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Description of Investment

Shipping Deal 1 GBP 46,494,635 0 11,047,819 11,047,819 See attached note.

Aarkad Plc USD 14,767,309 6,350,000 2,551,041 1,551,728 Fund focussed on Property Bridging Finance in the UK. The fund is currently 
suspended and unwinding. Land/Property is currently being sold/auctioned in 
order to return cash to investors during 2010.

Medley Opportunity 
Fund

USD 9,826,281 142,991 10,383,515 6,316,007 Fund investing in a diversified portfolio of corporate credit and asset-based 
investments primarily in North America, Latin America, Western Europe and 
Asia. Currently unwinding, repaying cash to investors as positions mature/are 
exited over the next 3+ years.

Ark Royal Fund Ltd USD 9,000,000 0 6,805,435 4,139,559 Fund investing primarily in Life Settlements, Trade Finance, US & Energy-
related Real Estate. Currently suspended and unwinding, the manager is 
seeking exits from positions while preserving value. Repayment estimated to 
be over the next 3+ years.

BMS Specialist Debt 
Fund Ltd

GBP 7,519,195 0 8,478,464 8,478,464 Private Finance focused fund. The Cells collectively own 100% of the fund which 
is a closed-ended company and trades as a share making an exit difficult. We 
are currently in discussions with the manager regarding the future of the fund. 
Performance to date has been good.

Hedge Fund 1 USD 7,400,000 4,580,127 3,450,950 2,099,118 Fund investing in non-investment grade, floating rate, senior secured or 
unsecured loans, loan participations and other securities issued in public and 
private markets. Currently unwinding, repaying cash to investors as positions 
mature/are exited during the next 2.5 years.

Lonscale Mezzanine 
Funding Note

GBP 4,369,282 0 0 0 See attached note.

Noble Venture 
Finance II Fund

GBP 4,096,492 0 3,822,455 3,822,455 Venture Finance Fund specialising in providing debt to, and receiving equity 
rights in, venture capital stage companies across Europe. The Cells collectively 
own a significant proportion of the equity of the fund. We are uncomfortable 
with the gearing along with certain other features of the fund and are currently 
in discussions with the fund manager regarding these issues.

Santa Maria Linked 
Funding Note

EUR 3,657,500 0 1,872,750 1,709,103 See attached note.

Arche Fund Ltd USD 3,600,000 0 0 0 Asset Based Lending Fund with Investments in Life Settlements, US and Indian 
Real Estate. The fund is currently suspended due to it's leverage facility being 
called and the underlying assets being seized by the lender. Recovery value is 
likely to be zero.

Growth Management 
Limited

USD 3,403,379 832,751 2,435,207 1,481,356 Diversified Emerging Market Investment fund focused on Credit, Trade Finance 
and Private Equity. Currently unwinding, repaying funds to investors as positions 
mature/are exited over the next 3+ years.

Pentagon Bernini 
Fund Ltd

USD 3,000,000 341,502 2,536,572 1,542,927 Multi-strategy investment fund with a focus on structured debt, special 
situations and facilitation opportunities. Fund suspended and unwinding, 
aiming to preserve investor capital while exiting underlying positions. Unknown 
repayment timeline.

Bond Capital 
Partners I Ltd

EUR 2,704,723 0 1,696,035 1,547,831 Asset Based Lending fund with focus on Emerging Markets. 50% of underlying 
investments performing, 50% written-off/being restructured. Cash returned 
once underlying postions are exited, value and timing of recovery uncertain.

Securis I Fund USD 2,500,000 0 3,162,982 1,923,955 Fund investing in insurance related securities and products. Redemption lodged 
for end of 2009, payment due during February 2010.

Noble Group 
Holdings Limited 
Loan

GBP 2,500,000 0 2,545,959 2,545,959 Loan to an investment bank with repayment due Q1 2010. An Irrevocable 
Undertaking to Participate in Corporate Activity was signed during December. 
This had no effect on the NAV but did lead to an improvement in the position 
of the borrower.

Caritas Royalties 
Fund (Bermuda) Ltd

USD 2,000,000 0 2,538,479 1,544,087 Fund focussed on the acquisition of Oil & Gas related Royalty Interests. 
Redemption submitted for next available dealing date in June 2010.

Hedge Fund 2 USD 2,000,000 0 1,005,508 611,623 Fund focused on Commercial Finance, Life Settlements, Premium Finance & US 
Real Estate. Fund unwinding, aiming to preserve investor capital while exiting 
underlying positions. Unknown repayment timeline.

The Cloud Loan Note EUR 1,410,614 850,170 707,276 645,472 Performing Co-investment Loan to a European independent Wi-Fi operator 
and service provider. Amortising loan with monthly repayments through until 
December 2010.
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Manager Commentary

Spearpoint Limited (‘Spearpoint’) took over the Investment Management of the formerly Arch Financial Partners LLP managed funds on 1st December 2009 inheriting the 
assets as shown. Spearpoint played no part in the management of the assets prior to this date. Nor did Spearpoint play any part in the valuation of the portfolio or the 
calculation of the Net Asset Value. Since then, with the continuity of some former Arch staff who have joined Spearpoint, we have focused our initial efforts on certain direct 
deals where we felt that urgent restructuring was required. These are highlighted where appropriate. Redemption orders have now been placed for all hedge fund holdings, 
although a large proportion of those remaining are either gated, or in the middle of potentially lengthy unwind processes. Significant cash balances make a return of capital 
above those possible from buybacks, likely later in 2010. We will be providing further information through factsheets every two months.

Fund Objectives

Current Objective: The investment objective of Arch Private Finance IC Ltd (‘the Fund’) is to provide Shareholders over the medium to long term with capital appreciation 
through an economic exposure to a diverse range of investments in private finance selected by the Investment Manager.

Proposed Objective: The directors have written to all shareholders following consultation with the larger shareholders and will be proposing at the EGM to be held on the 
28th January 2010 that the investment policy be restated as follows: “The Investment Manager will manage the Fund’s portfolio with a view to realising its assets within 
the shortest period of time consistent with achieving a reasonable realisation price for such assets and with the intention of disposing of all such assets within 5 years. 
Realisations will be managed, as far as possible, with a view to ensuring regular and consistent distributions of proceeds to Shareholders.”

Holdings



Investment Allocation

Disclaimer

This document is for information purposes only and is not to be construed as a solicitation or an offer to purchase or sell investments or related financial instruments. 
Investment markets and conditions can change rapidly and as such the views expressed should not be taken as statements of fact nor should reliance be placed on these views 
when making investment decisions. This document has no regard for the specific investment objectives, financial situation or needs of any specific entity and contains only 
brief information on the Fund. This document is issued by Spearpoint Limited which is licensed and regulated by the Guernsey Financial Services Commission and the Jersey 
Financial Services Commission Registered Office; 2nd Floor, Yorkshire House, Le Truchot, St Peter Port, Guernsey, GY1 1WD. Company registration 47575. 

Performance (since December 2008)

Dec-08 Jan-09 Feb-09 Mar-09 Apr-09 May-09 Jun-09 Jul-09 Aug-09 Sep-09 Oct-09 Nov-09

NAV per Share (£ Class) 1.2594 1.2607 1.2353 0.9331 0.8931 0.8966 0.8983 0.8399 0.8277 0.7366 0.7188 0.7081

% Change 0.1% (2.0%) (24.5%) (4.3%) 0.4% 0.2% (6.5%) (1.5%) (11.0%) (2.4%) (1.5%)

NAV per Share (€ Class) 1.0700 1.0724 1.0580 0.7771 0.7677 0.7660 0.7660 0.7191 0.7165 0.6427 0.6271 0.6201

% Change 0.2% (1.3%) (26.6%) (1.2%) (0.2%) -  (6.1%) (0.4%) (10.3%) (2.4%) (1.1%)

N.B. - The Fund has two currency classes, the investments above are an aggregation of both classes.

Shipping Deal 3 EUR 1,330,000 0 900,000 821,355 Finance of the building of two chemical product tankers in China. The funds 
remain in escrow and we are currently working to recover these amounts as it 
is unlikely the vessels will now be built.

Stewardship 
International Fund 
Ltd

USD 1,200,000 200,831 0 0 Premium Finance Life Insurance fund which is currently suspended due to the 
number of redemptions. Many policies securing the lending have lapsed due to 
both insufficient cash to pay premiums and, a change in the valuation of the 
policies because of wider market-adopted life expectancy increases. Recovery 
value is likely to be zero.

Tranquil Insurance 
Company Loan

GBP 1,000,000 0 1,000,356 1,000,356 Performing loan to an Insurance Company. Repayment due December 2010. 
Free Warrants attached to the loan, no current value ascribed to these in the 
current NAV.

Financial Partners 
Loans

USD 858,000 0 0 0 Series of loans made to an International IFA business now in default, currently 
being restructured with the borrower. Recoverability dependent on agreement 
of restructure and success of restructured entities, but this is uncertain.

Shipping Deal 2 EUR 663,333 0 476,667 435,014 Finance of the building of two chemical product tankers in China. The funds 
remain in escrow and we are currently working to recover these amounts as it 
is unlikely the vessels will now be built.

BMS Finance Ltd - 
Warrant

GBP 0 0 0 0 Free Warrants received from a previous structured deal. No value ascribed to 
these in the current NAV.

Noble Group 
Holdings Ltd - 
Warrants

GBP 0 0 175,000 175,000 Free Warrants received as part of the Loan to the same company. These 
Warrants were exercised during December leading to a modest uplift in NAV.

Holdings in Other Arch Funds
Arch Treasury IC Ltd 
7% Funding Note

USD 2,900,000 2,290,881 155,762 94,746 Loan partially repaid, remainder marked to the current value of the underlying 
assets of the borrower. Recoverability dependent on performance of underlying 
investments of the borrower.

Arch Treasury IC Ltd GBP 1,211,196 0 0 0 Equity in Arch Treasury IC Ltd, marked at zero due to the low value of 
underlying investments held making any recovery unlikely. 

Other
Cash GBP 23,595,689 

FX Hedge MtM GBP -273,847 

Other Net Liabilities GBP -762,972 

Total 76,092,717   
 
N.B. - The ‘Shipping Deal’ and ‘Hedge Fund’ investments have been named as such for reasons of confidentiality.

Additional Information

 	 •  The Fund is listed on the Channel Islands Stock Exchange (CISX) and official announcements relating to the Fund can be found on the exchange’s website (www.cisx.		
	     com) under the ‘CISX Market News’ section. 
	 •  The financial year-end for the Fund is 31st March and the audited Report and Financial Statements can also be found on the CISX website.
	 •  The Annual Management Charge for the Fund remains at 1%.
	 •  The Performance Fee for the Fund remains 10% of performance above the Cummulative Hurdle Rate of three month LIBOR of the currency of the share class + 4%. 
	 •  The High Water Mark for the Fund will be reset as the higher of: i) The November end-of-month NAV, ii) The arithmetic average of the end-of-month NAV’s, for the 9 		
	     data points between March and November 2009 inclusive. This will be published once it has been agreed by the board.							     
	

46.07%

0.12%

18.42%

5.74%

29.65%

External Managed Funds

Other Arch Fund Holdings

Shipping

Direct Investments

Cash after FX & Net 
Liabilities
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Market Overview

The Bulk Carrier markets experienced a steady rally over the second half of 2009 having reached a decade low in June.  They are now at levels which enable operators of 
vessels of the type the funds have invested in to earn potential profits of around $8,000 to 10,000 per day all other things being equal.  Commodity markets, and commodity 
trade, may be susceptible to volatility in the coming year, so whilst we think the longer term fundamentals are recovering nicely, 2010 could see further volatility in this 
market.

The Product Tanker markets had a tougher year.  Having withstood the early months of the post-Lehman meltdown the market finally succumbed at the end of the first 
quarter.  The charter market remained in the doldrums for most of 2009.  This was reflected in the fact that employment was difficult to come by, and even when it was 
available, it was often at rates below the $7,000 a day or so required for vessels to break even.  

Rates have rallied recently, and we remain optimistic that this will continue into 2010, with oil price support feeding through to increased trade flows as producers turn the 
taps on, and refineries become active again.

Deal Background

The funds have deployed in excess of £92mm into debt financing of a fleet of ships comprising both Bulk Carriers and Product Tankers.  The vast majority of this was deployed 
during the peak of the boom in 2007 and 2008.  Although the funding was provided in the form of debt it was always with hindsight likely to behave in substance as equity 
given the high levels of debt provided to the structure.  The funds deployed what represented a significant proportion of the overall assets of the funds.  The success or 
failure of this one deal is, therefore, critical to the value which will eventually be returned to fund investors.

The ships are typically “handy size” vessels and the typical tonnage of each vessel is around 40,000 DWT.    

The summary of the fleet is as follows:

Bulk Carrier Single Hull 
Product Tanker

Single Hull 
Product Tanker

Under 
Conversion

Bulk Carrier Double Hull 
Product Tanker

Single Hull 
Product Tanker

Available for employment Y N Y N Y Y Y

Currently employed Y N Y N Y Y Y

Dead Weight Ton (DWT) 47,000 39,000 39,000 40,000 38,000 40,000 40,000

Build Date 1985 1995 1996 1988 1990 1990 1991

Remaining Life (Yrs) 5.5 15.5 16.5 8.5 15.5 10.5 11.5

Conversion / Modification Plan NA Undergoing 
modification that 
will enable it to 
trade as a 
reduced size 
Double Hull Vessel

Will undergo 
modification that 
will enable it to 
trade as a 
reduced size 
Double Hull 
Vessel.  Planned 
for Q3 2010

Conversion to Bulk 
Carrier.  Planned 
by end Q2

NA NA Possible 
modification / 
conversion by end 
2010, depending 
on market

When the vessels were originally acquired it was planned that they would undergo a series of conversions either to Geared Bulk Carriers or to Double Hull Carriers. The 
borrower was selected because it had significant experience in both shipbuilding (together with its own shipyard) and ship operating. Historically, conversions have been 
successful but have been over time and over budget.  The conversion program was interrupted by the downturn in the shipping market and the cash flow issues experienced 
by the structure.
  
In particular:

(1)	 Single Hull Product Tankers do need to operate as double hull vessels as Single Hull tankers are being prohibited in most (though not all) countries in 2010.  However, 
rather than undertaking full conversions which would be expensive and could not be justified given current charter rates, we have authorised more modest “modifications” 
which enable the inner hull to be used.  Capacity is reduced but at least the vessels can bring in cash to cover costs, and hopefully make a small operating profit.  If the 
market picks up significantly we will review whether full conversions are justified.   It was felt critical to take this action to stem monthly losses in the order of $500,000 but 
we did not wish to commit sufficient capital to undertake a full conversion whilst so much market uncertainty exists.  This was seen as a “cost effective work around” which 
would stem losses and get vessels in a position to trade.

(2)	 We have authorized the completion of the remaining bulk carrier, to take place by end of Q2.  As at the end of November this vessel was stuck in the ship yard.  The 
conversion had begun but been stopped due to a lack of funds.  To give a flavour of the economics, $4.5mm is required in order to complete the conversion.  Assuming that 
the vessel can earn $10,000 net for 330 days in the year, this means that a marginal investment of $4.5mm returns $3.3mm within 1 year of operation.  At the moment the 
vessel is idle in the ship yard and in a condition where it is not able to trade.  Again we felt it was important to stem losses and get the vessel working.   Without conversion 
the vessel may need to be scrapped.
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Position as at 30th November 2009

At the 30th November the fleet was valued on an “as is basis” by Shipbrokers at $43.3m.  The loans themselves are held in the NAV of the funds at $43.3mm.  This is based on a 
disposal value of the ships in their current condition, including an attribution of scrap value to the bulk carrier that is awaiting conversion.   The operating entity was 
desperately short of working capital.  The ships had run up a number of priority maritime liens.  There were also ship yard debts.  Whilst the shipyard debt may have been 
disputed as a priority lien it was “as good as” in so far as payment would have been required to actually extract a vessel from the yard even if it was to then be scrapped.  The 
existing loan had been restructured but went into default again in October 2009.  

We faced a simple choice.  Put additional capital into the existing structure, allow it to collapse or seek to restructure again.  Putting additional capital into the existing 
structure was rejected because we felt that there existed a number of conflicts between the owner, shipyard and the ship operator and we wished to accelerate the process of 
putting in place tight financial control within the structure.  We also rejected allowing the existing overall structure to collapse.  If we had done this we believe we would have 
been seeking to sell vessels close to the market bottom.  The impaired nature of some of the vessels together with outstanding priority liens would have made for a difficult 
recovery.  We did not believe that we would have recovered anywhere near $43m as a distressed seller in bankruptcy.  We elected to restructure again based on the following 
principles

1)	 Reduced conflicts of interest and simplified ownership structure
2)	 The borrower putting additional capital into the structure
3)	 Tight financial transparency, control and monitoring
4)	 Simplified enforcement if necessary
5)	 Detailed cash flow analysis to determine how much debt the structure can really carry in varying market conditions 

We appreciate that, given the size of the funds exposure to this one deal, the success of this restructuring will be a critical determinant of the ultimate level of recovery for 
investors. It is also less than ideal given the time taken to maximize recovery (once this deal is performing we will need to consider our exit given the time frame over which 
we believe that investors are expecting a return of their capital). Nevertheless we believe that allowing a collapse or simply putting additional capital into the existing deal 
are not viable alternatives.

Restructured Deal

Whilst the restructuring has involved a further financial commitment by the funds, it has also required the borrower to commit additional funding, simplified the conflicted 
ownership structure and afforded us greater financial information, together with more control in a default scenario.  In addition we have received equity style profit 
participation in the event that the overall fleet can successfully trade its way out of trouble.

The restructuring has involved writing down the face value of the existing loans to $80mm and agreeing a repayment schedule over 12 years.  We have undertaken detailed cash 
flow modeling and believe that this is the maximum level of debt that the overall structure can bear.  Whilst this would represent an uplift from the $43.3m valuation of the 
fleet it is not a good return over the period since the loans were originally made and will disappoint investors.  It is nevertheless the option which we believe is most likely to 
optimise the potential return from the point at which we find ourselves.  

In addition, we have made $13.3mm of additional cash available in total, under conditions, to cover conversions and modifications, outstanding payables plus a working capital 
buffer for 2010.  This has been provided from a number of different funds.

In return for this the borrower made a number of its own contributions, including personal cash of the principal totaling $3mm over 2 years, writing off of $2.5mm of payables 
to the shipyard and turning the balance into an interest free five year loan, and providing a corporate guarantee from the ship manager.  

Moreover, we have accelerated the financial control process and insisted on increased ease of enforcement should this restructuring fail.  We have weekly access to agreed 
financial information the failure to provide which will constitute an act of default.  The Board of the funds is copied directly into this monitoring information so that they have 
immediate notice of any improvement or deterioration.  We also receive reports from the independent third party firm which monitors progress and costs associated with 
modification and conversion.

The write down number was chosen in order to give investors a reasonable return of capital over a realistic time period in light of market conditions and the point from which 
we were starting, whilst still providing the borrower with enough incentive to complete conversions and operate the fleet.  

In the event of a significant market upturn, the funds will benefit in two ways.  First, earnings must be applied to repaying debt early.  Second, the funds also retain “equity 
kickers”, and so will participate further in the upside if there is a significant market improvement. 

The next 12 months will be critical in determining the success of this restructured deal and we will keep shareholders informed of progress.  Once we can demonstrate that the 
loan is performing we will consider options to shorten the timescale if viable.
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Steps Taken 

In light of the above, Spearpoint has reluctantly concluded that the only option is to pursue an enforcement through legal means. We have therefore taken the following steps:

	 (1)	 Obtained a default judgment in the UK High Court for principal and interest under the loan agreement.

	 (2)	 Obtained a court order in Greece, preventing Gourdomichalis from carrying out any more work on the vessel without our approval.  That way we can make sure 	
		  that no more payables are run up without our being involved in the decision and can control the quality of the work undertaken.

	 (3)	 Commissioned an independent review of the circumstances around the mechanical failure.

	 (4)	 Commissioned a review of the work required to make the vessel seaworthy. This will include a comprehensive project plan for ensuring the ferry is complaint 		
		  with rules as set out in the Stockholm Agreement on Maritime Safety which will enable her to trade anywhere within the EU, and hence preserve her value.

	 (5)	 Obtained an asset freezing order against the various Greek bank accounts of the Gourdomichalis entity which had provided the guarantee. Unfortunately, as 		
		  expected, there was no cash in any of the accounts.

	 (6)	 Placed 24-hour security on the vessel to monitor all activity and ensured that there is a proper technical inspection and monitoring regime.

Spearpoint is now exploring all further legal avenues with a view to legal enforcement under the loan and mortgage as soon as possible. For confidentiality reasons we cannot 
be more specific at this stage.  

Disclaimer

This document is for information purposes only and is not to be construed as a solicitation or an offer to purchase or sell investments or related financial instruments. 
Investment markets and conditions can change rapidly and as such the views expressed should not be taken as statements of fact nor should reliance be placed on these views 
when making investment decisions. This document has no regard for the specific investment objectives, financial situation or needs of any specific entity and contains only 
brief information on the Fund. This document is issued by Spearpoint Limited which is licensed and regulated by the Guernsey Financial Services Commission and the Jersey 
Financial Services Commission Registered Office; 2nd Floor, Yorkshire House, Le Truchot, St Peter Port, Guernsey, GY1 1WD. Company registration 47575. 

Background

The Santa Maria I is a “Ropax” vessel, which is a ferry that has been operating along a passenger line between Bari, in Italy and Durres in Albania. The ferry was carrying 
passengers, cars and lorries between the two ports. The route is characterised by two peak periods of trading, one at Christmas, and one during the Summer.

The funds lent €6.65mm to Gourdomichalis (the vessel owner) in April 2008, secured against the ship, which was then valued at €12mm.  The interest rate on the loan was 13%. 
In July 2008 the vessel suffered main engine damage.  Repairs were not completed until June 2009 (when the vessel recommenced trading), which meant that two peak trading 
periods were missed.  As a result no interest or principal payments have been made since July 2008.  Gourdomichalis has recovered around €250,000 under the insurance policy, 
which has been paid over to the funds. Further payment is due under the policy which will also be paid to the funds.  

Although Gourdomichalis presented what seemed a viable business plan upon recommencement of trading, it became clear after an unsuccessful 2009 Summer season that the 
vessel would not be able to meet its obligations going forward.  

Following a meeting with Gourdomichalis, they were asked to make good on outstanding interest payments to date, in return for which Spearpoint would reduce the interest 
rate to a level that the cash flows could more easily support, and prioritise debt repayment.

Current Status

Various offers have been made to Gourdomichalis which have been rejected including an offer to simply deliver the vessel to the funds as payment for the loan.  The vessel 
itself is now valued at €4.5mm (and this is the value at which the loan is currently marked in the NAV of the funds). This latter offer would have prevented a lengthy 
enforcement process which may well have a negative impact on the valuation of the vessel.  

They did counter-offer what they termed a “collaborative” sale, which would have involved them trading the vessel whilst jointly seeking out a buyer. However, we did not 
pursue this as we had serious reservations about its viability. 

Although Gourdomichalis may not see it that way, we believe that their actions of late have been somewhat uncooperative and have contributed to a reduction in the value of 
the vessel. During December, the following events happened:

	 (1)	 The vessel was taken to Piraeus in Greece to complete routine maintenance prior to the Christmas season. The reason for going to Greece was allegedly 
		  dangerously bad weather in Durres, where the vessel was moored. Spearpoint is investigating the circumstances.

	 (2)	 Whilst on the way to Greece the vessel again suffered main engine damage and had to be towed into Piraeus.  The salvors have put in a claim for salvage costs, 	
		  which would ordinarily rank above the funds’ mortgage.  Insurance is in place which will meet the costs of a legitimate salvage although premiums are not up to 	
		  date.

	 (3)	 The vessel is currently berthed in Piraeus awaiting repair. Whilst in Piraeus, the following further incidents occurred over the New Year period:
			   •	 two of the crew were ejected from the vessel for fighting
			   •	 a mooring rope broke and the vessel may have suffered further damage to her bow-thruster while she was being secured.

	 (4)	 In relation to the crew, Gourdomichalis have not paid their wages since October and they have now put in a court claim against the vessel for around €375,000. 	
		  Pending this they have remained on the ship and indeed were forced to spend Christmas there with no pay.  Their claim would rank in priority above the 
		  mortgage.
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Structure of Company

Lonscale is a company incorporated in the Isle of Man, and was the acquisition vehicle used to purchase 100% of the Clubeasy group of companies.  Lonscale is majority equity 
and debt owned by the Guernsey Cells.  The remainder of the equity is owned by a third party fund.

The prime activity of Clubeasy is student accommodation in the UK. Beneath Lonscale are 7 companies, one of which is a student accommodation property management 
business (OpCo), and the other companies are property owning companies (PropCo’s), with the majority of this property used for student accommodation purposes.

Company Overview

Business Activity
Clubeasy is one of the ten largest operators of student accommodation in the UK, operating over 2,600 rooms for students in Hull, Lincoln, Loughborough, Exeter and Durham. 
Additionally, Clubeasy manage multi-let (HMO) and student accommodation properties in London with another 1,000 rooms under management.

The six PropCo’s own most of the properties managed by the OpCo, with approximately 450 different properties managed, with any other properties owned by the Guernsey 
Cells. The properties managed in London are owned either by the Guernsey Cells, or a third party owner.

A summary of the status across the towns Clubeasy operates in:-
	 a)	 Lincoln
		  •	 Student Population 12,000
		  •	 Clubeasy 913 beds includes 320 rooms in halls remainder mix of houses and HMO’s

	 b)	 Hull
		  •	 Student Population 12,000
		  •	 Clubeasy 991 beds mix of houses and HMO’s

	 c)	 Durham
		  •	 Student Population 14,000 
		  •	 Clubeasy 203 bed spaces mix of houses and HMO’s

	 d)	 Exeter
		  •	 Student Population 15,525 
		  •	 Clubeasy 219 bedspaces mix of houses and HMO’s 46 rooms in halls
  
	 e)	 Lougborough
		  •	 Student Population 14,000 
		  •	 Clubeasy 451 bedspaces – 53 in halls remainder in houses and HMO’s 

Debt Situation
Clubeasy was purchased with a considerable amount of debt provided by 10 bank and building society lenders.  Despite falls in interest rates in the past year, the level of debt 
has made it difficult to completely revamp the operation.  

Ability to Change Rental Income
One of the biggest impediments to changing outcomes at Clubeasy, as with any student accommodation business, is the long lead time required to implement change and see 
the results, particularly with the rental receipts which is the prime income source. This problem stems from the requirement for the company to operate fully within the 
student calendar year. For the next student year, beginning September 2010, the rents are decided during November and December 2009, and the letting season starts in 
January 2010. By April 2010, 70-80% of all properties will be let, with the remainder taken up later by foreign students, post-graduates and others. Current rent changes 
therefore do not flow through to the bottom line until the September 2010 – August 2011 year. Accordingly, planning has to run nearly 21 months or so in advance.

Forecast Profitability
The forecast profitability of Clubeasy has improved substantially through aggressive revenue increases, the cutting of costs and a rationalization of the business, but not 
sufficiently.  In the interim, additional debt funding required during this period was provided solely by the Guernsey Cells, which has proved an additional debt burden to 
Clubeasy.

Given the long lead times to see all the benefits flow, execution risk, and the continued requirement for fresh capital, it was decided that the best outcome for investors in the 
Guernsey Cells, would be to sell the Clubeasy group.

Potential Courses of Action 
We have explored potential sales to third parties but have dismissed this course of action. Any indications on price were low due to complications associated with the sale.

We have, of course, explored the option of fixing the business ourselves with a view to making it more saleable in the future.  The Guernsey Cells representing the debt holders 
would probably preempt this by taking 100% control of the business.  We believe that this would require a significant capital injection from the Guernsey Cells and the risks 
associated with execution are high.  We have evolved a plan to fix the business but regard this as Plan B.

We have concluded that the lowest risk and best course of action for the Guernsey Cells is to agree to a sale to the third party minority shareholder (the ‘Potential Buyer’).  The 
structure of the deal is far from perfect but transacting with the Potential Buyer would make sense since:

	 •	 It knows the business having originally commissioned due diligence 3 years ago and therefore does not require significant due diligence.
 
	 •	 It has a representative on the Board of Lonscale and so it also has a closer understanding of the strengths and weaknesses of Clubeasy and the change required 		
		  to bring about a turnaround.

	 •	 It is motivated to effect the transaction quickly.



Disclaimer

This document is for information purposes only and is not to be construed as a solicitation or an offer to purchase or sell investments or related financial instruments. 
Investment markets and conditions can change rapidly and as such the views expressed should not be taken as statements of fact nor should reliance be placed on these views 
when making investment decisions. This document has no regard for the specific investment objectives, financial situation or needs of any specific entity and contains only 
brief information on the Fund. This document is issued by Spearpoint Limited which is licensed and regulated by the Guernsey Financial Services Commission and the Jersey 
Financial Services Commission Registered Office; 2nd Floor, Yorkshire House, Le Truchot, St Peter Port, Guernsey, GY1 1WD. Company registration 47575. 

Structure of the Deal 

A transaction with the Potential Buyer would provide investors with many tangible benefits that would not have been realizable under other scenarios. Some of the key points 
include: 

	 •	 Upon execution of the MOU :-

		  I.	 An up-front payment in the form of shares in various Guernsey Cells of the Arch Guernsey ICC already owned by the buyer which shall be non-returnable 	
			   if the transaction fails to complete (“Initial Consideration”).

	 •	 Upon completion of the transaction :-

		  I.	 An amount of cash (“Cash Consideration”); plus

		  II.	 A significant further holding of shares in various Guernsey Cells of the Arch Guernsey ICC already owned by the buyer (“Non-Cash Consideration”); plus 

		  III.	 A considerable further amount of cash to be paid according to an agreed schedule beginning in May 2010, and completing in less than 2 years. 
			   (“Deferred Cash Consideration”).

	 •	 In the event of default on payment of the Deferred Cash Consideration, ownership of 100% of Lonscale will revert to the original Cell owners, with clear 
		  provisions in the documentation to protect their rights during external ownership. In any case, at that time the Guernsey Cells are likely to be in a better 
		  position than the current position in that the Initial Consideration, Cash Consideration, Non-Cash Consideration, plus any Deferred Cash Consideration already 		
		  paid, will be retained, and 100% of Lonscale will be owned by the Guernsey Cells. When Lonscale is subsequently sold, the proceeds would be used firstly to 		
		  ensure that the full initial sale price was received by the Guernsey Cells, and thereafter the purchasers would see the return of their payments made prior to 		
		  the default. Any remaining excess would be retained by the Guernsey Cells.

	 •	 The Guernsey Cells also retain, for a number of years, certain percentage rights to windfall gains and property appreciation from current valuations.

There are a variety of other minor terms but these represent the key points. The rationale being that the Guernsey Cells are in a much better position disposing on these terms 
than continuing to fund the heavy capital requirements of the operation.

Summary

We believe that total consideration provides a reasonable exit value given that we do not then have to commit additional funds and run the execution risk associated with 
turning the business around further. We believe that there may be some property value in the structure which can be realized into a recovering property market, and have 
therefore protected ourselves to some degree from underselling this through certain property performance rights, plus rights over certain other aspects which could provide 
upside in the medium term. The deferral of consideration is clearly less attractive than an up-front payment, and in this regard we are protecting the Guernsey Cells via an 
agreed ability to closely monitor the business until all payments are made, with restrictions on the business to protect it, and having further plans in case we have to step back 
in. If this occurs, then the Guernsey Cells are likely to be in a better position than the current position, and therefore the downside to the Guernsey Cells is fairly protected.  
The “soft” element in the consideration represented by the shares in the Arch Guernsey Cells is not ideal but we believe this can be quickly monitarised through the proposed 
share buyback mechanisms. The MoU was signed on the 19th January 2010. Assuming the transaction completes there will be an uplift in the value of this holding, it is likely 
that this will only be recognised as value is actually received according to the deferred schedule of payments.


