First Investments press release – July 2009

FIRST INVESTMENTS IN THE RUNNING FOR INDUSTRIOUS…

                           KNOWLES DECLARES INTEREST

Lancashire based property entrepreneur Tim Knowles has declared his keen interest in acquiring the Industrious portfolio, following discussions with receivers Ernst & Young.

He says that it is part of his strategy to create a truly nationally branded supply of multi-let industrial estates in the UK and that he has been working on the Industrious project for the past eight months with a team of top advisers, including obtaining preliminary advice from law firm Freshfields Bruckhaus Deringer.

Knowles, who owns and manages a UK industrial portfolio exceeding 8 million sq ft with over 1000 tenant companies from his strategically located Lancashire base, says he is in a strong equity position following detailed discussions with potential investors and also will bring a different approach to the negotiation table, one that may be of much more appeal to the majority of bondholders involved in Industrious because it has the promise of a financially lucrative longer term game.

He also believes that his route provides a better example for the UK property market which is closely watching the outcome of this sale: “My way will help the majority of noteholders and not just the main group and stabilise the portfolio, which is deteriorating on a daily basis. That way creditors are given the chance to receive a far greater proportion of their original investment than would be achieved by a sale in todays market.

Unlike other bidders First Investments has its own 200 strong internal management team already in place and experience of operating a major industrial portfolio over 26 years.  

Knowles’s portfolio doubled at the end of 2005 when he shocked the property market by concluding £350M acquisitions in largely off market deals on two major portfolios.

Knowles believes this operational strength and track record makes the stabilisation of the Industrious portfolio a much easier task for First Investments, thus ensuring no further freefall in value and every chance of the highest possible return to the noteholders without resort to auction or any other exit strategy.

First Investments have already sent a formal letter to Ernst and Young and RBS outlining their potential restructure bid. This bid is now in the process of being informally introduced to the noteholders in order to gauge their interest. Due to the synthetic nature of this transaction and the CDS protection that RBS have, the restructuring route is significantly more complicated than usual. 

The bid involves a mechanism to unlock the CDS protection whilst at the same time ensuring that the noteholders receive a partial equity injection in return for part of the debt to be restructured. 

“Although my proposal may take time to implement – perhaps three to six months – I am confident it offers certainty to the noteholders that they will achieve their principal back over time. The possibility of a fire sale of this portfolio will see the AAA noteholders take a significant hit and a hit that is completely unnecessary if this portfolio was owned and managed effectively.”

First Investments would need to obtain the consent of each class of notes (over a threshold of 75 per cent in each case) as their proposal would involve various basic terms modifications of the securitisation structure.

Once agreement has been reached with the noteholders, the borrower vehicle owing the debt and owning the properties will be switched to a new company which will become the parent company of the borrower group.

Knowles and his co-investors would provide additional equity to the new company in order to fund a prepayment of a significant proportion of the outstanding balance owed to the main (AAA) noteholders and the necessary capital expenditure in respect of the portfolio.

At this point, part of the noteholder debt and all of the junior creditors’ debt would be equitised or written off. The amount of debt that can be sustained by the new company going forward would be derived from the portfolio value, the projected cashflows and the size of the equity injection.

Concluded Knowles: “What happens with Industrious will set a benchmark of sorts for other major securitised transactions.” 

“We are long term players and not in it for short term pickings. Our operational strength makes us lean and our overheads are the same.  If anyone can turn this situation around we can and we want the chance to do that if we can convince the noteholders to run with us on this one.”
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