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Purpose of Report

1.1 The purpose of this report is to:
i) Update Committee of the progress with establishing Business Loans Scotland; and
ii) To seek Committee Approval that the Council does not require Business Loans Scotland to

be able to lend to sole traders and partnerships in North Lanarkshire.

2. Background

2.1 An opportunity has arisen for all of Scotland's Local Authorities to be part of a newScotland−wide
local authority loan fund, incorporated as a company limited by guarantee, called

Business Loans Scotland Ltd. Business Loans Scotland is modelled on the successful West of
Scotland Loan Fund and East of Scotland Investment Fund. The Fund will be eligible to
secure European Regional Development Fund funding from the 2014−2020 European
Programme and a collective bid from Scottish Local Government is being actively encouraged
by the Scottish Government.

2.2 The West of Scotland Loan Fund has operated since 1996 and North Lanarkshire Council has
been a member authority since its inception. The East of Scotland Investment Fund has
operated since 2010. Together these Funds have invested over £36 million, supporting over
1,700 businesses, generating increased turnover of £680 million and helping to create and
safeguard over 29,000 jobs.

2.4 It is widely recognized that the lack of access to finance remains a key barrier to helping Small
to Medium−sized Enterprises start up and grow. Business Loans Scotland aims to improve the
supply of loan finance for new and growing businesses which have good, commercially viable
proposals but have difficulty in raising finance from normal commercial sources. The Fund,
acting as a gap funder will also help address the low levels of entrepreneurship and business
formation across Scotland and aims to encourage the start−up and growth of Small toMedium−sized

Enterprises that can create employment and wealth for the Scottish economy.

2.5 North Lanarkshire Council has indicated its willingness to participate in Business Loans
Scotland and to provide a funding contribution from existing assets within the West of Scotland
Loan Fund of £337,500 for the initial 3−year period. Together with anticipated new bank
funding and funding through the European Regional Development Fund, this contribution is
expected to provide North Lanarkshire Council with a Fund value of £1,125,000 over the3−year

period from 2015−2018 enabling loans of up to £375K to be issued each year.

2.6 It is anticipated that the new Fund will be operational by 1 April 2016. The Fund will enable
loans to be issued to Small to Medium Sized Enterprises up to £100,000. Loans will be
secured by Standard Security, Bond & Floating Charge and/or Personal Guarantee. Some



loans may be offered on an unsecured basis depending on circumstance. The interest rate will
be fixed for the term of the loan, likely to be 6% per annum with no initial fees or charges

2.7 The assets and liabilities, and the existing loan book the Council currently has within the West
of Scotland Loan Fund will be transferred to Business Loans Scotland. Once the transfer is
concluded, the Council is anticipated to have excess funds available, and negotiations are
underway to agree how these Funds can be accessed and used to further support Small to
Medium Sized Enterprises in line with the objects of the Fund to assist businesses to grow and
create employment.

2.8 The governance of Business Loans Scotland will be overseen by a Board of Directors and 3
Regional Management Groups. The Council has agreed that Councillor McVey will represent
North Lanarkshire Council on the West Regional Management Group and, if agreed by the
Group, seek nomination to the Board of Directors. It is anticipated that there will be 3
nominations from each Group to the Board.

3. Requirement for Lending to Sole Traders and Partnerships (with three or fewer
partners)

3.1 The terms of the transfer and membership of Business Loans Scotland are being considered
by each local authority. At present, it is expected that at the minimum requirement of 28 local
authorities to become full members will be achieved. However, agreement remains to be
sought amongst member authorities over future lending within the new Fund to sole traders
and partnerships (with 3 or fewer partners).

3.2 Due to changes in the regulation of consumer credit, lending to sole traders and partnerships
(with 3 or fewer partners) now falls under the Financial Conduct Authority. This includes
"regulated activities" for loans of £25,000 or less, and "exempt" loans where credit exceeds
£25,000. In order to undertake lending in these areas, the following actions would be required
by Business Loans Scotland:

• All Directors of Business Loans Scotland would need to agree to become an "Approved
Person" and be fully aware of the personal responsibility and liability they are undertaking over
and above their responsibility and obligations of being a Director of the Company under the
Companies Act

• All Directors of Business Loans Scotland would be accountable and responsible for the
actions of all Member Authorities.

• A Financial Conduct Authority application would require to be submitted which would take
at least 5 months to be determined

• No lending would be able to be undertaken to sole traders and partnerships with three or fewer
partners until the Financial Conduct Authority licence had been granted

• Business Loans Scotland would need to comply with the Financial Conduct Authority
regulatory and compliance regime and ensure adequate resources are available to ensure
compliance with the regime and may include external professional advice and support as
required

• Additional costs will be incurred to obtain a Financial Conduct Authority licence namely;
application fee, compliance fees and compliance manual estimated to be in the region of LIOK

• There would also be an annual recurring cost to maintain the Financial Conduct Authority
licence, the compliance manual and six−monthly monitoring visits estimated to be in the region
of £6,000.

3.3 Decisions have already been taken by the Boards of the West of Scotland Loan Fund and the
East of Scotland Investment Fund to immediately stop all new regulated activity and to assign
existing regulated and exempt credit agreements to another Financial Conduct Authority



licensed party. This transfer must take place by 31st March 2016 in order for the Funds to
remain compliant with the legislation and interim permissions which have been granted under
the Financial Conduct Authority to each Fund.

3.4 Each Local Authority is now being asked to consider whether Business Loans Scotland
should lend to sole traders and partnerships with three or fewer partners under the
Financial Conduct Authority regime. Specifically:
i) Does your Local Authority require Business Loans Scotland to be able to lend to sole

traders and partnerships in your area?
ii) If yes, is your Local Authority willing to nominate an individual to become an Approved

Person and Director of Business Loans Scotland and
iii) Is your decision to join Business Loans Scotland dependent on the Fund being able to

lend to sole traders and partnerships?

4. Demand for "Regulated and Exempt" Credit Agreements

4.1 Since 1st April 2009, North Lanarkshire Council has issued 55 loans of a total value of
£1,827,500 to businesses of which 2 totalling £63,500 have been "regulated and exempt"
credit agreements. This equates to 4% by number and 3% of value of loans issued.

4.2 Overall the West of Scotland Loan Fund and the East of Scotland Investment Fund have
invested £787,625 in 39 sole traders or partnerships with three or fewer partners to date. This
equates to 8% by number of loans issued and 6% by value for West of Scotland Loan Fund
and 12% by number of loans issued and 5% by value for the East of Scotland Investment
Fund.

4.3 As a result, whilst there are regional variations, there is not been a significant demand for
lending locally or nationally to this group of businesses.

5. Other Available Sources of Finance

5.1 There are other sources of finance available to sole traders and partnerships with three or fewer
partners operating across Scotland including:

• DSL Business Finance − www.dsl−businessfinance.co.uk
• The Prince's Trust − www.princes−trust.org.uk
• UK Government's Start Up Loans programme − www.startuploans.co.uk

5.2 In addition, the Scottish Government is looking to set up a pan Scotland micro credit fund in
the 2014− 2020 European Programme operating in the range of £1,000 − £25,000 which it is
understood will also service this market.

5.3 The Council will continue to support sole traders and partnerships through its Business
Gateway and wider business support services including access to Council grant funding,
where eligible, and through the Youth Investment Programme. The support also will include
assisting those businesses to access alternative sources of finance and assisting them to
implement their growth plans.

6. Conclusions

6.1 Given the current levels of demand, it is not anticipated that there would be a significant
impact on the delivery of the Business Loan Fund in North Lanarkshire if the Council were to
determine not to lend to sole trader and partnerships with fewer than 3 partners.



6.2 In addition, given that ongoing
sole traders and partnerships,
anticipated that there would be
businesses.

7. Recommendations

7.1 Committee is asked to:

business advice and support will continue to be delivered to
and that alternative sources of funding are available, it is not

a detrimental impact on access to finance for this group of

i) Note the content of the report, and;
ii) Agree that North Lanarkshire Council does not require Business Loans

able to lend to sole traders and partnerships with fewer than three partners.
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Shirley Linton
Head of Planning and Regeneration Services

Scotland to be

Local Government Access to Information Act: for further information on this report please contact
Yvonne Weir, Economic Development Manager (Tel: 01236 632866).


