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The meeting agenda included the points in italics below:

1) Capita rationale for terminating the agreement with Connaught Asset Management (CAM).

· Risk appetite to act as Operator

· Name of the Fund

· CAM not authorised by FSA

2) Additional issues:

· Information Memorandum defective

· Guarantee – concerns with Balance Sheet of Tiuta plc

· Debenture not filed at Companies House until 10 September 2009

· Tiuta Intl not authorised by FSA

· Loans being rolled over

· Loans made outside terms of IM

3) Transfer to Blue Gate Capital Ltd

· Work together to achieve successful transfer

· Open disclosure of issues to Blue Gate

4) Future of the Fund if Operator transfer is unsuccessful

Each point was discussed and it was noted that the following are issues that need resolution regardless of who is the Operator:

Lupton Fawcett are preparing an application to the High Court to have the debenture back dated to 16 April 2008.  This is in order to give cover to the Guaranteed Low Risk Income Fund (the fund) for all loans made since the inception of the fund up until 10 September.  This issue was first discovered 9 September and was remedied promptly by the execution of a new debenture and the registration of it at Companies House the following day.  Note this new debenture only covers lending activity from that day onwards – although it should be noted that the debenture is the third level of security offered to investors as part of the GLRIF. A request was made for Connaught to send Capita a copy of the High Court application.

As a solution to Tiuta International Ltd (Tiuta Intl) not being authorised by the FSA, Mike suggested that all lending activity be made through Tiuta plc.  Tiuta plc does have the correct permissions but any future loan would need a new debenture and charges referencing Tiuta plc and not Tiuta Intl.  This would not resolve the issue of the debenture dated 10 September 2009 not covering any activity prior to that date.

Mike further mentioned that registration had been made with the FSA for Tiuta Intl to be recognised as a trading name/style of Tiuta plc.  Capita stated that FSA authorisation was given at a legal entity level as opposed to a group level and as Tiuta Intl is a separate legal entity with its own accounts it could not be a trading name/style of Tiuta plc.  It was pointed out that conducting authorised activity without the correct authorisation was a criminal offence and could result in an unlimited fine and imprisonment for Tiuta.  It was suggested that the registering of a charge to a trading name instead of a legal entity could render the charge invalid.  Connaught are to seek advice on this matter from Lupton Fawcett.  This is tied into the point above and also requires closure in the next few days.  If it is found that Tiuta Intl can carry out authorised activity as a trading name/style of Tiuta plc then Lupton should proceed with the request to the High Court to have the debenture ‘back dated’ to 16 April 2008 and send Capita a copy of the correspondence.

It was noted that some loans had previously been made in excess of 80% LTV.  Mike explained that in these cases the money is drawn down to Tiuta who do not release the funds until they are satisfied that the work has been completed and that the consequently asset value has been enhanced which keeps the LTV at 80% or less.  Capita pointed out that this is at odds with the Information Memorandum and must stop immediately.

A small number of loans had been rolled over instead of coming back into the fund.  In these instances the charge for this activity is added to the total value of the loan instead of being deducted from the loan as is the case with all new lending.  Capita pointed out that the Information Memorandum does not allow for the rolling over of loans and loans must consequently be re-paid at maturity back into the fund, and any ‘roll over’ must be re-drawn down out of the fund as if it were effectively a new loan.  Mike mentioned that to avoid the likelihood of a loan extension being requested, loans are usually given a three month longer maturity date than that requested by the borrower.

Capita pointed out that lending only to Tiuta was not providing a prudent spread of risk, and that additional organisations should be sought to deal with.  Mike advised that there were no companies of realistic size to deal with over the past 18 months but that was now changing and new bridging lenders were entering the market.  Mike intends to review these new lenders in the near future.  Capita suggested it would be prudent that the Information Memorandum risk warnings be updated to reflect this concentration.

Not withstanding the above points, Chris emphasised that we were committed to making the transition to Blue Gate as smoothly and swiftly as possible, and that all assistance would be given where possible.  If Blue Gate were to pull out of the transfer, Capita would support Connaught in their efforts to find a new Operator.  Capita need firm buy-in from Blue Gate to their commitment to continue the transfer as soon as possible after the transition meeting between Capita, Connaught, and Blue Gate which is scheduled for 17 September 2009.  Capita will not give the required six months notice as Operator and UTM until the end of the September 2009 as long as Blue Gate continue with their commitment to taking over as Operator/UTM during that period.  If a new Operator/UTM is not found before the end of the notice period the fund will have no choice to wind up as it cannot operate without the appropriately authorised entity performing that function.

Capita will be discussing the reasons for wishing to stop acting as Operator/UTM, plus the issues which have recently arisen, during the 17 September 2009 transition meeting.  Mike advised that Tamlyn had seen a copy of Capita’s letter to Mourant which detailed our original concerns.

Assuming that no problems are encountered during this meeting, it was agreed that a transfer date of 25 September 2009 be targeted.  The details of which will be discussed separately.  An important factor is the sending of the investor letter; it is most likely that Capita will send a letter to investors and IFAs advising of the change of entity and that Blue Gate will send a separate note to investors and IFAs with details of changes to the IM and the workings of the fund.  

John (Peppitt) advised that investors will be given the opportunity to exit the fund at that point.  Capita asked how investor redemptions would be funded; John replied that several million pounds were due back into the fund from maturing redemptions in the coming days and weeks and that this should suffice. In addition there is approximately £9m of new commitments ready to come into the fund.
A request was made of Connaught for a copy of any loan agreement between the fund and Tiuta to be sent to Matt

ACTIONS

1) Connaught to review with Lupton Fawcett and Tiuta the possibility of all lending activity to be undertaken by Tiuta plc instead of Tiuta International Ltd.

2) Connaught to review with Lupton Fawcett the validity of Tiuta International Ltd being authorised by the FSA as a trading name/style of Tiuta plc and the impact of a charge being registered to a trading name/style instead of a legal entity.

3) No loans are to be rolled over.

4) Connaught to send Matt copies of relevant correspondence from Lupton Fawcett if it is found that Tiuta Intl ltd can carry out authorised activity as a trading name/style of Tiuta plc and can ‘back date’ the debenture to 16 April 2008

5) Connaught to send Matt a copy of any loan agreements between the fund and Tiuta.

6) Connaught to send Matt a copy of the application to the High Court to back-date the debenture.
7) Capita to host the meeting between Connaught, Capita, Blue Gate scheduled for 17 September 2009
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