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MEZZANINE FINANCING ARRANGEMENT 

49. Ms J.A. RADISICH to the Minister for Consumer and Employment Protection:   
Will the minister explain what is meant by mezzanine financing and whether there are any risks for investors 
who become involved in projects utilising this type of financing arrangement? 

Mr J.C. KOBELKE replied: 
I thank the member for the question.  The Department of Consumer and Employment Protection has become 
aware of a new arrangement for financing development projects that poses substantial risks to investors, and I 
would like to inform members of it.  I hope they will advise people of it if they hear of any incidences in their 
electorates.  Through newspaper advertisements, members of the public are being encouraged to make 
investments on the basis of the issue of promissory notes.  Superannuation funds and self-funded retirees in 
particular are being targeted.  The scheme, which is generally known as mezzanine financing, is based on the 
creation of a company by a developer for the sole purpose of raising funds through the issue of promissory notes.  
The funds raised are lent to the developer, with the security being a second mortgage over the associated 
development property.  Security afforded to investors in this form of fundraising is limited to that of an 
unsecured creditor in the mezzanine company, whose only asset is a second mortgage over the development 
property.  Mezzanine financing allows developers to raise venture capital without exposing either their 
companies or their private assets to risk.  The department has provided documentation to the Australian 
Securities and Investments Commission relating to three mezzanine financing schemes and asked for ASIC’s 
comment on the fact that they were not part of a managed investment scheme approved by ASIC.  In total, the 
three information memoranda reviewed by the department seek to raise $50 million by the issue of promissory 
notes for development projects in Melbourne, Sydney and Perth.  

ASIC has advised that a promissory note is not a security, as defined by the Corporations Act.  In addition, the 
information memoranda proposing the investments do not establish the elements required to satisfy the definition 
of a managed investment scheme and thus avoid the controls imposed by the Act.  A promissory note is an 
unconditional promise in writing made by one person to another outlining the payment of a sum of money at a 
certain date; it is not a mortgage.  The risk associated with a promissory note is considerable, as the lender is 
solely reliant on the note issuer’s ability to repay the money.  If the issuer cannot repay the money, the note 
would be the equivalent of a rubber cheque.  When a company is created with the sole purpose of raising venture 
capital through the issuing of promissory notes, the financial viability and ability to repay becomes questionable. 

It consider that it is appropriate that the public be made aware of the high risks associated with promissory notes 
and their unsuitability as investment instruments for retirees and superannuation funds.  In addition, as the 
mezzanine financing scheme is Australia-wide, it is appropriate that the solution be addressed by the 
Commonwealth by amendment to the Corporations Act.  As such, I have therefore written to the federal 
Treasurer drawing his attention to this matter and seeking that the Commonwealth move to provide more 
genuine protection to people against such projects as this type of fundraising. 
 


