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IMPORTANT INFORMATION AND DISCLAIMER
This document has been prepared by Commonwealth Bank of Australia ABN 48 123 123 124 (“CommBank”, “the Bank”, “we” or “us”) for use
only by persons who are wholesale, sophisticated or professional investors as defined in the Corporations Act 2001. This document has been
prepared without taking into account the objectives, financial situation (including the capacity to bear loss), knowledge, experience or needs
of any specific person. All recipients of this document should, before acting on any information in this document, consider the appropriateness
and suitability of the information, having regard to their own objectives, financial situation and needs and if necessary seek professional financial
or investment advice. Nothing in this document constitutes or should be construed as a solicitation, invitation or offer to buy any securities or
financial instruments.
We believe the information in this document is correct as at the time of publication and all opinions and conclusions are reasonably held or
made, based on information available at the time of its compilation, however no express or implied representation or warranty is made as to
the accuracy, reliability or completeness of any statement made in this document. Opinions and conclusions in this document are subject to
change without notice and may differ to opinions or conclusions expressed elsewhere by CommBank or the wider CommBank Group. We
are under no obligation to, and do not, update or keep current the information contained in this document. Neither CommBank nor any of its
subsidiaries accept liability for any loss or damage arising from use of any part of this document. Valuations, projections and forecasts in this
document are based on a number of assumptions and estimates which are subject to change. CommBank does not represent or warrant
that any valuation, projection or forecast, or any of the underlying assumptions or estimates, will be met. Past performance is not a reliable
indicator of future performance. None of the transactional information in this document purports to be a complete description or summary of
the transaction.
CommBank has provided, provides, or seeks to provide, investment banking, capital markets and other financial services to the companies
mentioned in this document and their associates. All material in this document, unless specifically indicated otherwise, is under copyright to
CommBank and 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 CommBank.
Unless agreed separately, CommBank does not charge any fees for information provided in this document. You may be charged fees in
relation to the financial products or other services that CommBank provides, which are set out in the relevant Financial Services Guide (“FSG”)
and Product Disclosure Statement (“PDS”). CommBank employees receive a salary and do not receive any commission or fees, however
CommBank staff may be eligible for a bonus payment based on a number of factors relating to their overall performance during the year.
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 authorised 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 authorised 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 and are 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 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. CommBank cannot execute swaps with any US person unless our counterparty
has adhered to the ISDA Dodd Frank protocol.
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Cycle to Your Advantage
We are delighted to provide the 2015–16 edition of our annual Debt Market Update,
marking our 13th consecutive year. We offer a review of the markets in 2015 and
outlook for 2016 based on the current trends observed across the syndicated loan,
bond and securitisation markets.
The theme of ‘Cycle to Your
Advantage’ builds on last year’s
theme of ‘Seize the Initiative,’ and
reiterates our belief that clients
will find opportunities to use debt
markets to grow their businesses,
with attention to timing, size and
price remaining the hallmarks of
successful transactions. Although
market conditions continue to be
volatile and are a cause for concern
for both our borrowing and
investing clients, the reality of 2016
is that financing costs and liquidity
remain favourable across the
debt capital spectrum relative to
levels seen over the past decade.
The true risk to businesses is that
opportunities will be missed due
to the organisation being sidelined
by events rather than being in
a position to react to positive
changes.

This is expected to be a particular
issue for some international banks,
with their offshore businesses
coming under increased scrutiny
at home.

Outlook for 2016

The securitisation market will
continue to be affected by
regulatory headwinds, but the
market is robust, there is a healthy
pipeline of deals and a recognition
by all parties, including APRA,
that this is a vital sector within the
Australian financial markets. This
will ensure good levels of activity
in 2016, building upon some of the
record volume deals last year.

Investors and banks will still have
an appetite for sound, wellstructured and sensibly priced
assets as they have cash to put
to work. Transaction timing will be
critical, and it will be important for
our clients to monitor conditions
carefully and, when possible, be in
a position to transact when market
sentiment is favorable.
Banks and investors respectively
may shy away from transactions
when return criteria are not met
or more compelling relative value
can be found elsewhere. This will
make it important to consider shifts
in pricing over a distribution or
underwriting period and allow for
flexibility to accommodate market
moves. Banks are expected to
have a sharper focus on their total
return equations and increases in
capital and regulatory costs will put
added pressure on credit expansion.
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In the Australian capital markets,
investors are buying value and
the local bond market has had a
positive start to the year.
Diversification of funding in the
capital markets will continue to
be very important in such volatile
conditions as this will reduce overreliance on any single market. The
USPP market will again offer our
Australian and New Zealand clients
their main source of long-dated
funding (16 per cent by volume of
the USPP market last year came
from Australian borrowers) and will
provide diversification into one of
the most sophisticated investor
centres in the world.

CommBank looks forward
to working with all our clients
on your different financing
requirements over a range of
markets throughout 2016.

2015 – The Year in Review
Low Growth Environment
There was a significant change
in investor sentiment last year,
particularly relating to China. There
has been a common understanding
that the Chinese economy could not
sustain high levels of growth and
as a consequence there has been
gradual downward revisions to GDP
forecasts over the past few years.
By mid-2015, investors were
increasingly concerned about
both the health of the Chinese
economy and whether or not
the equity markets reflected an
accurate valuation of China’s
growth prospects. Questions were
asked about the sustainability of
the equity markets’ growth and
investors looked at the relative value
compared with other markets.
Given the sustained weakness in
emerging economies as a sector,
investors became increasingly
focused on risk-adjusted returns.
These factors contributed to
significant outflows from the
Chinese equity market and other
emerging markets.

Commodity Prices
The ongoing oil supply glut
continued to put downward
pressure on oil and gas prices in
2015. As prices fell, the reaction
by many producers was to step
up production to maintain their
topline. This further contributed to
the excess supply in the market,
putting more pressure on prices.
From highs of more than US$100
per barrel in 2014, pricing has
now reverted to levels not seen in
a decade of around US$30 per
barrel.

This has profound implications
for producers as only the most
competitive players are in a position
to cope with oil prices sustained
at current levels. Corporates have
been constantly challenged by
their investors on their strategies to
continue operations and what
cost-management levers are
available to manage through the
cycle. This has spurred many
corporates to re-evaluate the
strategic plans for their asset
portfolios and growth capex plans
and has broader implications for
the Australian economic outlook
and view on the Australian market
from offshore.

US Interest Rates
The timing of the US Federal
Reserve’s decision to lift the Federal
Funds Rate was long anticipated
by market participants across
the globe. The US central bank’s
hesitation fuelled volatility in the
markets as participants were
divided on both the timing of the
initial rise and also the profile of
subsequent rate increases. Another
consideration was the divergence
of the US central bank’s stance on
tightening versus the central bank
policies of other major economies
including China, Japan, Europe and
Australia, that still require increased
stimulus. The increase in US rates
occurred eventually in December
2015, marking the first increase in
almost 10 years. However, renewed
concerns over the global growth
environment only a month later,
caused investors to re-evaluate
their views of the long-term rate
curve, yield and risk-weighted return
expectations.

Regulatory Change
The ongoing focus of regulators,
both domestic and international,
on financial markets and their
participants remained a major
theme in 2015, with David Murray
AO completing the Financial
System Inquiry (FSI), marking
Australia’s first major review of the
financial system since the Wallis
Report in 1997.
Globally, the changes
recommended by Basel III
following the global financial crisis
continued to be implemented.

The net result of these regulatory
changes saw the major Australian
banks raise ~A$17.3 billion in
new equity throughout 2015, along
with greater scrutiny of anti-money
laundering obligations and an
expanding focus on other financial
services including superannuation
providers and insurance companies.
The rate of regulatory change
is not expected to slow in
2016, with the international
Basel Committee on Banking
Supervision progressing its
thinking on Basel IV reforms
and the Australian regulators,
the Australian Prudential
Regulation Authority (APRA)
and the Australian Securities
and Investments Commission
(ASIC), still reviewing the
recommendations of the FSI.
The changes to the regulatory
environment are expected
to continue to flow through to
the market, with the main effects
expected to be on loan pricing
(in particular on liquidity lines)
and an escalation in ‘know your
client’ requirements.

Increase in Merger and
Acquisition Activity
Fuelled by strong borrowing
conditions (low interest rates and
strong liquidity) and a depreciating
currency, 2015 was an eventful
year on the M&A front, with
transactions executed across a
range of sectors. The real estate,
telecommunications, financial
and infrastructure/utilities sectors
all had multibillion-dollar assets
changing hands, led by the
$10.1 billion merger between
Federation Centres and Novion
Property Group, the KKR/Varde
consortium’s acquisition of the
A$8.2 billion Australia and NZ
General Electric Consumer Finance
business, Japan Post’s
A$6.5 billion acquisition of Toll
Holdings and the first transaction
in the NSW Government’s
privatisation program with the
A$10.3 billion TransGrid Energy
Transmission acquisition by
a consortium led by Hastings
Funds Management and
Spark Infrastructure.

Cross-border M&A activity is
anticipated to remain a focal
point for Australian and foreign
companies in 2016. The current
level of the Australian dollar, the
relatively cheap cost of funding
and strong market liquidity provide
strong impetus for inbound
transactions. Of particular interest
in the M&A arena is the competitive
tension between the Brookfield
and Qube Logistics consortiums
regarding the acquisition of the
Asciano businesses.
Both international and domestic
market participants are watching
this transaction closely for signs
on how the Australian Competition
and Consumer Commission
(ACCC) will rule, which may affect
future transactions, and also for the
eventual acquisition outcome.
M&A execution will continue to rely
on boards and senior management
remaining positive about corporate
activities. Balance sheet capacity
and leverage continue to be key
considerations when structuring
transactions involving significant
debt quantum. CommBank looks
forward to working with clients
to finance for prospective M&A
opportunities.

Simon Ling
Head of Debt Markets Origination
Commonwealth Bank
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Australia & New Zealand
(Australasia) Syndicated
Loan Markets

Event-driven activity has been a key driver of loan volumes in 2015.
Volume

Purpose

Distribution

Australasian Syndicated
Loan Volume

Australasian Syndicated
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Loan Distribution
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Source: Thomson Reuters LPC, CommBank

M&A 22%

Corp. purposes 10%

›› Syndicated lending volumes in
Australasia dropped by
25 per cent from 2014 with
US$95.7 billion raised in 240
transactions (down 5 per cent
from 2014). A significant portion
of this decline lies in the relatively
weaker Australian dollar in 2015
versus 2014; affecting foreign
exchange translation of non-US$
denominated debt volumes yearon-year. On a constant currency
basis, only a ~10 per cent drop
in loan volumes was observed in
the year.

Debt repay 59%

Proj. finance 8%

›› Corporate sentiment remains
positive and where balance
sheet capacity exists, debtfunded M&A activity remains
possible. Supporting this theme
is a pipeline of infrastructure
privatisations across the country.
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45%

150

›› Although there was a drop in
mega-project financings, this was
partially offset by a significant
improvement in M&A-related
debt financing. Notable deals
included the A$1.96 billion TPG
Telecom syndicated facility
to acquire iiNet and the Beach/
Drillsearch merger A$530 million
syndicated facility.

6
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1%

290
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Source: Thomson Reuters LPC, CommBank

›› Refinancing, which remained
the principal purpose for loan
raisings, represented 59 per cent
of volumes in 2015, however the
standout was the increase in
demand for acquisition facilities,
accounting for 22 per cent of
volumes (up from 5 per cent
in 2014).
›› There was a significant decline
in project financing demand,
particularly for large scale natural
resource and oil and gas projects
that had driven demand in the
past few years. Strong outcomes
were achieved on quality
corporate deals such as the
US$1 billion Woodside
Petroleum transaction, which
was increased by US$200 million
from its initial launch volume.
›› Opportunistic refinancing
such as ‘amend and extend’
strategies are expected to lose
favour where further margin
compression proves challenging
to execute or there is risk of an
unfavourable repricing outcome.

Club Deal 55%

Syndication 45%

Source: Thomson Reuters LPC, CommBank

›› Club facilities have been
favoured by borrowers able
to procure the required
volume from a small group
of relationship banks. Club
facilities made up 55 per cent
of the syndicated volumes in
2015, which is broadly in line
with 2014.

The increase
in demand for
acquisition
facilities
largely offset
a significant
decline
in project
financing
demand.
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›› Underwriting demand
and availability continued,
particularly for acquisition
transactions, large volume
financings, or where timetables
were tight, requiring funding
certainty and confidentiality.

Liquidity
Market liquidity remained strong
in 2015, despite the volatile global
environment. Investment-grade
borrowers in particular benefited
from the robust level of liquidity
available, as demonstrated by strong
outcomes on deals including the
A$1,130 million Qantas facilities
and the A$650 million Electranet
syndicated facilities, both of which
closed oversubscribed.
Lenders were more selective
in managing their exposures,
favouring industries in which
they had expertise or an existing
exposure and/or there was
a strong underlying theme
supporting the credit. Selection
of strong lead arrangers to assist
lenders through the credit review
process is highly recommended to
achieve the best outcomes.
Changing market dynamics
prompted significant changes
in strategy for a number of
financiers in the local loan
market. Competitive pressures
and weakness offshore caused
a number of European banks to
retreat to home markets.
Meanwhile, other European
institutions re-entered the local
market with narrower scopes or
mandates. Additionally, some

Asian lenders that previously
participated offshore are expanding
operations by opening branches
in Australia.

Margins
The changing regulatory
environment and a widening of
corporate bond spreads continued
to put upward pressure on banks’
cost of funds.
As banks’ pricing models adjust
to higher funding costs, banks will
inevitably be forced to either price
higher to maintain their returns or
accept lower returns.
Partially mitigating the upward price
risk is the strong prevailing liquidity
in the loan market, where lenders
strive to increase balance sheets
beyond system credit growth. This is
particularly true for investment-grade
borrowers and/or where a strong
security package is available.
The continuing ability of lenders
to accept below-hurdle returns is
questionable, and will likely lead to
the moderation of appetites to hold
for the long-term and increased
pressure for ancillary business in
the short-term to medium-term.

Establishment and
Commitment Fees

Regulatory changes require banks
to allocate capital before financial
close, which is an evolving trend
and may spur pressure to reduce
commitment periods.

Loan Market Pricing
May Have Reached an
Inflexion Point
Loan pricing was relatively stable
throughout 2015 after a period of
progressive margin compression
since 2012. Cost of funds
pressures, regulatory change
and growing volatility, particularly
in the commodity sector, started
to weigh more heavily on pricing
considerations in the last quarter
of 2015.
A sell-off in the domestic bond
market in mid-2015 put upward
pressure on corporate bond
spreads. By late 2015, a pricing
differential of as much as 30+ basis
points (bp) was observed between
five-year bank and bond pricing in
the ‘BBB’ rating category. So far, the
loan market has lagged movements
in corporate bond spreads, but this
differential is expected to narrow
eventually as banks look to manage
cost of funds pressures. There are
signs that loan market pricing may
have reached an inflexion point, with
risk of movements skewed towards
the upside.

Establishment fees and
commitment fees remained steady
over this period. This is expected
to remain unchanged into the new
year as pressure to move pricing is
expected to flow through margins
in the first instance.
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Who can look after
the big deals?
CommBank Can.
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.

A$650 million
Syndicated Facility

A$465 million
Syndicated Facility

A$655 million
Syndicated Facility

Mandated Lead Arranger and
Bookrunner & Facility Agent

Mandated Lead Arranger,
Underwriter and Bookrunner

Mandated Lead Arranger,
Underwriter and Bookrunner

December 2015

December 2015

July 2015

A$685 million
Syndicated Facility

A$1,800 million
Syndicated Facility

US$1,000 million
Syndicated Facility

Mandated Lead Arranger,
Underwriter and Bookrunner

Mandated Lead Arranger
and Bookrunner, Coordinator
& Facility Agent

Mandated Lead Arranger
and Bookrunner

July 2015

July 2015

July 2015

A$285 million
Syndicated Facility

A$3,250 million
Syndicated Facility

A$1,554 million
Syndicated Facility

Mandated Lead Arranger,
Underwriter and Bookrunner,
Agent & Security Trustee

Mandated Lead Arranger and
Bookrunner & Facility Agent

Mandated Lead Arranger,
Underwriter and Bookrunner,
Agent & Security Trustee

June 2015

June 2015

February 2015

Find out how we can change the game for you.
Visit commbank.com.au/debt markets
or email changethegame@cba.com.au

Commonwealth Bank of Australia ABN 48 123 123 124

Syndicated Loan Market
Development
Syndicated Bank Guarantee Placement with Global Insurers.
A new market for Syndicated Bank Guarantees placed exclusively with international insurance companies has
been validated in the past 18 months. CommBank successfully placed three transactions across the retail, utility
and airline industries during this period. There has been a strong appetite for Australian credits and a willingness to
consider a variety of underlying obligations.
The market presents an opportunity for borrowers to access a new investor base for their bank guarantee
requirements. The typical participants in this market tend to be highly rated with ratings in the ‘A’ or ‘AA’ band
and provide a more natural home for this type of risk. In addition, international insurers offered compelling pricing
in line with, or favourable to, that offered in the domestic bank market. By freeing up bank lines, borrowers are
able to redeploy this capacity for other purposes such as capital expenditure (capex) and acquisition. From a
documentation perspective, the deal can be structured along a similar format to a loan agreement but can also be
based on a borrower’s existing Medium-Term Note (MTN) program format.

Qantas Case Study

A$157 million
Syndicated Bank Guarantee Facility
Mandated Lead Arranger, Bookrunner
and Facility Agent
August 2015

›› A$157.711 million Qantas Airways
Limited Syndicated Bank
Guarantee Facility
–– Arranger: CommBank as Sole
Mandated Lead Arranger and
Bookrunner (MLAB)
›› Benefits achieved:
–– Diversification of funding
sources
–– Extension of tenor
–– Reduced pricing relative
to bilateral bank guarantee
facilities
–– Documentation based on
Qantas’ MTN program
›› CommBank Value-Add
–– CommBank acted as sole
MLAB for Qantas on this
transaction, reflecting its track
record in establishing such
programs and leadership in
taking Australian clients to
global insurance markets

Investor Diversification
–– CommBank’s very positive
relationships with insurers
in Europe and the US, that
regard CommBank as a
key partner and enabler in
bringing such opportunities,
was important to achieving
the strong outcome
–– Soundings of close insurer
contacts resulted in
cornerstone investors being
identified
–– Working with cornerstone
insurers through to an
indicative credit level of
approval, established
confidence that execution
risks had been identified
and mitigated
–– The deal was launched with
a target volume of A$100 million
with the book growing to
more than A$225 million at
the end of the syndication,
allowing for increases and
allocations that satisfied the
minimum preferred allocation
of participating insurers.

Allocations by Jurisdiction (%)
First-ever syndicated bank facility
placed exclusively with global
insurance companies for an airline

44%

USA 56%

56%

Europe 44%

Source: CommBank

Allocations by Credit Rating (%)
Insurer counterparties had no less
credit rating than ‘A’, 85 per cent
of the facility provided by AA-rated
counterparties

15%

85%

AA Rated 85%

A Rated 15%

Source: CommBank
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Offshore Loan Market
Conditions
Key offshore markets displayed similar themes to the
Australian markets.
US
US Annual Syndicated Volumes
US$(billion)
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Source: Thomson Reuters LPC

US syndicated loan volumes
dropped 6 per cent in 2015 from
the prior year to US$2 trillion.
While investment-grade lending
grew 4 per cent to a record
volume of US$873 billion, leverage
loan issuance declined 17 percent.
The loan market saw a flight
to quality, with stronger US
corporates benefiting as loan
investors supported large
liquid deals from high-quality
credits. M&A-related financing
reached a record US$546 billion
in the US. Notable transactions
included health insurer Anthem
Inc’s acquisition of Cigna
Corporation, supported by
US$30 billion of loan facilities,
and Charter Communications’
US$30.5 billion acquisition loan
for Time Warner Cable.
The leveraged arena offered more
binary outcomes for borrowers. It
was affected by loan fund outflows,
rising US dollar borrowing costs,
the volatility in commodity prices
(in particular oil prices affecting US
shale borrowers) and the impact
of adherence to tougher leverage
buyout regulatory guidelines.
By year-end, investors were
increasingly more selective about
transactions, favouring a more
robust credit story over incremental
returns on weaker credits.
10
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The US unemployment rate
improved in 2015 while inflation
was flat. The world watched as the
Federal Reserve initially hesitated to
raise interest rates before biting the
bullet and increasing rates by 25bps
in December. It was the first US
interest rate rise since June 2006.
The low interest rate and modest
growth environment supported a
pick-up in corporate M&A activity,
with momentum expected to
continue into 2016.
Positive corporate sentiment,
favourable foreign exchange (FX)
movements and tax inversion
opportunities may provide further
stimuli for cross-border activity.

The loan
market saw
a flight to
quality, with
stronger US
corporates
benefiting as
loan investors
supported
large liquid
deals from
high-quality
credits.
A normalisation of the interest
rate cycle, adoption of the Basel
framework by banks and continued
bifurcation of the investment-grade
and leveraged loan sectors are

things to watch for, all of which
will affect lending behaviour,
particularly towards the lower
end of the credit spectrum.

EMEA
EMEA Annual Syndicated Volumes
US$(bilion)
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Europe, the Middle East and Africa
(EMEA) syndicated lending grew
3 per cent to US$1.2 trillion in 2015.
As with prior years, Western Europe
remains the dominant contributor to
loan activity in the region.
The European Central Bank (ECB)
maintained its easing stance in 2015
in response to weak macro-economic
conditions. Rates remained in
negative territory throughout 2015
and ended the year with a further
10 bp cut to -30 bp. The ECB
announced a €1.1 trillion quantitative
easing program in early 2015,
amounting to asset purchases of
up to €60 billion per month, in an
attempt to stimulate investment
lending and support liquidity in
the debt markets. The current
quantitative easing program will last
at least until September 2016.
It was a strong year for acquisition
financing with volumes up 46 per cent
from 2014 to US$308 billion,
supported by strong capital
markets liquidity and attractive
pricing and terms for borrowers.
As an indicator of available market
capacity, 2015 saw a landmark
acquisition deal in AB InBev’s

US$75 billion loan backing its
purchase of SABMiller, the largest
corporate loan facility on record.
Another key deal was Teva
Pharmaceutical’s US$31.5 billion
loan supporting the acquisition
of Allergan Generics. Together
these two deals comprised more
than one-third of last year’s M&A
volume in the EMEA.

It was a
strong year
for acquisition
financing
with volumes
supported by
strong capital
markets
liquidity and
attractive
pricing and
terms for
borrowers.
The European loan market proved
resilient to volatility in 2015,
particularly in investment-grade
lending.
As we have seen in recent years,
strategic fit is key, with European
lenders remaining committed to
core client relationships in their
target sectors and regions.
In the near-term, current trends
will likely continue. Loan liquidity
will remain strong and M&A is
expected to continue and be heavily
supported by banks for the right
opportunities. Increasing capital
costs and regulatory oversight on
corporate governance will continue
to influence banks’ lending models
and the evolution of Basel IV will
be closely watched by market
participants.

Asia
Asia Annual Syndicated Volumes
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Syndicated lending in Asia
(ex-Japan and Australasia) declined
in 2015 with volumes totalling
US$415 billion, down 6 per cent
from 2014.
Weakening macro-economic
conditions have compelled
policymakers to step in and
curb market volatility. Various
monetary easing measures have
been implemented to bolster
market liquidity and stimulate the
economies in the region.

emerging nature, are still best
suited for the shorter end of
duration. Despite the challenging
macro-economic environment,
the loan market will continue to be
supported by refinancing needs.
Sporadic event-driven or bridging
requirements and outbound M&A
activities from Asia, especially when
certain Chinese corporates remain
acquisitive, may also contribute to
market activity.
On the regulatory front, with an
increasing adoption of Basel III by
banks in the region, funding costs
will continue to be a hot topic.
Pressure on returns may result in
some liquidity leaving the market,
which could cause prices to level
out or rebound.

However, borrowers were focused
on deleveraging, so demand for
new capital was pared back.
Despite certain banks’ retreat to
their home markets, the abundant
liquidity kept downward pressure
on pricing and forced a loosening
of terms on deals. A flight to quality
and selectivity on clients continued;
there has been a tendency for
banks to stick with household
names and leading industry players.
There has been an increase in
club-style execution within certain
markets and segments against
the backdrop of ongoing credit
disintermediation, and some of the
loan market’s activities have shifted
to bilaterals where banks could
benefit from equitable cross-sell
opportunities in return. At the same
time, some activities have gone to
domestic markets given a softening
in local currencies and interest
rates, as well as to the bond market.
In terms of loan tenor, the sweet
spot in Asia remains between
three and five years, given broader
access to the longer-dated bond
market. New credits, with their
Debt Market Update

11

A Spotlight on Leveraged
Finance and Private Equity
Conditions remained strong for leveraged finance issuers
in the Australian market.
The Australian leveraged finance
market continued a multi-year
trend towards more issuer-friendly
conditions in 2015. New issuance
volumes remained subdued which
supported a continuation of the
imbalance between loan supply and
demand observed over the past
two years. While Private Equity (PE)
remained active, this did not directly
translate into increased leveraged
finance issuance in the domestic
market. Equity capital markets
remained reasonably strong
throughout the year, providing
an attractive exit alternative to
secondary buyouts and dividends.
Recapitalisation transactions,
which were a substantial driver
of loan volume in 2013 and 2014,
declined in 2015. Taken together,
these developments contributed
to a second year of contraction in
domestic leveraged loan issuance.
However, the rate of PE exits began
to slow during the year, with lost
volumes largely being offset by
‘new money’ transactions, which
mitigated the level of contraction
in the volume of leveraged loans
outstanding seen during 2014.
Notwithstanding the apparent
stabilisation of the amount of
leveraged loans outstanding,
lenders continued to face pressure
to maintain loan portfolios, which
contributed to strong competition
for new transactions and issuerfriendly terms, pricing and leverage.

Market Sentiment and
Key Deal Metrics
Driven by a third year of limited new
investment deal flow and portfolio
pressures from PE exits, lenders
in the Australian leveraged loan
market competed vigorously
for what was on offer. While
structuring and credit discipline was
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maintained, lenders have became
increasingly more comfortable
with higher leverage, loosening
terms and conditions, and tighter
pricing. Additionally, strong demand
from lenders for new deal flow
created a positive environment
for underwriting transactions at
attractive prices and terms.

New issuance
volumes
remained
subdued,
which
supported a
continuation
of the
imbalance
between
loan supply
and demand
observed over
the past two
years.
With regards to deal metrics,
recent acquisition and refinancing
structures demonstrate the
continued positive sentiment
by lenders within the Australian
leveraged finance market and
reflect issuers continuing to test
the boundaries on leverage levels
and terms.

Larger borrowers with strong,
defensive and cash flow-generating
characteristics remained the
primary beneficiaries of the strong
market conditions. However, recent
transactions indicate that some of
the borrower-friendly terms of larger
transactions are being applied to
the more traditionally conservative
smaller, middle-market transactions.
Generally speaking, senior leverage
for larger borrowers with defensive
business models continued to be
4.0–4.5x earnings before interest,
tax, depreciation and amortisation
(EBITDA), although particularly
strong counterparties achieved
more aggressive levels.
Reflecting overall loan market
dynamics, transactions generally
received substantial interest from
lenders. The market was supported
by increasing appetite among
domestic and international lenders
for both refinancing and ‘new
money’ leveraged transactions,
driven by lenders attempting to
offset portfolio erosion. Investment
banks continued to provide
substantial liquidity to support PE
clients and position for mandates
on the eventual exit, while non-bank
lenders were also active in providing
increased liquidity. As a result of
this liquidity, issuers were able to
access more favourable pricing
and terms, particularly in smaller
‘new money’ deals and refinancings
where issuers could leverage
the small loan volume available
or existing banking syndicates
to achieve lower all-in costs and
favourable terms.
Two notable developments from
previous years in the Australian
leveraged market, offshore
capital markets issuances and
dividend recapitalisations, were

less prevalent during 2015. There
was a material slowdown in the
number of private equity and (nonnatural resource related) corporate
issuers electing to access the US
leveraged finance market (primarily
the institutional Term Loan B
market) in 2015 to take advantage
of ‘covenant-lite’ structures, longer
tenors and potentially higher
leverage tolerance.
The impact of actual, and the
potential pace of interest rate
increases, as well as challenges in
the natural resources sector, saw
increased market volatility in the US
market, both of which remain open
issues for 2016. However, issuers
such as DTZ, Leighton Services
and Orica Chemicals successfully
executed substantial transactions
in 2015. Interestingly, the Leighton
Services transaction reportedly
garnered substantial domestic
institutional investor interest in the
Australian dollar tranche.

Acquisition
activity within
the Australian
PE sector
was relatively
strong in
2015.
Dividend recapitalisation
transactions, while supported
by the domestic market, resulted
in issuance that was materially
lower than the estimated
US$5 billion and US$2 billion raised
by Australian issuers in 2013 and
2014, respectively. The relative lack
of dividend recapitalisation issuance

was due, in large part, to the most
obvious candidates having effected
transactions in the previous years.

Private Equity Acquisition
Activity
Acquisition activity within the
Australian PE sector was relatively
strong with 10 deals of significant
size reaching financial close during
2015. Most deals involved corporate
sellers, with secondary buyouts and
public M&A being relatively subdued
during the year. Notable transactions
involving corporate sellers included
GE Consumer (KKR), Orica
Chemicals (Blackstone), GE
Commercial (Sankaty), Leighton
Services (Apollo), Nine Live (Affinity
Equity), Pinnacle (Pacific Equity
Partners), and Dun & Bradstreet
ANZ (Archer Capital). As seen in
the prior two years, international PE
buyers remained the most active
during 2015, completing seven of the
ten larger transactions.

Private Equity Exit Activity
As foreshadowed in our 2014
commentary, the volume of PE
exits slowed during 2015 as the
strong pace of exits via IPO and
M&A in the prior year brought
to market many companies that
were viewed as near-term exit
candidates. Despite some volatility,
the IPO market remained open and
supported a number of PE-backed
offerings including MYOB Group,
Costa Group and Link Group.
Trade sales were relatively subdued,
though Primo Smallgoods was
a notable exception. Despite
continued interest from PE and
trade buyers, we anticipate that
the pace of PE exits will remain slow
over the next 12 months given the
large number settled in the past
two years.

Outlook
As shown by the volume of
transactions closed during the
year, there are positive signs that
M&A activity in the PE sector will
drive improved investment activity
and leveraged finance issuance in
2016. Well-capitalised domestic
and international PE funds, the
positive impact of a lower Australian
dollar supporting inbound M&A,
and an increase in middle-market
transactions are all factors that
contributed to transaction volume
in 2015 and appear to remain
positive factors to support activity
into 2016. Additionally, public to
private transactions have been
relatively under-represented over
the past two years thus presenting
a potential upside to deal flow.
However, we continue to anticipate
relatively low volumes of refinancing
and dividend recapitalisation
transactions as many existing
PE-owned companies either have
already effected transactions or are
early in the investment cycle.
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Project Finance Spotlight
Outside the corporate domain, the project finance landscape
in Australia has undergone considerable change over the
last 12–24 months.
Decline in Natural
Resources Investment

Government Entity
Privatisations

Commodity prices remained
volatile and continued to trend
downwards over 2015. Producers
tended to respond to the lower
prices by increasing production to
provide revenue support.

A key focus in 2015 was the
announced privatisations of key
infrastructure assets across the
country that will also run into 2016.
While there was an early damper
on the market’s enthusiasm for
this following the Queensland
election, the long-term lease of
the Port of Darwin, as well as the
NSW transmission and distribution
(T&D) businesses, have garnered
strong interest from Australian and
International participants in the
domestic loan market.

At the same time, resource
companies flagged their intention
to revise their capex plans. In
many instances, new investment
decisions have been cast aside
as companies struggled to meet
required internal rates of return
given the volatile commodity
prices.
Additionally, mergers and
acquisitions opportunities
continued to arise as companies
reviewed portfolios and divested
non-core assets.

Increasing Focus on
Infrastructure Investment
The gap left by the drop in natural
resource project financing,
particularly due to the absence of
mega deals featured in previous
years, has been challenging to fill.
Part of the gap was bridged by a
strong performance in infrastructure
project financing in 2015.
Notable project financing completed
in 2015 included:
›› The A$1.55 billion construction
and term loan facility to
support the development of the
Sydney Light Rail in NSW
›› The refinancing of a
A$1.39 billion construction
and term facility supporting the
Sydney Convention centre PPP
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The completed and planned
privatisations unlock significant
balance sheet capacity within
each respective state government
or the federal government and will
enable governments to recycle
capital into new projects such
as roads, rail, airports and social
infrastructure projects.

Policy Risk
Last year highlighted that there is
a degree of policy risk involved for
new projects requiring decisionmaking around electoral dates.
The decision by the Victorian
Government to abandon the
East West Link project attracted
significant attention in the public
domain due to the considerable
break costs involved in the
transaction.
Additionally, the election of
the current Queensland State
Government led to a reversal
of previous plans to privatise
a number of state-owned
entities including ports and T&D
businesses.

Climate change policy also
remained topical, with voices
globally weighing in on Australian
policy. The discussion around
the Renewable Energy Target
was settled in mid-2015, ending
a period of policy uncertainty.
Although the target was scaled
back, significant investment in
renewables is required if Australia is
to meet the targets. This underpins
new investment in the sector as
evidenced by the ongoing ACT
solar and wind auctions and
pipeline of projects coming up.

Outlook
The outlook for project financing
in 2016 and beyond continues
to be positive, with a pipeline of
potential projects including:
›› the long-term leases of the
remaining two NSW energy
distribution assets
›› privatisation of various ports
across the country including
Port of Melbourne and three
smaller ports in Western
Australia
›› various transport projects in
NSW such as Stages 1 and 3 of
WestConnex and Sydney Metro
Northwest.

Who can look after
the big deals?
CommBank Can.
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.

Pepper Residential Securities
Trust No.15

SAMT 2015-1 Trust

RMBS
A$300 million

IDOL 2015-1 Trust
RMBS

RMBS
A$1,250 million

Joint Lead Manager &
Liquidity Facility Provider

A$750 million

Joint Lead Manager

Joint Lead Manager

October 2015

October 2015

September 2015

Medallion Trust Series 2015-2

SMHL Series
Securitisation Fund 15-1

RedZed Trust Series 2015-1
RMBS

RMBS

Joint Lead Manager &
Liquidity Facility Provider

A$2,000 million

RMBS
A$1,500 million

Arranger & Lead Manager

Joint Lead Manager

September 2015

September 2015

July 2015

Flexi ABS Trust 2015-2

La Trobe Financial Capital
Markets Trust 2015-1

Liberty Series 2015-1 Trust

A$285 million

RMBS
A$250 million

RMBS
A$500 million

Arranger, Joint Lead Manager
& Swap Provider

Arranger & Sole
Lead Manager

Joint Lead Manager &
Swap Provider

June 2015

May 2015

April 2015

A$250 million

ABS

Find out how we can change the game for you.
Visit commbank.com.au/debt markets
or email changethegame@cba.com.au

Commonwealth Bank of Australia ABN 48 123 123 124

Securitisation Market
A number of records were set during 2015 for different issuers
in terms of volume and pricing.
Issuance volume was 10 per cent
lower in 2015 at A$29.1 billion after
a very strong post-crisis record in
2014. Asset-backed securities (ABS)
issuance was the star performer,
up 22 per cent from A$4.4 billion
to A$5.4 billion.
Non-conforming residential
mortgage-backed securities (RMBS)
issuance rose slightly to $2.3 billion
and featured the first public issuance
from La Trobe Financial.

Total Securitisation Issuance
A$(billion)
35

Issue margins widened over the
year with the last major bank
benchmark RMBS (Medallion
2015-2) deal pricing at 90 bp for
2.8-year weighted average life
(WAL) in September. Subsequent
to that, two refinance notes from
major banks were priced at 100 bp
in November/December.

Australian Securitisation Primary
Pricing Summary
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The AOFM began its RMBS
divestment auction in June, but
put it on hold after five months. It
expects to recommence in 2016.
The RBA’s mandatory repo-eligibility
criteria for securitisation (requiring
provided information to be expanded
to the RBA) came into effect on 30
June 2015.
Securitisation 29%

Domestic banks 36%

Foreign banks 22%

Corporate 11%

Non-bank financial 2%

Source: CommBank

A number of records were set
in 2015 including:
SMHL 2015-1 (A$1.5 billion) was
ME Bank’s largest post-GFC
prime RMBS; Pepper’s PRS 14
(A$550 million) was the largest
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Collateral performance across all
asset classes was again strong, with
the non-conforming RMBS 30+days
arrears setting a record low of
3.99 per cent (Source: Fitch Dinkum
RMBS Index December 2015).
In December, APRA released a
revised draft APS120 standard
that took into account industry
feedback on the 2014 draft.

Challenges and
Opportunities
Continuing strong M&A activity
in Australia and globally, potential
further divestments and regulatory
developments are expected to
provide funding opportunities,
new structures, new issuers and
new investors in 2016.
The 2015 sale of GE Capital’s
Australian and NZ consumer
finance business and the Esanda
Dealer Finance portfolio will provide
new and increased ABS issuance in
the market.
APRA’s draft APS120 release
has key concessions through
which APRA aims to assist the
development of the Australian
securitisation market and help
ADIs strengthen their funding
profiles. Specifically, APRA will allow
date-based calls for funding-only
transactions and remove major
impediments to master trusts and
skin-in-the-game requirements.
The significant credit risk transfer
approach has been adopted (pro
rata capital approach removed)
and requirements for term out of
warehouses within 12 months are
also gone.
Allowing date-based calls for
funding-only issuance and master
trusts should generate incremental
investor demand by reducing
extension risk and lowering
cross-currency hedging costs.
In turn this should allow offshore
investors to be tapped and offset
the potential decline in ADI liquidity
book demand. APRA has also
indicated that it would consider
early implementation of some
aspects of the new standard, such
as date-based calls and master
trusts in relation to funding-only
securitisation.

The draft APS120 release includes
the increased risk weights that
ADIs will need to adopt based
on the Basel III securitisation
framework released in December
2014. However, if the Basel
Committee (and APRA) adopts the
recommendations of the November
consultative document on capital
treatment for ‘simple, transparent
and comparable’ securitisations,
the risk weight on a senior AAA
note could fall from (the proposed)
15–20 per cent to 10–15 per cent.
The RBA has forecast that system
liquidity needs will fall and that
based on Commonwealth and
State Government budgets, the
stock of high-quality liquid assets
(HQLA) securities that the banks
can reasonably hold will rise by
$20 billion by the end of 2016. The
RBA projects this could result in
the banks’ 2016 committed liquidity
facility (CLF) declining from
A$275 billion to A$245 billion,
reducing the high level of ADI
liquidity book demand for RMBS
that has prevailed for most
of 2014–15.
While risk weights are increasing
in the banking book, they are also
set to increase on the trading book

with Basel’s ‘Fundamental Review
of the Trading Book’ (FRTB). Under
the Basel proposals trading books
will need to hold more than twice
the amount of capital. This has the
potential to dampen what is already
limited secondary market liquidity.
Heightened regulatory oversight
will assist growth offshore and
real money investors’ demands,
which continue to look for yield in
a low interest rate environment.
The Japanese market is the most
notable example of this.

Outlook in 2016
While there are some headline
issues and volatility in the
broader fixed income and equity
markets, the outlook on the whole
remains positive with APRA
being committed to a strong and
functioning securitisation market.
There is a strong pipeline of
transactions lined up for the
first quarter of 2016, and with
continuing sound collateral
performance and potential new
issuers, there should be solid
issuance volumes, particularly
in ABS, albeit at wider margins
in 2016.

We are proud to share the
success story of Pepper Group a longstanding client that continues
to grow and innovate.

Please click here to view video
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2015 AU Securitisation League table, $A Tranches Only – Incl. Self-led Deals
Bookrunner

Volume (A$m)

No. deals

Market share (%)

National Australia Bank

7,084

29

25.8

Commonwealth Bank

5,492

14

20.0

Westpac Institutional Bank

5,189

16

18.9

ANZ

3,786

16

13.8

Macquarie Bank

2,376

10

8.7

Deutsche Bank

1,527

6

5.6

J P Morgan

1,014

4

3.7

Citi

461

2

1.7

SMBC Nikko

276

1

1.0

ING Bank

138

1

0.5

Credit Suisse

108

1

0.4

TOTAL

27,454

100

Source: KangaNews
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Australian Domestic
Bond Market
The Corporate and Financial Issuance in the A$ Medium
Term Note (MTN) market remained relatively robust despite a
backdrop of significant volatility in the second half of the year.
Total A$ MTN Market Issuance
for 2015 was $117.6 billion, down
8 per cent from $128.3 billion in
2014. Foreign borrowers took
advantage of the favourable credit
conditions and cross-currency
basis swap with nearly $34 billion
worth of Kangaroo issuance.

Although the basis swap
deteriorated over 2015, domestic
credit conditions remained positive
despite significant volatility offshore,
subsequently offsetting the lower
basis drawing Kangaroo issuance
into Australia. We expect AUD/USD
cross-currency basis spreads to
remain in a lower range into 2016.

2015 Issuance volume
A$(billion)

Non-Financial Corporates
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The five-year A$ basis swap, a
measure of the discount overseas
issuers receive when they raise
funds in the currency and swap
back to US$, has been elevated
over the past four years, reaching
the yearly high of +30.25 bp in
February. Since then, a gradual
decline due to the tapering of
offshore issuance from Australian
credits lead to the annual low in
December of +17.25 bp.
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The A$ domestic market remained
supportive of corporate issuers
over the year with an issuance
volume of $11.4 billion, representing
10.1 per cent of total issuance. Of
this, rated corporate transactions
totalled $10.1 billion across 26
transactions compared with
$8.5 billion in 2014 across 33
transactions. Issuance volumes
were supported by significant
transactions from Apple ($2.25 billion),
BHP Billiton ($1.0 billion),
SAB Miller ($700 million) and
Intel ($800 million), which
demonstrated the capacity of the
Australian fixed-income market to
provide global corporate borrowers
competitive funding on meaningful
scale. Historically, non-financial
corporates have been underrepresented in the A$ market
compared with other sectors,
and over 2015 supply was further
hampered by competitively priced
bank funding and less need for
debt funding with debt maturities
amounting to only $5.7 billion.
So with limited supply of paper,
investors bid strongly into corporate
transactions to increase portfolios
and many transactions were
multiple times over subscribed.
The A$ MTN corporate market
developed towards longer-dated
tenors over the year, with six of the
26 rated corporate transactions in
2015 priced at a tenor of about 10

years, highlighting the market’s
increasing acceptance of longer
duration. In 2015, 9.7 per cent of
transactions priced with a tenor
of about 10 years, compared
with 8 per cent in 2014 and 5
per cent in 2013. This trend was
supported by the low interest
rate environment, which saw
investors looking to duration as
an additional source of return.

A$ MTN Issuance by Tenor
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Despite the significant volumes,
public A$ corporate issuance was
volatile over the year and market
activity ceased for weeks at a time
due to global macro events. At its
height, the public market activity
ground to a halt, in mid-June for
Greece and from mid-September
to mid-November as issuers and
investors alike were cautious in
the face of volatile Chinese equity
markets and uncertainty about the
US economy. During this period, A$
private placement activity increased
as a divergence around relative value
views emerged among investors.
Melbourne Airport, Dexus Financial
and Australian National University all
accessed the A$ MTN market during
this period in private placement
format, raising $120 million, $90
million (across two issues) and $200
million respectively.

Financials
Of the 2015 issuance, 57 per cent
came from Financial Institutions (FIs).
A$ FI issuance over the year topped
$54 billion, ahead of the $50 billion
worth of issuance in 2014. Maturities
and redemptions were $44 billion,
resulting in net issuance of $10 billion.
The demand for financials was
underpinned by investors taking
defensive positions and seeking
liquidity amid the volatile backdrop.
FI credit margins at the beginning of
2015 were within +5 bp of their postGFC lows (reached in September
2014) and continued to perform well
throughout 1H 2015 before trending
wider with global credit in the wake
of the Chinese equity market volatility
in August and growing global
growth concerns. From a credit
perspective, authorised deposittaking institutions (ADIs) ended 2015
in a fundamentally strong position.
This was underpinned by high
profitability, benign asset quality and
credit costs still near historical lows.

2011 – 2015 Kangaroo vs Domestic
Financials Bond Issuance
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Capitalisation
Australian FIs further increased
their capital ratios in line with global
peers and to meet the APRA
requirement to increase average risk
weightings on mortgages (from 16
per cent to 25 per cent). The banks
raised an additional $17.3 billion of
capital to comply with the changes
to take effect from July 2016. The
FSI also recommended banks
be capitalised at ‘unquestionably
strong,’ levels. While no target has
been set in this regard, market
consensus puts the likely figure at
about 10 per cent to 10.5 per cent
(versus 8 per cent previously).

Aussie Major Bank Core Equity
Tier 1 Ratios
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Regulatory Environment
APRA is expected to set
policy around key regulatory
developments that will affect bank
profitability, principally the need to
hold more capital. This will in turn
affect the cost/demand for banks’
wholesale funding.
Regulatory developments in the
domestic market are likely to flow
through to impact both credit and
deposit growth assumptions. The
government agreed to most of the
recommendations tabled by the FSI
so 2016 will be a year of significant
regulatory evolution, albeit
measured and manageable.
Ratings risk will be elevated. We
expect bank ratings to finish the
year where they started, albeit with
an altered composition. A notch of
implied government support will
likely be lost (from two to one), while
improving capitalisation will likely
result in a one-notch rating uplift. No
change to issuer ratings is expected.
Fundamentals remain within
tolerances and are broadly stable,
although with modest downside
risk. Profitability will face pressures
from increasing capital requirements,
moderate lending growth, rising
costs and an end to the falling trend
in credit costs. Regulatory change
will likely bring with it conditions
that allow non-majors to compete
more aggressively.

There is a raft of likely regulatory and
credit rating changes on the road
ahead. We think any ratings action
on the back of regulatory changes
is likely to come towards the end of
the year. This reflects our view that
APRA will take its time to develop
the required policies to implement
the FSI’s recommendations. The
regulator is likely to take a measured
approach to implementing change
given the rapid progress so far and
the relative prevailing health and
robustness of the banking system.

Outlook
Our view remains constructive on
Australian FIs and corporates that
will underpin investor confidence
in 2016. There is an element of
cautiousness around technical/
macro drivers and volatile periods
are likely to persist throughout the
year.

Key trends
The expectation is for the key trends
of 2015 to continue into 2016.
›› The Australian market will
continue to be receptive to
investment-grade borrowers
with the strongest demand for
duration of three to seven years.
›› A strong redemption profile will
fuel primary demand.
›› Superannuation and pension
funds will continue to receive strong
inflows, further underpinning
investor demand.
›› The cross-currency basis swap
will remain favourable for nonAustralian borrowers.
›› Global borrowers will continue
to access the A$ market as an
alternative and diversified funding
source with investors seeking
exposure to global names.
›› Spreads are unlikely to be
pressured by primary issuance and
will be more heavily influenced
by offshore events and any
perceived global liquidity issues.
›› New issuance concessions
have settled at +5 to 10bp
for investment-grade names
(conforming to global practice).
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US Private Placement
Market
Australian Issuers punched above their weight in the USPP
Market in 2015.
Issuance Volume
Issuance in the US private placement (USPP) market
in 2015 was US$45.6 billion, ending the upward trend
established over the last five years. Despite a strong first
half and strong investor appetite for product, issuance
declined 23 per cent from 2014. As in previous years,
there is a strong likelihood that the final tally will be
adjusted upwards by a couple of percentage points
after industry sources collate all transaction data.

While the number of Australasian USPP transactions
decreased to 26 from 32 in 2014, the average size
grew 32 per cent to US$288.6 million. The region
punched above its weight, representing 16 per cent
of total market issuance, compared with 12 per cent
in 2014. Australasia was the only geographic area that
experienced an increase in transaction volume in 2015.

Geographic Breakdown of Issuance
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$41.3

2010

$45.2

2011

$52.4

2012

$58.5

$58.8
$45.6

2013

2014

2015

Source: US Private Placement Monitor

For the first time since 2010, issuance by US companies
exceeded those by foreign corporates.

Domestic vs International Issuance
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Activity from Europe (including the UK) was noticeably
lacking, with a 46 per cent volume decline from last year.
Reasons included economic volatility in the European
markets, the large number of corporates that took
advantage of low rates and refinanced in previous years
and a general decline in M&A activity.

Australasian Issuers Punching
Above Weight
The USPP market remains an important source
of funding for Australasian issuers, resulting in an
increase in total Australasian issuance volume of
US$7.5 billion compared with US$7.0 billion last year.
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US 57%

Australasia 16%

UK 14%
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Canada 4%

Other 3%

Source: US Private Placement Monitor

Takeout financing for M&A contributed to the volume, for
example, Transurban’s Queensland Motorways and New
South Wales Ports. The top three sectors tapping the
USPP market in 2015 were utilities, infrastructure and real
estate investment trusts (REITs).
While Australasian utilities have long been frequent issuers
in the USPP market, the growth in infrastructure and REIT
sector activity in recent years has been impressive.

USPP Issuer and Investor Engagement

Australasian REIT Issuance
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Over the past five years, 25 Australasian REIT
transactions have been successfully completed in the
USPP market, with aggregate volume of US$5 billion
over the period.
The USPP investors have been focused on increasing
infrastructure investments over the past couple of years
and Australasian issuers have obliged. Over the past five
years, more than 20 non-utility infrastructure transactions
have come to market, raising nearly US$9 billion.
USPP market continues to be an excellent source of
long-dated capital. The longest average life achieved
in 2015 was 40 years for a US utility. For Australasian
issuers, the most popular tenors remain 10 to 15
years, in line with the tenor of cross-currency swap
lines available to corporates. However, the increased
availability in direct foreign currency funding has
resulted in the achievement of longer tenors. The record
is 30 years, first seen in 2011 for a regulated utility and
again in 2015 for a university.

Due to the overwhelming success of CommBank’s
inaugural USPP conference in Byron Bay in July 2013,
we brought the event back in June 2015. The
conference, ‘Austrapalooza’, was once again strongly
supported by issuers and investors. Attendees included
22 investors representing 18 USPP institutional
investment firms and management teams from more
than 40 Australasian companies.
The 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.

Outlook
Looking forward to 2016, the USPP market outlook
remains very positive. Based on oversubscription levels
in 2015, the USPP market could potentially absorb
at least two to three times more in issuance volume.
Whether the market is able to establish a record will be
driven by issuer supply, not investor demand.
A 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 large infrastructure privatisation pipeline has long
been anticipated but execution has been slower than
USPP investors had hoped. USPP market observers
are optimistic that the announcement of the Transgrid
privatisation by the NSW Government in November will
start a string of infrastructure financing opportunities.

In an environment of a supply–demand imbalance,
an increasing number of investors are willing to offer
alternative currencies to differentiate their bids. In
2015, 13 Australasian USPP transactions contained a
non-US$ tranche, a significant increase from six
transactions in 2014.
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Euro/Dollar Market
Notwithstanding the increased volatility in the second half
of 2015, issuers were able to take advantage of windows of
more positive sentiment.

It was a year of two halves – the
first half started extremely strongly
with €645 billion raised in the first
quarter and a further €368 billion in
the second quarter, before surges
in volatility caused by geo-political
tensions in the Ukraine and Syria,
weakness in the Chinese economy
that later spilled into other emerging
markets and a sharp decline in
commodity prices sparked renewed
investor concerns. Notwithstanding
the increased volatility in the second
half of 2015, issuers were able to
take advantage of windows of more
positive sentiment.

Non-Financial Corporate
Issuance
The € corporate bond market
had another strong year in 2015
with €334 billion issued, largely
unchanged from 2014’s €336 billion
of issuance. The implementation of
the European Central Bank’s (ECB)
quantitative easing programme in
early 2015 provided an extremely
positive and stable backdrop in
the first quarter, allowing issuers to
target longer maturities as investors
were receptive to taking on more
risk. Multi-tranche transactions to
refinance M&A situations or to lock
in these historically low interest rates
became common.
There was €121 billion of corporate
issuance in the first quarter with
an average tenor of nine years.
The following chart illustrates the
market’s change to a more defensive
stance in terms of tenor over the
year as volatility increased.
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Low yields, tight credit margins
and expansive monetary policies
provided a strong base for another
relatively strong year of debt capital
markets issuance in 2015. Issuance
totalled €1.6 trillion, according to
data compiled in Bloomberg, down
about 12 per cent from the prior
year’s €1.8 trillion.

Financial Issuance

2015 Average Issuance Tenor
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Australian borrowers continued
to be active, with €6.41 billion
issued over the year. Investors
supported both senior and
subordinated structures from this
region. Notably, BHP Billiton issued
a €2 billion hybrid in the fourth
quarter following a €2 billion senior
unsecured issue earlier in the year.
The balance of €2.41 billion was
spread among APT Pipelines,
AusNet and Transurban.
The EUR-AUD basis remained
range-bound during 2015 across
many tenors. A collapse in the
AUD 10-year basis in December
resulted in a much more compelling
basis environment for Australian
corporates looking to issue into
offshore markets in early 2016.
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Overall issuance from the financial
sector was up marginally on
the prior year, however some
interesting themes emerged during
2015. Banks continued their
balance sheet reductions which
has resulted in less wholesale
funding. According to data
compiled by Bloomberg, total
financial issuance was €466 billion.
The introduction of the ECB’s
asset purchase programme for
covered bonds (CBPP3) which was
announced in late 2014 prompted
a flurry of covered bond issuance
by EU member state banks during
2015. CommBank’s data indicates
that €210 billion of covered bonds
were issued by EU member state
banks that were able to take
advantage of low margins and
a strong consistent bid from the
ECB. This led to dislocation in the
covered bond market over 2015
with non-CBPP3 eligible covered
issuers (essentially non-EU banks)
experiencing significant credit
margin underperformance as these
transactions typically relied on just
one investor type (asset managers).
This theme is anticipated to
continue in 2016 as many asset
managers struggle with their
assessment of relative value in
the face of what appears to be
an artificially low-risk premium
associated with covered bonds
while the ECB bid remains in place.
In contrast, there was a significant
volume of subordinated issuance
as banks and other financial
institutions prepared for stricter
regulations and ultimately a
requirement to hold more lossabsorbing capital. CommBank’s
data indicates that the market
absorbed €55 billion of subordinated
financial supply during 2015 and we
anticipate this number to grow in
the years ahead.

As a result of these two dynamics,
the senior unsecured market has
been in decline for EU member
banks. This is likely to remain
the case in 2016, presenting an
opportunity for non-EU member
banks to plug the gap in supply.
For example, this was the case for
US domiciled financial institutions
who were active in the € markets
during 2015. Many market
participants expect this trend to
continue, enabling investors to
diversify their financial holdings into
other jurisdictions.
This also presents an opportunity
for Australasian financial
institutions to take advantage
of this supply–demand imbalance,
although issuance from
Australasian domiciled financials
has remained relatively flat over
the past three years at about
€10 billion to 12 billion per annum.

Outlook and 2016
Themes
We expect that 2016 will continue
with the theme of volatility driven
by macro, geo-political and
selected credit events. Despite
this, the market will provide
execution windows, particularly as
investor cash positions continue
to accumulate. The ‘bull market’ in
the first quarter of 2015 resulting
from the QE announcement from
the ECB is unlikely to be witnessed

again. This excess liquidity has
supported secondary margins
down to historically tight levels and
primary issuance has attracted
a new issue concession that we
believe is here to stay.

US firmly in tightening mode while
many other developed economies
are tending towards a neutral to
easing bias. This will in turn continue
to weigh on basis markets as capital
is used to chase higher yields.

Investors will likely remain spoilt
for choice in terms of issuance,
with an expectation of significant
M&A activity to continue in 2016
following a record US$5 trillion
announced globally in 2015
according to Dealogic. Most M&A in
2016 will likely be funded via capital
markets as many banks remain
capital-constrained and firmly in
deleveraging mode. In addition,
continued regulatory pressures
on the banking system will drive
further subordinated issuance from
the banks as we move towards
adopting a new regulatory regime.
The asset purchase programs
introduced by the ECB in recent
years will also continue to support
issuance in the sectors the central
bank is supporting, such as
covered bonds. We expect the
European banks will continue
to issue in the covered format
to the highest extent possible
as execution risk is somewhat
mitigated by support from the ECB
at primary issuance.
Interest rate volatility will remain
in place throughout 2016 as we
continue to witness divergence in
monetary policy settings, with the
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A$ Listed Bond and
Hybrid Market
The A$ listed bond and hybrid market had a difficult year
in 2015, but an uptick in primary issuance is expected in
2016 as sentiment improves and issuers prepare to access
the market for upcoming maturities.
A$ Listed Bond and
Hybrid Historical Issuance
A$(billion)
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The A$ listed bond and hybrid
market had a tough year, in line
with the volatility observed in the
global credit and equity markets
throughout 2015. $5.6 billion was
raised (down 25 per cent from last
year) across eight transactions with
supply continuing to be dominated
by financial issuers raising
regulatory capital.
Financial issuers seeking to raise
Additional Tier 1 capital drove
supply. Notable issuers included
ANZ, National Australia Bank,
Bendigo & Adelaide Bank, Westpac,
AMP and Macquarie Group.
Interestingly, a new market
developed for financial hybrids
as AMP and Bank of Queensland
(BoQ) elected to issue Additional
Tier 1 capital into the wholesale
market. The wholesale market
provides a source of regulatory
capital without having to issue a
prospectus, although Additional
Tier 1 transactions have been rare
in the wholesale market as most
of the domestic institutional
investors prefer gross-paying
securities to frankable securities.

While the AMP and BoQ
transactions were supported
primarily by sophisticated and
professional investors and other
retail channels that can utilise
franking credits, this development
shows that the wholesale market
can be a valuable diversification
away from the retail market
for issuers looking to raise
small volume.
In the midst of bank hybrids,
Crown Resorts made a welcome
return to the domestic hybrid
market 2.5 years after its previous
equity credit hybrid transaction in
August 2012. However, corporate
issuance in the domestic market
remained subdued for the rest
of 2015, with BHP electing issue
equity credit hybrids in the US and
Euro markets in a bumper dualcurrency, multi-tranche execution.
One other notable transaction in
2015 was Australian Unity’s first
simple corporate bond which
was issued under the new
legislation that came into effect
in December 2014.
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Australian Unity issued a twopart prospectus to meet the
disclosure regulations set under
the Corporations Amendment
(Simple Corporate Bonds and Other
Measures) Act 2014.
Despite ongoing volatility, Australian
Unity garnered strong institutional
and retail investor support to raise
$250 million at an attractive margin
of three month BBSW + 280 bp.

Financial
issuers
seeking
to raise
Additional
Tier 1 capital
drove
supply in
the domestic
hybrid market
in 2015.
The hybrid asset class
underperformed for much of
2015 after a long period of
strong performance, with wider
secondary spreads observed
across almost all recent issuance.
The rollercoaster ride in the equity
market caused by global growth
concerns and other market events,
including the Greek debt situation,
China and falling oil prices, created
weakness across all sectors in the
A$ listed debt securities market,
with hybrids hit hardest.

Volatility in Australian bank stocks
caused by regulatory headwinds
contributed to an increase in bank
hybrid spreads. It is also notable
that since the December 2014
quarter, $17.3 billion of new equity
(excluding dividend reinvestment
programs) was raised by the major
banks in response to increased
capital requirements that affected
secondary spreads and investor
sentiment towards the asset class.
Most recently, secondary spreads
continue to be volatile, but the
market is showing signs of cautious
recovery with improving investor
sentiment.
Transactions executed in the
December 2015 quarter by AMP,
Australian Unity and Macquarie
were smaller in volume, but have
all performed relatively well in the
secondary market, reaffirming
continuing investor appetite for
fixed-income transactions that are
sized and priced appropriately.
Looking ahead, we expect an
uptick of primary issuance as
over $15 billion of A$ listed debt
and hybrid securities come up for
refinancing in the next 24 months.
In light of recent FSI and APRA
recommendations and the onset
of Basel III enhancements, more
regulatory capital issuance is
expected from financial institutions
in 2016, with banks already lining up
syndicate banks and positioning for
execution windows.

On the corporate side, more
than A$2.7 billion of equity credit
hybrids will be due for refinancing
over 2016/2017 and we expect
continuing support from retail
investors as they would welcome
diversification away from bank
hybrids. Given the muted economic
outlook and earnings pressures
across some sectors, corporate
hybrids (including subordinated
funding) have received renewed
attention from issuers.

Secondary
spreads
continue to be
volatile, but
the market
is showing
signs of
recovery.
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We also expect to see more
simple corporate bonds, although
competing funding options in the
bank and other capital markets
may limit issuance to select issuers
that are uniquely placed to access
this market.
It is worth noting that the FSI
has recommended that the
government further reduces
disclosure requirements for large
listed corporates issuing simple
corporate bonds. The government
responded to this recommendation
in October 2015 stating that it
agreed to develop further legislative
amendments to modernise and
simplify disclosure requirements
for large corporates issuing simple
corporate bonds. The aim is to
develop legislation by mid-2016.
The government is working with
ASIC and market participants
to assess the need for further
improvements to support the retail
corporate bond market.
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Kangaroo Issuer Spotlight
Apple Inc. – Debut Kangaroo Transaction Summary.
Issuer

Apple Inc.

Rating

Aa1 (Stable) / AA+ (Stable)
(Moody’s / S&P)

Lead
Managers

CommBank / DB / GS

Instrument Senior unsecured notes
Program

Issuer’s A$ MTN programme

Background

Key Observations
›› The transaction benefited from the broad support
of the Australian dollar investor base as investors
welcomed a new and iconic name to the market with
a globally competitive funding outcome.
›› The final order book consisted of more than 130
unique investor accounts. Most regular investors in
the Australian credit market participated in at least
one of the tranches and many participated in all of the
tranches with the dual tenor and fixed and floating rate
formats appealing to a wide range of mandates.

›› Apple Inc. has diversified sources of funding to
other global capital markets, and in 2014/2015
executed debut transactions in other major global
credit markets (EUR, GBP, JPY and CHF).

›› The Australasian fixed income investors drove both
volume and pricing across the transaction accounting
for 64 per cent of allocated demand. There was also
strong Asian participation, with these accounts taking
28 per cent of allocations. Demand from Europe
accounted for the bulk of the remainder.

Outcome

›› The outcome achieved Apple’s objectives and
demonstrated the capacity of the Australian fixed
income market to provide global corporate borrowers
with competitive funding outcomes.

›› Apple Inc. priced a three-tranche debut Kangaroo
issue on Friday 21 August, pricing $2.25 billion across
four and seven year tenors.
›› This was Apple’s debut Kangaroo issue and the
largest ever non-financial corporate bond issue in
the Australian market.

Investor Allocations
Allocations by Counterparty Type (%)

Execution Process
›› As a debut issuer, Apple afforded A$ investors
sufficient opportunity to get credit lines in place,
announcing a mandate to the market on Monday
morning with investor calls to take place Tuesday
18 August.
›› Investor marketing was well attended, providing
flexibility to the investor base to complete credit
work across Wednesday ahead of the formal
announcement on Thursday. The response from
investors was without precedent in this market and
the book grew to more than $1.2 billion before the
Asian open. Momentum continued through the
afternoon session, allowing for price guidance to be
revised in by 5 bp in each of the tranches as interest
continued to grow beyond $2.5 billion of demand.

Fund manager 61.1%

Insurance 13.5%

Middle markets 3.7%

Private bank 4.5%

Central bank 11.8%

Broker/dealer 0.8%

Bank 4.6%

Source: CommBank

Allocations by Jurisdiction (%)

›› The books were left open Thursday night and despite
a soft tone in the markets, books grew to $3 billion of
demand at final pricing at the time books were closed
in the Australian morning.
›› Final issuance volume was capped at $2.25 billion
across three individual tranches and was priced at
the tight end of guidance.
Australia 64%

Asia 28%

EMEA 6%

UK 2%

Source: CommBank
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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.

Westpac Banking
Corporation
A$1,324 million
Capital Notes III
Joint Lead Manager
September 2015

Royal Bank of Canada
(Sydney)
A$1,100 million
July 2018 Fixed & Floating
Rate MTNs
Joint Lead Manager
July 2015

Genworth
Telstra Corporation
A$500 million
November 2022 Fixed
Rate MTNs
Joint Lead Manager

Programme Arranger
Joint Lead Manager

September 2015

September 2015

Transurban Queensland

Bank of China

US$450 million & A$100 million

US$2,300 million
Multi-Tranche Transaction

Senior Secured Notes
due 2025, 2027 & 2030

Joint Lead Manager

Joint Lead Agent
July 2015

Find out how we can change the game for you.
Visit commbank.com.au/debt markets
or email changethegame@cba.com.au

Commonwealth Bank of Australia ABN 48 123 123 124

A$200 million
Sub Notes

June 2015
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