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1. Introduction 

 

1.1 As the Board will be aware the application for £34 million of loan finance submitted 
earlier this year to Affordable Housing Finance Limited and the Department for 
Communities and Local Government was approved by both (see our June 2015 
report to the Board).   

1.2 On 4th of August 2015 a new long term fixed rate loan of £17 million was advanced to 
Hexagon by AHF following the issue of government guaranteed bonds. The fixed rate 
on this loan was set at 2.89%.   

1.3 The balance of the approved loan is to be provided by a new facility from AHF funded 
by the European Investment Bank (“EIB”). Negotiations on the loan agreement 
between EIB and AHF have now been concluded with completion expected early in 
the New Year.  

1.4 As a result AHF is now in a position to finalise the terms of its on-lending to approved 
borrowers including Hexagon.  

1.5 Capita Asset Services has been asked to review the commercial terms of the 

proposed AHF EIB funded loan facility and report thereon to the Board. Devonshires 

has been asked and will report separately on the form of the loan and security 

documents.  

 

2. Commercial terms of the offer 
 

2.1 Capita has been provided with a document entitled “Draft – Summary Terms and 

Conditions of EIB funded Term Loan Facility” prepared by AHF and with a form of 

draft loan agreement for this transaction.  

2.2 In contrast to the AHF bond funded facility, the structure of AHF EIB loans is more 

like a normal bank facility. The terms allow for drawdown up until the end of an 

availability period and provide options to borrow at fixed or variable rates (all as more 

fully described in the Devonshires report). 

2.3 The cost of funds to Hexagon will be the fixed rate at which the EIB lends to AHF, or, 

if the variable rate option is selected, LIBOR “Plus or Minus” a “Spread”. The term 

“spread” is defined in the loan agreement as the difference between LIBOR and the 

rate that the EIB advises AHF that it will provide advances to fund loans to approved 

borrowers.  

2.4 The Board will no doubt notice that the definitions of both the fixed rate and the 

variable rate of lending on loans are slightly circular. In effect there is no margin or 

spread above an observable benchmark rate. The rate payable by Hexagon in both 

cases will be the rate (fixed or variable) that the EIB charges to AHF.  

2.5 In the absence of an observable benchmark for both fixed and variable rates the 

Board will need to take comfort from the reputation of the EIB as an AAA rated Multi-

lateral development Bank supported by all the members of the European Union and 

the track record of EIB funded AHF lending to Registered Providers.   
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2.6 As an AAA rated multi-lateral development bank the EIB is able to borrow on the 

markets at a rate close to or better than the UK Government. As it is not a 

commercial organisation the EIB only adds a small spread to its lending rates to 

cover administrative costs.  

2.7 The low lending rates can also be estimated based on the latest indicative rates 

provided by the Bank to AHF from time to time. As at 4th December 2015 these were 

as follows; 

 

 
EIB Semi-
annual 
interest 

Semi 
annual 
swap rate  

Diff. or 
Spread 
against 
swap 
 

Spread 
against 
6m Libor 

Credit 
spread for 
non-
guaranteed 
debt  

Bullet profile Fixed Fixed   Floating  

3 years 1.30% 1.16% 0.14% 0.15% 1.25% 

5 years 1.65% 1.41% 0.24% 0.22% 1.45% 

10 years 2.10% 1.90% 0.20% 0.26% 1.60% 

30 yr amortising, 
10 yr grace period 

2.27% 2.14% 0.13% 0.23% 1.60% 

2.8 As can be seen the EIB lending rate (or Spread) varies depending on term and 

structure of the loan but is between 0.13% and 0.26% above the swap rate. This 

compares with typical commercial lending margins of between 1.25% and 1.6%.  

2.9 The add on costs of borrowing through AHF should also be accounted for in any 

comparative analysis. AHF charges an arrangement fee of 1.00% of the loan amount 

and an annual administration fee of 0.10% increasing in line with inflation. Hexagon 

will also be required to fund an interest reserve account in an amount equal to 12 

months interest on the loan. Our estimate of the effect of these fees and the carrying 

cost of the reserve is that it increases Hexagon’s all in cost of finance by about 17bp. 

2.10 Unlike bank loans there are no non-utilisation fees. Hexagon can therefore delay 

drawdown until the end of the availability period at no cost. 

  



Report on AHF EIB loan facility 
December 2015 

 
 

4 

 

 

2.11 As shown in the table below the “all in” cost of a long term EIB AHF funded loan is 

therefore approximately 1.3% lower than the equivalent commercial borrowing. 

  

Item  Rate 
EIB lending Spread  0.13% 
AHF annualised fees and costs  0.17% 
Total Spread  0.30% 
Commercial long term margin  1.60% 
Difference/Margin saving  1.30% 

2.12 This is the equivalent of a £13,000 interest saving for every £1 million borrowed.  

2.13 Capita can therefore advise the Board that it is appropriate for Hexagon to enter into 

the loan facility with AHF and that this represents best value in current market 

conditions. 

 

 

 

 

 

 

 

 

 
This report is intended for the use and assistance of customers of Capita Asset Services. It should not be 

regarded as a substitute for the exercise by the recipient of its own judgment. Capita Asset Services exists to 

provide its clients with advice primarily on borrowing and investment.  We are not legal experts and we have not 

obtained legal advice in giving our opinions and interpretations in this paper.  Clients are advised to seek expert 

legal advice before taking action as a result of any advice given in this paper. Whilst Capita Asset Services 

makes every effort to ensure that all information provided by it is accurate and complete, it does not guarantee 

the correctness or the due receipt of such information and will not be held responsible for any errors therein or 

omissions arising there from. Furthermore, Capita Asset Services shall not be held liable in contract, tort or 

otherwise for any loss or damage (whether direct, or indirect or consequential) resulting from negligence, delay or 

failure on the part of Capita Asset Services or its officers, employees or agents in procuring, presenting, 

communicating or otherwise providing information or advice whether sustained by Capita Asset Services 

customer or any third party directly or indirectly making use of such information or advice, including but not 

limited to any loss or damage resulting as a consequence of inaccuracy or errors in such information or advice. 

All information supplied by Capita Asset Services should only be used as a factor to assist in the making of a 

business decision and should not be used as a sole basis for any decision. 
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th

  December 2015  

Capita Asset Services is the trading name of Sector Treasury Services Limited, which is authorized and regulated 

by the Financial Conduct Authority only for conducting advisory and arranging activities in the UK as part of its 

Treasury Management Service. Registered office: 71 Victoria Street, Westminster, London, SW1H 0XA. 

Registered in England No 2652033.  


