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From:  Shane Murphy TelNo: 29250

Update on the Agri-Food Loan Scheme (Poultry Element)

Issue:
Timing:

Executive Committee
Referral:

PFG Implications:

Presentational Issues:

FOI! Implications:

Financial Implications:

Legislation Implications:

Statutory Equality
Obligations:

Recommendation:

BACKGROUND

Update on the Agri Food Loan Scheme and negotiations
with the banks.
Routine.

N/A.

The development of a Strategic Action Plan for the agri-

food sector is a PfG commitment (PG 24).
Potential for an announcement in late September.

Content of this submission may be withheld as it
represents development of policy.

The financial implications of the proposed Agri-food
initiative are currently being identified.

None.

Not applicable.

That you note the enclosed update.

1. My note of 22 August 2013 (enclosed as Annex 1) noted that the most challenging
aspect in agreeing a scheme for Poultry revolved around the issue of New Entrants — in
particular a New Entrant with no Track Record and no Security was seen as a high risk
by the Banks for a variety of reasons, and a type of lend that they will be highly
selective in financing, even with Government co-financing at 50% on a subordinated

basis.

2. As a result | indicated that a number of actions would be taken forward to see to what
extent these issues could be addressed in order that the scheme could be effective in
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)ancing the expansion in poultry production capacity to the extent desired. These
“aétions included:

e Action 1: Undertaking a Due Diligence exercise on the Moy Park pipeline of
projects and their processes for selecting new growers. This should help provide
information on the potential characteristics of a “New Entrant” and also potentially
provide evidence of rigor in the selection of New Entrants and thus provide some
level of indication of the applicant’s suitability for the project.

Updated Position: An Invest NI Due Diligence exercise on the Moy Park pipeline of
projects and their processes for selecting new growers is now well advanced. It has
shown that the process is robust and includes much rigor. It also has shown that the
pipeline is dominated by existing growers or existing farmers whereas genuine
“New Entrants” are no more than 5% of the current pipeline. This appears to have
satisfied Banks’ fears about the potential extent of New Entranis devoid of any
experience or any security to offer.

e Action 2: Engage with Moy Park further on its plan or expectation that some 50%

~ of the expanded capacity will come from New Entrants. Banks would have a strong
preference that Moy Park plan for much more of the expansion to be within existing
growers — who would be known quantities with proven experience, commitment to
the industry and potentially also cashflows from existing operations.

Updated Position: As noted above, genuine “New Entrants” are no more than 5%
of the current pipeline. With the vast majority of the pipeline being existing growers
or existing farmers they will largely be known quantities with that experience,
possessing some level of animal husbandry experience, be committed to the
industry and, in many cases, with access to cashflows from existing operations.

e Action 3: Engage with Moy Park again in relation to Step In Rights — in particular to
ascertain whether there is scope for those Step In Rights to be enhanced, but only
for a subset of the new houses (i.e. just for New Entrants).

Updated Position: Conformation has been provided by Moy Park that the
contractual terms mean that they will step in and provide a manager to run the
houses if a Bank (and by extension [nvest NI) enforces its security. They have also
confirmed that, in a default situation, the supply confract does not automatically
terminate but has the ability to be transferred to the Banks and that all payments
under the contracts (including the Additional Housing Payments) continue as
before. Moy Park has also confirmed their Step In (by means of providing a
manager to run the operation) can continue until the debt is repaid in full or the
houses are sold. This confirmation appears to have reassured the banks around the
legal strength of the Step In Rights. It is planned that these commitments will be
fully reflected in a Scheme Agreement, and that Invest NI will also be able to
exercise these rights also.

e Action 4: Engage with Moy Park on their “Option to Purchase” a Poultry House
where the Banks have enforced their security in a default event.

Updated Position: This is no longer being actively pursued since there appears to
be sufficient comfort from the recent clarity on the Step In Rights. However, an






(j “Option to Sell” (exercisable by the Banks) was briefly discussed with Moy Park and
-+ this could be reactivated if necessary. .

3. Overall it appears that the fundamentals of the Poultry scheme are close to being
concluded, and concluded in line with the broad aims of Ministers. We expect to
formalise this through the following:

e An agreed and signed Memorandum of Understanding (MoU) between the

________Banks_and DETI, -DFP _and. Invest. NI. This_ simply_commits_the_ parties_to _

negotiate with the aim of launching a Scheme on Poultry, Pork, Red Meat and
Dairy.

« An agreed and signed Heads of Agreement (HoA) for the Poultry scheme (or an
equivalent approach or agreement). This would set out the main agreed terms
for the Poultry Scheme.

4. The updated MoU and HoA have been circulated around the Banks in order that they
can be finalised. Latest versions are enclosed at annex A and B.

OTHER SECTORS & ANNOUNCEMENT

5. At the moment efforts are primarily being directed towards finalising the Pouliry
Scheme and also devising a set of operational protocols with the Banks to make sure
that the overall Scheme, including the Poultry element, is capable of operating
smoothly. However, increased efforts are soon to be redirected towards engagement
with the other target sectors for the overall scheme. Early discussions were previously
held with Dunbia and Karro and we are now planning to commence more intensive
engagement with them later this month. Similar engagement is also planned for egg
processors, commencing later this month.

6. It would be anticipated that an agreed MoU for the Scheme, alongside signed Heads of
Agreement for Poultry (or an equivalent signed agreement), could form the basis of an
announcement towards the end of September. We will be working with Press Office in
relation to this. However, as an illustration, the announcement could cover the
following:

e That the Banks and Government have agreed to work to launch a Scheme for
financing the expansion of key parts the Agri Food industry.

That the agreement includes all our main Banks in NI.

That agreement has already been reached on a Poultry Scheme.

That the Poultry Scheme will become operational by a set date.

And that discussions are ongoing with the aim of also making the scheme
operational in a number of other important areas such as Pork / Eggs / Red
Meat / Dairy.

7. In relation to an expected date by when the scheme could be open for applications
from pouliry producers (potentially a November date) this would be dependent upon:

o The time needed to put in place the administrative arrangements and protocols
(between Banks and Invest NI) to process applicants and make loan payments
etc.

e The time needed for individual Banks to each get their own internal approvals in .
place for running the scheme.





Q e The time needed for Invest N fo gain the normal approvals from its Board, DETI
: and also DFP Supply. ,

RECOMMENDATION
8. It is recommended that you note the enclosed update.

9. This submission is also being copied to DFP Officials who will use it as a basis for
updating the Finance Minister.
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