
Click to edit Master  
title style 

MOELIS AUSTRALIA ASSET MANAGEMENT LTD | ABN 93 142 008 535 (AFSL 427515) 

Understanding the Rate Pendulum  

OCTOBER    2017 

BUSINESS UPDATE 

CONTENTS 

• Opportunities: Moelis Australia’s view 

• Where Moelis is Investing 

• Success Stories 

 

1 

In  our  June newslet ter,  we 

d iscussed record low g lobal  

in terest  ra tes and the 

s t rong f low of  capi ta l  in to  

Austral ia (g iven i ts  

re la t ive ly a t t ract ive yie lds) 

as  investors search for  

higher returns. Since then,  

the US Federal  Reserve 

has ind icated that  a  

December ra te h ike is  

l ike ly and has forecast  

three h ikes in  2018 and two 

in  2019.  The expectat ion is  

that  we have a lso reached 

the bot tom of  the in terest 

ra te cyc le  in  Austral ia and 

the next  move is  up.   

As  r a t e s  r i s e ,  a s s o c ia t e d  i n c r e a s e s  

i n  l o a n  r e p a ym e n t s  w i l l  p u t  

b o r r o we r s  u n d e r  p r e s s u r e ,  

p a r t i c u l a r l y  g i ve n  e a r n i n g s  g r o w t h  

h a s  n o t  k e p t  u p  w i t h  h o u s e  p r i c e  

g r o w t h .  T h e  c o n c e r n  f o r  b a n k s  i s  

t h a t  a s  r a t e s  r i s e  s o  d o  d e f a u l t s  

t h e r e b y i n c r e a s in g  t h e  l i k e l i h o o d  o f  

d i s t r e s s e d  s a l e s  a n d  d o wn wa r d  

p r e s s u r e  o n  t h e  h o u s in g  m a r k e t .   

 

W h a t  h a v e  p o l i c y  m a k e r s  d o n e  i n  

r e s p o n s e  t o  t h i s  s i t u a t i o n ?  

O n  3 1  M a r c h  2 0 1 7 ,  APR A 

a n n o u n c e d  m e a s u r e s  t o  r e i n f o r c e  

s o u n d  r e s i d e n t i a l  m o r t g a g e  l e n d in g  

p r a c t i c e s .  T h e  p o l i c i e s  g u id e d  

l e n d e r s  t o  c a p  i n t e r e s t - o n l y  l o a n s  

a t  3 0 %  o f  n e w m o r t g a g e  l e n d in g .  

T h i s  l e d  t o  a  s e r i e s  o f  ( b a n k  

im p o s e d )  r a t e  h i k e s  o n  s u c h  l o a n s .  

T h e  R BA  a l s o  a c t e d ,  a n n o u n c in g  

“ t o p - d o wn ”  s t r e s s - t e s t i n g  f o r  

Au s t r a l i a n  b a n k s .  

 

 

 
What are the implications of higher 

rates? 

The Austral ian real estate market has 

exper ienced exceptional capital growth 

as interest rates have decl ined. The 

big four banks balance sheets are 

highly exposed to resident ial housing 

loans with a large port ion of  these 

being interest -only.  
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H o w  h a s  t h e  m a r k e t  r e a c t e d  t o  t h e  i n c r e a s e d  

s c r u t i n y  o f  l e n d e r s ?  

Ba n k s  h a ve  r e d u c e d  l e n d in g  o n  a l l  f r o n t s  wh i c h  h a s  

c r e a t e d  o p p o r t u n i t i e s  f o r  n o n - b a n k  l e n d e r s .  

C o r p o r a t e  b o n d  i s s u a n c e s  a n d  a l t e r n a t i ve  f i n a n c in g  

a r e  f u n d in g  m e t h o d s  t h a t  h a ve  g r o wn  s i g n i f i c a n t l y  a s  

a  r e s u l t .  T h i s  ye a r  w i l l  s e e  a n  e s t im a t e d  $ 4 2  b i l l i o n  

i n  c o r p o r a t e  b o n d s  b e in g  i s s u e d  wh i c h  i s  a  r e c o r d  

a n d  r e p r e s e n t s  ye a r  o n  ye a r  g r o w t h  o f  2 1 %  s i n c e  

2 0 1 5 .  I n  t h e  a l t e r n a t i v e  f i n a n c e  s p a c e ,  Au s t r a l i a  wa s  

t h e  s e c o n d  l a r g e s t  ( C h in a  wa s  n u m b e r  o n e )  

a l t e r n a t i v e  f i n a n c e  m a r k e t  i n  As i a  Pa c i f i c  w i t h  $ 7 7 5  

m i l l i o n  o f  n e w i s s u a n c e s  i n  2 0 1 6  wh i c h  r e p r e s e n t e d  

g r o w t h  o f  5 3 %  o n  2 0 1 5 .  

 

W h e r e  d o  t h e  o p p o r t u n i t i e s  l i e ?   

T h e r e  a r e  a b u n d a n t  o p p o r t u n i t i e s  a c r o s s  t h e  

f i n a n c in g  l a n d s c a p e  a s  b a n k s  h a ve  o ve r  r e a c t e d  t o  

t h e  r e g u la t i o n s  im p o s e d  a n d  a r e  o ve r l o o k i n g  g o o d  

r i s k  a d j u s t e d  r e t u r n s  a c r o s s  b o r r o we r s .  O n  a  g l o b a l  

s c a le ,  t h e  Au s t r a l i a n  f i n a n c in g  l a n d s c a p e  i s  s t i l l  

u n d e r  b a n k e d  a n d  i s  o f  h i g h  q u a l i t y .  F o r  e x a m p le ,   

t h e  a ve r a g e  c r e d i t  r a t i n g  f o r  Au s t r a l i a ’ s  o n e - ye a r  

c o r p o r a t e  b o n d  i n d e x  i s  A+ ,  a  f u l l  t wo  l e ve l s  a b o ve  

t h e  U S ,  Eu r o p e  a n d  As ia  a n d  ~6 0 %  o f  Au s t r a l i a ’ s  

c r e d i t  i n d e x  i s  r a t e d  A ,  c o m p a r e d  w i t h  l e s s  t h a n  4 0 %  

f o r  t h e  U S  a n d  Eu r o p e .   

 

C o n c l u s i o n  

C o r p o r a t e  Au s t r a l i a ’ s  s t r o n g  i n t e r e s t  c o ve r a g e  

p o s i t i o n  a n d  a p p e t i t e  t o  f u n d  va l u e  a c c r e t i ve  

p r o j e c t s  i s  a  g r e a t  o p p o r t u n i t y  f o r  i n s t i t u t i o n s  t h a t  

c a n  p r o p e r l y  e va lu a t e  t h e  c r e d i t  o f  b o r r o we r s  a n d  

s t r u c t u r e  a p p r o p r i a t e  p r o d u c t s .   

 

 

“There are 

abundant  

oppor tun i t ies 

across the 

f inanc ing 

landscape”  

“Great  

oppor tun i ty  for  

inst i tu t ions that  

can proper ly  

evaluate the 

mer i t  o f  

borrowers and 

st ructure 

appropr ia te 

products ”  
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Moelis Austra l ia  

Redcape Hotel  

Group 

Moel is Austra l ia  

Secured Loan 

Fund 

Where Moelis is Investing 

M o e l i s  Au s t r a l i a  h a s  e s t a b l i s h e d  a  Se c u r e d  L o a n  

F u n d  t o  p r o v i d e  i n ve s t o r s  w i t h  a  d i ve r s i f i e d  e x p o s u r e  

t o  a  p o r t f o l i o  o f  s h o r t  d u r a t i o n  l o a n s  s e c u r e d  b y a  

f i r s t  l i e n  m o r t g a g e  o n  Au s t r a l i a n  r e a l  p r o p e r t y .  T h i s  

f u n d  i s  t h e  f i r s t  i n  a  s e r i e s  o f  f u n d s  w i t h  t h i s  

i n ve s t m e n t  m a n d a t e .   

 

T h e  F u n d  e n a b le s  i n ve s t o r s  t o  b e n e f i t  f r o m  m a r k e t  

c o n d i t i o n s  a f f e c t i n g  c o m m e r c i a l  b a n k s  a n d  M o e l i s ’  

e x p e r t i s e  i n  c r e d i t  a s s e s s m e n t  a n d  a s s e t  

m a n a g e m e n t .  T h e  p o r t f o l i o  w i l l  b e  m a n a g e d  

a c c o r d i n g  t o  s t r i c t  r i s k - l im i t s  i n c l u d i n g  a  m a x im u m  

l o a n - t o - v a l u e  r a t i o  ( <6 5 % ) ,  o b l i g a t i o n  f o r  a l l  

m o r t g a g e s  t o  b e  f i r s t  l i e n  a n d  s p e c i f i c a t i o n s  o ve r  t h e  

q u a l i t y  o f  t h e  c o l l a t e r a l .   

 

T h e  F u n d  t a r g e t s  a  n e t  r e t u r n  t o  i n ve s t o r s  o f  8 %  p e r  

a n n u m  a n d  w i l l  r e a c h  f i n a l  c l o s e  a r o u n d  3 1  O c t o b e r  

2 0 1 7 .  

 

 

I n  J u l y  2 0 1 7 ,  a  M o e l i s  F u n d  a c q u i r e d  t h e  R e d c a p e  

H o t e l  G r o u p  f o r  $ 6 7 6 m  r e p r e s e n t i n g  a n  a s s e t  l e ve l  

c a p i t a l i s a t i o n  r a t e  o f  9 . 6 % .  R e d c a p e  i s  t h e  s e c o n d  

l a r g e s t  g a m in g  h o t e l  o p e r a t o r  i n  N SW  a n d  c o n s i s t s  o f  

2 5  h o t e l s ,  2 2  o f  wh i c h  a r e  l o c a t e d  i n  N SW  a n d  3  i n  

Q u e e n s la n d .   

 

M o e l i s  r a i s e d  e q u i t y  o f  $ 3 9 4 m  f r o m  a  c o m b in a t i o n  o f  

e x i s t i n g  M o e l i s  m a n a g e d  f u n d s ,  h i g h  n e t  wo r t h  

i n d i v i d u a l s ,  f a m i l y  o f f i c e s  a n d  M o e l i s  Au s t r a l i a  s t a f f .  

T h e  M o e l i s  Au s t r a l i a  R e d c a p e  H o t e l  G r o u p  i s  f o r e c a s t  

t o  d e l i ve r  a n  i n i t i a l  c a s h  y i e l d  o f  8 . 7 5 %  p e r  a n n u m  

( p a id  q u a r t e r l y )  w i t h  a n t i c i p a t e d  e a r n i n g s  
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Moelis Austra l ia  

Aged Care Fund 

“Target ing a to ta l  

re turn to  

investors  of  

20%+ p.a.  over  a 

4 year  term”  

  

 

g r o wt h  o f  3 - 5 %  p e r  a n n u m .  T h e  f o r e c a s t e d  5  ye a r  

p r e - t a x  I R R  i s  1 2 . 7 %  p e r  a n n u m .   

 

I t  i s  e x p e c t e d  t h a t  M o e l i s  Au s t r a l i a  w i l l  I PO  R e d c a p e  

H o t e l  G r o u p  w i t h i n  t h e  n e x t  1 2 - 1 8  m o n t h s   

 

 

A  M o e l i s  Au s t r a l i a  F u n d  h a s  e n t e r e d  i n t o  a n  

a g r e e m e n t  t o  a c q u i r e  a  c o n t r o l l i n g  i n t e r e s t  i n  a g e d  

c a r e  o p e r a t o r  a n d  d e ve lo p e r  I n f i n i t e  C a r e .  I n f i n i t e  i s  

a  l e a d in g  o p e r a t o r  o f  a g e d  c a r e  s e r v i c e s ,  a n d  

c u r r e n t l y  o p e r a t e s  a  p o r t f o l i o  o f  5  r e c e n t l y  

r e f u r b i s h e d  a g e d  c a r e  f a c i l i t i e s  ( ~4 0 0  l i c e n s e d  b e d s )  

a n d  h a s  a  d e ve lo p m e n t  p i p e l i n e  o f  ~1 , 5 0 0  b e d  

l i c e n s e s  a c r o s s  1 3  t o  b e  d e ve lo p e d  f a c i l i t i e s  i n  a r e a s  

o f  h i g h  d e m a n d .   

 

T h e  F u n d  i s  t a r g e t i n g  a  t o t a l  r e t u r n  t o  i n ve s t o r s  o f  

2 0 % +  p . a .  o ve r  a  4  ye a r  t e r m  a n d  p r o v i d e s  i n ve s t o r s  

w i t h  e x p o s u r e  t o :  

• F a vo u r a b l e  i n d u s t r y  d yn a m ic s  d r i ve n  b y Au s t r a l i a ’ s  

r a p i d l y  a g e in g  p o p u la t i o n  a n d  u n d e r s u p p l y  o f  a g e d  

c a r e  f a c i l i t i e s ;  

• An  e x i s t i n g  p r o f i t a b l e  o p e r a t i n g  p l a t f o r m  a n d  

e s t a b l i s h e d  h e a d  o f f i c e  f u n c t i o n ;  

• H ig h l y  e x p e r i e n c e d  a n d  f i n a n c ia l l y  a l i g n e d  

m a n a g e m e n t  t e a m  w i t h  a  s t r o n g  t r a c k  r e c o r d ;  a n d  

• A  l a r g e  ~1 , 5 0 0  b e d  d e ve lo p m e n t  p i p e l i n e  a c r o s s  1 3  

f a c i l i t i e s  i n  a r e a s  o f  a g e d  c a r e  u n d e r s u p p l y .  

 

F u l l y  d e ve lo p e d ,  I n f i n i t e ’ s  1 , 5 0 0  b e d  p i p e l i n e  o f  n e w 

a g e d  c a r e  f a c i l i t i e s  s h o u ld  h a ve  a  t o t a l  va l u e  i n  

e x c e s s  o f  $ 4 5 0  m i l l i o n .  

 

I n ve s t o r  d e m a n d  f o r  I n f i n i t e  F u n d  wa s  ve r y  s t r o n g ,  

r e s u l t i n g  i n  M o e l i s  Au s t r a l i a  u p - s i z i n g  t h e  F u n d ’ s  

c a p i t a l  r a i s i n g  f r o m  $ 5 0 m  t o  $ 7 0 m .  T h e  i n c r e a s e d  

c a p i t a l  w i l l  a l l o w  I n f i n i t e  C a r e  t o  a c c e le r a t e  t h e   
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Success Stories 

Credit  Opportuni ty 

Fund I  

I n  J u l y  2 0 1 6 ,  M o e l i s  e s t a b l i s h e d  a  C r e d i t  

O p p o r t u n i t i e s  F u n d  wh i c h  m a d e  a  $ 2 0 m  s e n io r  

s e c u r e d  d e b t  i n v e s t m e n t  i n  a n  A u s t r a l i a n  l o g i s t i c s  

b u s i n e s s .   

 

T h e  F u n d ’ s  i n v e s t m e n t  i s  p e r f o r m in g  v e r y  we l l ,  w i t h  

t h e  F u n d  h a v in g  a l r e a d y r e t u r n e d  o v e r  h a l f  o f  t h e  

e q u i t y  i n v e s t e d ,  a n d  i s  o n  t r a c k  t o  e x c e e d  i t s  t a r g e t  

I R R  o f  1 5 %  p . a .  T h e  F u n d  d e m o n s t r a t e s  M o e l i s ’  

e x p e r t i s e  i n  a n a l ys i n g  c o m p le x  d i s t r e s s e d  c r e d i t  

s i t u a t i o n s  a n d  i t s  a b i l i t y  t o  p r o v i d e  i n v e s t o r s  w i t h  

h i g h l y  a t t r a c t i v e  r i s k  a d j u s t e d  r e t u r n s .  

 

 

I n  D e c e m b e r  2 0 1 6 ,  a  M o e l i s  A u s t r a l i a  C h i l d c a r e  

F u n d  p r o v i d e d  a  $ 1 9 m  c o n v e r t i b l e  l o a n  t o  c h i l d c a r e  

o p e r a t o r  P a i s l e y  P a r k  E a r l y  L e a r n i n g  t o  f u n d  t h e  

d e v e lo p m e n t  o f  a  p o r t f o l i o  o f  n e w  c h i l d c a r e  c e n t r e s  

a n d  t h e  a c q u i s i t i o n  o f  a  p o r t f o l i o  o f  o p e r a t i n g  

c h i l d c a r e  c e n t r e s .  P a i s l e y  P a r k  i s  n o w  o p e r a t i n g  1 9  

c e n t r e s ,  h a v i n g  r e c e n t l y  c o m p le t e d  d e v e lo p m e n t s  a t  

B o x  H i l l  a n d  C h a d s t o n e  i n  M e lb o u r n e .  C o n s t r u c t i o n  

i s  p r o g r e s s i n g  a t  a  f u r t h e r  t h r e e  c e n t r e s  l o c a t e d  i n  

 

 

Moelis Austra l ia  

Chi ldcare Fund 

d e v e lo p m e n t  o f  n e w  a g e d  c a r e  f a c i l i t i e s  wh i c h  i s  

e x p e c t e d  t o  h a v e  a  p o s i t i v e  im p a c t  o n  t h e  F u n d ’ s  

t o t a l  r e t u r n .  M o e l i s  A u s t r a l i a  w i l l  r e t a i n  a  1 0 %  ( $ 7 m )  

c o - i n v e s t m e n t  i n  t h e  F u n d .  

  

T h e  t r a n s a c t i o n  h i g h l i g h t ’ s  M o e l i s  A u s t r a l i a ’ s  

s t r a t e g y o f  i n v e s t i n g  i n  o p p o r t u n i t i e s  w i t h  s o u n d  

i n d u s t r y  m a c r o  f u n d a m e n t a l s ,  u n d e r l y i n g  r e a l  e s t a t e  

e x p o s u r e ,  q u a l i t y  m a n a g e m e n t  t e a m s  a n d  s i g n i f i c a n t  

p o t e n t i a l  f o r  g r o w t h .   
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M a lve r n  a n d  Bu n d o o r a  i n  M e lb o u r n e  a n d  R a n d w ic k  i n  

Syd n e y .   

 

T h e  C h i l d c a r e  F u n d  i s  t a r g e t i n g  t o  d e l i ve r  a  2 0 % +  

p . a .  I R R  t o  i n ve s t o r s ,  i n c l u d i n g  a  c a s h  y i e l d  o f  9 %  

p . a .  T h e  F u n d ’ s  c o n ve r t i b l e  l o a n  s t r u c t u r e  p r o v i d e s  

i n ve s t o r s  f i r s t  r a n k i n g  s e c u r i t y  a n d  d o wn s id e  

p r o t e c t i o n  w i t h  t h e  a b i l i t y  t o  p a r t i c i p a t e  i n  e q u i t y  

u p s i d e  i n  a  c o m p a n y w i t h  a  h i g h l y  e x p e r i e n c e d  

m a n a g e m e n t  t e a m  a n d  e x p o s u r e  t o  f a vo u r a b le  

i n d u s t r y  d yn a m ic s .  

 

“Downside 

protec t ion wi th  the 

abi l i t y  to  

par t ic ipa te in  

equi ty ups ide”  
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RELIABLE, BUT HAS NOT BEEN INDEPENDENTLY VERIFIED. THEREFORE, ITS ACCURACY IS NOT GUARANTEED, AND EXCEPT 

TO THE EXTENT THAT LIABILITY CANNOT BE EXCLUDED, MOELIS AUSTRALIA ASSET MANAGEMENT LTD (ACN 142 008 535) 

(AFSL 427515) (“MAAM”) DOES NOT ACCEPT ANY LIABILITY FOR ANY DIRECT OR CONSEQUENTIAL LOSS ARISING FROM 

RELYING UPON THE CONTENT IN THIS UPDATE. THIS UPDATE IS NOT AN OFFER OR SOLICITATION OF AN OFFER TO BUY OR 

SELL ANY SECURITY OR TO MAKE ANY INVESTMENT. ANY OPINION OR ESTIMATE CONSTITUTES MAAM’S BEST JUDGEMENT AS 

OF THE DATE OF PREPARATION AND IS SUBJECT TO CHANGE WITHOUT NOTICE. DUE TO CHANGING MARKET CONDITIONS, 

ACTUAL RESULTS MAY VARY FROM FORECAST PROVIDED. PAST PERFORMANCE IS NOT AN INDICATION OF FUTURE RETURN, 

AND LOSS OF ORIGINAL CAPITAL MAY OCCUR. FLUCTUATIONS IN EXCHANGE RATES COULD HAVE ADVERSE EFFECTS ON THE 

VALUE OR PRICE OF, OR INCOME FROM, CERTAIN INVESTMENTS. MAAM, ITS RELATED BODIES CORPORATE, ITS OFFICERS, 

DIRECTORS, EMPLOYEES, AGENTS AND AUTHORISED REPRESENTATIVES MAY HOLD UNITS IN ANY OF THE FUNDS TO WHICH 

THIS UPDATE REFERS. THIS UPDATE IS NOT DIRECTED TO, OR INTENDED FOR DISTRIBUTION TO OR USE BY, ANY PERSON OR 

ENTITY WHO IS A CITIZEN OR RESIDENT OF OR LOCATED IN ANY LOCALITY, STATE, COUNTRY OR OTHER JURISDICTION 

WHERE SUCH DISTRIBUTION, PUBLICATION, AVAILABILITY OR USE WOULD BE CONTRARY TO LAW OR REGULATION OR 

WOULD SUBJECT MAAM TO ANY REGISTRATION OR LICENSING REQUIREMENT WITHIN SUCH JURISDICTION. 
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Executive Director 
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Aidan McCluskey 

Distribution Manager 
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