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Ministerial Foreword

In April 2014 we launched the Builders Finance Fund aimed at helping smaller developers
to get workers back on site and homes built. This is already providing the confidence for
developers to re-ignite schemes that were mothballed since the 2008 housing crash, with
over 150 housing developments across the country shortlisted for the Fund so far.

However, | know that there are many more small builders that need this support. | am
therefore extending the Fund to respond to this demand and | want to encourage schemes
to come forward to bid. There will be no bidding round this time — instead the Fund is now
open for bids on a continuous market engagement basis over the next few months. This
will help to bring forward other schemes which were not quite ready for the last round of
bidding but which offer a valuable contribution to meeting local housing need and give
further opportunities to house builders to meet their developmgnt aspirations.

| am therefore
Medium Enterprises

This time | want to go even further to support the very small
opening up the Builders Finance Fund to invite bids in from
for schemes of between 5 and 14 homes.

This is on top of a wider support package that is bei o small builders with the
cost to them of building a new home being g§as bWas much as £140,000 through plans
o)

to exempt the smallest house builders from Sdgti charges.

Taken together, these measures wi p toMR® the sector, stimulate local jobs and
construction and provide the much d bd®st that small builders need to get them
building again.

Brandon Lewis MP
Minister for Housing and nning



Introduction

1.

This Prospectus sets out the detail on how to access the £525 million Builders
Finance Fund which has been designed to help accelerate and unlock housing
developments between 5 and 250 units that have slowed down or stalled
completely.

There has been a significant response to the fund so far with over 150 sites
shortlisted to receive a share of £525 million. Shortlisted bids are currently subject
to due diligence and Know your Customer (KYC) to enable the Homes and
Communities Agency to assess the bids and gain a greater understanding of the
individual projects and their deliverability. Marketing and communications activity
has been taking place nationally and locally with the aifgof promoting the Builders
Finance Fund and generating a pipeline of schemes. Thi#gs been undertaken via
discussions with trade bodies and local partners with & @ ar focus on Small

and Medium Enterprises.
essing development finance
r developers, and to help bring

The programme is intended to address diffic
faced by some housebuilders, particgarl

money for the taxpayer. For sch
open to all private organisati
development. For schemgsWetwe — 14 units in size, the fund will be
exclusively for Small a e nterprises.

The fund will be w ngland only and will be managed by the Homes and
Communities AgeR@. The Greater London Authority will lead on the assessment of
expressions of inter@st as they relate to London sites. Following the creation of the
Greater Manchester Investment Fund, bids for the Builders Finance Fund from
within the Greater Manchester boundary will only be considered until 31 March
2015. After that date, bidders seeking support should contact ‘Manchester Place’,
the delivery partnership between Manchester City Council and the Homes and
Communities Agency, as they may be eligible to seek funding from the Greater
Manchester Investment Fund.

Funding has been made available by the government for this programme on the
basis that it is fully recoverable. The programme will operate by making direct
investments in specific projects through loans to address cashflow issues or taking
an equity stake to build confidence through risk-sharing.



The Homes and Communities Agency will contact local authorities to seek their
views on each application.

The fund will make investments over two years from 2015/16 through to 2016/17
and will be operated as an open competition, with this prospectus seeking bids from
builders/developers taking forward smaller housing proposals. The total fund must
be drawn down by 31 March 2017.

A phase of a wider site will be eligible if that individual phase complies with the
eligibility criteria.

The Support Package

Capital Investment Finance for Accelerating and Unlo§

10.

11.

12.

ing Housing

The programme provides a £525m fund for schemeg @ 5 and 250

housing units. The nature and form of schemesasg (892l ggatter to be considered
through the planning process. The local authorit @ mmunity should determine
the appropriate level of affordable housing, ¥ing and other uses as part

of their wider aspirations for any site¢

Funding will be made availabl
housing schemes. Access to th
and for private sector develg

or unlock fundamentally viable
a recoverable capital investment basis

in drawn down between April 2015 and March

e pfation that some draw down of funds will take place in
@w agfeed. The Homes and Communities Agency reserves

the right to seek a@ftional equity investments from bidders into schemes ahead of

any Government infstment.

Development Finance will usually be in the form of a loan offered with an
appropriate interest rate applied with the State Aid matrix representing the minimum
rate used (see Annex A for detail). Final offered rates may be in excess of those
illustrated depending on the specifics of the project, the creditworthiness of the
borrower, the nature of the proposed investment and security on offer. Other forms
of investment will be considered, such as equity, if necessary in order to maintain
flexibility and enable bespoke packages of support to be developed where needed
and provided the investment is state aid compliant. All funding is invested on a fully
recoverable basis. Grant/gap funding will not be considered.



Eligibility Criteria

13.

We set out below those factors that will be used to determine both applicant and
project eligibility and those that will be considered as part of the assessment
process. These factors are relevant both at the Expressions of Interest stage and
through the Due Diligence and KYC process. To be eligible for funding schemes
must meet the following criteria:

e Schemes must be between 5 to 250 new housing units in size but may include
elements of non-housing development where this development is integral to the
overall project.

e Bids must be submitted by a private sector bidder who must have control of the
site which is the subject of the application (this incluSgs principally
housebuilders, developers and private Registered B rs (principally
organisations who were Registered Social Landlord gh other private
sector organisations, such as joint venture p an apply.

e Bidders for schemes between 5 —d4 its N size must declare themselves as a
Small and Medium Enterprise. Th ro Commission website
(http://ec.europa.eu/enterpgse/ e/facts-figures-analysis/sme-
definition/index_en.htm) pro eflnition of a Small and Medium
Enterprise.

e Public sector bodie ClONg cal authorities) are not eligible to bid in their
own right. If hav: rivate sector partner that will develop housing and is in
ate sector partner can bid.

e Organisations ti'at have control of land (on a freehold, building lease or building
licence basis) that has been disposed of by the Homes and Communities
Agency (or its predecessors) are eligible to apply, subject to there being a legal
agreement in place at the time the Expression of Interest is submitted.

¢ The site must have local authority support by having at least outline planning
consent (including any relevant Section 106 agreement) in place at the time of
the submission of an Expression of Interest. This will be tested by the Homes
and Communities Agency (see paragraph 20 below).

e The site must have an implementable planning consent in place within 9 months
of the initial online Expression of Interest submission, to enable development to
commence.


http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/sme-definition/index_en.htm
http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/sme-definition/index_en.htm

e Funding will be in the form of development finance to fund project costs
necessary to deliver the scheme

e Funding will be provided on a fully recoverable basis i.e for loan funding the
Agency shall expect all principal and interest due to be repaid, and for equity
investments the Agency shall expect the capital invested plus a return
commensurate with the investment risk to be repaid.

e Appropriate security for the investment will be required. Further information on
the types of acceptable security is detailed at paragraph 24.

e Allinvestments will have to be state aid compliant (see Annex A).

e Schemes must be in a position to draw down funding in full prior to 31st March
2017, and there is an expectation that some dra¥down of funds will take
place in 2015/16 unless otherwise agreed. Funds gadrawn down by March
2017 will not be available in future years. Repayme @ es will be agreed on a

case by case basis.
e A minimum investment of £200,000 is reqyir h&e is however no upper limit
subject to fulfilling the bid criteria 3nd valudgfor ey.

e Bidders must confirm that the prqj M mentally viable; they can support
the repayment and have th se y existing lenders to access additional
finance from this fund.

e Bidders must confirm@ha®gesid@ntial properties financed through this Fund will
be marketed in the

ble to demonstrate a robust delivery plan and
investment prof&sals (see more detail in paragraph 31 below).

e Schemes which have received support from other Government programmes for
the same purpose are not eligible for funding.

Bidding for the fund is available on a continuous basis until funds are allocated,
although applicants from within the Greater Manchester area can only bid up until
31%" March 2015.

Funding for the Greater Manchester Housing Fund became available on 1st April 2015.
Initial enquiries from bidders for schemes in the ten local authorities in Greater Manchester
should be made to Marie Hodgson, Head of Area for Greater Manchester
marie.hodgson@hca.gsi.gov.uk. Any bids received from this date onwards will be
forwarded to Greater Manchester Combined Authority.



mailto:marie.hodgson@hca.gsi.gov.uk

Full details on how to submit an application with supporting guidance will be available on
the Homes and Communities Agency website:

https://www.gov.uk/government/collections/builders-finance-fund

How will eligible schemes be prioritised?

14.

15.

Schemes which satisfy the stated eligibility criteria will be prioritised using the
Homes and Communities Agency (and its advisors) professional judgement and the
following aspects will be considered through a scoring process. The order of the
following does not necessarily represent the order in which priority will be given.

Schemes which are most likely to achieve an early starfqgn site date.

Schemes which offer the greatest proportion of early ompletions.
Schemes which offer the most impact in terms ount of funds requested
and homes delivered (value for money consid@r

L 4
Schemes which offer the greatest pros& stment recovery, including an
5 Y

assessment of the scheme’s vjgbilj and the type of funding requested,
with preference given to loans o

equ

The Homes and Communiti@ Ag ill consider its overall exposure both in
terms of organisation ag@ge cal concentration on a portfolio level during the
prioritisation pr s (an®gluring due diligence and KYC) and reserves the right to
manage this exp omtingly.

Further Inforrkation and the Assessment
Process

Expression of Interest Stage

16.

17.

Bids for capital loan finance must be submitted using the online Expression of
Interest form available through the Homes and Communities Agency’s Partner
Portal — see paragraphs 30 — 32 below. Applicants must be able to demonstrate
clearly that they can meet the eligibility requirements set out in this prospectus and
indicate the amount of funding they are bidding for.

Any bid for capital funding must be submitted by a private sector organisation.
Where the landowner is a local authority, they must have a private sector


https://www.gov.uk/government/collections/builders-finance-fund

18.

19.

20.

development partner which has a formal relationship with the authority and can
make the submission and receive the loan (see Eligibility criteria section for more
information). We would expect evidence of demonstrable support for the scheme
from local parties.

A single bidder can put forward bids for different sites. Each bid must individually
comply with the eligibility criteria and requirements set out in this prospectus.
Applicants should note that the Homes and Communities Agency will be seeking to
manage exposure at a portfolio level and the Homes and Communities Agency’s
decision is final.

The Expressions of Interest form asks bidders to identify the turnover and number
of employees of the housebuilding element of the company’s business to provide an
indication of company size. This will not be a factor in the eligibility or assessment
process for schemes of 15 units and over. The data is SQght to allow reporting.
However, it is an eligibility requirement for schemes bglf 5 — 14 units in size to
declare themselves as a Small and Medium Enterprisé ¥ definition of a Small
and Medium Enterprise can be found here:
http://ec.europa.eu/enterprise/policies/sme/fagts

definition/index en.htm
L 2
onstit with local authorities and may
irgrder to seek their views on the

The Homes and Communities Agenc
share non-financial informatiori g
application and to check the pl stals of the project. Other verification, for
Where the Homes and Communities
liverability (including start and completion

example site visits, may be
Agency’s view of likely ti

mpleted by certain milestones) differs from that
iew will be final.

reganalysis/sme-

dates and the number
of the bidder, th

Shortlisting Stage

21.

22.

Shortlisting decisions will be made by the Homes and Communities Agency and the
Greater London Authority. The Greater London Authority will lead on the
assessment of expressions of interest as they relate to London sites. The Homes
and Communities Agency will undertake due diligence and KYC, contracting and
monitoring on all propositions.

Applicants will be notified in writing whether their application has been shortlisted
for due diligence and KYC.

Due Diligence and KYC Stage

10
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23.

24.

All shortlisted schemes will then undergo a technical due diligence and KYC review
carried out by the Homes and Communities Agency to test value for money of the
proposition, the ability of the bidder to repay the investment and satisfactory
identification and address verification for all persons who exercise control over the
business. Applicants will need to satisfactorily complete the due diligence and
KYC process, demonstrate that their scheme offers the best value for money to the
taxpayer and receive formal approval before investment is made.

The due diligence review will, in broad terms, consider the following:
What alternative sources of funding have been explored.

The level of funding that is appropriate — consideration will be given to the
minimum amount of public funding necessary for the scheme to get under way and
might be less than the funding sought. It is expected th&@gthe private sector will fund
scheme costs wherever possible and, other than in exg
public funding (including funding from other public sou
maximum 50% of project costs.

Appraise the scheme’s financial, commerci ket position and its ability

to generate income to pay back the i t a later date.

The bidders financial standi XI be expected to provide up to date
accounting and other financial in atioMand an assessment will be made of their
track record of paying back #vest along with their overall credit rating.

The ability of the fun re t to re-pay the loan and interest or equity
investment an act®al profit share in full — An assessment will be made of
the ability to deli an agreed start on site, house sales programme and re-
payments schedul@o correspond with this and deliverability of the entire scheme.
Clear recovery schefules will be put in place with a longstop repayment date by
which point the loan is expected to be paid back in full.

The level of security required — investment will not be made without appropriate
security being in place to assure full re-payment. Examples include a legal charge,
parent company guarantee or performance bond.

The legal due diligence will include, as a minimum, the provision by the funding
applicant of a fully completed Certificate of Title. This will be required for the site (in
its entirety) that the funding is to be provided for and any other site over which the
Agency is to receive security. Applicants should also be prepared to provide details
of any other senior lending at the beginning of the due diligence process.

11



‘Know your Customer’ requirements

25.

26.

The Homes and Communities Agency will require sufficient information to satisfy its
‘Know your Customer’ requirements, including but not limited to satisfactory
identification and address verification for all persons who exercise control over the
business, provision of appropriate financial accounts and evidence of any funding
lines available to the bidder. Where the bidder is a consortium the Agency will
require full details and verification of the consortium structure and accounts
information for each of the consortium members. Further details of the initial
information that will be required at due diligence are included at Annex C.

A due diligence and KYC pack will be issued to all shortlisted bidders which will
contain greater detail than summarised here.

Contract Stage

27.

28.

Schemes that successfully pass the due dilig d BYC stage and achieve
formal investment approval will enter&wto for n ations to contract terms
before investments are made. Contrac to be completed in sufficient time
to allow the draw down timetab]e to N’he Homes and Communities Agency
intends to complete contracts he t pass the due diligence and KYC
stage as soon as possible aft iligehce and KYC is concluded.

The interest rate on the |@&NSyill bg¥calculated with reference to the European
Commission Reference Wgte and will include a margin reflecting the Homes and
Communities A ieWgpf overall portfolio risk or wider considerations. See
Annex A for mor . ™e Homes and Communities Agency will consider the
interest rate that c2@ be offered for a loan based on individual project circumstances
at the due diligence ®tage (see Annex A). This will take into account the credit
rating of the bidder and the level of security being offered for the loan.

Management and Monitoring

29.

The Homes and Communities Agency shall include a number of reporting
obligations within the contract to allow the appropriate monitoring of the investments
by the Agency. This shall include scheme specific financial and delivery related
information, typically on a monthly basis. In addition, the Agency will require
corporate level information from the contracting parties throughout the term of the
investment.

12



Who do | submit my application to?

30.  All Expressions of Interest for the Builders Finance Fund should be submitted to the
Homes and Communities Agency via the Partner Portal at https://partners.hca-
online.org.uk/. Annex B provides an overview of the information that will be
requested through the Expression of Interest.

31.  In addition to the Expression of Interest form, an investment proposal should also
be attached outlining the delivery plan for the site. The template proposition will be
available via the Homes and Communities Agency Builders Finance Fund
webpage. This must be completed and uploaded for submission via the Partner
Portal (see application guidance for further details).

cte the Expression of
Builders Finance Fund
inance-fund

32. Guidance on how to access the Partner Portal and co
Interest is available on the Homes and Communities Ag#
webpage https://www.gov.uk/government/collections/b

Data Protection

33.  The information you provide will be hgld in the\gtri confidence and adhere to
the provision of the Data Protection Ac re details on our Data Protection
Policy can be found at https;//www.gay. ulgglata-protection.

Further informati

ase tact the Homes and Communities Agency on
s.FinanceFund@hca.gsi.gov.uk or visit its website
ent/organisations/homes-and-communities-agency

34.For further information,
0300 1234 500, i
https://www.gov.

13
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Annex A — Investment types and key terms

Builders Finance Fund investments are recoverable, with an appropriate rate of return on
the investment.

The investments must be structured in a way that is State Aid compliant and this will take
the form of a commercial loan.

The level of investment offered through this fund at the end of the due diligence process
will be based on our view of the minimum necessary for the proposal to proceed and of
recoverability. Both the quantum and type of investment offered will be based on our
appraisal of the proposal and might be less than the funding sought.

Terms

The HCA will consider the interest rate that can be offered for based individual project
circumstances at the due diligence stage.

The interest rate matrix below shows the minimum margg tes will be based on
our assessment of the creditworthiness of the bidder a llateral offered. The EC
reference rate is also applied to the loan, which is ¢ % as from 1% January

2015. For example, a project with ‘satisfactQgy’ geditWorthiness and ‘normal’ collateral
would have a margin of between 2.20% and 4¢%: g into account the current
reference rate, this will lead to an initial intggestYWgte of between 3.24% and 5.04% being

applied to the loan.

Creditworthiness

Where bidders have a gading fro recognised credit rating agency this will be used.
Relatively few UK priva eWdential developers have an externally verified credit
rating. More registered ers\RPs) have ratings and they are traditionally in stronger
categories.

Where the bidder does not have an external rating, its creditworthiness will be reviewed at
due diligence. This will involve an assessment of the bidder’s financial standing and the
risks associated with lending to that business - likelihood of default (encompassing both
capacity and willingness to pay) is an important factor. Considerations may include:

e Financial analysis - profitability, net asset position/balance sheet strength,
gearing, etc.

e Assessment of the trading history/development experience of a borrower —
evidence of a “track-record” of delivery.

e The ability of the borrower to service the loan (interest and capital) in the context
of its existing commitments

e Accounts, credit-checks, references - leading to an overall profile of a borrower

e Benchmarking against peer companies

Government’s decision will be final.

14



Collateralisation

This will consider the security offered for the loan and the amount that the lender could
expect to lose in the event of default. This will involve an assessment of the amount that
could be recovered from the project, the security offered and also from the bidder’s
balance sheet. We will require satisfactory demonstration of repayment from the scheme
cashflow (assessed by our advisors) and adequate security (supporting the level of
proposed borrowing) to minimise its loss in a default scenario (eg a legal charge, parent
company guarantee, performance bond). Shortlisted bids which, through the due diligence
process, clearly demonstrate repayment and appropriate security will be treated as having
“‘normal” collateralisation. Should the collateral offered justify a different categorisation, this
will be taken into consideration in the rate offered.

Government’s decision will be final.

Interest Rate Matrix

The table below shows the minimum margin based on nt of the

creditworthiness of the bidder and the collateral offere

Creditworthiness Collateralisation

Normal Low
Strong (AAA-A) 0.75% 1.00%
Good (BBB) 1.00% 2.20%
Satisfactory (BB 1.00% 2.20% 4.00%
Weak (B) 2.20% 4.00% 6.50%
Financial Difficulties C or below) 4.00% 6.50% 10.00%

15



Annex B — Expression of Interest — Evidence
Required for the Builders Finance Fund

Applicant details:

e Name of organisation

e Contact name

e Contact email address

e Contact telephone number

e Address of organisation

e Company Registration Number

e Details of joint venture or consortium arrangements
e Confirmation of board sign-off

¢ Confirmation that prospectus has been read and underg
e Confirmation of involvement in any other Builders Fing
e Annual turnover

e How many staff are employed

e Small and Medium Enterprise declara‘tion for qgv ents of 5-14 units

Site details: \

¢ Name and location (including LOSg Autgity area, co-ordinates and postcode)

e Confirmation that a site plan be rovided

e Size of site (hectares)

¢ Planning status

e Number of unit

e Confirmation of a

e Confirmation that t
programmes for the

ontrol of site
site is not in receipt of funding support from other Government
me purpose.

Builders Finance Fund bid details:

e Confirmation that the bid is the only one for the fund on this site
e Confirmation that the proposed recipient of the funding is a private sector body.

Timescales and delivery:

e Start on site date

e Details of anticipated build programme

e Confirmation of whether the funding is for unlocking or accelerating the
development

16



e Confirmation of degree of acceleration of build programme if capital funding bid
successful
Units:

e Number and tenure of residential units
Financial details:

e Cost profile for development works

e Profile of loan / equity funding requested

e Source details for balance of funding (bank loan, developer equity, other public
funding)

e Profile of capital repayment to Homes and Communities Agency

Planning details:

e Confirmation of planning permission
e Confirmation of whether any other consents are r.

e Confirmation that the site is fundamentally viabl pport the repayment of the
fund and has the consent of any existing lend@s ss additional finance from
this fund L

Wider project financial details: \

e Confirmation of total cost (to j nd Value, profit and infrastructure costs)

e Confirmation of confirmed p@blic f g
e Confirmation of unconfiglied igPfunding

e Gross Develop Val upported by a summary development appraisal

Wider project planning

e Detailed informationWegarding planning consents including reference numbers or
links to the Planning Portal and information regarding outstanding Reserved Matters
o Details of any site characteristics that would delay start on site

Ownership details:

¢ Confirmation of whether the applicant has control of the site

e Details of the nature of control

e Confirmation of the freehold owner

e Confirmation of whether the site was disposed of by a public sector body

e Details of whether the Homes and Communities Agency, Greater London Authority
or other government organisation has any on-going interest in the site

17



Investment Proposal:

e Confirmation that funds will be drawn down in full by March 2017 with a proportion
of the funds drawn by March 2016.

¢ All Builders Finance Fund capital bids should be accompanied by an investment
proposal of no more than 15 pages in length summarising the key points regarding
the proposed project. A template for this is available on the Homes and
Communities Agency’s Builders Finance Fund website.

Further information:

Further detail of what is required in the Expression of Interest form can be found in the
accompanying guidance which is available on the Homes and Communities Agency’s
website at https://www.gov.uk/government/collections/builderggfinance-fund

‘N
\
™
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Annex C — Due Diligence — Know Your
Customer Requirements

The following is provided for information and indicates the information which will be
required should a scheme be shortlisted and entered into due diligence. Where possible,
applicants are advised to prepare due diligence information in advance. Excessive delays
in the Homes and Communities Agency receiving due diligence information may result in a
scheme not proceeding.

For all applications

In the

In the

Proof of Identity and Proof of address will be required for fer all persons who
exercise control over the business.

case of bidders acting alone:

Latest audited financial accounts for the bidder (full ac @ ther than
abbreviated).

Management or draft accounts where the au nts are more than six
months old. A g

Latest audited financial accou
accounts rather than abbreviat

i0ger’s ultimate parent company (full

Details of any events ocggerRg sin@ the last audited accounts that have a material
effect on the understan o) idder’s, or it’s wider group’s, financial standing,
including but no iad to nge of control or ownership, corporate re-financing,
significant acquis sals or closure of subsidiaries or business units and
potential contingerf@iabilities including litigation. If none of these apply then a
statement confirmin@the fact.

Evidence of funding lines available to the bidder, including up to date details of
headroom within facilities and undrawn facilities.

Where it is proposed that funding will be introduced from related parties then similar
information in relation to headroom and undrawn facilities.

Identity of proposed guarantor(s) (if applicable).
case of consortia bids:

Details of the legal status of the bidder (examples include joint venture company,
partnership, limited liability partnership, limited partnership).
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e Details of the names of consortium members, structure of the consortium and roles
of each consortium member.

e For existing joint venture vehicles the latest audited financial accounts for the bid
vehicle (full accounts rather than abbreviated).

e Management of draft accounts where the audited accounts are more than six
months old.

¢ In the case of newly formed joint venture vehicles details of the structure of the
opening balance sheet, including details of partner’s proposed equity and
stakeholder loan investments.

e Latest audited financial accounts for each of the consort members (full accounts
rather than abbreviated).

¢ In respect of the bid vehicle and each consortiu er details of any events
occurring since the last audited accounts tha a rgiterial effect on the
understanding of the bidder’s, or it’s U’de rod®’s, fihancial standing, including but
not limited to change of control or owne@ghip; orate re-financing, significant

acquisitions, disposals or closye o S
contingent liabilities including li

confirming the fact.

ries or business units and potential
one of these apply then a statement

e Evidence of funding lingglav o the bidder, including up to date details of
headroom withi ilitie d undrawn facilities.

e Similar informatio
member.

relation to the funding lines available to each consortium
e Where it is proposed that funding will be introduced from related parties then similar
information in relation to headroom and undrawn facilities.

Identity of proposed guarantor(s) if applicable.
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