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With slowing sales and ongoing Brexit uncertainty, 
development financers are rightly navigating the current 

lending minefield with caution. GILL OLIVER reports
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TREADING 
CAREFULLY

Cautiousness bordering on 
nervousness sums up the mood 
across development finance, thanks 
to the smorgasbord of challenges 
facing the sector right now. 

When it comes to the main issues of 
the day, Brexit dominates proceedings 
and, as several lenders point out, 
what’s urgently needed is clarity – 
almost regardless of what the  
answer is. 

“The impact on the market is huge. 
Buying a house is most people’s 
greatest financial commitment. 
Everybody is affected but the worst 
thing is nobody knows exactly how, 
because nobody knows what the 
outcome is going to be,” says David 
Norman, founder and director of 
Davon Property Finance. 

Investec’s Steve Cook warns the  
B-word will not vanish instantly, even 
if or when the issue is resolved. He 
explains: “Whatever the outcome of 
Brexit, even if it all looks really good 
on paper, there’s going to be a period 
of time when people wait to see if it’s 
really what they think it is. It wouldn’t 
surprise me if that sort of malaise 
carries on for a bit, irrespective of 
whatever the outcome is.” 

Brexit’s not the only fly in the 
ointment. Domestic and global worries 
around job insecurity, high levels of 
personal debt and weak economic 
growth are creating wider uncertainty. 
Daryl Thorpe, co-founder and principal 
of property development at ZSL 
Capital, highlights falling GDVs, slow 
sales and reducing leverage from 
development finance providers, which 

he says are all putting “enormous 
pressure on the viability of schemes”. 

Close Brothers Property Finance is 
currently funding about 4,000 houses 
in the UK so has a pretty good sense 
of what’s going on in the market 
overall. Property and finance chief 
executive Frank Pennal sums up: 
“Everyone has an air of slight caution 
around the market. It really does 
depend where you are in the country 
as to how optimistic people are,  
but even in areas where they’re 
optimistic, they’re perhaps a little  
less optimistic than they were.” 

The news of Amicus Finance plc 
going into administration in December 
and ceasing property lending 
operations, has also shaken the 
market, while rumours swirl of more 
casualties to come. Meanwhile, the 
past few years has seen a wave of 
new entrants, from peer-to-peer and 
crowdfunding schemes through to 
private sector players, who haven’t 
experienced a downturn.  

“Quite a few of those who have come 
into the market are being relatively 
aggressive in terms of appetite and 
percentage they’re prepared to lend.  
It may well be that those people 
experience problems further down the 
road,” Pennal points out 

Steve Cook of Investec echoes this 
sentiment: “There’s been a real shift, 
with a lot of new lenders and private 
money coming in. It’s been driven by 
anybody who’s got a lot of cash – 
why leave £10m in the bank earning 
1%, if you can lend £10m to property 
developers and earn 5-6%? 
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“Developers have always been very 
happy to borrow money from these 
sources but if there’s a problem, how 
is that lender going to react? How are 
they going to be treated by the lender? 
I’m not sure a lot of borrowers have 
thought that through.” 

Cook adds: “We’re anecdotally 
hearing some new lenders are 
having challenges with developments 
not selling as fast, which is perhaps 
curtailing their ability to write new 
business. Those guys need 
repayments to be able to do the  
next loan. 

“When someone approaches you  
to lend on a development they’ve 
finished, or nearly finished, you can 
read between the lines that it’s 
probably because their existing 
lender is putting them under a bit of 
pressure and we’re seeing enquiries 
like that. Or, they suddenly say ‘We 
did this development of 20 flats.  
We went into it expecting to sell them, 
but we’ve decided to rent them out’. 
What they’re really saying is ‘We can’t 
sell them, so we’re going to have to 
rent them out’ and of course, the 
lender they’re with just wants their 
money back.” 

Unaffordability is also a massive 
challenge for the development 
market, particularly in London and the 
south-east, where changes to stamp 
duty have stifled sales at the top of 
the market. Buyers of a £1m home 
must now find £43,750 in tax, while 
those splashing out on a £3m 
property will shell out £273,750. 

“These five-bedroom detached 
houses in places like Virginia Water, 
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Ascot and Wentworth, are aspirational 
properties. Everybody wants to own 
one but if you’ve got to write a 
cheque for more than £250,000 
stamp duty, that’s a big challenge 
when you look at the extension to 
your existing property you can build 
for the same money, or how many 
years’ school fees that represents. 
That market is pretty much in the 
doldrums,” says Cook. 

Consequently, there’s widespread 
agreement that family homes under 
£700,000 are the sweet spot for 
developers and financiers alike. 
Many lenders also view the regions 

as more of an opportunity, albeit a 
selective one. 

Simon Knowles, head of property 
development at Aldermore, says the 
company is seeing “significant 
appetite for funding in regional 
markets outside London, where 
demand continues to outstrip supply”. 

Davon’s David Norman echoes  
this and views the northern Home 
Counties such as Hertfordshire  
and Bedfordshire as particularly 
interesting, including St Albans,  
Luton and up to Milton Keynes and 
surrounding villages: “More people 
have been looking outside London, 
particularly to areas that have all  
the obvious benefits such as good 
transportation links. We’ve seen 
quality of life issues becoming more 
of a factor, so things like the amount 
of open space and good state as well 
as private schools.” 

Close Brothers has a national 
portfolio, and developments include 
those around Birmingham, 
Manchester, Leeds, Edinburgh and 
Glasgow plus the satellite and market 
towns around those centres. But 
again, there’s selectivity; with, for 
instance, a tick given to Newport, 
Cardiff and Swansea and some of the 
satellite towns around those cities but 
not much else in Wales. 

Despite the doom and gloom  
of Brexit and economic worries, 
development finance can still see a 
few sunny uplands, including Help  
to Buy. There’s palpable relief that 
the scheme, still a huge part of the 
market, has been extended until 
2023. There’s also fulsome praise  
for the government’s Homes England 
scheme, albeit a few grumbles  
about how it’s still too difficult  
to access. 

And no feedback from banks and 
lenders would be complete without 
mentioning the dreaded P-word. It’s 
no newsflash to say planning is still a 
huge source of frustration but given 
all the other Brexit and economic-
related factors right now, planning is 
an even more painful thorn in the side 
of funders and developers. 

Upfront costs on surveys have gone 
up, meaning it’s not uncommon to 
spend £50,000-£60,000 then wait 
several months to not get what is 
wanted. Then there are the frequent 
delays in planning approval dates, 
which trigger a chain of events 
leaving both parties racking up extra 
costs as a result. 

Aldermore’s Simon Knowles  
points out: “Each time a planning 
approval date moves, it creates a 
domino-like effect for funders, who 
are consequently unable to meet 
funding demands without necessary 
approvals in place.” 

Close Brothers’ Frank Pennal is  
less diplomatic, saying: “It’s still very 
difficult and very political. The reality 
is it’s central government versus local 
government, versus people who have 
no idea what they are taking 
decisions on in planning meetings.” 

Of course, every downside has  
an upside and the ultimate irony is 
that the slow pace of housebuilding 
keeps supply low. And while demand 
remains high, that’s good for 
developers and funders. 

Davon’s David Norman points out: 
“Regardless of government’s best 
efforts and lots of talk, the planning 
system remains difficult and the  
time the simplest of things takes is 
frustrating. That’s a negative but you 
could see it as a positive, helping to 
limit supply and underpin the market.” sh
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