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housing push, developers warn

" Industry experts warn nance issues are
threatening ability to meet housing targets

DONAL MACNAMEE

A major funding crunch,
particularly from the coun -
try’s pillar lenders, is now a
signi cant obstacle to house
building, big-name develop -
ers have warned.
Housebuilders of varying

Bank of Ireland has also

embraced a bare-bones ap -

proach — with development

lending down from €3.7 bil -

lion in 2011 to €540 million
last year.

A number of developers —
including Michael O’'Flynn,
the chief executive of O'Flynn

sizes have told the Business Post Group, and Patrick Phelan,

itis now “extremely challeng -
ing” to access debt and equity.

High-prole industry g -
ures have warned they are
struggling to access su cient

nance in the midstofacon -
tinued slowdown in develop -
ment lending at the country’s
pillar banks.

A Business Post analysis
shows how Bank of Ireland
and AIB, the domestic banks
that nance the construction
of homes, have dramatically
shrunk their exposurestode -
velopment since the nancial
crisis, partly due to strict rules
imposed by regulators.

At AIB, development
lending — encompassing
residential and commercial
lending — has fallen steadily
in the last decade, down from
€6.6 billion in 2011 to €992
million last year. As a share
of the loan book, residential
development dropped from
5 per cent in 2011 to 1.2 per
centin 2023.

managing director of Bally -
more in Ireland — said more

debt and equity is needed if
the country is to meet de -
mand for homes.

It comes as senior govern -
ment gures have admitted
the country needs to signi -
cantly increase the number
of houses it builds each year,
with some suggesting 60,000

o6

We're all for being
conservative, but
there’s a housing
crisis and you
probably need
banks to be more
creative about
equity issues

homes a year are needed to
meet demand.

“If we are going to get to
60,000 homes a year, we need
to build more apartments.
And to do that house builders
are going to need substantially
more debt and probably a lot
more equity,” Phelan said.

“Even the well-funded big -
ger players would say that we
are de nitely going to need
more debt and more equi -
ty in the system to build the
apartments that are required,”
he added.

O’Flynn said funding new
homes has been “extremely
challenging” for developers,
which “makes viability a real
issue”.

“Both pillar banks have
stepped up but they are
constrained in terms of their
funding limits. With the very
obvious increase in housing
targets, which is long over -
due, the funding challenge is
going to become very acute,”
he noted.

In a report published in
July, the Housing Commission
warned the country’s bank -
ing industry is “constrained in
its ability to substantially in -
crease development lending
capacity to meet the scale of
funding” required to address
the housing crisis.

According to the Central
Bank of Ireland, lending for
residential land and devel -
opment currently stands at
about €1.6 billion between
AIB and Bank of Ireland.

Both lenders have this
year announced substantial
increases in future commit -
ments to fund residential
development, amounting to
around €1.25 billion of extra
debt nancing.

Ali Ugur, chief economist
at the Banking and Payments
Federation Ireland (BPFI)in -
dustry group, said the banks
risk appetite has “changed
signi cantly” in the years
since the crash, which he
pointed out was a good thing.

Ugur said the key issue for
small and medium develop -
ers was the gap between the
debt nance banks can o er
them under capital require -
ments set down by regulators,
and the actual cost of funding
a development.

“What seems to be happen -
ing is developers are getting
70 per cent debt maximum,
and you're still left with 30 per
cent equity. And most of the
SME builders are lacking that
equity. ey might have 10-15
per cent equity. But that leaves
a 15 per cent gap,” he said.

e BPFlisurgingthe gov -
ernment to set up a credit
guarantee scheme — under
which the state would prom -
ise to repay loans to a bank if
an SME developer was unable

Revealed: Tourism rms bank
high pro ts from refugee crisis

KILLIAN WOODS

Some businesses providing
accommodation and services
to asylum seekers are record -
ing prot margins of more
than 50 per cent on revenues
earned from state contracts.

A Business Pogtvestigation
has found rms are being
provided a highly lucrative
opportunity by the state to
exit the hospitality sector at
a time when pro t margins
in the industry are razor thin
for businesses — and many
face closure.

An analysis of the nancial
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accounts led by a sample of
50 of the more than 800 rms
currently in receipt of state
funds for housing protection
applicants found they banked
an average 40 per cent as af-
tertax pro t.

And 17 of the limited com -
panies examined by the Busi -
ness Post recorded pro tmar -
gins in excess of 50 per cent.

Firms across the country
have responded to the gov -
ernment’s pleas for assistance
in its response to the large
increase in people seeking
protection in recent years and
acute shortages for Interna -
tional Protection Accommo -
dation Services applicants.

Many of the businesses
are former hotels or bed and
breakfast operators, who have
exited the tourism sector to
solely provide these services
to protection applicants.

Many hotels and bed and

breakfasts have closed their
tourism accommodation
operations to dedicate their
properties towards housing
people seeking protection.

In some instances, this has
left areas of the country with
a shortage of beds for tourists.

e analysed companies
were those that had so far led
accounts with the Compa -
nies Registration O ce for
the 2023 year period.

They earned a total of
€143 million last year from
the state, with 14 recording
between €1 million and €4
million of pro t. None of the
rms recorded a pro t of less
than €200,000 in 2023.

e prot levels recorded
in the nancial accounts do
not re ect the full earnings
made by rms involved in
refugee services provision,
since in many cases the com -
panies also paid their owners

six and seven- gure salaries
in 2023.

e state has been required
to signi cantly increase its
spending on services for
those seeking protection since
the beginning of the war in
Ukraine in February 2022.

In 2022, more than €829
million was spent by the
Department of Integration
on refugee-related services.

e following year, spend -
ing rose to more than €1.8
billion. In the rst half of this
year, the state spent €930
million on refugee accom -
modation services.

In total, €3.56 billion worth
of purchase orders have been
paid by the Department of
Integration to around 800
private sector rms involved
in refugee service provision
since January 2022.
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to—to underwrite 15 per cent
of the value of the loan.

In many cases, banks can
lend up to 65 per cent of costs
to a developer, with builders
required to source the re -
mainder either through their
own funds or via expensive
equity nance.

Eugene Finn, managing

director of Alder Homes — a
Kildare-based developer that
went into receivership earlier
this year — said access to -
nance was a major problem
for SME developers, alongside
infrastructure problems.
“Mainline banking is not
participating in the market at
all and hasn't for along time,”

he told the Business Post.

“ey may provide facilities
for larger players but [it's] not
available at the lower levels.”
Ciaran Fitzpatrick, man -
aging director of Fitzpatrick
& Heavey Homes, which he
called a “medium-sized”
developer, said banks were
“de nitely keentolend mon -

ey”, but added the “equity
gap’ was posing a problem.
“We're all for being conser -
vative, but there’'s a housing
crisis, and you probably need
to look at ... banks could be
more creative about address -
ing the equity issues,” he said.

Full story, page 10
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