 1425
Tom Oreskovic 
+61 2 9118 7373
Colleen Chiu 
+61 2 9118 1128
Kurtis Leabon 
+61 2 9118 4173
Tania Stotski 
+61 2 9118 7945
Juanita Hodges 
+61 2 9151 8676

Melbourne
Tony Di Paolo 
+61 3 9675 7437
Aaron Lind 
+61 3 9675 7256

Contacts.

* Also report into Corporate & Commercial Lending


