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In today’s volatile markets it can be hard to know where to turn to find a decent yield thanks to low interest rates on cash, a government
crackdown on buy-to-let investment and compressed bond yields. While these challenges have compounded in the past decade or
so, a new form of alternative investment has soared in popularity: peer-to-peer lending. Invest & Fund facilitates two types of property
lending using the peer-to-peer model: development finance and bridge lending for property development. Let’s look at each and why
they could be a useful addition to your asset portfolio.
A development finance loan is taken out by residential property developers looking to fund the construction of new property or
renovation projects. Bridge lending typically means a short-term loan for property developers acquiring new assets while another
property is being sold, or to finance a number of built properties in the process of being sold. In both cases loans are always secured
by property and usually supported by additional security such as personal guarantees, increasing the likelihood of the return of capital
in the event of default. This can provide a useful bit of protection for lenders, particularly in times of market stress.
For lenders this offers potentially attractive returns, especially when compared with the ongoing low level of interest rates, with the
added security that comes from a tangible asset. Geographical diversification is another benefit as there are projects requiring funding
across the England and Wales. For borrowers it can offer better rates and quicker funding channels compared to traditional finance.
Property lending via a peer-to-peer platform is fast becoming a more accessible and attractive asset class for retail and high net worth
individuals as well as institutional investors and family offices.
In this guide we will walk you through everything you need to know to get started, but first a bit of history.

How Alternative Finance
became less...alternative
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A popular adage among investors is that the market tends to overstate a new technology’s potential for disruption in the short term but
underestimate it in the longer term. Nowhere is this more apparent than by looking back a decade to the Lehman Brothers collapse in
September 2008 and the subsequent explosion in alternative finance utilising platform technology.
In comparison to then it is remarkable how much the financial world has changed both for investors and those seeking finance thanks
to new ways of lending and borrowing. Customers’ deposits are still used to fund other customers borrowing via banks but now the
internet, alongside greater regulatory requirements on big banks, is wreaking havoc on these traditional financial channels.
Peer-to-peer lending and its parent ‘alternative finance’ have origins going back more than a decade ago to the advent of the rise in
internet-based platform firms. But it was really in the aftermath of the 2008 financial crisis and particularly in the past five years that it
has expanded very rapidly to be one of the fastest growing areas of finance.
In this era banks quickly began to retreat from lending markets, especially for smaller loans mainly owing to new regulatory and capital
requirements. Simultaneously, advances in technology and data also allowed these markets, previously monopolised by big banks to
open up to platform-based providers such as Invest & Fund. Their key advantage over mainstream Banks has been their ability to make
decisions swiftly - which is often crucial for property developers – with outcomes known in days rather than weeks.
Everyday lenders seeking a decent return have never had so much choice and borrowers whether in a personal or business capacity
have better rates of interest and faster access to capital thanks to peer-to-peer lending and the ‘platformification’ of finance.
Today as a result of this evolution investors and those seeking finance have been brought together by technology enabled platforms
such as Invest & Fund. Our technology allows those seeking returns to be matched with experienced UK-based property developers
seeking competitively priced capital.

Invest & Fund
History
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Invest & Fund is a specialist alternative finance lending platform that focuses exclusively on the financing of residential property
development. To date it has lent over £50m and has suffered no defaults, however it should be remembered that past performance
is not an indicator of future performance as lending against property carries the risk of loss of capital in the event that a borrower is
unable to repay their loan.
It was founded back in in November 2012 by David Turner, who has more than 30 years of experience in the City, and Mark Hawkins,
a chartered accountant with 35 years commercial financial experience.
Their Chief Technology Officer is Stephen Kenny, a veteran of successful technology start-ups such as Betfair and The Property
Investment Market, joined in January 2013 and July 2014 saw the first loan drawn down. As demand for capital from residential
property developers quickly grew, in August 2015 it switched to focus exclusively on the residential development and bridging finance
market. This evolution led to the establishment of a team of credit experts with deep experience in property development and credit
risk assessment.
Their customers on the lender side include high net worth investors, private banks, family offices and institutions all seeking to find
attractive, risk-adjusted returns, who like the quality of its due diligence checks and credit assessment. On the borrower side they have
an extensive pipeline of experienced property development entrepreneurs looking for capital to fund their projects.

How it works and
getting started

04

Before we explore further what makes residential property development finance an asset class that is appealing to more and more
people and the core metrics to look out for, first let’s look at how Invest & Fund’s digital platform works, as an exemplar.
In simple terms Invest & Fund brings two groups of people together and facilitates residential property development finance and
bridging loans while providing returns for lenders. On one side of the coin are experienced property developers looking to borrow
capital to fund their projects. One the other side are lenders seeking to lend money at an attractive rate of interest.
Borrowers are generally all experienced and professional property developers or have an experienced team supporting them.
They must pass a careful and rigorous credit assessment, whilst extensive due diligence is carried out before final approval is
made and funds are released to the developer.
For new lenders, the first step is registration via www.investandfund.com which allows access to the lending marketplace.
This allows lenders to see live loans, read credit assessments and the reports from our third-party professionals.

They then conduct identity and anti-money laundering checks and once these have been satisfactorily completed lenders can
start to lend.

Registered lenders will now have full access to the key information and metrics on each loan, including credit assessments,
independent surveyor and monitoring reports and site photos.
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If a lender bids on a development loan is successful you will receive a notification when the developer has drawn down the loan.
Typically, this occurs within about five days. This is when they will start earning interest on your loan.
Lenders are updated regularly throughout the build.

Their business development team visit every development site regularly and they use a panel of independent monitoring
surveyors visit each site before every release of funds during the project.

All projects are monitored through to project maturity, and all lenders receive a regular update on progress.

At the successful completion of a project, your capital is returned, together with the interest due – which is repaid directly
into your Invest & Fund account.

Risks & Returns
and defaults
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One of the most important questions potential peer-to-peer property lenders need to ask themselves is how do you understand the
risk/return profile of such loans?
The potential returns from peer-to-peer property development lending far outstrips the current returns on cash. The current low interest
rate environment means cash held in savings accounts are returning just over 1 per cent. While yields vary across different platforms,
Invest & Fund loans typically cluster within the 7- 8 per cent range for loans which are secured against a property. Furthermore, your
capital is prioritised, i.e. you get paid back first, ahead of any junior debt or profits accrued by the developer.
The most important tenet to understand, however, is that lender’s capital is at risk and so they could potentially lose all their original
investment. But there are key differences to equities. Firstly, and most importantly there is security in the form of property or land as
the loans are ‘asset-backed’, secondly property historically has not seen the same level of volatility that comes with mainstream
publicly listed equities. However, equities do offer the potential of regular dividends whereas property development loans pay interest
upon repayment by the borrower at the end of the loan term.
Of course, property lending and cash held in most banks and savings institutions, have very different risk/return profiles with the
latter protected by the Financial Compensation Scheme (FSCS) up to £85,000, but loans that are secured can help to mitigate against
capital loss.
Naturally, it is important to remember that readily traded equities and cash deposits are more liquid, i.e. you can gain access to
your money much more quickly than is the case with property development lending, and it should also be considered that property
development lending carries the risk of default. Even though all Invest & Fund’s lending is secured against a property, which means that
there is the opportunity to recover some losses, there are no guarantees. Lenders can sell their loans on the Resale Marketplace, but
a fee is payable and is taken from any interest earnt by the lender. It also cannot be assumed that willing buyers can be found so this
can also take longer than expected. The borrower will be charged interest for the entire period of borrowing.
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It should also be remembered that loans are sometimes extended, in other words a borrower may not finish a project in time, or may
need longer to sell finished units, in which case lenders will not get their money back when they expected.
Lastly, it is also important to consider your own risk appetite. Certainly, property development lending does carry risks, and therefore
if you do choose to start becoming an active lender, it should only form one element of a diversified asset portfolio.
If all does not go to plan and a default occurs, the aim to recover as much of the loan as possible. A common way to do this is by
taking first charge on assets or by maintaining conservative LTV’s or LTGDV (see box above).
When the lender has ‘first charge’ they have the legal right to recover their money ahead of others with a claim on that asset.
Sometimes borrowers might have more than one loan secured against the asset. In which case it pays to be at the top of the capital
stack. In addition, alternative finance providers may seek debentures and personal guarantees from borrowers in order to enhance
security over the loan. When a debenture is obtained the borrower agrees to put up company assets as security in the event of a
default. A personal guarantee is another form of security from the property developer who offers to personally guarantee that if their
company can’t repay the loan, they will personally repay it or an additional amount up to a stated limit.
Exposure on LTVs and LTGDVs is important, particularly in a weak market, because even if house prices start to fall, the lower the
metric is, the bigger the buffer will be before any loss is incurred by the lender.

Risks & Returns and defaults

Capital Stack
In the event of default and subsequent asset disposal, lenders start to receive their money back but the order in which they do depends
on where they are positioned in what is called the Capital Stack. At the top you have loans secured by a First Charge (known as ‘Senior’
loans, in the middle you have junior ranked debt (including second charge and subordinated loans – see below) and at the bottom you
have the equity holders, normally the borrower’s stake.

First Charge
The majority of loans that make it onto Invest & Fund’s platform have a First Charge on assets, meaning lenders get paid back first in
the event of asset disposal.

Subordinated Lending
Loans that rank behind the Senior Loan (see ‘Capital Stack’ above) are known as Subordinated Lending. These lenders only start
to get paid back after those with a First Charge on the property have been paid back in full. Subordinated lending carries higher
rates of interest, because of the increased risk and complexity, so accordingly they are only made available to experienced property
development lenders.

Loan-To-Value
A loan to value (LTV) ratio is a number that describes the size of a loan compared to the predicted value of the property securing the
loan. It gives an indication of asset cover with a lower LTV showing a more conservative level of risk.

Loan-To-Gross-Development-Value
This metric (often shortened to LTGDV) is very similar to the Loan-To-Value metric, but with one key difference. The loan amount is
compared to the estimate value of the project when completed and is most typically used for development finance lending.
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Whilst every borrower and their projects should be rigorously vetted by any alternative finance provider, investors should research each
project individually and satisfy themselves before deciding if making a loan is right for them. Invest & Fund does not provide any advice
or recommendation in this regard and if a lender is uncertain then they must obtain advice from a suitably qualified adviser or decide
not to lend.

To make it easier, here is a handy checklist of six things to consider and red flags to avoid.

Developer Experience
Ensure you understand whether or not the developer has a successful track record.

Geography
Consider where the property is located. The London and the Southeast property markets have different outlooks compared to the
North East or Wales for example. Do you want to diversify across a number of different regions, or concentrate on an area you know
well? Also, it is worth also considering where any other property investments you may have are located.

How to spot a good property development project

Asset Recovery
Make sure you fully understand where you are in the capital stack and whether there is any lending going on above you in priority.

Valuation
What is the Loan-To-Value/Loan-To-Gross-Development-Value? Satisfy yourself that the documentation available in the credit summary
demonstrates that the valuation has been carried out by a professional surveyor and what security is being offered in the event of a default.

Comparable Property Values
This should be scrutinised carefully, because it is a metric that estimates the value of a property, by comparing it to the prices of
similar properties sold in similar locations within a recent period of time.

Term
Ask yourself how long the term of the loan is and whether this fits into your broader portfolio investment strategy, remembering that
loans can last longer than the advertised term.
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Whilst we hope this guide has given you an overview of secured
property lending, Invest & Fund are always on hand to answer any
additional questions you might have.
You can contact them directly at

enquiries@investandfund.com

Lenders’ capital is at risk. Remember, payments are not guaranteed if the Borrower defaults. This communication is targeted at UK
residents only and it does not constitute advice, within the meaning of the Financial Services and Markets Act 2000. Invest and Fund
Ltd (“Invest & Fund”) operates a lending platform, bringing together Borrowers and Lenders, to finance property development projects.
If you have any questions about the suitability of a particular product to you, please contact an Independent Financial Advisor. Before
making a lending decision, you should ensure that you have sufficient information to ascertain the legal, financial, tax and regulatory
consequences of making a loan and that you understand the risks associated with this, to enable you to make an informed decision.
Invest and Fund Limited is authorised and regulated by the Financial Conduct Authority (FRN: 711378). For further information, please
visit www.fca.org.uk. Invest & Fund is not covered by the Financial Services Compensation Scheme.

