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1. INTRODUCTION

1.1 The purpose of this report is to seek approval for the use of a Council loan guarantee
for those SPRUCE (Scottish Partnership for Regeneration in Urban Centres)
supported projects currently being taken forward for development by Fusion Assets −
specifically Western Campus at Strathclyde Business Park and Condor Park at
Eurocentral.

1.2 At the Regeneration & Infrastructure Sub Committee of 4k" September 2014 approval
was given for Fusion Assets to take forward SPRUCE funding applications for
developments at Western Campus and Condor Park, subject to the detailed loan
terms being presented to committee when available. Fusion Assets and its
development partner, CBC, have subsequently received an offer of a loan facility of
circa £2.1m to fund the development of an industrial scheme at Western Campus.
Following the selection of CBC as the development partner at Condor Park, it is
proposed to extend the loan facility by approximately £1 .82m to also include the
development of Condor Park, which will now be undertaken by the same Fusion
Assets I CBC joint venture company − Central Assets (Scotland) LLP.

2. BACKGROUND

2.1 SPRUCE is a commercially focused repayable urban regeneration loan fund
administered by a private sector fund manager (Amber Infrastructure) on behalf of
the European Investment Bank and Scottish Government and forms part of a
European wide programme known as JESSICA (Joint European Support for
Sustainable Investment in City Areas). The fund was formally launched in December
2011 and Fusion Assets was the first organisation in Scotland to access loan funding
for its industrial scheme at Dundyvan Enterprise Park in Coatbridge, which has been
developed in partnership with CBC, a Glasgow based contractor I developer.

2.2 Fusion Assets is now in the process of bringing forward two further industrial
schemes at Western Campus in Strathclyde Business Park and at Condor Park in
Eurocentral in response to a lack of modern premises in the market and increasing
demand by both inward investors and indigenous companies. Both projects will be
developed through a subsidiary joint venture with CBC who have been appointed as
the preferred development partner following separate competitive tendering
exercises for each site. SPRUCE have now indicated that given the involvement of
CBC in both schemes, they would prefer to deal with a single joint venture company −Central Assets (Scotland) LLP, covering both sites.

2.3 Both schemes have detailed planning approval for multi let industrial developments
and both sites have been subject to advanced infrastructure works programmes
carried out by Fusion Assets with VDLF grant assistance.



2.4 One of the conditions of SPRUCE loan financing is that a parent company guarantee
for the loan must be secured. In the case of Fusion Assets the parent company is
effectively North Lanarkshire Council, who previously provided a similar guarantee
for Fusion Assets share (50%) of the loan to develop Dundyvan Enterprise Park,
which was the subject of a delegated Committee approval in July 2012.

2.5 North Lanarkshire Council as the only member of Fusion Assets, is also required to
offer an assignation as security, of its interest in the subsidiary joint venture
company − Central Assets (Scotland) LLP. Again this is a similar feature to the
arrangement previously approved by the Council for Dundyvan LLP.

3. SPRUCE LOAN TERMS

3.1 The terms of the loan agreement are very similar to those previously issued for
Dundyvan LLP and are summarised below:

• The loan facility will be based on a loan to cost ratio of 65% and loan to value
ratio of 55%.

• Fusion Assets and CBC will make an equal equity contribution, including
consideration of the site value and work in kind which equates to 35% of the cost
of development.

• NLC will be required to give a parent company guarantee for Fusion Assets 50%
of the loan amount and CBC's parent company will provide a guarantee of their
50%share of the loan.

• Security in terms of a legal charge over the land and buildings and fixed and
floating charges over the assets of Central Assets (Scotland) LLP including each
members interest in the joint venture company.

• The proposed interest rate for the loan facility will be 3.6% (this was previously
4.4% for Dundyvan).

• The loan facility will be split between construction and investment covering a total
period of 48 months (4 years).

• The loan facility is based on a minimum payment requirement of interest only, but
with a cash sweep of net rental incomes as they come into Central Assets
(Scotland) LLP to ensure that all efforts will be made to pay down the debt while
providing flexibility against any breach of covenants.

• Central Assets (Scotland) LLP will be required to use their equity contribution first
before drawing down the loan facility.

• Central Assets (Scotland) LLP will be responsible for paying the legal and
technical costs associated with securing the loan facility along with an
arrangement fee of 1.5%.

• There is a prepayment fee of 0.5% and a commitment (non−utilisation) fee of 1%.



3.2 For Fusion Assets the ability to access loan financing for its projects is crucial in
allowing its development pipeline to proceed, and in the current financial market
SPRUCE is almost unique in its willingness to lend for speculative development.
However the fund manager has stated that the SPRUCE loan offer will be conditional
on receiving parent company guarantees. The Council performs this role for Fusion
Assets and CBC Construction and Property Group Ltd is the private sector parent
company. In addition, the assignation by the Council of its interest in the joint venture
company, via Fusion Assets, is also a condition of the loan offer.

3.3 The loan will be repaid by Central Assets (Scotland) LLP from the sale of the
completed developments as an investment once letting had been achieved. If the
development is unable to meet the debt repayment costs, it would be the
responsibility of Fusion Assets and CBC in the first instance to service the debt from
their capital funds. However on the basis of the success at Dundyvan Enterprise
Park, this scenario would be unlikely.

4. CORPORATE CONSIDERATIONS

4.1 Given that the Council has previously supported the SPRUCE loan to fund the
successful development of Dundyvan Enterprise Park, including providing a parent
company guarantee and assignation, it is not envisaged that there will be any new
issues with the principle of supporting a similar loan application for the developments
at Western Campus and Condor Park.

4.2 It is however acknowledged that there will be an increase in both Fusion Assets and
the Council's overall risk exposure. The existing loan of £1 .9m to Dundyvan LLP has
already been repaid in part (approximately £250,000) and will be fully repaid
following the investment sale which is currently programmed to be in late 2015 / early
2016, reducing the longer term exposure of the Council. The new loan facility will be
for a total of circa £3.92m with the Council providing a parent company guarantee for
50% (E1.96m) and CBC Construction and Property Group Ltd guaranteeing the
remaining 50%.

4.3 As part of the due diligence undertaken when selecting CBC as a development
partner, a financial check of both the company and the parent group was undertaken
by accountants BDO on behalf of Fusion Assets. BDO reported that the Group is
capable of meeting its financial obligations as guarantor, and as such the company is
a suitable partner in the joint venture with Fusion Assets.

4.4 In terms of the overall project viability, the current financial appraisal for both
Western Campus and Condor Park shows that both developments are anticipated to
make a return on costs of around 15%, although it should be noted that the
appraisal is sensitive to changes in rental level and investment yield. Given the
ongoing success of the Dundyvan development and the performance of the
industrial market, there is no evidence to suggest that the new developments will not
be profitable and that the Council's loan guarantee will need to be called on.

4.5 Consideration has also been given to whether the Council guarantee is in
accordance with state aid rules. As previously with the loan to Dundyvan LLP, an
external legal opinion will be provided to SPRUCE by the borrower (Central Assets
LLP) in advance of drawing down the loan.



The same structural and legal model has therefore been used as previously,
whereby both parties invest in the development on equal terms and conditions and
the private sector partner (CBC) provide an identical guarantee as the Council for the
other 50% of the loan. As a result there is deemed to be no state aid as the Market
Economy Investor Principle (MEIP) test will be met.

4.6 Legal Services have been consulted on this report and their comments included.

5. RECOMMENDATIONS

5.1 It is recommended that Committee:

(i) approve the use of a Council loan guarantee to Fusion Assets with regards to
the subsidiary joint venture company − Central Assets (Scotland) LLP to allow
developments at Western Campus and Condor Park to be taken forward
through a SPRUCE loan.

(ii) Approve the assignation of the Council's interest in Central Assets (Scotland)
LLP via Fusion Assets, for the purposes of security on the SPRUCE loan.
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