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TOWER HAMLETS

FOI: 3889065 Correspondence regarding Tower Hamlets 2014/15 account
objections re: LOBO Loans

Please provide correspondence and meeting minutes relating to 'LOBO

loan’ objections including, but not restricted fo, the Tower

Hamlels Chief Accountant, s.151 Officer, Director of Finance, Council Executive,

and the following external parties, between 25 February and Friday

21 March 2016.

1) KPMG — email from KPMG informing Brian Snary of objection to 2014/15 Accounts
(item1 attached). Plus emails from Interim Service Head of Finance and Procurement
regarding LOBOs (item 2}

2) DCLG - none

c) The FCA - none

4) Barclays - none

5) RBS - none

6) CAPITA - none

7) HM Treasury - none

8} The National Audit Office - none

9) KPMG - duplication of item 1

10) The Local Government Assaciation - none

11) The Charlered Institute of Public Finance and Accountancy - none

Also, KPMG published their ISA260 report to those charged with Govemnance. If is on
the Council website as part of the Audit Committee agenda on 22 March 2016:

http://moderngov.towerhamiets.gov.uk/documents/b18151 /Agenda%20Item%203.1%202

2nd-Mar-2016%2018.00%20Audit%20Committee.pdf? T=9

Names and contact details of members of staff below service head level have been
redacted in accordance with Section 40(2) of the Freedom of information Act (FolA). The
information is deemed personal data as defined by the Data Protection Act 1998 (DPA).
Release of this information would constitute a breach of Principle 1 of the DPA. Principle



1 states that personal data shall be processed (used) fairly and lawfully and, in particular,
shall not be used unless at least one of the conditions in Schedule 2 of the DPA is met; in
this case none of those conditions have been met.
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From:

Sent: 31 March 2016 11:57

To:

Subject: FW: Objection to Tower Hamlets 2014/15 annual accounts - item 1

From: Brlan Snary

Sent: 03 March 2016 11:15
To:
Subject: FW: Objectlon to Tower Hamlets 2014/15 annual accounts

Did you see this one?

From:
Sent: 02 March 2016 13:27
To: .CO.
Cc: Final AccountsTeam

Subject: Objection to Tower Hamlets 2014/15 annual accounts

To Whom it may concern

As an elector of the London Borough of Tower Hamlets, I wish to lodge an objection to the accounts
prepared for public inspection by Council for the year 2014-2015. 1 request that KPMG issue a report on
these accounts in the public interest and transmit it to the Council.

I wish you to issue this report on the grounds that taking out Lender Option Bommower Option (LOBO) loans
was unlawful. Additionally, I request that you apply to the courts for a declaration that item(s) of the
accounts, namely LOBO loan borrowing, is unlawful.

The term ‘unlawful’ applies in this context, I believe, because the decision to sign up to LOBO loans from
the Royal Bank of Scotland and Barclays was irrational.

['am concerned that the terms of the LOBO contracts and their implications were not sufficiently understood
by council officers; and that the volume and type of borrowing carried such a high risk as to be prejudicial
to the interests of Tower Hamlets taxpayers.

The legal status of LOBO loan use is the subject of significant legal ambiguity and debate. Following the
1989 Hazell vs Hammersmith and Fulham [Goldman Sachs] ease, derivatives use was declared “ultra vires”
or itlegal, for UK local government.

By inserting derivatives into a LOBO loan, it is clear banks intentionally subverted the intent of such
protections, to “engineer™ around the law,

The London Borough of Tower Hamlets borrowed £77.5m in the form of LOBO loans between August

2007 and September 2009, refer to_Section 15. py 38- 41 [Financial Instruments] of the 2014/15 annual

gccounts.

The loans are with Barclays (£17.5m) and RBS (£60m) which means that the Borough, which is home to
some of London's most deprived areas, and where the Council has just signed off on £30m spending cuts
alongside a 4% hike in council tax rates, is paying over £3.5m in interest per annum to the owners of One
Churchill Place, Canary Wharf and the former owners of 5 Canada Square, Canary Wharf.

1



The accounts make note of the fact that: “ir the more than 10 years [i.e. lang term borrowing] category,
there are £77.5 million of Lender's Option, Borrower's Option (LOBO) market loans, of which £17.5 million
have call dates in the less than one year category. The Council uses money market finds to provide
liguidity.”

Tower Hamlets are forced to keep treasury reserve cash on hand, to meet annuai call options on LOBOs to
repay without penalty, should the bank exercise its option to raise interest rates.

It is my view that taking out loans of this type and magnitude constituted a gamble: namely that the Council
would gain a short-term benefit if interest rates continued to rise.

However, this did not occur - partly as the result of systeric downward LIBOR interest rate manipulation
(*“4ow-balling™) by Barclays and RBS, which sold Tower Hamlets LOBO loans.

Abhischek Sachdev, CEQ of Vedanta Hedging described LOBO loans to the Communities and Local
Government Committee inquiry hearing on local government bank loans as a “los¢-lose bet for councils. "

Legal opinion regarding LOBOs from City law firm Collyer Bristow states: “if market rates for equivalery
lending remain low (and lower than the rate 19 be paid under the LOBO) the borrower iy effectively locked
in for the full term — it has ng aption to exit the arrangement and seek cheaper borrowing elsewhery - it
must live with the rate agreed af the time the LOBO was entered inta, So fiom the borrower's perspective,
these louns are a very long term commitment (o pay the rate agreed af the outsel for a term, or higher. Su,

on the face of it, the borrower is in a “lose/lose” pasition.

I believe that making such a borrowing commitment under the conditions which the banks imposed, without
benchmarking and recording the decisions against comparable PWLB loans or seeking external financial
advice, amounted to ‘irrational’ conduct,

Treasury Management Advisor, CAPITA who recommended EOBO loan products received kickbacks
{undeclared to council). when loans were brokered by Tullet Prebon and ICAP.

Treasury Management Advisors, operating under the Chartered Institute of Public Finance and Accountancy
(CIPFA) framework, recommend councils borrew no more than 30% of long term debt in “inherently risky’
{refer April 2015 CIPFA bulletin), variable rate, LOBO loans.

Tower Hamlets, by comparison, has 87% of its long-term debt in variable rte LOBOs,

This compares very unfavourably with other London Boroughs. Figures obtained by FOI requests on LOBO
loan borrowing show that the mean portion of overall long term borrowing in the form of LOBO loans is
16% for London boroughs, The median is just 3.3%.

I would therefore be grateful if you considered this request to issue a public interest report on Newham
Council’s LOBO loan borrowing for the year 2014-2015, and request that you apply to the courts for a
declaration that item(s) of the accounts, namely LOBO loan borrowing, is unlawful.

Yours sincerely

e i i s e i 5 50—
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From: Barry Scarr

Sent: 09 March 2016 16:44

Ta: B> mo.couk
Cc Zena Cooke

Subject: LOBO FOI

The Councils response to an FOI received on LOSO loans:

hitp://www.towerhamletsfol.org.uk/daocuments/1 FOI%:2012580%20L0B0%20!0ans. pdf

Barry.

Barry Scarr CPRFA MBA
Interim Service Head of Finance and Procurement

Resources Directorate

London Borough Of Tower Hamlets
3rd Fioor, Mulbarry Place

5 Clove Crescent

Londan

E14 2BG

Tel: 020 7364 4915

www.towerhamiets.gov.uk
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FOl 12580 LOBO loans

1. How many Lender Option Borrower Option (1.OBOs) conlracis do you have
on your books?

Three

2. When were they signed and by whom?

August 2007 and Febsuary 2010 by the presiding responsible officers at the
ime (S151 and Treasury Manager)

3. With which financial institutions were they taken oul?

Barclays and Royal Bank of Scotiand

4, Who advised the council to enlar the LOBO(s)? Treasury consultant —
Sector/Capila

5. Since each Contract has been signad, has the lender exercised their option
and changed the interest rate?

No

8. I so, please speciy the dates of the interest rate changes and the revised
interest rates,

N/A
A
7. Please provide a copy of the original, signed LOBO agreaments.

k.
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1S AGREEMENT Is made between::

{1} London Borvugh of Tawer Hamiets: and

{2} The Hayst Bank of Seotiand ple

It is ogreed as fallows:.

DEFINITIONS

Definitlons

* Bachstop Drwwndawn Date* mesns the backstop drawdovwa datels) specified In Schedule §
"Hank" means The Royst Bonk of Scollond plc and Its suesessors and assigns;

*Bortower” means London Borough of Tower Hamless;

“Hreakage Loss™ meens the amount the Bank ressonably determines i good falth t be {is 1ol
loss, cout, Fabitity and expense directly or indirestly resulilag from ar sttributable to eny fuilue (o
dmw or enrly repayment or tecovery of u Logn 1a whale ar n past {ather than as permiiied by
Clagse 7.1) or the Bank declariog the Loan repayable follawing sn Event of Defoult and cakulaicd
by reference o the loss of the sight tn recelve interest for the balance of the Term sndior soy
sgrezments or smangements {whether enlercd folo acivally with thind pardes oc estabhished
Intemally a3 between different divisions of the Bank) entered inlo, recorded or booked in order 1o
mansge or protect o Bunk in respect of the risk of movements in interest rates,

“Buslneas Day" means o day (other than 8 Satundsy or Sunday} on which banks ore open for
general businas In Londan;

“Event of Defaull™ means the event speclficd in Clausz 613

*“[nterest Perlad™ meant exch period for the calculation of interent for ihe purpase of Cliuse &
SLIEOR™ and “LIBOR Helxted Raie™ have the meantag aseribed to them In Schedule 2,
“Losn™ means the foan speciiied in Schedule | ar, where epplicabile, sny innche ol il;
“Qptlon Date™ mesns the spplicable date specilied in Schedule I;

“Replscement Hate™ means exch mle of inlerest aprecd betwees the Bank aad the Borrower o
spply with cffezt om an Option Dale la place of any previous rate of Interest.

*Term™ means the term specified in Schedulz |

THE LOAN

This Agresment reconds the terms on which the Bank agrecd, on the date st1 out in Sehedule 1, to
muke & Loan svailable sa the Bonrower,

CONDITIONS PRECEDENT

The Loan msy sot ba drawn unill the Bank has received the duplicate of this Agreement signed
on behalFof the Borrawer,
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DRAWING OF TIIE LDAN

The Loan must be drawn down In one amount by the Bucksiop Dravdown Dete unless Schedule |
speeifies mulliple Dackstop Drawdown Oaus, when the iranches of the Loon specificd in
Schedule t musi be dewn on the deles specified. The Borrower shall give the Bank 3 Business
Duys noiles iF i wishes 1o dmwdown prier to the Backsiop Drawdewn Dute, Tranches, when
drown, will be corsolidoted with previous traaches in one Loon accounl,

As interest on the Logn will be charged during the Temm 89 the mies specliied In Schedule 1 or
any opteed Replacemend Rales, formal araagements bave been mede by the Bank with ity Global
Banking and Morkets Deparsment (0 book the Lomn.

Acsordingly, i the Borower dozs pot drow {or IT the Borrower gives tha Bank nollce that [t does
not intend lo drow) tha Losn or any enche by the Backsiop Drawdown Dale, it wil] be sn Evenl
of Defeult and the Borower shall pay to the Baok the Breskege Loss in scconjonee with Clawse 8,

INTEREST

During the Firat Periad specified in Schedale 1 lnerest on the Lo shall be chuged ot the mics
stied in Schedule ). For the bolance of the Tetm Inlerest will be chasged ot the emie staled in
Schedule | or sny agreed Replacement Rotes,

The Benk may give the Borrower 2 Busiazes Days nallze prior 1o each Opilos Date §f the Baak
_eleets o changs the rals of Interast, At any time belors Ipm on 1he secosd Business Day the Bank
und the Rormawer may sgree a Replscemnent Rate. The Replicement Rule so apreed will be psyeble
by the Borrower from the OpUon Date, The Bank will notlfy tlse Borrower of the Replecement
Raie so ngreed.

I w Replacement Rale i not sgreed the Bomowee must repay the Loan with acorued interest on the
celevant Option Dale but without being Hable for sny Breakage Loss.

Interest on the Loan shafl be calculated an » dafly basts end assuming & yeer of 365 days sod shall
ba pald on the Jast day of ech Interest Pesfod and oa fioal ;epayment of the Loon, Any fnlerest
wopald when payable shell be compaunded.

INTEREST PERIODS

The first [nlerest Period [or the Loan shall begia on the (first} drawdowm dale snd exch subsequent
Inierest Period ahall begin on the explry of the precading Injerest Period, Subject 1o Clause 14,0
each Inierest Perlod shall be for 3 months, 1§ the Lesa Is repald bn ful] the eoerent Interest Peclod
will end o the date ol such repsymenl.

REPAVMENT

The Bonower shall ropey the Loan In full with scerued faierest on Lhe explry of the Term or on
any Option Dats whese the Bank hos sesved noiice on the Bomower to change {he Inierest mts and
na Replacement Rate has been pgreed,

The Borrawer ahall glve the Bank 3 Business Days notice IFit wishes 1o make s repayment of any
other ime, Any smoun! repald may nol be redawn,

BREAKAGE LOSS

The Bamower scknowledger (hat the Benk will caler Into, record or book sgreements or
arangremenls on e assumption that is sources of funds will inclade payments of jaterest under
this Agremment. Those agreements or amangements may be mada with third parties or moy be
interal sgreemnenis or srsngements mude between dilferent divisions of the Bank, in reflance on
wivich the Bank may then enter info otier sgreements or srangements with (hind parsies,

Arcosdingly, the Bomower scknowledges ihst If the Banower makes uny carly repayment of the
Loan (whether as required by Clause 9.2 of ns pennitied by Clawse 7.2 of alherwlse), or the
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9.1

9.2

Borrawer comemnits sn Event of Default by feiling to draw or by giving nolice 1kl il does nol
fnfend to dmw 1ha Losn by g Bocksiop Drawdown Date or the Dok deelnres the Loan repaynble
Tallowing an Cvesit of Defauk, the Bomawer will be requiced lo pay asy Breshoge Loss the Bank
sulfers. Droakuge Loss s not raysble iCrcpaymend is made under Clouse 7.1

The Baqower acknowledges:

{s)  tha, prior 1o sgrecing with the Bank {on the dalo 30t out in Schedule 1) to draw the Loan,
the Bonk exphined the risks deseribed In Clivse 8.4 (o the Bamower and supplicd
examples of Ui possible calculotions that may arise in such eventy -

() thel such examples weve calculated on the basls of assumptions as lo movements In Interest
faies o3 explained 1o the Borsower, but thal the sciual Breskage Loss may be grester,
dependiag on flaancial marker condidons; sd

(c)  thatilis passible In some finuncia) masket conditions for the amount of ibe Breakape Loss
to equal or exceed the Lozn,

ifvhe Losn is net drawm by the Backsiop Drawdown Duta or s repald in whole or In pant {other
than as stated In Clanse 7,1), (inclading any repaymeni following the eccurence of an Event of
Default) the Borrower shall pay to the Bonk withla 7 doys of demand, a sum of mancy
represcating the Broakage Lass in respect ofthe fallure 10 draw or ths early repayment,

The Bank end the Borrower agree thal the Bank will coleulste the Breakage Loss by willising
{nformation consisting of refevant rmarkes dxts i the relevant merket which may be obtalned from
o source withia the Bank or any third party including, without limitation, refevant rates, priess,
ylelds, yicld curves, volstilities, spresds wnd corelations and whore svailable tha syuems sad
intcrnal models used gencrally by the Bank for that purpase,

If the Bortawer wishcs to make s estly tepayment, |t may request & staicment from the Bank
sefing out an estimatza (which estimate shall not be bindlog on the Bunk) of the amount of the
Breakage Loss in respeel of the prapated exdy repsyment and showlag In rxsonable detall how
such amount was ealculated,

A natlee signed by the Bani certifying the smount of Breakage Losy due ahell, [n the abszncc of
manife eror, be conclusive and hinding om the Borrower,
PAYMENTS

danzymmmbcmbylluamunderthlmmmshlﬂ be made 10 the Bank on the
ue dale,

All pryments to the Bank must be mads withou! sel-ofT end without any deduction on account of
sny Lax, duty or other charge. If the Borower Is required by Jaw to make any such deduction or
withholding the Borrower shalt immediately repey the Loan lo full with scorued ingesest. In that
cvent the Bank may sulfer Breaknge Loss which the Borrower witl be required to pay.

UNDERTAKINGS

The Borowes underiakies that:

Flasucial Tnformation

{s}  frshall place lis sudited finencial natements on [is websiiv us suon &3 they become
avnilable but in sny event within 270 deys afier the perlod to which they relate,

Limits
{5)  no fiasactal fimits will be exceeded and/ar breached ac a result of the Bunk providing the
Loan,
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EVENT OF BEFAULT
[

Fallureto denwdown
(3) the Bomrower gives the Bank notice that it does not inlend 1o draw or fails to draw the Loan by
the Backsiop Drewdowa Date

Nox Peyment

(b) the Bormower flls 10 pry any smount paycble uader this Agreement on the due dule (other
then whese ihe Borrower demonsinetes to the reasonsble satisfaction of the Bark thal such
fallure is due to on adminkstralive or lechnical peyment amar, in which case the Bomower
shall have 3 Business Days from the due dote 1o make such payment); or

Breach of Other Obligstions and Cross Defuult
{c) thcre s a default or a Galture to pay on demand under any lsbility of the Bomower to the Bank
or sry oiber credlior;

then the Bank may by writlen notee 1o the Bamower declare the Lo, ol) intesest sctrucd and all
ather sums (Including Breskage Loss) paysbla by the Borower under this Agreemont to be
immedistely doe and payable,

BROKERAGE FEES

The Bank may pay a Ite {0 one or more biokers in consideratipa for services provided by such
broker 1 the Bank and the Bomower with respect ta the pricing vfs Loan. The fee shall be
calculsied by reference to the “value of's basty palnt™ with respect to the spplicable Loan, Further
delails of tie emount of the fes paid fo the braker by the Bank will be mode aveileble upan request
to the Bank by the Borrower, The Blank shall hiave ao respensitility for any sdvice or
recommendations made by the broker ta the Bosrower in respect ofthe Lom,

NOTICES

Every aotice or ather communieation made under thls Agrecment shail be In writing (by way of
lener, c-madl or fecsimile imnsmicsion) and shall be plven:-

{8) Inthecase of the Bomower io Loadon Borough of Tower Hamlets, The Town
;{5.4“3;11!&? Place, 5 Clave I, Landon, EI4 2BG, Tel 0207 364 4733, Fax 0207
- B

{®) o the cass of the Bank (o lis offic= a1 9 Floor, 200 Bishopsgate, Landon, ECZM 4RB or
such other office/address as the Bank may nolify to the Borower from time to dme

Every notice or other communicaiion shell be deemed 10 have been recelved:-

(o) lullwml::seofl letter when defivered personally or tvwo days aflar lis posting by first elass
past;

{b)  nihecase of a feesimlle transmissfon when despaiched,

MISCELLANEQUS

17 11 Option Date, the last day of na Inter=st Pesiod or any due date for paymeat Is nat » Business
Bay, it will be extended o the next Business Day unkas the nexs Buslaess Day i in the follawing
calendor month in which case the relevans date wil be the immedistely preccding Business Day,

Il Schedule | provides for muliiple Backstup Drawdown Dates, referentes 1o 8 failore (o draw the
Lom on & Becksiop Drawdown Dals meao a fallure (9 daw eny tranche of the Losn an the
spplicable Backsiop Dirawdawn Date specified In Schedule 1,

The Barrower may not as3!gn or trmnifer sny of its rights or abligations under this Agreement.

x
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The Benk mzy asipn pll or any pent of fts righis or benelits under this Agreement withaut the
consent of the Bomower  The Bank mmy disclosc o o prospertive assigne or 1o eny otler person
wha may propasz enicring into canirctual relstions with the Bank Ia rclation 1o this Agrecment
such informutlon rbow the Dorrower as the Gank shalf cansider appropriate.

If the Bank wrlves mny of lis dighis under this Agreement, it does not mean the Bank will walve
that right [n falure.

IT any of the :r:ulslnns of this Agreement Is determined o be unlawlul or unenforceable, the
provision will be severed from the semaloing provisiars which will continue in full effecw
LAW

This Agreement shall be gavemned by end construed in accordance with English Taw and the
Barrower hercby submits 10 the exclusive jurdsdiction of the English cousts.

Schedule 1

Losn detalls agreed between the Bank aad the Borrawer on 21 Awgusi 2009

Loon: £60,000,000

Team: the period from the dulc of this Agreement until 26 Februory 2060

Backstap Deawdown Dalz: 76 February 2010

First Pesiod: From the dale of this Agrecmment to 26 Februasy 2015 (being §
y years commenciog on the Backstop Dwdown Duic)

Rolc ol interest for First Period: sbave LIBOR plus Mandewnry Cests (LIBOR Reloted

sod {iH) tercafter a mtc 0

Rate of Interest for eazh lnicrest Peried durdng the
balance af the Tenn

Optioa Date:

‘The last doy althe Flrst Perlod snd cvery year thereafler,

Your atteation & drawn to the provisiens of Clanse 8 which spply If the Borrower falls (0 draw ar
glves pallce thnt & does ol latend ta dvaw (he Loan by the spplicable Baclutep Drawilown Daie,
makes sny esrly repayment of the Laan or the Lasn is declared rupsyable laHowlog eu Event of
DefaiL

{
Rate) up o and including 26 February 2010, {ii) for the followlng
74 months u rule equal to LIBOR (LIBOR Fiamt Rste}{capped al



Schedule 2

This Schedule opplics il imcrest is 1o be pakl at a rate of the Margin shove LIDOH plas Mandstory Costs
{*L1HOR Reluted Rutc™) or ul & raie equal to LICOR (*LIBOR Flat Ralc™)

1. Definitions

“LIBOR" means the Brillsh Onnkers Associotion Inlerest Settlement Rate for Sterding for the relevent
fnterest Periad ot 11.0D oum. an the first day ol the relevant Interest Perlod.

“Margin™ menns the morgin abave LIBOR agreed between the Bank and the Boower

“Mandstory Cosis” means such costs (In relsiion 1o the Losn} as the Bank delermines are necessary (o
compensata the Bank for complying with any reserve assal andfor special deposit or liguidky
requirements (or ather requirements having the same of sfmilar purposc) of the Bamk of England, the
Finmcia) Services Authority (or any successer or similar reguisiory sutharity ) Includiag & requiremem
for the payment of any fees 10 the Fisanelal Services Autharity {whether or nol sny such reqebrements
have the force of lsw)

1 A LIBOR Related RBale will spply fiom the date the Loas is drwn down ol the spplicable
Backsiop Orawdown Date. A LIBOR Flst Rate will spply from the date and for the period specifled
in Schedule 1,

3. ileiany time n LIBOR Related Rale or 3 LIBOR, Flat Rate applies snd the Bank I3 unable (whether
due ip sny chaape in operation or struchure of the London Interbwtk Musket or any olher reasan), to
fuoie s LIBCR ple or the Bank advises the Customer thai dhe LIBOR rule no loager represents the
cost i the Bank of Mwidiag the Low the Borrower shall, jo respect of each Interett Period, pay 16 the
Bunk interest ot & percentaga rate equal (o the sggregete of -

(0] the Margin per sanum shove the rite represeming the cost 1o the Bank of (unding
the Losn from whatever sousce [t may reasonably selecy; and
{if)  Mandatory Costs (IFn LIBOR Relaled Rute applies)
The Bank skall prampily notify lhe Borrower of aay such amendments and Lhe mie 4o spply

Yaour attentian iy drawa 1o the provislons of Clsuse B which spply if the Borrower falls ta draw or
glves nollce that i daes nat intend 1o draw the Loan by the Hackstap Drawdown Date or maliet sy
early repayment afihe Lonn,

Signed for and on behalfof The Royal Bank of Seotland pic
S BAINIE s ms soraninaisas

London Barough of Tower Hamlets having declded that the Loan srmangements set out In this Agrecment
wre in i3 best inierests, accepts this Agreement,

Signed:

Duly suthoriszd Officer
Office held

Dol
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TOWER HAMLETS

Directorate of Law, Probity and
Govemance

Complaints and Information

Mr Jamie Griffiths Town Hall

By email Mulbarry Placa

request-257400-0aa0517b@whatdotheyknow.com 5 Clove Crescant
London E14 2BG

Enquiries to: Louiss Manthompe

www.i ts

26 May 2015

Dear Mr Griffiths

FOIl Review ; 1-95413680
412580 —- LOBO Loans

| am writing to let you know that Louise Manthorpe, Complaints and Information Officer
has completed the review of your Freedom of Information (FOI) request.

Your initial request dated 9 March 2015 was:

1. How many Lender Option Borrower Oplion (LOBOs) coniracts do you have on your
books?

2. When were they signed and by whom?
3. With which financial institutions were they laken out?
4. Who advised the council to enter the LOBO(s)?

5. Since each Contract has been signed, has the lender exercised their option and
changed the inlerest rate?

6. If so, please specily the dates of the interest rate changes and the revised interest
rates.

7. Please provide a copy of the original, signed LOBO agreements
The Council's initial response dated 23 April 2015 was:

e
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1. How many Lender Option Borrower Option (LOBOs) contracts do you have on your
books?

Three
2. When were they signed and by whom?

August 2007 and February 2010 by the presiding responsible officers at the time (S151
and Treasury Manager)

3. With which financial institutions were they taken out?

Barclays and Royal Bank of Scolland

4. Who advised the council to enter the LOBO(s)? Treasury consultant -
Sector/Capita

5. Since each Contract has been signed, has the lender exercised their option and
changed the inferest rate?

No

6. If so, please specify the dates of the inlerest rate changes and the revised inferest
rates.

N/A
7. Please provide a copy of the original, signed LOBO agresments.
You then requested a review on 4 May 2015 as follows:

Specifically, | feel that the response provided to part 7, “Please provide a copy of the
original, signed LOBO agreements" is inadequate.

Firstly, only one Joan contract has been provided when the rasponse to part 1 clearly
states that there are three LOBO loans on the council's books.

Secondly, references to interest rates within the one loan contract provided have been
redacted.

No reason has been provided for these omissions.

Having reviewed this matler the Council's findings are as follows:
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It Is clear the response you received was inadequate, in that you were only provided
with one of the three contracts and no explanation for this, or the redaction to this
document was provided. Please accept my apologies for this.

Mrs Mantharpe has now been able to abtain copies of all three contracts and after
careful consideration no redactions have been applied. This is because a significant
amount of time has passed since the agreements were completed. The release of this
information is therefore, less likely to prejudice the commercial interests of either the
banks or the Councll. Therefore, the potential prejudice to these commercial interests
does not outweigh the public’s interest of having this information disclosed.

if you are still dissatisfied with the Council's response after the internal review you have
a right of appeal to the Information Commissioner at:

Information Commissioner’s Office
Wyclifie House

Water Lane

Wilmslow

Cheshire SK98 5AF

Telephone: 01625 545 700

www.ico.org.uk

Further information about the operation of the act is available from the council’s website
www.towerhamlets.gov.uk and the information leaflet in public reception areas in
Councijtujldings.

avid Galpin
Service Head — Legal Services
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THIS AGREEMENT Is made between:-

(1) London Borough of Tower Hamlels; snd

(2) The Royal Bank of Seotland plc

It is agreed as follows:-

DEFINITIONS

Definitions

" Backstop Drawdown Date™ means the backstop drawdown date(s) specified in Schedule ]
"Hank" means The Royal Bank of Scotlend ple and its successars and assigns;

"Borvawer” mesns London Borough of Tower Hamlets;

“Breakage Loss™ means the amount the Benk reasonebly delermines in good faith to be its total
lass, cost, lisbility and expense direcily or indirectly resulting from or attributable te any failure (o
draw or early repeyment or recovery of a Loan In whole or jn part {cther than as permitted by
Clause 7.1) or the Bank declaring the Loan repayable following an Event of Default and caleulated
by reference to the loss of the right io receive interest for the balance of the Term end/or any
agresments or smangemenis (whether entered into actually with thind parties or established
intemnally as between different divisions of the Bank) entered into, recorded or booked in onder to
menege or protect the Bank in respect of the risk of movements in Interest rates.

"Business Dsy" meuns a day {other than a Saturday or Sunday) on which banks are open for
general business in London;

YEvent af Default” means the event specified in Clause 11;

“Interest Feriod™ means each period for the calcolstion ol interest for the puspose of Clause 6;
“LIBOR" and “LIBOR Related Rate™ have the meening ascribed to them in Schedule 2.
“Loan™ means the Joan specified in Schedule 1 or, where applicable, any tranche of it
“Option Date” means the applicable date specified in Schedule 1;

“Replacement Rafe™ mecans each rate of terest agreed between the Bank and the Borrawer to
apply with effect from sn Option Dete in place of any previcus mie of inferest.

"Term" means the term specified in Schedule 1.

THE LOAN

‘This Agreement records the t2nms on which the Bark sgreed, on the daie set put in Schedule 1, to
make & Loan availuble to the Borrower.

CONDITIONS PRECEDENT

‘The Loan may not be drawn until the Benk has received the duplicaie of this Agreement signed
on behalf of the Borrower.
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8.1

DRAWING OF THE LOAN

‘The Laan must be drawn down in one amount by the Backstop Drawdown Date unless Schedule |
specifies mulliple Backstop Drawdown Dates, when the tranches of the Loan specified in
Schedule | must be drawn on Lhe dates specified, The Borrower shall give the Bank 3 Business
Days notice If it wishes to dmwdown prior to the Backstop Drewdown Date. Tranches, when
deawn, will be consolidated with previous tranches In cne Loan zecount,

As interest on the Loan will be charged during the Term st the rates specified in Schedule 1 or
any agreed Repiscement Retes, formal arvangements have been made by the Bank with its Glohat
Benking and Markets Department to book the Loan.

Accordingly, if the Borrower does not draw {or if the Borrawes gives the Bank notice that it does
not intend to draw) the Loan or eny tranche by the Backstop Dmwdown Date, it will be an Event
of Default and the Barrawer shall pay to the Bank the Breakage Loss in accaordsnce with Clsuse 8,

INTEREST

During the First Period specified in  Schedule 1 interest on the Loan shall be charged at the mtes
stated in Schedule 1. For the bafance of the Term interest will be cherged ot the rate siated in
Scheduie 1 or any agreed Replacement Rates,

The Bank may give the Bormawer 2 Business Days notice prior to each Option Date if the Bank
elects lo change the rate of interest. At any time before 3pm on the secand Business Day the Bank
and the Borrower may egree a Replacement Rate, The Replacement Rate so agreed wiit be payable
by the Borrower from the Optian Date. The Bank will notify the Borrower of the Replaczment
Rate so agreed.

Ifs Replacement Rate is not agread the Borrower must repay the Loan with accrued interest on the
relevant Option Date but without being lisble for any Bresksge Loss.

Interest on the Loan shall be celculated on a daily basis and assuming a year of 365 days and shall
be paid on the last dsy of cach Interest Period and on final repuyment of the Loan. Any interest
unpaid when payable shall be compounded.

INTEREST FPERIODS

The first Interest Period for the Lonn shalt begin on the {first) drewdown date and each subsequent
Interest Period shnil begin on the expity of the preceding Interest Period. Subject to Clause 14.1
each Interest Period shall be for 3 manths, If the Loan is repaid in full the current Interest Period
will end on the date of such repayment.

REPAYMENT

The Borrower shall repay the Loan in full with sccrued inicrest on the expiry of the Term or on
any Option Date where the Bank has served notice on the Borrower to change (he interest rate and
no Replacernent Rale has been agreed.

The Berrower shull give the Bank 3 Busineas Days notice if it wishes to make a repayment at any
other time. Any emount repaid may not be redrawn,

BREAKAGE LOSS

The Bomrower ecknowledges thet the Bank wilt enter into, record or book sgmeements or
arrangements an the essumption that its sources of funds will include peyments of interest under
this Apreement. Those sgreements or arangements may be made with third parties ac may be
internal agreements or arrangements made between different divisions of the Bank, in reliance on
which the Bank may then enter into other agreements or armangements with third parties,

Accordingly, the Borrower acknowledges that if the Borower mekes any esrly repsyment of the
Loan {whether as mequired by Clause 9.2 or as permitted by Clause 7.2 or otherwise), or the
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8.5

9.2

10

Barrower commits an Event of Defeult by filing to draw or by giving notice that it does not
intend to draw the Loan by the Bazkstop Drawdown Date or the Bank declares (he Loar repayabie
following an Event of Defeult, the Borrower will be required 1o pay any Breakege Loss the Bank
suffers. Breskage Loss is not payable i repayment is made under Clause 7.1

The Borrower nclmowledgns:

(a) thet, prior lo agreeing with the Bank (on the date set out in  Schedule 1) to draw the Loan,
the Bank expleined the risks deseribed in Clause 8.1 to the Borrower and supphed
cxnmplu of the possibie calculations that may arise in such event;

(b) that such examples were celculated on the basis of assumptions as to movements in interest
raics as expleined (o the Borrower, but that the nctual Breaksge Loss may be greater,
depending on financia) market conditions; and

{c) that it is possible in some financial market conditions for the amount of the Breakage Loss
to equel or exceed the Loan,

If the Loan is not drawn by the Backstop Drawdown Dale or is repaid in whole or in part {other
than as stated in Clause 7.1), {includiog any repayment fellowing the occurrencs of sn Event of
Defaul,) the Bopower shell pay to the Bank within 7 deys of demand, a sum of money
representing the Breaksge Loss in respect of the failure to draw ar the early repayment.

The Benk and the Borrower sgree that the Bank will calculate the Breakage Loss by utilising
informaticn consisting of relevant market data in the relevant marketl which may be obtained from
& source within the Bank or any third pany including, without limitation, relevant rates, prices,
yields, yield curves, volatilities, spreads and comrelations and where available the sysiems and
internal models used generatly by the Benk for that purpose.

If the Bormrower wishes to make an enrly repayment, it may request a stalemant from the Bank
seiting oul an estimate (which estimate shall nol be binding on the Bank) of the amount of the
Breskage Loss in respect of the proposed early repayment end showing in reasonable detnil how
such amount was calculated.

A nolice signed by the Bank certifying the amount of Breakage Loss due shall, in the sbsence of
maniflest emror, be conclusive and binding on the Borrower.

PAYMENTS

All peyments 10 be mede by the Bormower under this Agreement shall be made to the Bank on the
due date,

All payments 1o the Benk must be made withaut set-off and without any deduction on account of
any tax, duty or other charge, If the Borrower is required by faw to make any such deduction or
withhelding the Borrower shall immediately repay the Loas in full with accrued interest. In that
ovent the Bank may suffer Breskage Loas which the Borrowes will bz required to pay.

UNDERTAKINGS

‘The Borrower undertakes that:-

Financial Informatian

{s) it shail place ils nudited financizl statements on its website rs soon as they become
availeble but in any event within 270 days afier the period to which they relate,

Limits

(b) no financial limits will be exceeded and/or breached as a sesull of the Bank providing the
Laan,
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EVENT OF DEFAULT
.

Fallure to drawdown
(2) the Borrower gives the Bank notice thel it does not intend to draw or fails to draw the Loan by
the Backsiop Drawdown Date

Non Payment

{b) the Borrower fails to pay any amoun| psyable under this Apreement on the due daie (other
than where the Borrower demonstrates to the reasonable satisfaction of the Bank that such
failure is due to an adminisirative or technical payment emror, in which case the Bomower
shall have 3 Business Days from the due date to make such payment); or

Breach of Other Obligations snd Cross Default
(c) there is s defoult or n failure to pay on demand under any liability of the Borrower to the Bank
or any other credilor;

then the Bank may by written nolice ta the Borrower declare the Loan, aff interest acerved and all
other sums (including Breakape Loss) peyable by the Bomrower under this Agreement to be
immedintely duc and paysble,

BROKERAGE FEES

The Bank may pay a fez 1o one or mare brokers in consideration for services provided by such
broker to the Bank and the Barrower with respect to the pricing of a Loan. The fee shall be
calculated by reference to the “value of a basis point” with respect to the applicable Loan. Further
details of the amount of the fac paid to the broker by the Bank will be mede available upon request
1o the Bank by the Borrowes. The Bank shall kave no responsibility far any advice or
recommendations made by the broker to the Borrower in respect of the Loan.

NOTICES

Every notice or other communication made under this Agreement shall be in writing (by way of
leiter, e-meil or facsimile transmission) and shall be given:-

(a)  in the case of the Borrower to t London Borough of Tower Hamlets, The Town
Hall, Mulberry Place, 5 Clove t, London, E14 2BG, Tel 0207 364 4733, Fex 0207
364 4712; and

(b) in the case of the Bank to its office at 9* Floor, 280 Bishopspate, London, EC2M 4RB or
such other office/address as the Bank may notify to the Borrower from time to time

Every notice or other communication shall be deemed to have been received:-

(2) in the case of & letter when delivered personally or two days after its posting by first cluss
post; end

(b)  in the case of o facsimile transmission when despatchied,

MISCELLANEQUS

Ifan Oplion Date, the fast day of an Interest Period or any due dale for payment is not & Business
Day, it will be extended to the oext Business Day unfess the next Business Day is in the following
calendar month In which case the relevant date will be the immediately preceding Business Day.

If Schedule | provides for multiple Backstop Drawdown Dates, references to a failure to draw the
Loan on a Backsiop Drawdown Daie mean a fellere to draw any tranche of the Loan on the
eppliceble Backstop Drawdown Deta specified in Schedule 1.

The Borrower may not assign or transfer any of its rights or obligations under this Agreement,

X



44 The Bank may assign o)l or any part of its rights or benefits under this Agreement without the
conseit of the Borrower. The Bank may disclose o & prospective assignee or lo any other person
who mey propase entering inlo conteactuel relations with the Bank in relation to this Agreement
such information sbout the Borrower as the Bank shall consider appropriate.

14.5 If the Bank waives any of its rights under this Agreement, it does net mean the Bank will weive
that right in flature,

14.6 If any of the pravisians of this Agreement is determined to be unlawfu! or unenforceable, the
provision will be severed from the remaining provisions which will continue in full effect.
15 LAW

‘This Apreement shall be povemned by end construed in accordance with English law and the
Bomrawer hereby submits 1o the exclusive jurisdiction of the English courts.

Schedule 1
:ﬁ? Loan details sgreed between the Bank and the Borvower on 21 Avgusi 2009
£ Loan: £60,000,000
Term: the period from the date of this Agreement until 26 February 2060
Backsiop Drawdown Date: 26 February 2010
First Period: From the daie of this Agreement to 26 Febmuary 2015 (being 5
}, yeass commencing on the Backstop Drawdown Date)
Rate of inferest for First Perjod: (i) 0.25% above LIBOR plus Mandstory Costs (LIBOR Related
Rate) up to and including 26 February 2010, (ii) for the following
24 months a mte equal 1o LIBOR (LTHOR Fist Rate}{copped at
4.25%) end (lii) thercafier a rete of 4.32%
Rate of interest for each Interest Period during the 4.32%
balence of the Term
Optioz Date: The last day of the First Period and every year thereafier.

Your attention Is drawn to the provisions of Clause B which apply If the Borrower fails to draw or
glves notice that it does not intend to draw the Lorn by the appticable Backstop Drawdown Date,
makes suy early repayment of the Loan or the Losn is declared repayable following nn Event of
Default.



“Dale..

Schedule2

This Schedule epplies if interest is 1o be pald at 8 rate of the Margin above LIBOR plus Mandatory Costs
{"LIBOR Reclated Rate™) or at a rete equal to LIBOR ("LIBOR Fiat Rale")

I. Definitions

“LIBOR" means the British Bankers Associntion Interest Settlement Rate for Steding for the relevant
Interest Period at 11.00 a.m. on the first day of the relevant Interest Period,

“Maorgin® means the margin sbove LIBOR agreed between the Bank and the Barrower

“Mendatory Costs™ means such costs {In relstion (o the Loan) as the Bank determines are necessary 1o
compensate the Bank for complying with any reserve msset and/or special deposit or liguidity
requirements (or other requirements having the same or similar purpose) of the Bank of Engtand, the
Financial Services Authordty (or any successor or similar regulatory authority ) including a requirement
for the payment of any fees to the Financial Services Authority (whether or not any such requirements
kave the force of aw)

2. A LIBOR Related Rate will apply from the dale the Losn is drawn down until the applicable
Backstop Drawdown Date. A LIBOR Flat Raie will apply fiom the date and for the pericd specified
in Schedule 1.

3. Ifat any time a LIBOR Relsted Rate or 2 LIBOR Flat Rate applies and the Bank is unable (whether
due to any change In operation or structure of the London Intecbank Market or any other reason), to
quoie a LIBOR rate or the Bank advises the Customer the the LIBOR rale no longer represents the
cost 1o the Bank of funding the Loan the Borrower shall, in respect of each Inlerest Period, pay to the
Bank interest at a percentage rate equal to the aggregate of -

@ the Margin per ennum sbove the rate representing the cast to the Bank of funding
the Loan from whatever source it may reasonably select; and
()] Mendatory Costs (if a LIBOR Related Rate applies)
The Bank shall prompily notify the Borrower of any such amendments and the mate {0 spply
Your attention is drawn to the provisions of Clanse B which apply if the Borrower fails to draw or

gives potice that it does not infend fo draw the Loan by the Backsiop Drawdown Date ar malkes any
early repayment of the Loan.

Signed for and on behall of The Royal Bank of Scotfand plc

Signature,

DAl reresersssrenss

Londan Borough of Tower Hamlets having decided that the Loan arrangements set cut in this Agreement
are in its best intcrests, accepls this Agreement,

Signed;

Duly suthorised Officer
Office held




Loan Instrument

LOCAL AUTHORITY LOAN INSTRUMENT CERTIFICATE NUMBER

This Loan Instrument records (he terms of our agreement relaling lo the Loan refarred o in the

Schedule below,

REGISTERED HOLDER:
COUNCIL:

AMOUNT OF LOAN:
DATE ACCEPTED:
DATE OF DRAWDOWN:
INTEREST:

DATE OF REPAYMENT
OF LOAN:

AMOUNT OF REPAYMENT
OF LOAN:

THE SCHEDULE
BARCLAYS BANK PLC
London Borough of Tower Hamlats Councll
£13,000,000 (Thirteen Milllon Pounds)
16™ August 2007
23" Augusl 2007

Inferest on the Loan shall accrua at 4.37% per annum or (if
the Registerad Holder notiflas the Councl not less than two
Business Days pror to any Lender's Option Dale) ai the rals
so nolifled with effect from such Lender's Oplion Dats,
interest being payable In amaar on 23" February and 23%
August In each yesr.

In the event that any date on which Interest is due (o be pald
hereunder Is not a Business Day, then such interest shall be
pald on the next Business Day unless that Business Day Is
In the following month In which case such Interest shall ba
paid on fha Business Day Immedialely preceding such
Interest payment dale,

23" August 2077

£13,000,000 (Thirteen Millon Pounds)



CONDITIONS:

1.

®

(m

(i)

Upan drawdawn, the Loan |s acknowiedgad to be a debt payabla to the Regisierad
Halder by the Coungll,

Interest on the Loan Is payabls from tha date of drawdown, shall accrue from day lo
day and shall be calculated on lhe basls of a year of 365 days (or an such other day
count basls as the Regislered Holder considers Is consistant with the then
appiicable market practice) and the actual numbar of days elapsed.

Payment default of any part of the Loan or accrued Inlerest theraon shall entitia the
Reglstered Holder {o demand immadlate repsyment of tha Loan ltogether with all
Interest then atcyued and any amount payable pursuant to Condilion 4 helow
whereupen an making such demand such sums shall become Immediately dus,

The Councll acknowladges that the Reglslered Holder has agreed the rale of
inerest on the basis that the Loan will be ouistanding untll the eadler of the
specified date (the "Specified Date®) in the Schadule for repayment of the Loan and
the date of any repayment made on a Lender's Oplion Dale In accordance with
Condition 7 below and if:

the Loan Is repaid by the Councll {other than (i} on the Specifled Date or (li) on
a Lender's Option Dale in accordanca with Condilion 7 below); or

the full amount of the Loan is not drawn on the drawdown date for any reason
{excluding any defsult by the Registarad Holder); or

the Registerad Holdar makes a demand for repaymant pursuant to Condillon 3
above,

the Councll will pay to the Registered Holder on demand the Breakage Cost and any
broken funding costs.

“Braakage Cost” shall be the amount determined by the Reglslerad Holder as:

its loss associated with the Loan or proposed Loan, as the case may be, This loss
wiil ba the amount that the Regislered Holder would need to pay to another financial
Institution selected by it as considaration for an agreement by that financial Instilulion
lo:

make the fixed intarest payments (o the Registerad Holder that it would otherwise
hava baen entitled to recelve from tha Councll under the Loan if the Loan had been
outsianding unth the Specified Date In exchanga for receiving LIBOR flat from the
Registerad Holdar in accardance with the same payment profile, on the same terms
and Including the same fealures as the Lean (including the righis of the Registerad
Holder with respect therela).

All payments requirad 1o be made by tha Council under this Loan Instrument shall
be calculated without reference (o any sel-off or counterclaim, shall be mada free
and clear of and wilhout any deduction for or on account of any set-off or
counierclaim and shall be remitted in cleared funds on the due dates to the
Registered Holder's nominated bank account.



10.

The Loan Is {uliy Iransferable in whals or In part by the Reglslerad Holder by an
instrument in wrillng In accordance with the Stock Transfer Act 1963 dellvered to
the Council who shall acknowledge and register any sucht transfer. In the event of a
transfer of part of the debt acknowledged by this Loan Instrument, the Councll will
Issua a Loan Instrument lo the Regislered Holder for the deb! under this Loan
Instrument as reduced by the amounl lransferred and will issbe a new Loan
Instrument lo the lransferee on the same terms set out In this Loan Instrument for
an amount equal lo the debt transferred by the Regislerad Holder. Furiher, the
Councll will give effect lo and conlorm to any registration requiremants Imposed by
virtue of stalule, praclice or otherwise and will pravide tha Registered Holder with
any relevant documentation within the time period imposed by the statule, practice
or otherwise,

If the Registerad Holder notifies the Councll by not less than two buslness days
prlor notice that an Increase in the rals of Inlerest will occur on a Lender's Option
Date, then the Councll may, if # has given the Reglstered Holder prior written nolice
to that effect by no later than 5.00pm on the Business Day preceding such
proposed increass, prepay the Loan on lhe date of such proposed increase
logether with accrued Inlerest thereon {o the day of prepayment.

The CouncHl may also, if It has given lo the Reglstered Holder prior writlen notice to
that effect by no later than 5.00pm on the Business Day praceding the proposed
day of prepaymaent, prepay the Loan on the next Inferest paymant date logethar with
{l) accrued interest thereon fo the day of prepayment and (i} any amount payable
pursuant o Conditlon 4 above.

The Councl! shal! not ba enlilled to prepay lhe Loan except at the times and In the
manner expressly provided in this Loan Instrument.

In this Loan Inslrumest, the following lerms shal have the {ollowing meanings:-

"Business Day" means z day {exciuding Salurdays) on which the Registerad Holder is
ordinarily open {o effect transaclions of the kind contemplaled in this Loan Instrument.

“Lender’s Option Date” means 23" August 2014 and thereafier, the last Business Day
of each successive pariod of six months.

EXECUTED an behalf of London Borough of Tower Hamiels Councll on the day ol

\ J-C-QAL“

Authorised Signalory

ALAR JIim QuET TS
CHIEF CALITAL AND

OF T \WC R LN FESTIM 0 TC M AMACER
Name and Tille of Name and Title of

Authorised Signatory Authorised Signalory



Loan tnstrument

LOCAL AUTHORITY LOAN INSTRUMENT CERTIFICATE NUMBER

This Lozn Instrument racords the lerms of our agreemant relaling to ihe Loan referred to In the

Schedule below.

REGISTERED HOLDER:
COUNCIL:

AMOUNT OF LOAN:
DATE ACCEFTED:
DATE OF DRAWDOWN:
INTEREST:

DATE OF REPAYMENT
OF LOAN:

AMOUNT OF REPAYMENT
OF LOAN:

THE SCHEDULE
BARCLAYS BANK PLC
London Berough of Tower Hamlets Councll
£4,500,000 (Four Millon Five Hundred Thousand Pounds)
16" August 2007
23" August 2007

Interest on the Loan shall accnie at 4.25% per annum or (If
the Reglsiered Holdes notifles the Councli not lass than two
Business Days prior to any Lender's Option Date) al the rate
so nolified with effect from such Lender's Option Dats,
interest being payahla in arear on 23™ February and 23"
August In each year,

In the event that any date on which Interest Is due o be pald
hereunder Is not a Business Day, then such interest shall be
pald on the next Business Day unless that Buslness Day Is
In the following month In which case such Interest shall ba
pald on the Business Day immeadialely preceding such
Inlerest payment date.

23" August 2077

£4,500,000 (Four Milllon Five Hundred Thousand Pounds)



CONDITIONS:

1.

2,

o

)

(i)

Upon drawdown, the Loan is acknowladged to be a debt payable lo the Reglstered
Holder by the Council.

Interest on the Loan is payable from the date of drawdown, shall accrus from day ta
day and shall be calculated on the basls of a year of 365 days {or on such other day
count basis as the Registered Holder considers Is consistent with the then
applicable market practice) and the actual number of days elapsed,

Payment default of any part of the Loan or accrued Inlerest tharaon shall entills the
Registered Holder to demand Immediale repayment of the Loan logether with all
interest than accrued and any amount payable pursuani {o Condillon 4 below
wheraupon on making such demand such sums shall become Immediaiely dus.

Tha Councll acknowledges thal the Registered Holder has agreed the rate of
interest on tha basls that the Loan will be outstanding until the earlier of the
specified data (the "Specified Date") in the Schedule for repayment of the Loan and
tha date of any repayment mads on a Lender's Option Date In accordance with
Condition 7 below and if:

ihe Lean Is repaid by the Councll {other than () on tha Spacified Date or (i} on
aLendar's Optllon Dale In accordance with Condition 7 below); or

the full amount of the Loan Is not drawn an the drawdown dale for any reasen
{exduding any default by the Reglstarad Holder); or

the Reglsterad Holder makes a damand for repayment pursuant to Canditlon 3
above,

the Council will pay to the Registered Holder on demand the Breakage Cost and any
broken funding cosls,

*Breakage Cost” shall be the amount determined by the Regislered Holder as:

lis Joss assocfated with the Loan or proposed Loan, as the case may be. This loss
will be the amourd that the Registered Holder would need lo pay to another financlal
Instituion selected by It as consideration {or an agreemant by that financial Institution
to:

make the fixed Inlerest payments lo the Registered Holder that it would otherwise
have baen snlitied to recelve fram the Council under the Loan if the Loan had been
ouistanding untll the Specified Dale In exchange for racelving LIBOR flat from the
Registered Holdar in accordance with tha same paymant profile, on the same lerms
and including the same features as the Loan (Including the rights of the Registerad
Holder with respect theralo),

All payments required to be made by the Cauncll under this Loan instrument shall
be calcuialed without reference to any set-off or counterclaim, shall be made free
and clear of and without any deductlon for or on account of any set-off or
counterclalm and shall be remiled In cleared funds on the due dates to the
Reglstered Holder's nominated bank account.




10,

Tha Loan Is fully transferabla In whala or In part by tha Registerad Holder by an
Instrument In writing In accordance with the Slock Transfar Act 1863 delivered to
the Cauncil who shall acknowladge and register any such transfer. In the aventof a
transfer of part of tha debt acknowledged by this Loan Instrument, the Council will
issue a Loan Instrument to tha Regislered Holder for the debl under this Loan
instrument as reducsd by the amount transferred and will lssue a new Loan
Insirument to the iransferee on the same tarma set oul in this Loan Instrument for
an amount equal to the debt \ransferred by the Ragisiered Holder. Furiher, tha
Councll will give effect to and conform to any registration requirements imposed by
virtue of stalule, practice or otherwise and will provide the Reglstered Holdar with
any relevant documentation within the time period Imposed by the statute, praclice
ar otherwise.

If the Regisiered Holdar notlfies the Councll by not less than two butiness days
prior notice that'an increase In the rale of Interes! will oecur on a Lender's Option
Dale, then the Councll may, if i has glven the Reqistered Holder prlor writien notlce
o that effect by no Iater than 5.00pm on the Business Day preceding such
proposed [ncrease, prepay (he Loan on the date of stich proposed Increase
togather wilh accrued Interest theraon to the day of prepayment.

The Councll may also, If it has glven lo the Registered Holder prior writlen nolice to
that effect by no later than 5.00pm on the Business Day preceding the proposed
day of prepayment, prapay the Loan on the next inferest payment data together with
{I) accrued Interest thersan to the day of prepayment and (ll) any amount payable
pursuant lo Condltion 4 above.

The Councli shall not be entitled (o prepay the Loan except at the limes and In lhe
manner expressly provided in this Loan Instrument.

Int this Loan Instrument, the foliowing terms shall have {he following meanings:-

"Business Day” means a day (axcluding Saturdays) an which the Registerad Holder s
ordinarily open to effect {iransactlons of the kind contemplaled in this Loan Instnsment.

“Lender's Optlon Date® means 23" August 2010 and theresfter, tha last Buslness Day
of each successive period of 3ix months.

EXECUTED on behalf of London Boraugh of Tower Hamiets Councll on the day of

QG

Aul rlse Signato

J.c. k.

Aulhorised Signatory

ALAN F Jim RiCkeeT™ TS

cH= CAPITAL. AMD VN =
OF=ICEf T VESTMENTS
Name and Tille of”’ Name and Titls of

Authorlsed Signatery Authoerlsed Signatory
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From: Barry Scarr
Sent: 9 March 2016 16:37
To: kpmg.co.uk’

Cc Zena Cooke
Sublect: LOBO Loans - query 1

Below is the first query on LDBO loans sent to the Mayor and the Council's response,

Barry.

~——-Original Messaga-—
Frorm__i o

Sent: 056 July 2015 20:09
To: Mayor
Sublect: re LOBO Loans

Dear Mr John Blggs

Having just seen channel 4 dispatches about LOBO loans, | saw Tower Hamiets has bought into these ridiculous
loans.

Please can you explain what you wiil be doing about these loans in our Borough.

Yours sinceraly

Response
The Council has three LOBOs loans, one with Royal Bank of Scotland {R85) and two with Barclays Bank.

When these long-term loans were entered into, they were cheaper than equivalent fixed interast rates on offer from
the PWLS at that time, and offered value for money. These long term loans were selected to give some certainty of
interest rate costs for the Council aver the lifespan of the assets within the capltal schemes they were funding at the
time. This Included funding the 40 year HRA business plan.

At each aption date, the Councll has the option of repaying these LOBO ({lender's option, borrower's option) loans if
the banks ask for an Increase in the interest rate payable. The Council would consider repaying these ioans withaut
penalty if the banks ask for a rate increase (and other funding represented better value at that time), however the
banks have not requested any Intarest rate change

At prasent the Council fs continuing with these loans whilst they still represent value for money.

Below are details of the three LOBO loans that the Councll has. They include detalls of the camparable PWLE
interest rates avaiiable at the time.

Royal Bank of Scotland (RBS)
This s a E60m loan from 26th February 2010 for 50 years, It had an initia! variable Interest rate of 0.25% plus 3
months LIBOR for 2 years {this worked out to be 0.8925% in year one and 1.3145% in year two) and 4.32% for the

1




rest of the loan. RBS have an option ta request an Interest change at sik monthly Intervals. A comparable PWLB
loan for 50 years In February 2010 was more expensive at 4,69%.

Barclays Bank
Two loans were taken in August 2007, One loan is for £4.5m for 70 years at an Interest rate of 4.25%. The other
loan Is £13m for 70 years at an Interest rate of 4,37%. The bank has six monthly options to request a rate change.

The PWLB rate for S0 years in August 2007 was 4.55%, therefore the rates being offer by Barclays was more
competitive than PWLB rates at the time and they had a longer maturity dates claser to the life of the assats being
financed.

In conclusion, the LOBO structure has been cost effective as the Interest payable on maturity loans is less than the
equivaient PWLA rate at the time the loans were taken out. Current equivalent PWLB 50 year rates are 3.54%, so
there is stlll headroom for cheaper borrowing if base rates increase by 0.5% and lendars exercise thair option.
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From:

Sent: 31 March 2016 11:57

To:

Subject: FW: Objection to Tower Hamlets 2014/15 annual accounts - item 1

From{Bnam Sty ]
Sent: 03 March 2016 11:15

To;

Subject: FW: Objection to Tower Hamlets 2014/15 annual accounts

Did you see this ona?

From:

Sent: 02 March 2016 13:27

To: !

Cc: Final AccountsTeam

Subject: Objection to Tower Hamlets 2014/15 annual accounts

To Whom it may concern

As an elector of the London Borough of Tower Hamlets, 1 wish to lodge an objection to the accounts
prepared for public inspection by Council for the year 2014-20135. [ request that KPMG issue a report on
these accounts in the public interest and transmit it 1o the Council.

1 wish you (o issue this report on the grounds that taking out Lender Option Borrower Option (LOBO} loans
was unlawful. Additionally, | request that you apply to the courts for a declaration that item(s) of the
accounts, namely LOBO loan borrowing, is unlawful.

The term ‘unlawful’ applies in this context, [ believe, because the decision to sign up to LOBO loans from
the Royal Bank of Scotland and Barclays was irrational.

1 am concemed that the terms of the LOBO contracts and their implications were not sufficiently understood
by council officers; and that the volume and type af borrowing carried such a high risk as to be prejudicial
to the interests of Tower Hamlets (axpayers.

The lepal status of LOBO loan use is the subject of sipnificant legal ambiguity and debate. Following the
198Y Huzell vs Hammersmith and Fulham [Goldman Sachs) cose, derivatives use was declared “ultra vires”

or illegal, for UK local government.

By inserting derivatives into a LOBO loan, it is clear banks intentionally subverted the intent of such
prolections, to “engineer™ around the law.

The London Berough of Tower Hamlets borrowed £77.5m in the form of LOBO loans between August \
2007 and September 2009, refer to_Section 15, pg 38- 41 [Financial Instruments] of the 2014/15 annual ;

accounis. i

The loans are with Barclays (£17.5m) and RBS (£60m) which means that the Borough, which is home to
some of London's most deprived areas, and where the Council has just signed off on £30m spending cuts
alongside a 4% hike in council tax rates, is paying over £3.5m in interest per annum to the owners of One
Churchill Place, Canary Wharf and the former owners of 5 Canada Square, Canary Wharf.

1
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The accounts make note of the foct that: "In the more than 10 years [i.e. long term borrowing] caregory,
there are £77.5 million of Lender's Option, Borrower's Option (LOBQ) market loans, of which £17.5 million
have call dates in the less than one year category. The Council uses money marke! funds to provide
liquidiny."

Tower Hamlets are forced 1o keep treasury reserve cesh an hand, to meet annual calf options on LOBOs 10
repay without penalty, should the bank exercise its aption to raise interest rates.

Itis my view that taking out loans of this type and magnitude constituted a gamble: namely that the Council
would gain a short-term benefit if interest rates continued to rise,

However, this did not occur - partly as the result of systemic downward LIBOR interest rate manipulation
“law-balling™) by Barclays and RBS, which sold Tower Hamlets LOBO loans.

Abhischek Sachdev, CEQO of Vedanta Hedging described LOBO loans to the Communities and Local
Government Committee inquiry hearing on local government bank loans as a “lose-lose bet for councils.

Legal opinion regarding LOBOs from City law firm Collyer Bristow states: 'if market rates for equivalent
lending remain low {and lovver than the rate 1o be paid under the LOBO) the borrower is effectively locked
in for the full teym - it hay no gption 1o exit the arrangement and seek cheaper horrowing elsewhere — it

must live with the raie gereed at the time the LOBO was entered info. So from the borrawer s perspective,

these loans are o very lone term commitment (o pay the rate gereed at th { for o term,_or higher_So

on the face of it,_the borrower is in g “lose/(pse " position.

I believe that making such a borrowing commitment under the conditions which the banks imposed, without
benchmarking and secording the decisions against comparable PWLB loans or seeking extemnal financial
advice, amounted 1o ‘irrational’ conduct.

Treasury Management Advisor, CAPITA wha recom loa cts received kickba

(undeclared to council). when loans were brokered by Tullet Prebon and ICAP,

Treasury Management Advisors, operating under the Chartered Institute of Public Finance and Accountancy
(CIPFA) framework, recommend councils borrow no more than 30% of long term debt in ‘inherently visky’

{refer April 2015 CIPFA bulletin), variable rate, LOBO leans.

Tower Hamlets, by comparison, has §7% of ils long-term debt in vari N

This compares very unfavourably with other London Boroughs. Figures obtained by FOI requests on LOBO
loan borrowing show that the mean portion of overall long term borrawing in the form of LOBO loans is
16% for London boroughs. The median is just 3.3%.

1 would therefore be grateful if you considered this request to issue a public interest report on Newham
Council's LOBQ loan borrowing for the year 2014-20135, and request that you apply to the couris for a
declaration that item(s) of the accounts, namely LOBO loan borrowing, is unlawful.

Yours sincerely
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From: Barry Scarr

Sent: 09 March 2016 16:43

To: TGy co.uk
Cc Zena Cooke

Subject: LOBO query 2
Attachments; MayorLOBOresponse.docx

Response to additional questions.
Barry.

-—=0riginal Message----

From: [N (<o

Sent: 22 July 2015 13:14
To: Mayor
Subject: Re: re LOBD Loans

FAQ Mayar Briggs

oee

Thank you for this infarmation, althaugh It does ralse additional questlions,

1) what actions are you taking with respect to potentlally biased advice offered to you on the basis of these loans?
The allegations made an Channel 4 dispatches suggest that any advice you had, may have not been unbiased, and
indeed led to big commission payments to the providers of this advice. Do you have any intention of taking these

matters further to recover cammissions from the providers.

2} With respect taking a commercial foan, over a loan from the PWLB,

Any profit made from the supply of the loan has gone to private shareholders, rather than back into the public
purse, Sa the cost of these loans ta the tax payer is even higher than the Interest rates offered, and indeed with the

BoE rate at just 0.5% still, the cost of these loans seems enormous.

The advice you received in taking this route has surely led to huge losses for the tax payer, where as a loan with
£WLB would have ensured any profit could be ploughed back into the countries coffers. Do you intend taking any

action to renagotiate these Joans to recover the losses belng endured from these commercial banks?

Thank you for your time in this important matter, as | believe at a time when money is very difficult for many in the

boreugh, proactive attempts on cost savings are critical, and ensure trust in public bodies,

Yaurs sincerely

On 22/07/15 12:31, Mayor wrote:

> DearfilN

>

> Thank you for your email ta Mayor John Blggs, Executive Mayor of Tower Hamiets.
>

> Please find attached letter.



>

> | hope this satisfactorily answers your query.

>

> However, If there is anything further that | can assist you with please do not hesitate to contact me.
)

> Kind regards,

>

>

>

» -=-Orlginal Message-—

> From:

> Sent: 06 July 2015 20:09

> To: Mayor

> Subject: re LOBO Loans

>

> Dear Mr John Biggs

>

> Having just seen channel 4 dispatches about LOBO loans, | saw Tower Hamlets has bought into these ridiculous
loans,

>

> Please can you explain what you will be doing about these loans in our Borough,
>

> Yours sincerely

>

3
>
>

>
- SOAP NG IARPEFLVIRRTIPTER IR RYN N T O RE NP RPN PP U RSP RS SN A ERRNS O ROSTOEES

> ¥oesssennss Warking Together for a Better Tower Hamlets Web site ;

> http://www.towerhagm! v.uk

>

> London Borough of Tower Hamlets E-Mall Disclaimer.
>

> This communication and any attachments are intended for the addressee only and may be confidential. it may
contain privileged and confidential information and if you are not the Intended reciplent, you must not copy,
distribute or take any action In reliance on it. If you have received this E-Mall In error please natify us as soon as
possible and detete this E-Mail and any attachments, This message has bean checked for viruses, however we
cannot guarantee that this message or any attachment is virus free or has not been Intercepted or amended. The
information contained in this E-Mail may be subject to public disclpsure under the Freedom of Informatian Act 2000.
Uniess the information is legally exempt from disclosure, the Confidentiality of this £-Mail and your reply cannot be
guarsnteed.

>

> If your requast relates to a Freedom of Information enquiry, please

> resend this to [oi@towerhamlats gov.uk

> SO PRRFSUERREBARSPSALERANSH NP R RO RGOSR SN RSN e b OO bR BaR oo bRIROOY

> (YL EEINT Y LYY Y]

>

> Please consider your environmental responsibility: Before printing this e-mail or any other document , ask yourself
whether you need a hard copy.



1) What actlons are you taking with respect to patentially biased advice offerad to you on
the basis of these loans?

The allegations made on Channel 4 dispatches suggest that any advice you had, may have
not been unblased, and Indeed Jed to big commission payments to the providers of this
advice, Do you have any Intention of taking these matters further to recover commissions
from the providers.

2} With respect taking a commercial foan, aver a loan from the PWLB,

Any profit made from the supply of the loan has gone to private shareholders, cather than
back Into the public purse. So tha cost of these loans to the tax payer is even higher than
the interest rates offered, and Indeed with the BoE rate at just 0.5% still, the cast of these
loans seems enorMous.

The advice you recelved in taking this route has surely led to huge lusses for the tax payer,
where as a loan with PWLB would have ensured any profit cauld be plouvghed back Into
the countries coffers. Do you Intend taking any action to renegotiate these (cans to
recavar the losses being endured from these cemmercial banks?

o> S

The allegations made in the dispaiches progremme are yet to be substantiated. Our
advisors, Capita, have been quoted in the Municipal Journal as follows:

“Capita strongly refutes any allegations of inappropriate business activities. We provided
generic, factual, comparative informatlon to local authoritles regarding their funding options
to meet thelr capital funding requirements. We did not and do not direct local authorities to
seek funding from any specific organisation as the cholce of funding provider is that of the
local authority alone.”

The Council is examining its contract with Capita, and if necessary, will be writing to its
brokers in order to clarlfy thelr position in refation to the specific LOBO loans the council has
entered into. The council will then decide what, if any action needs to be taken. The council
will also be engaging with the wider local authority sector in order to share information and
co-ordinate any potential action,

The eouncil has a duty under Best Value to consider value for maney. Councils in general
have been under pressure for many years to reduce costs as much as possible and the
Government has expected councils to consider new opportunities far borrowing and
investmeants for the benefit of the community. In this context, the councll will always aim 10
choose the {oan option that offers best value, regardless of whether ar not the lender is a
public or private sector arganisatian,

In funding long term schemes, it is appropriate to borrow at long term rates to roughly
match the life of the assets being funded. 1t is important to note that these Inans were taken
out to meet the Council's underlying need to borrow at that time, and our previcus analysis
supplied to you clearly showed that the LOBO route offered a cheaper interest cast than
equivalent PWLA rates. In 2007, when the LOBO laans were entered into, base rates of 0.5%
were not predicted by anyone, No economic expert is able to forecast short term interast
rates with certainty, let alone the long term nature of a council’s capital financing
requirement. Market rates do not need ta move much {0,75%] for long term Interest rates
to rise back above the rates on the Councll’s LOBO loans. It Is likely that longer term interest
rates will increase over the remaining term of the loans the councli has taken out. The
council is not laoking ta renegotiate these loans at this point, however if the lender requests
a rale increase, the council is likely to use its option to repay the loan at no penalty ~a




similar PWLB loan would attract a penalty for early redemption. When the LOBO loans were
taken, they comprised anly 25% of the council’s debt portfolio and were considered a useful
way of diversifying debt, especially with the low Initial interest rates. If rates had increased
steeply in the initlal years of the loans, the banks could not have requested a rate Increase
despite having received very low Interest.

The council was able to obtain lower borrowing costs during the early part of the loan
compared to borrowing from the PWLB, so the lozans offered good valua for money,
especially in the inltial years where extremealy low Interest rates of around 1% were charged
beflore reverting to rates lower than the PWLB were offering when the loan was taken. The
chart below shows that when the loans were taker, the rates on these loans were much
lower than In previous years.

PWLB Rates +50 Years

10
g |

8

7

8 -

-

a

3 — PWILB Rates 450 Years
2’

1

a R e e e i maaiae v

g v 0O 9 N ¢« w 0O o ™
mma\cuugo—-—z

2328 8RR ER S8 8
§8ggz2gsssse

G B h S GG E e & a &

NN NN M N NN N NN

The financlal crash of 2008 and subseguent credit crunch have meant that the previous
convergence between base rate, LIBOR and market rates ara no longer valid. A comparison
with current BOE rates is therefore not meaningful. Additionally, bacausa these are very fong
term loans, future rate rises will be priced in. For example current PWLS long term rates are
still well above 3.5% even though the base rate {5 0.5%.

Thank you for taking the lime to raise this matter. | agree that trust is important and the
touncil should proactively attempt to reduce costs in all of its linancial affairs, which is what
we aim to do.






