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Some 43% of respondents provide
mezzanine lending, up from 20% last year

Some 36% of respondents have
reduced pricing as a result of
increased competition from other types
of lender

Some 83% will consider schemes in
zone 1 of central London while 89%
will consider zone 2 and beyond, which
represents a drop from last year

Respondents that would consider a
scheme with planning risks increased to
60% from 50% in 2013

More lenders consider UK regions with
34% saying they would lend to a scheme
in the north versus 21% last year

TOM BILL

Head of London Residential Research

“The findings of Knight
Frank’s latest survey marks
another step on the return
to a more liquid lending
environment following the
financial crisis”

Follow Tom at @TomBill_KF

RISK APPETITE GROWS AMONG
RESIDENTIAL DEVELOPMENT

LENDERS

The relative health of the UK economy and rising competition mean
residential development lenders are, within reason, embracing more risk.

Lenders to residential developers in the UK
are taking on more risk as property markets
stabilise after the financial crash, a survey of
more than 50 major institutions has found.

The respondents, which include a mix of
banks, institutional investors and private equity
funds, are increasingly funding schemes
outside London, plan to grow their loan

books over the next year and are more open
to planning risks and higher loan-to-value
lending.

The findings of Knight Frank’s latest survey mark
another another step on the retum to a more
liquid lending environment following the financial
crisis, when banks retreated from the sector.

The UK economy is tentatively returming to
health and the prospect of a normalised interest
rate environment. In September, the Office for
National Statistics said the country’s economy
was 2.7% larger in the second quarter of the
year compared to its pre-crisis peak.

This was reflected in the number of lenders
who intend to grow their loan books over

the next year, with the figure rising to

78% in Q3 2014 against 75% in Q3 2013.
Furthermore, the amount of respondents that
would consider a scheme with planning risk
increased to 60% from 50% last year.

However, there is no sign banks are retuming
to the years of higher risk lending that preceded
the financial crash and they are joined by

other lenders including hedge funds and other
institutions that are attracted by relatively high
retums in a world of low-yielding assets.

This increased competition has forced down the
cost of debt, as figure 4 shows. Some 36% of
respondents said they had reduced their pricing
as a result of this increased competition while
more than a quarter said they were prepared to
take on more planning risk or boost the loan to
gross development value ratio.

The sustainability of house price inflation is a
concern for lenders, particularly in London,
despite recent signs of moderation.

Some 83% said they would consider schemes
in zone 1 of London while 89% said they
would consider zone 2 and beyond. That
compares to 97% who would consider
schemes in any part of London last year.

Meanwhile, appetite has grown for lending in
the UK regions, where the recovery has been
patchier. Some 38% said they would consider
lending to a scheme in the Midlands in the next
12 months, while the figure was 34% for the
north of England. That compares to 28% and
21% respectively last year.

FIGURE 1
Lenders plan to grow their loan books
How do you expect your business to develop over

next 12 months?

I More financing
I same level of financing

B Less financing

Source: Knight Frank Residential Research

FIGURE 2
...and embrace higher-risk lending
What type of finance do you provide?

100 W senior debt I Mezzanine debt
I stretched senior (senior and mezzanine blend)
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FIGURE 3
Venturing beyond London

FIGURE 4

The falling cost of finance

Which locations in the UK will you consider for residential development financing in

the next 12 months?

North of England

34.0% | 20.5%

Midlands

38.3%

28.2%

South West

40.4%

35.9%

. South East

2014 2013

| 89.4%

78.7% | 76.9%

70%
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Other
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10.6% |10.3% 20%

2014 2013 30%

20%
10%

0%
No change

® Over the last 12 months
would you say the pricing of
your loans has fallen?

I Over the next 12 months
do you anticipate the pricing
of your loans to fall?
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FIGURE 5
Central London (zones 2+)

97.4%

(All London)

Lenders adapt as competition grows
With the increase in competition from lenders to fund sites, how have you
changed your strategy to compete? (Multiple answers)
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FIGURE 6

A growing appetite to lend versus other sectors

I Has your balance sheet allocation for

residential development in the last 12

100% @ months...

90%

80% I Will your balance sheet allocation for

70% % residential development in the next 12

60% months...

50%

40% ) I Do you expect your loan to gross

30% = development value in the next 12 months to...
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FIGURE 7 FIGURE 8
Location is still key The survey respondents

What is the biggest risk when underwriting a
development loan?

I Location

I Developer track record

I Loan to gross development value
I Economic change, eg interest rates,
house prices, geopolitical

46.8%

41.7% 271% 125%

® Specialist Debt Fund 38%

Non-UK Bank
I Private Equity 8%
[ Hedge Fund 8%
I UK Bank 7%
High Street Clearing Bank
I UK Private Bank 6%
Merchant Bank
% Insurance Fund 3%

Non-UK Private Bank

® No change
I Reduce pricing
I Increase loan to cost / loan to gross development value
I Increase loan sizes
Lend in new regional UK locations
Consider more planning / permitted development risk
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SURVEY RESPONSES WERE COLLECTED
BETWEEN JUNE AND AUGUST 2014

RESIDENTIAL RESEARCH
Tom Bill
Head of London Residential Research

+44 20 7861 1492
tom.bill@knightfrank.com

KNIGHT FRANK FINANCE LLP

Peter MacAllan

Head of Residential Development Finance
+44 20 7268 2586
peter.macallan@knightfrank.com

RESIDENTIAL DEVELOPMENT

Sebastian Wallis

Head of Residential Development Valuations
+44 20 7861 5415
sebastian.wallis@knightfrank.com

Knight
Frank

© Knight Frank LLP 2014 - This report is published for general
information only and not to be relied upon in any way. Although
high standards have been used in the preparation of the
information, analysis, views and projections presented in this
report, no responsibility or liability whatsoever can be accepted
by Knight Frank LLP for any loss or damage resultant from any use
of, reliance on or reference to the contents of this document. As a
general report, this material does not necessarily represent the view
of Knight Frank LLP in relation to particular properties or projects.
Reproduction of this report in whole or in part is not allowed
without prior written approval of Knight Frank LLP to the form
and content within which it appears. Knight Frank LLP is a limited
liability partnership registered in England with registered number
0OC305934. Our registered office is 55 Baker Street, London, W1U
8AN, where you may look at a list of members’ names.



