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1. Purpose of Report

1.1 To provide an update on the proposals to create a Scottish Local Authority Business Loan
Fund.

1.2 To seek committee approval in principle to participate in the new Loan Fund.

2. Background

2.1 Following the success of the West of Scotland Loan Fund (WSLF) which was created in 1996
and the East of Scotland Investment Fund (ESIF) which was created in 2010, a proposal has
been brought forward to merge the funds and create a Scotland−wide Local Authority Business
Loan Fund. Currently 22 Scottish local authorities are members of either WSLF or ESIF.
Since the current European Regional Development Fund (ERDF) matched programme began
in 2009, these funds have invested over £30m in Scottish Small to Medium Sized Enterprises
(SME5), supporting over 1,700 businesses, generating increased turnover of £680m and
helping create or safeguard over 29,000 jobs.

2.2 North Lanarkshire Council is a founding member, and one of the biggest users, of the WSLF.
To date under the present ERDF programme, the Council has provided 50 loans totalling
£1,622,500 to local businesses and as a result created 281 jobs, safeguarded 389 jobs and
levered other public sector funding totalling £1,057,750 and private sector funding totalling
£51583,500.

2.3 The Scottish Government has advised that a pan−Scotland Loan Fund would be eligible to
secure ERDF funding from this programme but will require a collective bid from Scottish Local
Authorities. The new EU programme creates a unique opportunity to build on the successes of
the existing funds to date and extend this partnership working across all 32 Scottish
authorities. The two funds have developed robust systems and processes and gained valuable
experience which can be utilised by the new fund. The move to a single Scotland−wide fund
will bring benefits in the form of a standardised product offering and increased scale and
operational efficiency.

3. Proposed Fund

3.1 A short−term working group of representatives from local and Scottish Government was
brought together to consider the set up of the new fund. Consequently, a business plan,
together with proposed draft articles of association and a draft member's agreement has been
provided to all 32 local authorities for comment and to obtain agreement to participate in the
Fund.



3.2 The Fund will primarily address the "access to capital" barrier that exists for many businesses
in starting up, expanding and maintaining sustainability by providing loan finance up to
£100,000 to new and growing, SMEs across Scotland, and generate a positive impact in terms
of creating new employment opportunities as well as preserving existing jobs in the Scottish
economy.

3.3 It is anticipated that a fund of £18m ( 6 m per annum) will be created for loans over a three
year period from 1 April 2015 to 31 March 2018. The £18m will be made up from an
application for £7.2m from ERDF and will also seek to secure a bank loan of £5.4m. The
remaining £5.4m required will be made up from contributions from the 32 Member Authorities.
Annually, the Fund will have the capacity to invest loans of around £6m, with projections,
based on previous experience, to support around 150 businesses and help create over 600
new jobs.

3.4 Loans to companies will be granted on a secured or unsecured basis with an interest rate is
anticipated to be fixed at 6% per annum with no additional fees or charges.

3.5 Key points to note are:

• The Scottish Local Authority Business Loan Fund Ltd will be established as a company limited
by guarantee.

• It is intended the new Fund will be 100% public sector owned and controlled and is intended to
be a partnership of the 32 Scottish Local Authorities.

• The new fund will build on the existing loan funds, the West of Scotland Loan Fund (WSLF)
and the East of Scotland Investment Fund (ESIF), which are intended to be subsumed into the
new Fund.

• The new fund and its local authority members will operate across three regional delivery areas
− East, West and Highlands and Islands − covering the whole of Scotland. The Council would
participate in the West region.

• The new fund is aimed at lending to companies under 5 years old, in contrast to existing funds
which do not have similar restrictions.

• Each Member Authority's contribution to the new Fund will be exclusively ring fenced to be
invested by that Local Authority in their area only

• Each Member Authority will be responsible for delivery of the fund within its own area. This
includes local promotion of the fund to eligible businesses and stakeholders, identification of
potential applicants, supporting businesses through the application process, appraising and
determining applications and maintaining contact with/providing after care to loan recipients.

• Applications for loans above £50,000 will be referred to a regional investment panel
comprising a quorum of at least three people with appropriate skills and experience to
appraise such loan applications

• The fund will need to achieve a scale of at least £15m over the initial 3 year period to be
financially viable. At that level 3% would still be sufficient to cover the overheads.

3.6 The timeline for approval and the set up and operation of the new fund is tight and are being
driven by the changes to European funding. The aim is to secure approval to proceed by mid
February 2015 from all local authorities with the fund operational on 1 April 2015.

4. Governance Arrangements

4.1 The current Board membership of WSLF will continue in 2015 and beyond as the WSLF loan
books wind down. The number of board meetings is likely to reduce to two per annum.
Councillor Michael Ross is the current Board member for North Lanarkshire Council.

4.2 The new fund's governance structure will consist of five elements:
• The Board of Directors
• Corporate Governance Working Group
• Regional Management Groups



• Regional Investment Panels
• Regional Officers Groups

4.3 With up to 32 Local Authorities as Members of the new fund, it is proposed to establish a
Board of Directors with up to a maximum of 12 Directors. The Board will be supported by a
Corporate Governance Group. Each of the 3 regions within the Fund will put in place a
Regional Management Group below Board level to ensure member authorities not sitting on
the Board of Directors are included in the decision making process. Each region is anticipated
to nominate 3 individuals from their Regional Management Group to represent their region on
the Board of Directors.

4.4 It is proposed that an elected member be nominated to represent North Lanarkshire Council
on the West area Regional Management Group. Given the Council is one of the biggest users
of the Fund; it is also proposed that the Council should seek to secure a seat on the new
Board of Directors for the elected member.

4.5 All Local authorities will be represented by officers on the Regional Officers Groups. It is also
recommended that the Council also seeks to secure one place for an officer on the Regional
Investment Panel and on the Corporate Governance Group.

5. Financial Implications

5.1 Within the proposals for the £18m new fund it is proposed that North Lanarkshire Council's
share will be £1,125,000 over the 3 year period from 2015 to 2018 approving loans of £375K
per annum. The exact amount available is yet to be confirmed as this will depend on the
number of local authorities that participate, the amount that they can invest in the Fund as well
as the Fund securing bank and ERDF funding.

5.2 The £1,125,000 is currently broken down as follows:

With bank funding:
• Council Contribution: £337,500
• Bank Funding: P−337,500
• ERDF: £450,000

Without bank funding:
• Council contribution £675,000
• ERDF: £450,000

5.3 Whichever Council commitment is required, the balance of funding available within the
Council's existing WSLF balance will be sufficient and available to transfer to the new
Fund/Scheme, leaving any remaining monies within WSLF for ongoing operations. As a result,
there will be no anticipated requirement for NLC to provide any new financial contribution to
the new loan fund.

5.4 The Council will also be required to pay a 3% management fee per annum of £24,375. The
management fee will be used to fund the central management team who are responsible for
the day to day operations of the fund and providing support to the local authorities through
collection of funds, administration, compliance and monitoring. Further clarification on the
management fees due from participating authorities is required after further assessment of the
business plan, budgeted costs, TUPE and the outcome of further discussions with Scottish
Government. It is anticipated that the fee will be met in full from the Council's contributions
within the Fund.

5.5 It should be noted that the Council provides in−kind support through officers who promote,
appraise and monitor loans within Economic Development, and through the Council's Legal
team who provide support with legal documentation, security from companies and debt
recovery.



5.6 Discussions have taken place with Finance and Customer Services who have viewed the plan
and made general observations. A detailed investigation has not taken place as the Fund has
its own financial advisors.

5.7 It is understood that funding from ERDF will only be released once 75% of the value of the first
year's allocation of loans to companies has been released. This raises concerns around the
performance indicators set at the outset as all 32 local authorities need to meet performance
targets. Given that the existing WSLF currently sits at 75% of local authorities not on target,
there is concern that should this continue into the new fund, future drawdown of ERDF funding
would be put at risk. Further clarification is required in this area.

6. Legal Implications

6.1 The documentation received on the new loan fund has been forward to Legal Services for
consideration. Legal Services has advised that the documents are in substantially the same
terms as the existing WSLF with provisions for the changes outlined above.

7. Conclusion

7.1 North Lanarkshire has been a strong proponent of the current West of Scotland Loan Fund
and has been a major contributor in terms of deals brokered and loans made. Given this, and
the ongoing requirement from local SMEs for gap funding, there remains a strong will to see a
continuation of this valuable loan fund continuing locally in the new ERDF programme period.

7.2 There remain a number of outstanding areas of clarification particularly to minimise the
financial risk, and to clarify the management fee and state aid implications. Consultation will
continue to take place with appropriate partners and stakeholders as the new fund develops
regarding the development of the structure and operational procedures of the new fund.

8. Recommendation

8.1 Committee is asked to:

i) grant approval for North Lanarkshire Council to participate in the new Scottish Local
Authority Business Loan Fund (SLABLF);

ii) seek 1 Member nomination to be put forward to represent the Council on the new West
area Regional Management Group and on the Board of Directors; and

iii) Delegate authority to the Executive Director of Regeneration and Environmental Services
in consultation with the Convener of Policy and Resources (Regeneration and
Infrastructure) Sub−Committee to conclude all other matters pertaining to the proposal and
thereafter enter into the necessary legal agreements.

Shirley Linton
Head of Planning and Regeneration Services

Local Government Access to Information Act: for further information on this report please contact
Yvonne Weir, Economic Development Manager (Tel: 01236 632864).


