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Foreword

There are approximately 300,000 small and medium sized enterprises (SMEs) on the island of Ireland. These
enterprises have a disproportionate reliance on the banking sector for their external financing needs. The well-
documented distress experienced by that sector has had a powerfully disruptive influence on the wider economy. This
has had a particularly negative impact on the market for finance, the proper functioning of which is a prerequisite of a
growing economy.

The primary aim of this report is to provide, for the first time, a reliable indication of the supply of finance for
businesses across the island. More specifically, the report fills the gap that has been caused by the unavailability of
supply-side data for the Northern Ireland market. Using, as far as possible, the same methodology as is used in
Ireland, we estimate that, in total, bank funding to SMEs in Northern Ireland in 2012 amounted to £4.7bn. ltis
important for policy makers that this figure is available on an annual basis as this informational deficit seriously
curtails their ability to respond to the needs of Northern Ireland’s SME community.

The fracture in the relationship between banks and our SME community, while leaving a considerable problem in
terms of property debt and bank recapitalisation, has also revealed a serious number of defects in the wider financial
ecosystem that supports the needs of growth-focused SMEs. This report seeks to widen the debate from an
important but narrow focus on the supply of and demand for bank finance to a broader, more comprehensive
discussion on the availability and use of appropriate financial instruments to support and drive growing SMEs. The
need to broaden the diversity of lending options accessible to SMEs has become even more urgent, particularly in
Ireland where the banking sector has become extremely concentrated with the withdrawal of several foreign-owned
banks.

In both Ireland and Northern Ireland there is a disproportionate reliance on short term financing options, particularly
overdrafts, which in many instances are not the best vehicle to finance growth strategies. It is important not just to
widen the availability of more suitable funding options, creating a more sophisticated and diverse financial ecosystem
across the island but, just as crucially, to ensure that businesses are aware of their options and informed about their
choices.

The recommendations therefore address two key areas: information and financial capability. They are consistent with
and designed to support and perhaps accelerate work already ongoing in both jurisdictions by improving the
likelihood that the financing product sought is the most appropriate match to the SMEs needs.
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1. Executive Summary

This report presents the results of a study into access
to finance for growth amongst SMEs in Ireland and
Northern Ireland. The study aims, for the first time, to
examine not only bank finance but finance available to
SMEs from other sources such as government funding,
venture capital and angel finance.

The study uniquely presents a complete picture of the
supply of finance to SMEs across the island of Ireland,
in particular the supply of bank finance in Northern
Ireland. In Ireland, banks provide supply-side data to
the Central Bank of Ireland. However, at present, no
such process exists within Northern Ireland. This study
provides the first analysis of the total value of the credit
extended by banks in 2012 to SMEs in Northern
Ireland. This study is an important component in the
complete and rigorous assessment of the current
supply and demand side issues related to bank and
non-bank finance for SMEs trading in Ireland and in
Northern Ireland.

The key findings and recommendations are
summarised below.

1. KEY FINDINGS

IMPORTANCE OF UNDERSTANDING
THE LENDING CONTEXT FOR SMES

® Demand is at least as important, if not more
important than supply, as the key SME finance
issue. The data gathered for this report shows that
demand for credit is currently at its lowest level since
2010, as measured by applications for credit by
SMEs. In addition, businesses say that the supply of
finance is no longer the most significant issue facing
them, with finding new customers and/or addressing
cost pressures now cited as their most significant
challenge. However, a concern remains that, when an
economic recovery begins to gain momentum, it
could be inhibited or even derailed by a supply-side
deficit.

® There is a dearth of diversity in the financing
landscape for SMEs across the island. The capital
structures, market and economic position of SMEs on
the island have a disproportionate reliance on banks
for their funding needs. Bank funding, largely in the
form of overdrafts and loans, accounts for 94% of
total SME finance which is comfortably greater than
other European counterparts.

A general lack of financial literacy exists across
the broad financing landscape. A lack of knowledge
on alternative funding options is inhibiting the
development of a more diverse funding panorama for
SMEs and the subsequent use of more appropriate
and less costly funding alternatives. Not only is there
an over-reliance on bank funding but local SMEs are
also more reliant on short term finance, in particular
overdrafts and trade credit, in comparison to the EU
average. They also still have a significant
dependency on cheques rather than funds transfer or
other payment methods.

There is a lack of balance sheet “right sizing”. In
general, Irish and Northern Irish banks need to be
more engaged in the debt restructuring or write off of
debt for SMEs who demonstrate sustainable trading
positions but are over-leveraged due to property or
other legacy debt issues. Banks are only very slowly
disengaging from short term forbearance measures,
a temporary and short term solution which, in the
absence of strong economic growth, may not address
the need for long term restructuring of the balance
sheets of many SMEs. A sustainable SME whose
debt has been “right sized” to a level which they can
service is a better asset to both the bank and wider
economy.

A lack of investment is potentially damaging
SMEs businesses. The economies of Ireland and
Northern Ireland are both heavily dominated by
SMEs, particularly micro companies with low levels of
turnover, employees and a domestic economy focus.
While there are encouraging signs that more firms
are moving to a growth mode, a still significant
proportion of SMEs are focussed on survival or
stabilisation not on growth or expansion and, as such,
are not looking for growth or development capital
from any finance source. A lack of investment in a
business ultimately damages that business and
therefore represents a systemic and long term risk to
the economies of Northern Ireland and Ireland.



® There is a continued need to leverage EU-wide
and UK initiatives. Both Ireland and Northern Ireland
have been successful in drawing down support under
EU measures. Ongoing engagement with the EU will
remain an important aspect of SME policy to ensure
maximum potential is derived from the range of
available EU funding initiatives, such as the
Competitiveness and Innovation Programme,
JEREMIE and the European Investment Bank. With
regard to UK initiatives the authorities in Northern
Ireland remain concerned to ensure that regional
needs are addressed and responses can be tailored,
in order to ensure maximum benefit from the
Enterprise Finance Guarantee Scheme and the
Funding for Lending Scheme.

SUPPLY OF AND DEMAND FOR
FINANCE FOR GROWTH

Bank Finance

® The report provides, for the first time, a picture of
total supply of bank finance for both Ireland and
Northern Ireland. As at 31st December 2012 total
bank finance of €31.5 / £25.7 billion had been
extended to Irish and Northern Irish SMEs. Of this
total €25.7 / £20.9 billion is to Irish SMEs and €5.8 /
£4.7 billion to Northern Irish SMEs.

Businesses are over-reliant on bank funding. As
at 31st December 2012 94% of total SME finance for
both Irish and Northern Irish SMEs came from bank
funding. In comparison to European SMEs, Irish and
Northern Irish SMEs demonstrate an overreliance on
short term bank finance with a disproportionately high
use of overdrafts.

A lack of bank supply data exists for Northern
Ireland. The absence of regularly reported figures for
Northern Ireland presents a significant gap in the
analysis of total funding available to SMEs in
Northern Ireland and thus hampers the development
of policy responses to funding gaps that might exist in
that market.

® There has been a fall in both the supply of and
demand for bank finance. Both the supply of and
the demand for bank finance has fallen significantly in
the period since 2008. In Ireland, the fall in supply
has also been impacted by the withdrawal of a
number of providers from the Irish market, in 2010
and 2013. Total outstanding credit to Irish SMEs had
decreased from €34 billion at the end of Q1 2010 to
€26 billion at the end of Q4 2012. No trend figures
are available for Northern Ireland.

High levels of bank debt exist for the largest
sectoral employers. Of the four main sectoral
employers in each jurisdiction, three (retail,
construction and hospitality) are in distress, are very
dependent on the domestic economy, and have high
levels of bank debt.

¢ Demand for bank finance is focused on short
term working capital needs. Demand for credit
amongst SMEs in Ireland and Northern Ireland has
fallen significantly since its measurement began on a
systematic basis in 2009 and, where demand
currently exists, it is primarily to fund short term
working capital and to support cash flow.

SMEs with property debts are more likely to need
working capital. SMEs with legacy property debt are
three times more likely to request working capital
finance than their counterparts, pointing to the
difficulty many SMEs are facing in servicing this debt
and the delayed beginning of restructuring
programmes for such debt in many banks.

® Most SMEs are approved for bank finance when
they apply formally. While 7% of SMEs who require
finance are afraid to approach their bank, all surveys
have consistently shown that the majority of SMEs
who apply for credit receive a favourable response.
This figure is relatively consistent with patterns shown
in similar studies carried out in other European
countries.

1
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® SME views on bank lending are often not based
on personal experience. SMEs are primarily
forming the view that banks are not lending from the
information they receive from the media, business
groups or the experience related by peers rather than
from direct experience. Banks should encourage
SMEs to formally apply for credit or, at a minimum,
direct them to mediation support services within the
bank to support them with their application. This is a
model that has been adopted very successfully in
France where local mediators provide support to
SMEs in the completion of their credit applications.

® There is a misconception about SME credit
ratings. Many SMEs are concerned that a declined
credit application may impact their credit rating. This
is an incorrect assumption and SMEs should be
encouraged by policy makers, advisors and business
representative groups alike to make applications for
credit formally (i.e. by completing a formal written
application form). This is then subject to internal bank
assessment and the decision may also be appealed
internally within the bank or, in Ireland, to the Credit
Review Office.

The average bank decision time is a concern for
SMEs. Survey results suggest that the average time
from application to reaching a decision on the loan
request is 21 working days. In many cases, decision
time is much longer and this is a source of concern
and, in some cases, distress for SMEs.

Public Finance

® Direct government funding represents less than
1% of total SME finance. Direct government
funding, not included in equity finance, represents
less than 1% of all finance extended to SMEs as at
31st December 2012.

® Poor knowledge of finance schemes exists
amongst SMEs and their advisors. The research
has found that SMEs and their advisors, business
representative groups, accountants and other
professional advisors are typically unaware of the
public schemes and funds that are available. The
complex nature of non-bank funding sources and the
varied application routes makes the use of non-bank
funding difficult and often expensive for SMEs.

In practice, funding schemes are focused on
exporting SMEs or companies trading in specific
sectors. Whilst in theory the majority of schemes or
funds are open to all business sectors, in practice the
main beneficiaries are those SMEs who export and
those operating in the manufacturing, information and
communication technology and tradeable
professional and scientific and administrative/ support
service sectors. There is limited support for SMEs
operating in most distressed sectors outside of
traditional bank finance, the Credit Guarantee
Schemes (in Ireland and UK) and the MicroFinance
scheme in Ireland, some of which, in their early
stages, show low levels of take up.

® The SME support infrastructure is more
developed in Ireland. The SME support
infrastructure, in the area of bank finance, has
developed significantly in Ireland in recent years.
Given the similarity in access to finance issues
apparent amongst SMEs in Ireland and Northern
Ireland, there are a number of measures
implemented in Ireland in the period since 2009, that
should be considered in Northern Ireland either on a
cross-border or a specifically Northern Irish basis.

® The supports required by SMEs have changed
since the economic crisis began in Ireland and
Northern Ireland. SMEs now require tailored support
in the restructuring of balance sheets, in engaging
with banks on negotiating sustainable debt
restructuring initiatives, in developing funding
strategies for the current economic environment and
in developing overall solutions to their finance needs.



Equity Finance

Equity finance is now a significant source for
SMEs. The second most significant source of funding
for SMEs is external equity finance as represented by
seed capital, venture capital and business angel
finance. External equity finance, including
government-backed equity finance, accounted for
approximately 5.6% of total SME funding at 31st
December 2012, with the proportion significantly
higher in Ireland than in Northern Ireland. Total equity
finance of €1.9 / £1.5 billion had been invested in
Irish and Northern Irish SMEs in the five year period
to 31st December 2012, the majority invested in Irish
companies.

Equity finance is focused on a small number of
business sectors. In general equity finance is
targeted very specifically at a small number of
business sectors, mainly Information and
Communications Technology, Professional, Scientific
and Technical Services, and Manufacturing,
particularly Medical Devices.

Demand for equity finance is low. Existing survey
data would suggest that the demand for any form of
non-bank finance is low in the general SME
community. It is generally accepted that equity
finance will only ever be suitable for a small minority
of SMEs, often start-ups and/or high potential growth
businesses and more mature companies with short to
medium term growth or expansion plans. Thus
demand for equity is restricted by the fact that
government, angel and venture capital investors
typically only provide finance to a small number of
specific businesses in targeted industry sectors which
match the investor’s portfolio, risk and return on
investment goals. Among the factors which explain
low levels of demand for and take up of equity
finance in Ireland and Northern Ireland are the profile
of SMEs, supply side issues impacting demand and
confidence in equity, and a lack of awareness and
understanding of equity finance amongst SMEs.

* A significant SME finance capability gap exists.
Despite some improvement due to access to
investment readiness support, early stage companies
still require support to improve commercial and
management skills of investee teams and support in
preparing and presenting for follow-on funding.

® There is a vibrant Irish venture capital landscape.
The Irish venture capital industry has received
significant and sustained support from the Irish
Government over the last few decades. In this time,
the Irish Government, through Enterprise Ireland (EI),
has committed approximately €348mn to 41 local
Seed and VC funds resulting in capital of
approximately €1.2 billion for investment in
innovative high growth companies. The challenge is
for potentially strong start-ups to secure follow-on
funding, pointing to a continued need for government
support of seed and early stage finance in Ireland.

Supply gaps exist in the Northern Ireland equity
market. Significant additional investment in seed and
early stage capital is required in Northern Ireland as a
demand stimulant. A strong consensus exists that
there has been insufficient availability of risk finance
at pre-seed, seed and early stage in Northern Ireland.
In early 2013, the Invest Growth Proof of Concept
Fund (pre-commercial grant), which was fully
committed at the end of 2012, and the Invest Growth
Fund were extended by £2m each to March 2014,
with a view to putting in place increased seed and
early stage funding from April 2014.

The level of angel investing is increasing. The
importance of business angel investing at seed and
early stage has received increasing attention due to
its growth internationally relative to venture capital
investing. The formal angel networks have and are
continuing to develop in line with international best
practice and the development of formal angel
investing has been significant over the last number of
years, including the increased development of angel
groups/syndicates. Supply statistics on formal angel
investing indicate that angel investment has
increased year-on-year since 2008. In Northern
Ireland, while levels of investment are small but
developing, angel investment is in relative terms
more important, due to the low level of venture capital
activity in Northern Ireland. It was suggested in the
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course of the study, that a co-investment fund (one is
already in place in Northern Ireland) would be an
important feature in continuing to develop business
angel investment in Ireland as a complement to the
range of other funds in place including the Enterprise
Ireland (El) Seed and Venture Capital Programmes.

Northern Ireland Growth Loan fund serves a
specific demand. The Growth Loan Fund in
Northern Ireland is a mezzanine debt product, which
primarily allows growth companies to draw down
unsecured loans at higher interest rates based on
growth projections. Although primarily a debt product,
this alternative financing product may have the
potential to overcome the reluctance on the part of
some growth businesses, as outlined in Section
4.3.2, to go down the route of equity. This would
appear to have tapped in to some latent demand in
Northern Ireland and may be an important
consideration in Ireland in terms of extension of
financing options.

The Irish National Pension Reserve Fund (NPRF)
Turnaround Fund should provide a useful policy
tool. The new NPRF SME Turnaround Fund,
introduced in Ireland in January 2013, will invest in
underperforming businesses which are at, or close to,
the point of insolvency but have the potential for
financial and operational restructuring. Demand
statistics on this fund including profile of applicants,
even where unsuccessful on the fund, may provide
important information for evidence-based policy
making for such SMEs (potential but hamstrung) and
may be a useful source of information in both
jurisdictions to address this important cohort of SMEs.

1.2 RECOMMENDATIONS

Both the supply of and demand for finance are now at
necessarily lower levels than the artificially inflated and
unsustainable peaks of a few years ago. However the
readjustment process has exposed a very narrow SME
financing landscape and provided a window of
opportunity to develop a broader and more informed
financing ecosystem that will support and not inhibit
economic recovery. Much has already been
undertaken in this regard in both Northern Ireland and

Ireland to ensure a financial ecosystem that can
support the needs of customers, support recovery and
growth and avoid the mistakes of the past. The
recommendations that follow are consistent with and
intended to support the work already completed or
ongoing. They focus on two areas that are critical for
the development of a more diverse funding landscape
across both jurisdictions. These are:

® Information; and
¢ Financial capability

The report then concludes with a number of
recommendations aimed at encouraging the further
development of the venture capital and angel investor
markets on the island.

INFORMATION

The availability and flow of high quality and relevant
information is fundamental to the smooth operation of
any marketplace. The following recommendations are
designed to address informational deficiencies in the
market for finance in Ireland and Northern Ireland.

Recommendation R1 — Capture bank
lending figures in Ireland and Northern
Ireland

The recent Economic Advisory Group for Northern
Ireland report (EAG, 2013) highlighted that the absence
of bank lending data was a significant issue for Northern
Ireland. It stated that “there was a general sense that
banks would sign up to the provision of regional lending
data for Northern Ireland on the proviso that they all sign
up to it and they are confident in the organisation
holding the information”. On the basis of the framework
developed in Ireland since 2009, and the fact that
supply data had been made available by the main banks
operating in Northern Ireland under that process, these
banks provided Northern Ireland data to the researchers
in the course of this study. This is an important
milestone in understanding the SME finance
environment in Northern Ireland, but the process needs
to be maintained and improved in order that patterns
and trends may be monitored and analysed over time
and appropriate policy responses developed.

Therefore, a clear and comprehensive framework for
the supply side capture of SME lending, application,
approval and rejection rates should be introduced in



Northern Ireland with quarterly returns of data to the
Department of Finance and Personnel. The model
which was introduced in Ireland in 2009 and handed
over to the Central Bank in 2011 could be used in this
regard. An initial process of bank data cleansing and
review would be required to support the ongoing
reporting of SME supply side data in order to ensure
the accuracy and consistency of the data provided.

Recommendation R2 — Capture
demand for finance among SMEs in
Northern Ireland

A lack of regular and consistent demand-side or
lending surveys of Northern Ireland SMEs makes it
difficult to analyse the extent of any demand gap.
Regular and detailed surveys, along the lines of the
Irish Department of Finance’s bi-annual demand
surveys should be introduced in Northern Ireland. The
InterTradelreland Business Monitor could be used for
this purpose with the questionnaire and sample
designed in consultation with the new Access to
Finance Implementation Panel.

Policy makers also need a clearer profile and better
information on the attributes of the SME population to
inform policy development (in addition to data on
lending which receives the most attention). The
Australian model referred to in Section 6 should be
considered in this regard. This data should be
maintained on an ongoing basis, developed and held
centrally in both Ireland and Northern Ireland and
access provided to government agencies and
policymakers. This data should include:

® Sectoral profiles;

* SME employment profiles;

¢ Levels of reliance on domestic economy;

® Levels of distress in specific sectors;

¢ Extent of impact of property debt overhang; and

® Characteristics of export base and identification of
potential exporters.

Recommendation R3 — Provision of
Better Information to SMEs by
Funding Providers

All banks and public funding agencies should
endeavour to provide their SME customers with a
written and clear reason as to why their formal
application for credit has not been accepted in both
Ireland and Northern Ireland. We acknowledge this is
required at present under the Code of Conduct for
Lending to SMEs in Ireland and the need to take into
account the difficulties of communicating a negative
outcome. The explanation that is currently provided is
generally derived from a master system list of reasons
and does not provide adequate information in many
cases to the SMEs. Banks in both Ireland and Northern
Ireland should also introduce internal programmes to
ensure quicker turnaround on decisions especially at
the smaller end of SME lending (e.g. €25k to €75k).

In the case of public funding agencies this written
explanation should include some element of future
signposting —i.e. directing the SME to other more
possible alternative finance sources. This follows a
model which has been successful in France where
OSEO publishes a guide to its schemes specifically for
banks so that lenders can direct SMEs whose
application for credit has been declined to other funding
agencies.

Recommendation R4 — Encourage
Formal Credit Applications

Continued work is required to encourage SMEs to pro-
actively and formally apply for credit. Recent initiatives
such as the standardisation of the application process
in Ireland and other awareness campaigns should
assist this conversion and should be examined for roll-
out in Northern Ireland. Above all, it is important that
SMEs are made aware by banks that a rejected
application does not result in a negative credit rating.

Recommendation R5 — Promoting
Alternative Sources of Finance
Consideration should be given in Ireland to promoting
alternative financing options such as quasi-
equity/mezzanine products to provide alternatives to
those SMEs who do not want to cede control via a full
equity play. While relatively new (late 2012), the Growth
Loan Fund in Northern Ireland would suggest that there
is demand for a middle ground option such as
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mezzanine finance, albeit that some commentators
have suggested that some of this demand may be due
to the absence of alternative equity options in Northern
Ireland. In Northern Ireland, as this is a relatively new
fund, there may be potential to increase awareness and
education of this fund and source of finance at both the
demand (SME) and supply sides (front line bank staff,
other advisors and intermediaries).

Arange of alternative forms of finance have also been
relatively widely used in other countries as outlined in
Section 6 (Canada, France, Germany, US, UK), as a
post-crisis government response to reduced availability
of bank debt. Further consideration needs to be given
in both jurisdictions to extending the range of
alternative financing options available to SMEs.

A single public body in both Ireland and Northern
Ireland should be charged with the development and
maintenance of a single repository of all schemes /
supports / funds / credit facilities available to SMEs.
This database should include bank, public and equity
funding and should be both accessible and searchable
by sub-region and sector. It should be made available
publicly to SMEs, public bodies who advise SMEs,
business groups and accountants so that the complex
SME funding landscape that currently exists with over
50 funders and upwards of 170 schemes is easier to
navigate for SMEs and their advisors.

CAPABILITIES

The following recommendations are aimed at improving
financial literacy within the broader financing ecosystem
which is necessary to develop a broader based market
with a wider portfolio of financing products and solutions.
Improving the strategic preparation of SMEs for dealing
with funding providers will be key to the exploitation of
the opportunities offered by such a wide portfolio.

Recommendation R6 — Non-Financial
Support Measures for SMEs

SMEs require support in assisting them to become
more competitive, acquiring the skills to enter new
markets, securing new customers and exporting.
However, SMEs also need to acquire the financial and
development skills pertinent to the current economic
environment.

A series of publicly funded, practical educational
programmes should be made available in Ireland and
Northern Ireland to support SMEs, especially at the
micro / smaller end. These programmes should focus on:

* Navigating the funding landscape;

® Preparing cash flows for sustainable trading
businesses;

® Preparation of business plans in the current
environment including stabilization planning;

°® Restructuring of balance sheets / finance positions
appropriately (balance sheet “right sizing”);

® Negotiation with banks on restructuring of debt;

® Matching finance needs with finance products or
sources;

® Management of working capital;

® Developing export capabilities;

® Analysis of finance needs (funding mix, appropriate
use of long and short term finance etc.); and

® Investment readiness preparation for companies
applying for equity or similar forms of finance.

InterTradelreland has developed expertise in the area
of improving investor readiness for equity finance,
through EquityNetwork, and ought to explore the
potential for expanding these services and solutions for
a broader range of financing options including
applications to banks.

In particular the support provided should focus on
assisting SMEs in the capital restructuring® of their
balance sheets so that sustainable trading businesses?
can be prepared and supported in approaching their
bank or funding institution with a view to securing a
fundamental balance sheet restructure. This type of
support has to be developed and delivered by those
currently advising SMEs. The advisors need to be fully

"Restructuring refers to a fundamental change in the capital structure of a borrower either by mutual agreement and/or a legal process. A restructuring
can be deemed as sustainable if the borrower is in a position to ultimately repay the restructured debt amount either through amortisation payments or

asset sales.

2 A business can be deemed sustainable if it can generate a positive free cashflow before debt service, through the business cycle.



conversant with balance sheet restructuring models and
best practice SME sustainability metrics which is the
case for a limited number of professional advisory firms.

In Ireland, the establishment of the Local Enterprise
Office (LEO) framework (from the conversion of County
and City Enterprise Boards) represents an ideal
opportunity to implement this recommendation and
fundamentally change the skills profile of front line
publicly funded support staff advising SMEs. There will
also be the opportunity to promote awareness and use
of the voucher schemes, soon to be operating in both
Northern Ireland and Ireland, which are there to support
SMEs improve their financial capabilities.

Consistent with the initiatives in Australia, New Zealand
and the UK outlined in Section 6 of this document, we
suggest that a national helpline be considered to
operate on an all-island basis, possibly co-ordinated by
a cross-border body such as InterTradelreland. This
helpline could follow a model similar to the
well-established Australian model and could also take
account of the new UK Business Link helpline. Whilst
we acknowledge that a helpline was considered in
Ireland in 2011 and discounted for cost reasons, we
suggest it should be re-examined and developed in
accordance with the models put in place in Australia,
New Zealand and the UK, that it is integrated into an
existing support agency and leverages the benefits of
additional measures such as a comprehensive
database of the products, schemes and solutions
across the funding landscape in both jurisdictions. The
helpline could operate both before and after normal
business hours, and provide information on finance
options, cash flow management, balance sheet
restructuring, government supports, business planning,
accounting, taxation and diagnostic services. An all-
island helpline could deliver economies of scale but
would also ensure that cross border initiatives as well
as new learnings from both jurisdictions are leveraged.

Recommendation R7 — SME Voucher
Schemes

Governments in Ireland and Northern Ireland currently
have SME Voucher schemes in place. This report
identified a need to enhance the capability of a
significant number of SMEs in the areas of financial and
commercial management capability, areas in which
there would appear to be a high requirement and
preference for tailored and one-to-one support.
Vouchers represent an important support for SMEs who
are currently unable to afford professional advice in

engaging with their banks or in applying for credit or
restructuring their debt levels. International research
has also suggested that cost is a significant impediment
to SMEs drawing down business support services even
where there is clear need for support. These voucher
schemes would allow SMEs to procure and pay for
professional support in particular to:

® Analyse existing balance sheet or funding positions;

¢ Develop funding proposals to banks, public funding
agency, venture capital or other third party funders;
and

¢ Support the SME in engaging with their bank in
restructuring existing debt positions for sustainable
SME trading businesses.

Demand for such voucher schemes is always high, and
they provide an effective way of both addressing the
varied needs of the heterogeneous population that
SMEs represent (micro, small, traditional, high tech,
high growth etc.), and allowing individual SMEs to cost
effectively draw down bespoke support. The
governments should monitor the uptake of these and
then consider their extension, possibly on a joint
North/South basis, like the Innovation Vouchers.

Recommendation R8 — Further
Development of the SME Capabilities
of Banks

Consideration should be given to putting in place a
small dedicated team within each pillar bank in Ireland.
This team would:

* Review rejected SME credit applications for
appropriateness and consistency of decline
decisions, thereby negating the need for an SME to
separately apply to the Credit Review Office.

¢ Explore the options which exist through the full or
partial use of other government backed schemes
(e.g. Credit Guarantee Scheme / Microfinance
scheme) thereby negating the need for the SME to
reapply to each scheme or fund individually,
completing different forms and providing different
information in each case.

Reviewing informal applications or enquiries (which
the main banks are now starting to log) which are not
put forward to credit commities by the bank
relationship manager to whom the enquiry was made
and performing follow up satisfaction calls to SMEs
making such enquiries.
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Some of the banking initiatives recently introduced by
banks in Ireland, partly at the request of the Central
Bank of Ireland and Department of Finance, should be
introduced in Northern Ireland, for example:

® Front line staff training on cash flow lending, SME
funding available, debt restructuring, sustainability
assessment;

°® Dedicated distressed credit / challenged units;

¢ SME coaching initiatives;

¢ Single application form, standard business plan, cash
flow model;

¢ Auto grading of micro loans;

¢ SME feedback initiatives; and

°® Dedicated SME officers in 2013.

Whilst not all the banks operating in Northern Ireland
who lend to SMEs are regulated in Ireland, for a
number of them their primary regulator is Irish and they
are supervised under passporting rules in the UK. As
such, some of these schemes could be supported or
encouraged by the Irish Central Bank. However they
represent best practice in dealing with SMEs and
distressed credit and are being rolled out in many
banks internationally and in the UK. This issue has also
been raised in the Review of Access to Finance for
SMEs in Northern Ireland (EAG, 2013).

Consideration should also be given to the development
of international trade finance products for SMEs, i.e.
export-focused guarantee scheme to support lending
under guarantee. We acknowledge that at the date of
publication of this report, this recommendation is being
considered in Ireland by the Department of Jobs,
Enterprise and Innovation.

Recommendation R9 — Further
Development of Credit Review and
Mediation Services

A number of recommendations have been made in a
recent Department of Finance report following an
assessment of the operation of the Credit Review Office
(CRO) (Grant Thornton, 2012). We welcome those
recommendations and suggest that consideration
should also be given to expanding the remit of the CRO
to include:

® Further encouragement of non-pillar banks operating
in Ireland to engage with the CRO.

® Consider the extension of the remit of the CRO
beyond its current brief to include a credit mediation
service following the example of the French credit
mediation office. The French model as (set out in
detail in Section 6) should be reviewed to assess the
benefits of a wider and distributed mediation role for
SMEs.

Quicker turnaround times as, when an SME has a
credit problem, time is of the essence (the above

mentioned report includes recommendations on
expediting the application process).

Sample testing of credit applications which have been
rejected by the banks but which have not been
referred by the SME to the CRO. This will over time
improve the quality of credit assessments, encourage
banks to focus more on solutions rather than just credit
decisions and ultimately will provide increased
assurance to SMEs on the robustness of the bank
credit application process. Alternatively banks should
refer a sample of all rejected credit applications across
each sector to the CRO by the participating banks.

Consideration should be given to adopting a version of
a model similar to that developed and rolled out in the
last 3 years in France. Location of a CRO officer in
each pillar bank on an ongoing basis, so that whilst the
officer is operating independently of the bank, he/she
is none the less working in closer proximity and thus
able to discuss possible solutions with the bank and to
provide sign posting for under funding options.

We recommend that the Department of Finance and
Personnel and the Northern Ireland banks, in
conjunction with the British Banking Association and the
Independent External Reviewer agree an approach to
systematically promote the uptake of the UK Banking
Taskforce Appeals Process by Northern Irish SMEs to
ensure that existing processes are leveraged to the
greatest extent possible. In addition, consideration
should be given to an extended independent mediation
support for SMEs in Northern Ireland which
incorporates some of the benefits of other models,
including elements of the French model set out in
Section 6. This could entail a separate unit which
coordinates access to finance issues for SMEs who
have been refused bank finance but who may also
require specialist advice on their application quality and
improving the standard thereof, advice on capital
structure and financing options and signposting to more
appropriate financing solutions.



DEVELOPMENT OF THE VENTURE
CAPITAL AND ANGEL INVESTOR
MARKETS

Recommendation R10 — Continuation
of Government Support for Seed and
Early Stage Finance in Ireland
Consideration should be given to the following in
relation to seed and early stage finance:

¢ Introducing an investment follow-on fund specifically
targeted at participants of seed programmes.

¢ Ensuring that an appropriate range of alternative
finance options (as per recommendation R5 above
and based on examples in section 6) is available to
such businesses including entrepreneur loans or
hybrid instruments incorporating debt and
subordinated tranches.

® Targeted venture capital funding, including
consideration of Ireland-only or all-island non-seed
funds, to allow for a lower bar for some emerging
viable seed companies who may not compete at the
international level in terms of follow-on funding. The
five new Enterprise Ireland non-seed funds (Ireland-
only), currently at expression of interest stage, may
address some of these issues, albeit that they are
focused on the broad technology and life sciences
sectors.

Continued support and assistance to emerging Irish
seed companies in competing for commercial funding
from international venture capital funds to raise the
standard in terms of financial, commercial,
management and presentational skills amongst this
group.

Consideration may need to be given to addressing

the lack of diversification in seed and early stage
funds (focused primarily on high-tech) to ensure that
potential high-growth companies which are not
necessarily high tech are not dissuaded from the
equity route (self-selecting themselves due to a
perception that the funds are not relevant to their
sector or company type), or otherwise restricted due
to fund restrictions or the specialist focus and
preferences of the VC fund managers. We
understand that Enterprise Ireland is in discussions
with the European Investment Fund in this regard.

Recommendation R11 — Support of
Angel Investment across the island of
Ireland

The establishment of an Irish dedicated co-investment
fund or angel fund should be considered where
investment selection is initially led by the private
investors, who set the terms, but with the remaining
funding provided by the co-investment fund.

We recognise the existence of the Co-Fund NI which
supplied £1.7m in funding to seed and early stage
businesses. Co-Fund NI leveraged additional private
sector investment of £3m in addition to the Invest NI
(INI) portion of £1.7m (2012).

The establishment of a co-investment fund or angel
fund, which has merit in its own right to further promote
business angel investing, may also promote further
diversification where initially led by the private
investors.

The recent establishment of a new all-island food
business angel syndicate may demonstrate potential for
funding of ‘non-tech’ sectors by equity investment
although it is too early to make any detailed
assessment of the syndicate.

As the visible business angel market in Ireland is small
relative to other countries and due to the fact that
investments through structured vehicles such as the
Seed Capital Scheme (SCS) and the Employment and
Investment Incentive (Ell) scheme show a downward
trend in overall investing, consideration should be given
to the following:

¢ Further promotion and awareness raising of the
benefits of the existing SCS and the EIll scheme are
required; and

¢ Extension of the terms of the Ell relief in line with the
more extensive and attractive UK-based Enterprise
Investment Scheme and the Seed Enterprise
Investment Scheme.

Due to the increasing relative importance of business
angels as a source of finance for SMEs and, the as yet
relatively small size of the total business angel market
in Ireland and Northern Ireland, we recommend
continued public funding of both the jurisdictional and
cross-border Business Angel network infrastructure.
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Recommendation R12 — A Venture
Capital Strategy for Northern Ireland
Echoing the recent Review of Access to Finance for
SMEs in Northern Ireland (EAG, 2013), we recommend
that a comprehensive Venture Capital Strategy is
developed for Northern Ireland which informs and
develops the equity funds under the Access to Finance
Strategy, dovetails with the new Innovation Strategy (to
be published in early 2014) and supports wider policy
objectives to further promote entrepreneurial activity in
Northern Ireland. This strategy should address medium
to long-term considerations including the avoidance of
future gaps in the continuum of funding, an issue which
is likely to have impacted demand and confidence in
equity funding in Northern Ireland. And, in the shorter
term, it should frontload early risk capital initiatives and
associated support services to take into account the
importance role of proof of concept, seed and early
stage capital availability as a demand stimulant.

Two new development capital funds of £30m each were
awarded in 2013 and are understood to be subject to
contract at the date of writing. In early 2013, the Invest
Growth Proof of Concept Fund (pre-commercial grant),
which was fully committed at the end of 2012, and the
Invest Growth Fund were extended by £2m each to
March 2014, with a view to putting in place increased
seed and early stage funding from April 2014.

Recommendation R13 — Investment in
Seed and Early Stage Capital in
Northern Ireland

The extension of risk capital needs to be supplemented
by a range of wider support initiatives to promote
innovation and the entrepreneurial environment and
provide wrap around services to start ups. Despite
acknowledged success of some investment readiness
support programmes, it was considered that further
work was required to simplify and streamline the full
range of supports, promote them in a more
user-friendly and understandable manner, improve the
commercial and management skills of early stage
company teams, and extend the level of support
available recognising that a significant degree of
handholding was required for early stage companies.
Consideration needs to be given to the appropriate
nature and level of wrap-around services appropriate to
an extension of risk capital for seed and early stage
companies to address potential demand side
weaknesses and leverage the benefits of the
investment.



2. Introduction

This report presents the results of a study into access * A series of recommendations for the financial

providers, businesses and policy makers with a
particular emphasis on where cross-border

to finance for growth amongst SMEs in Ireland and
Northern Ireland. The study, for the first time, examines
not only bank finance but finance available to SMEs cooperation can deliver mutual gains to Northern

from other sources such as government funding, Ireland and Ireland

venture capital and angel finance.

The study also, for the first time, presents a complete 2.9 DEF'N'T'ONS USED IN THE
picture of the supply of finance to SMEs across the STUDY

island of Ireland, in particular the supply of bank finance
in Northern Ireland. In Ireland, banks provide supply
side data to the Central Bank of Ireland. However, at
present, no such process exists within Northern Ireland.

The following definitions and explanations should be
considered in the context of the study:

This study provides a unique analysis of the total value
of the credit extended by banks in 2012 to SMEs in
Northern Ireland.

® The study concentrated on direct sources of finance
which include the physical transfer of funds from a
lender or other finance provider to an SME.

The study excluded detailed commentary on indirect
sources of finance which support SMEs by means of
trade credit, access to staff resources and/or tax

This study is an important component in the complete
and rigorous assessment of the current supply and
demand side issues related to bank and non-bank
finance for SMEs trading in Ireland and in Northern
Ireland.

incentives.
At an overall level, an SME is defined (using the
standard EU definition) as any entity engaged in an

economic activity, irrespective of legal form (i.e.

2 1 OBJECT'VES OF THE STUDY corporation, partnership, sole-trader, etc.), which

employs fewer than 250 persons and whose annual

turnover does not exceed €50m or whose annual

The three main objectives of the study are to provide: balance sheet does not exceed €43m.

. ] ] ] The study included companies falling into one of
® Areview of the current information covering access to three categories of SME, as determined by the EU
definition of each category, which can be broadly

summarised as follows:

finance for SMEs and, in particular, clarify the balance
between the supply-side and demand-side issues;

¢ Areview of the current supply of various types of
finance for growth (including bank lending, business
angel finance and Venture Capital (VC)) and
assessing the potential for new and alternative ways
of financing enterprise growth; and

EMPLOYEES TURNOVER BALANCE SHEET VALUE
MICRO <=10 <=€2M <=€2M
SMALL <=50 <=€10M <=€10M

MEDIUM <=250 <=€50M <=€43M
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® In instances where data which would allow
categorising SMEs accurately was not available, or
was deemed unreliable, the number of employees
employed in the enterprise was used as a proxy.

® Business sectors were mapped to the NACE Rev. 2

statistical classification of economic activities in the

EU.2 As such, the study included companies from

sectors Ato Q.

The study draws on relevant reports largely published

before January 2013 and the results of surveys,

including those of the Q3 and Q4 2012

InterTradelreland Business Monitor *.

® Data was collected from seven banks and ten other
finance providers in the course of the study and this
covered the period 1st January 2012 to 31st
December 2012.

Bank Data Analysis

For the analysis of data provided for the study by banks
in Ireland and Northern Ireland, two methods have
been employed:

¢ Full reporting method (all sectors); and
® Real economy data method —i.e. certain sectors are
excluded, following the same approach as that
employed by the Central Bank of Ireland in the
Trends in Business Credit and Deposits publication.
The following sectors have been excluded:
- F. Construction — to remove speculative
property related lending;
- K: Financial Intermediation; and
- L: Real Estate, Land and Development
Activities — to remove speculative property
related lending.

The reporting method used in this study is similar to
that employed by the Central Bank of Ireland for
reporting on SME lending, with one exception. The
Central Bank reporting method is more comprehensive
than this report as it includes SMEs involved in financial
intermediation (i.e. lending to certain financial vehicle
corporations (FVCs), mostly mortgage backed
securitisation vehicles), whose balance sheet size
brings them into the SME definition. Lending to these
SMEs is not included in the data presented in the
report.

In the case of the data reported under the real economy
data method — which is the most accurate and more
widely used method of presenting SME lending data -
the Central Bank of Ireland numbers are fully reconciled
with the data presented in this report and the reporting
methodologies are fully aligned.

The original exercise to collect data from the banks in
Ireland to facilitate reporting of this data, now
undertaken by the Central Bank of Ireland, was a
comprehensive exercise. It involved the lengthy on-site
collection and audit of the data by Mazars at the
beginning of the process to ensure its completeness,
accuracy and definition. This form of data audit did not
take place as part of this study due to time and
resource limitations. This initial step is an important
component in the reporting of accurate bank supply
data, as it ensures that the different operational
methods of the various banks, the different definitions
used and the data collection systems are fully
understood and accommodated. For this study a
number of assumptions have been made in the
compilation of the Northern Ireland bank data figures
(see Appendix 3). In the event that ongoing reporting of
bank data is envisaged, further work would be required
to improve the robustness and consistency of the data.

2.3 REPORT STRUCTURE

This report has been structured as follows, in order to
respond to the objectives outlined in Section 2.1:

® Section 3 provides a contextual picture of the
environment in which SMEs are operating, the
economic environment in which they are trading, their
importance to the Irish and Northern Irish economies,
trends in SME business performance and the manner
in which SMEs in both jurisdictions are currently
financing their businesses.

3The NACE Code system is a pan-European classification system which groups organisations according to their business activities. It assigns a unique
5 or 6 digit code to each industry sector e.g. B - Mining and quarrying - B5 - Mining of coal and lignite. These sectoral definitions are used in Eurostat

and Central Bank of Ireland reports on SME data.

4The InterTradelreland Business Monitor interviews 1,000 business owner/managers across the island of Ireland each quarter. Results can be

accessed at http://www.intertradeireland.com/researchandpublications/
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¢ Section 4 is structured around an analysis of the
demand for finance amongst Irish and Northern Irish
SMEs. It examines the absolute levels of demand for
bank, equity and other forms of finance, the nature of
this demand and the purpose for which finance is
being sought. It also examines the sectors and types
of SME with the highest demand for finance and the
extent to which demand varies by business growth
stage. Finally this section examines the extent to
which demand is impacted by other factors.

Section 5 examines the supply of finance to Irish and
Northern Irish SMEs from all the major funding
sources — banks, equity providers, public funds and
other sources. For the first time it quantifies the
absolute level of total and real economy credit being
supplied by banks operating in Northern Ireland and
the nature of this supply.

® Section 6 provides an overview of the SME finance
products, schemes and initiatives being undertaken in
other countries that may be of interest in Ireland and
Northern Ireland.

¢ Section 7 sets out a series of recommendations to
address the issues noted in this study and to improve
access to finance for SMEs in Ireland and Northern
Ireland.
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3. Lending Context

3.1 THE IMPORTANCE OF SMES
To THE ECONOMY5 Figure 1: SME Size Split

. . . = Micro Small " Medium
Approximately 300,000 Small and Medium Enterprises

(SMEs) are active in Ireland and Northern Ireland
employing 1.4 million people. This represents almost
70% of the total work force on the island of Ireland.
SMEs represent 99.8% of all enterprises in Ireland and
99.9% in Northern Ireland.

1%

7%

SMEs can be categorised as micro, small or medium
enterprises and Figure 1 shows that the vast majority of
SMEs are classed as micro enterprises (i.e. companies
which employ less than 10 people with turnover or
balance sheet values of less than €2m).

When analysed by the number of persons engaged Source: Ireland: CSO, Northern Ireland: BIS UK
(often used as a proxy for economic weight), micro

SMEs employ over half of all those working in SMEs in

Northern Ireland and just under 40% in Ireland.

Figure 2: SME Profile — Number and People Employed

Number of SMEs by size Number of SMEs by size
(Ireland) (Northern Ireland)

1% 1%
4%

8%

®Micro “Small = Medium ®Micro " Small ®Medium
Employees engaged by SME size Employees engaged by SME size
(Ireland) (Northern Ireland)

34%

®Micro " Small ®Medium ®Micro “Small ®Medium

Source: Ireland - CSO, Northern Ireland - BIS UK

5Figures in this section are taken from: Ireland - Central Statistics Office (CSO), Business Demography 2010, (includes Sectors B-P) and Quarterly
National Household Survey (QNHS) for Q2 2012 (includes Sector A: Agriculture, Forestry and Fisheries); Northern Ireland - Department of Business
Innovation, Business Population Estimates for the UK and Regions 2012 (for Sectors A—S).



In Ireland the Wholesale & Retail, Accommodation &
Food Services, Manufacturing and Construction sectors
dominate the SME employment landscape, whereas in

Northern Ireland, Wholesale & Retail, Manufacturing,
Construction and Administration & Service Support
Activities are the dominant four sectors.

Figure 3: Employee Share of Total SME Employment by Business Sector

G: Wholesale and Retail Trade

I: Accomodation and Food Service Activities
C: Manufacturing

F: Construction

M: Professional, Scientific and Technical
A: Agriculture, Forestry and Fisheries

N: Admin and Service Supporfctivities
H: Transportation Storage

K: Financial Intermediation (excl. MFI)
J: Information and Communication

L: Real Estate Activity

B, D + E: Electricity, Gas, Steam & Air

0% 5%

Northern Ireland

Source: CSO, Department of Agriculture, Fisheries and Food, BIS UK

10% 15% 20% 25%

M Ireland

Of the four main sectoral employers in each jurisdiction,
three have been in distress and are very dependent on
the domestic economy, with high levels of debt.
Conversely sectors with the potential for most growth
on the basis of their export-oriented nature (e.g.
Information and Communication) employ significantly
fewer people. Agriculture, which is traditionally not
included in SME statistics, is also a significant
employer in both Ireland and Northern Ireland.

In Gross Value Added (GVA) terms, SMEs account for
about 82% of GVA in Northern Ireland and 52% in
Ireland.

3.2 ECONOMIC CONTEXT

At the time of the research in 2012, the trading
environment for SMEs operating in Ireland and
Northern Ireland was difficult, something which has
begun to ease in 2013.

In 2012 this environment was characterised by:

¢ Unemployment rates of 7.8% in Northern Ireland and
14.7% in Ireland® against an EU average of 10.9%
and an increase of 3.5% in Northern Ireland and 10%
in Ireland in the previous four years. Within the
OECD, only Spain and Greece had experienced a
more significant change than Ireland.

¢ Aretail sales index in Ireland which was almost 22%
lower than it had been in 2007.”

8Figures from the Department of Enterprise, Trade and Investment (DETI) and CSO.

”Figures from CSO.
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® Personal consumption at its lowest level since 2004 3.2.1 IMPACT OF ECONOMIC PERFORMANCE

in Ireland and Northern Ireland. ON SMES

¢ Falls in consumer sentiment of almost 63% in Ireland.
¢ Significant reductions in residential property prices
(approximately 50% in Ireland and 56% in Northern

The impact of the trends in 2012 on companies
provides a snapshot of the overall health of SMEs. The

Ireland?) in the previous five years. results of the InterTradelreland Q4 2012 Business

* Levels of insolvency that peaked in Ireland at 450 Monitor demonstrated that approximately 90% (Ireland
companies in Q3 2012 and at 118 in Northern Ireland 92%; Northern Ireland 88%) of respondents had
in Q2 2012.° experienced either a severe or moderately adverse

impact on their business since the onset of the

The Irish economy was technically in recession economic downturn in 2008.
between 2008 and 2011 (ESRI, 2013a). Whilst the UK
technically entered recession in 2008 and exited it in
Q4 of 2009, the recession in Northern Ireland has been
deeper and longer than in the rest of the UK. The
private sector has contracted by approximately 15%
from its peak in 2007 and Northern Ireland was one of
only two UK regions which reported a fall in output
during the last quarter of 2012. It also recorded the
fastest quarterly fall in employment across the UK
regions (EAG, 2013).

Figure 4: Impact of Economic Downturn

100 —
80 .
40 E—— S ] -

20— S E— N S S — L

Percentage of Respondents

0
Micro Small Medium Ireland Northern Ireland Total

Severe adverse impact B Moderate adverse impact No impact at all M Positive impact

Source: InterTradelreland Q4 2012 Business Monitor Survey

This impact can also be seen in the churn of company creation is about 20% below the rate of
enterprises. The data'® suggests that in Ireland the rate closure. Therefore, in both jurisdictions, the net number
of companies being created is just over half of those of companies in operation has decreased since 2008.

being closed, while in Northern Ireland the rate of SME

8 Figures from the Department of Finance and Personnel (DFPNI) and CSO.
9 Figures from www.insolvencyjournal.ie and DETI.
°For this data see Office of National Statistics (ONS), Business Demography 2011 and CSO, Business Demography 2011.
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3.2.2 DRIVERS OF ECONOMIC GROWTH

Whilst comparable figures for Northern Ireland are
currently not available™, it is possible to examine the

source of economic growth in Ireland in the period
2008-2012. The majority of growth in the economy in
this period has been based on exports as is shown in
Figure 5.

Figure 5: Components of Irish Economic Growth (GDP) 1996-2012
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However, the National Competitiveness Council (NCC,
2012) cautioned that, while exports are forecast to
increase in 2013 and 2014 they will do so at a slower
pace than in recent years, pointing to a difficult
international trading environment.'?

Data from the Department of Enterprise, Trade and
Investment (DETI, 2013) supports this, showing that
Northern Ireland’s goods exports decreased by 5.5% in
2012/2013, driven by decreases to key export markets
such as Ireland and the Euro zone. Accordingly, the
new NI Composite Economic Index has shown a 1.2%
decrease in NI output compared to a 0.2% increase in
UK GDP over the same period (Q1 2012 to Q1 2013).

3.2.3 SME RELIANCE ON THE DOMESTIC
ECONOMY

Across the island of Ireland, as shown in Figure 6, the
InterTradelreland Business Monitor for Q3 2012
reported that approximately 65% of micro enterprises,
50% of small enterprises and 40% of medium
enterprises do not export goods or services and, as
such, are heavily reliant on the domestic economy.

""There are main two measures of exports from Northern Ireland, the Regional Trade Statistics produced for UK regions by HMRC and the NI

Manufacturing Sales and Exports Survey produced by DETI.

2National Competitiveness Council, Irelands Competitive Scorecard 2012.
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Figure 6: Exporting Profile
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This makes these businesses more dependent on governments are spending less and saving more or
domestic personal consumption levels, consumer paying down existing debt levels. The National
sentiment and retail sales figures, all useful indicators Competitiveness Council (NCC, 2012) reports that

of the level of confidence in the domestic economy. A weak consumption represents a major drag on

recent report (DKM, 2013) compared consumer economic growth “whereas excessive domestic
sentiment indices in Ireland with those of Eurostat. The consumption in the second half of the last decade —
results indicated that Ireland demonstrated the most evident in the mania for property — was a
strongest peak decline in consumer sentiment to significant contributory factor in undermining Irish
February 2013 of any European country measured, competitiveness and was unsustainable, the pendulum
including Greece. Comparable Eurostat figures are not has now swung in the opposite direction”.

available for Northern Ireland.
Whilst this rebalancing is necessary, it constrains

A number of factors have an impact on personal domestic demand. The Economic Advisory Group
consumption and domestic demand including: (EAG, 2013) suggests that a similar trend is apparent
across the UK. Bank of England data clearly shows that
® The contracting market value of residential property new lending has been falling while repayments of
and any increase in mortgage defaults; existing debt have risen. British Banking Association
¢ High levels of unemployment and increased net (BBA) data also suggests that businesses are still
emigration; largely focused on repayment of debt.
® Degradations in consumer spending as recorded by
consumer-led indexes such as the retail sales index Additionally, public spending programmes and demand
or consumer sentiment indices; and by state and semi-state bodies for publicly procured

° i i ; i
Increases in gross household savings. capital works, goods and services has reduced by

approximately 16% in recent years across Ireland and
Northern Ireland due to fiscal adjustment. There is little
prospect of a significant increase in spend in the all-

The Central Bank of Ireland (CBI, 2013) reports that
domestic indicators in Ireland suggest that households
and SMEs are continuing to reduce their debt levels, island public procurement market in the next few years.
and that public spending is cautious. Households and



3.2.4 CHALLENGES FACING THE IRISH
BANKING SECTOR

The Irish banking system faces a number of challenges
including addressing levels of distressed credit,
managing capital positions, funding and increasing
regulatory requirements.'®

Legacy lending decisions mean that large volumes of
existing assets (mortgages, commercial loans, and
SME loans) are underperforming. It has been reported
that “increases in credit allocated to a sector that
outstrips the amount predicted by a long-run linear
trend are likely to be highly correlated with decreases in
credit standards in lending to that sector” (Lawless &
McCann, 2012). These findings suggest that
decreasing credit standards during a boom cycle lead
to increased loan delinquency during a crisis.

Unsustainable lending products created during the
boom, such as tracker mortgages and certain
Commercial Real Estate (CRE) loans, now require
significant balance sheet management, potential
borrower resolution or restructuring. In 2012, the pillar
banks in Ireland made tentative returns to the funding
markets, but a weakened international reputation
means that credit risk and the cost of doing business
remains high.

For the major Irish-owned banks operating in Ireland
and Northern Ireland™, costs are currently greater than
income and are likely to remain so for some time.
These organisations have been focusing in the short
term on streamlining operations, splitting their portfolios
into core and non-core assets and changing their local
banking networks and staffing levels.

Increased regulation is also evident in the change of
approach and tone taken by regulators and
Government. While various programmes are driving
deleveraging in the banks, Basel lll requirements are
also placing a further emphasis on level of capital
required. A move towards banking union in the EU is
also likely to increase regulation.

Other major challenges for the banks in 2012 included
the following:

® The interconnectedness of borrowers across
commercial and residential loan books;

® Financial instability within the Eurozone, impacting on
access to funding and liquidity;

® The view of the markets on the sovereign debt crisis
in the EU and elsewhere;

® The potential impact of new personal insolvency
legislation in Ireland;

® The outlook of economic recovery with the
consequent pressure on asset quality and increased
provisioning; and

® Restrictions on the wholesale funding market.

3.2.5 CHANGES IN BANK CAPITAL
REQUIREMENTS

The current banking environment in which SMEs are
seeking to secure credit is fundamentally different to
that which was in operation in the period prior to 2009.

Under the bank recapitalisation programmes in both
Ireland and the UK, banks and, in particular those
banks who are the primary lenders to SMEs in Ireland
and Northern Ireland, have been obliged to significantly
change their bank funding and capital practices.
Therefore, “Irish banks are engaging in a process of
de everaging whereby they are disposing of non-core
assets over time, in order to bring down their loan-to-
deposit ratios and reduce their dependence on Central
Bank funding. In the aggregate, domestic banks’
deleveraging has exceeded the programme’s targets
for 2011 as a whole” (Forfas, 2012).

3 This was before the announcements in October 2013 that Danske Bank and ACC Bank were to close their retail banking services in Ireland

from 2014.

4 According to the results of the Q3 2012 Business Monitor Bank of Ireland and AIB/First Trust Bank account for approximately 80% and 30%

of business banking accounts in Ireland and Northern Ireland respectively.
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Additionally, under the Prudential Liquidity Assessment
Requirement (PLAR) process in 2011, Irish pillar banks
were required to change the capital composition of their
balance sheets, in particular the loan to deposit ratios:
“under the PLAR requirement established at the end of
2010, the main Irish controlled banks were required to
shrink their balance sheets so that by the end of 2013,
credit advanced would be no more than 121% of the
banks’ deposits, compared with a ratio of over 180% at
the end of 2010. The PLAR targets have been since
modified towards a specific target for reduction in non-
core lending and that this deleveraging is leading to a...
contraction in the domestic loan book” (DKM, 2013).

At the same time, as Figures 7 and 8 demonstrate, the
stock of impaired loans has continued to rise across the
main banks which are lending to SMEs in Ireland.
Whilst statistics are not separately collected for
Northern Ireland, in Ireland the value of impaired loans
to Irish SMEs and non-financial firms stood at €10.8
billion at December 2012. This represented 25% of the
SME/corporate loan book, an increase from 21% of the
book at December 2011 (CBI, 2013).

Figure 7: Irish Domestic Banks’ SME/Corporate Lending, Impaired and Vulnerable Loans 2012
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Figure 8: Irish Domestics Banks’ Flow of Impaired Loans as a Percentage of Outstanding Lending 2012
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It is important to note that bank lending tends to be
cyclical. Capital requirements increase when credit
conditions deteriorate. As the probability of default
increases in weakening credit conditions, the quantum
of risk-weighted-assets also increases and the Tier 1
and Tier 2 capital ratios fall. As banks are required by
their supervisors to maintain certain capital ratios, they
can only continue to achieve this in a weakening credit
environment by reducing the volume of lending or
increasing the quantum of capital available to them.
This leads to restrictions in credit. This can have knock
on consequences for borrowers that do not appear to
be vulnerable but are reliant on refinancing to repay
debt. The likelihood of securing refinancing decreases
as credit conditions weaken, thereby increasing the
probability that the customer will default.'®

In the case of Northern Ireland, the absence of bank
headquarters has several implications. It would appear
to have restricted more timely access to initiatives such
as the Funding for Lending Scheme as well as
impacting on the effectiveness of other national
initiatives implemented by the UK government. In
addition, the non-devolution of regulation means that
the Northern Ireland Executive is limited in its power to
address and influence banking and finance matters.

3.3 SME BUSINESS
PERFORMANCE

Numerous surveys, including the quarterly
InterTradelreland Business Monitor and twice-yearly
Irish Department of Finance SME demand survey, have
indicated that micro-enterprises, domestically focused
businesses and businesses in sectors such as
Wholesale & Retail, Accommodation & Food Services
and Construction have experienced the most severe
degradation in trading conditions. In general, SMEs in

Northern Ireland have fared better than those in Ireland.

Economic indicators in 2012, such as GNP and
unemployment rates, began to point to a stabilisation in
the economies in Ireland and Northern Ireland.
Consecutive InterTradelreland Business Monitor
surveys in 2012 also suggested that, while more SMEs
were continuing to report decreased sales rather than
increased sales, an incremental recovery was
apparent, as can be seen in Figure 9. These positive
movements have continued into 2013.

Figure 9: Sales Performance in Ireland and Northern Ireland
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5 The importance of lending to SMEs is recognised in the supporting or special discount factor for SME lending that has been included in the European
Commission’s Capital Requirements Directive (CRD) IV introduced in 2011.
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It would appear from Figure 10 that, in net terms, while companies were hiring staff. In addition, staff reductions
more SMEs continued to reduce employee numbers amongst micro SMEs stabilised.

rather than increase employee numbers, this trend had

begun to level off in 2012 and 30% of medium

Figure 10: Employment Performance in Ireland and Northern Ireland
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Figure 11 shows that the majority of respondents (80% in the previous 12 months. Medium businesses
- Ireland 72%; Northern Ireland 85%), despite the tough appeared to perform the best.
trading conditions, indicated that they had made a profit
Figure 11: Profit in the Business in the Last 12 Months
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This is supported by research in the UK (BDRC
Continental, 2012). SMEs in Northern Ireland are as
likely to be as profitable as their UK counterparts but
where they made a profit, the median profit was likely to
be lower than the UK average. Also the EAG reported
that, “while the Northern Ireland Annual Business
Inquiry shows that SME turnover had remained largely
stable between 2008 and 2010, investment in terms of
capital has decreased by 48%” (EAG, 2013).

This suggests that, in general, businesses have been
cutting costs and restructuring the business in order to
ensure continued profitability.

3.3.1 SME GROWTH PLANS

The performance and growth outlook of an SME is an
important factor in its ability to secure finance. In 2011
and 2012 the InterTradelreland Business Monitor
consistently found that the majority of SMEs described
themselves as stable. However, more SMEs were

describing themselves as ‘surviving at all costs’, rather
than ‘growing or expanding’, indicating a net reduction
in the quality of the SME population.

As Figure 12 shows, only 13% (12% Ireland; 13%
Northern Ireland) of survey respondents indicated that
they were ‘growing’ and 48% reported that they were
‘stabilising’ (43% Ireland; 52% Northern Ireland) in Q4
2012. More SMEs in Northern Ireland were focused on
growing or stabilising their businesses than in Ireland; a
higher percentage of SMEs in Ireland was focused on
‘survival at all costs’. Latest figures would suggest
however, that a business-led recovery is beginning to
take root with a significant increase in companies
reporting growth in Q3 2013.

Figure 12: Current Status of the Business.
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If growth is examined on a sectoral basis, as in Figure
13, the following patterns are apparent:

¢ Manufacturing and ICT are the sectors showing the
most growth/expansionary intention;

® In spite of the large numbers of staff employed the
Wholesale & Retail, Accommodation & Food Services
and Construction sectors are least likely to be
expanding; and

® The Construction and Agriculture sectors are most
likely to include SMEs who are surviving at all costs.
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Figure 13: Current Status of the Business by Sector
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3.3.2 CONSTRAINTS ON GROWTH

When respondents were asked about preconditions
needed for growth in the InterTradelreland Business
Monitor in Q4 2012, it was found that macro-economic
factors ranked higher than other business issues. This
has remained largely unchanged since 2011, with
SMEs indicating that external economic factors still
represent the greatest constraint to growth.

Most SMEs consider uncertainty in the economic
climate, the resultant increase in the cost of running
their business and reductions in trading activity due to
decreases in consumer demand to be more important
(75-80% of SMEs) than access to finance (20-30% of
SMEs). This point is further substantiated by the 2011
UK Finance Monitor (BDRC Continental, 2012) which
reported that 34% of SMEs in Northern Ireland

considered the economic climate their major obstacle.
The Northern Ireland Access to Finance survey
(Department of Finance and Personnel, 2011) also
reported that nine out of every ten businesses
operating in Northern Ireland cited the general
economic outlook at the time as being the main
constraint for their business, with 59% citing the limited
demand in the domestic market as the most significant
limitation on the growth of their business. This is over
10 percentage points higher than the average UK
figure.

Even with those figures Northern Irish SMEs appear to
be less concerned about reductions in sales and the
impact of the economy than Irish SMEs as is
demonstrated in Figure 14.



Figure 14: SME Constraints on Business Growth Plans
Northern Ireland

Uncertainty in relation to economic environment

Increasing costs of running the business

Reducing sales and demand

Lack of external finance options

Existing company and related debt

Personal debt of business owner(s)

Northern Ireland: Availability of skilled staff

Ireland

Uncertainty in relation to economic environment

Increasing costs of running the business

Reducing sales and demand

Lack of external finance options

Existing company and related debt

Personal debt of business owner(s)

Ireland: Availability of skilled staff

0% 10%  20%

m High impact Medium impact m Low impact

Source: InterTradelreland Business Monitor survey, Q4 2012

m No impact

30% 40% 50% 60% 70% 80% 90% 100%

m Do not intend to grow the business

Figure 14 also highlights the proportion of SMEs who
‘did not intend to grow the business’ at all (a larger
prevalence amongst small and stable SMEs). The
provision of additional finance sources may be
irrelevant to these SMEs. Policy may need to focus on
how and to what extent additional SMEs can be
encouraged to grow and indeed export into new
markets thereby reducing their reliance on the
challenged domestic market.

Existing levels of personal and company debt would
appear to be more of an issue in Ireland than in
Northern Ireland. More Irish SMEs indicated that the
lack of external finance options was a growth constraint
than SMEs in Northern Ireland. This may be due in
some part to the existence of additional debt levels, in
particular property debt, in Irish companies (see
Section 4.1.14).

3.4 SME BUSINESS CONCERNS

3.4.1 MOST PRESSING BUSINESS CONCERNS

FOR SMES IN IRELAND AND NORTHERN
IRELAND

InterTradelreland has been monitoring the primary
business issues facing SMEs in its Business Monitor
survey since 2009. This survey has consistently
indicated that external cost pressures, in particular
energy costs, are the main concern facing most SMEs
regardless of their size.

As shown in Figure 15 cash flow pressure is also a
significant issue'® for approximately 41% of SMEs
surveyed followed by a reduction in demand for their
goods or services (33%). Access to finance is one of
many issues noted by Irish and Northern Irish SMEs
but the Business Monitor would suggest it is not the
most important issue.

6 Respondents who scored the issue four or five on a scale of one to five
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With the exception of the issue of energy costs, the two counterparts. This clearly reflects the harsher economic

jurisdictions are generally consistent in their overall climate in which Irish SMEs are trading and the lower
ranking of business issues. Northern Irish SMEs are levels of consumer confidence and levels of domestic
concerned, but not as concerned, about the impact of demand in Ireland when compared to Northern Ireland.

the external economic environment as their Irish

Figure 15: Current Issues for SMEs in Business.
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3.4.2 MOST PRESSING BUSINESS CONCERNS FOR SMEs ACROSS EUROPE

The survey on access to finance of SMEs in the Euro area (SAFE)'” has been monitoring the most pressing concerns

of SMEs within the EU since 2009.

Figure 16: SAFE Survey Euro Area SME Business Issues
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The results of these surveys have consistently shown
that although “access to finance” was cited as the most
pressing problem for between 15%-20% of
respondents, the dominant concern for SMEs was
“finding customers” (25-30%).

When the issue of “access to finance” is reviewed in
isolation it can be noted that, at 21%, Irish respondents

indicate a slightly higher than average (18%)
requirement for finance. Ireland is in a similar but
slightly better position than Greece, Spain, ltaly and
Portugal —countries which are experiencing similar
macro-economic difficulties — but is not a significant
outlier in a European context. The SAFE survey does
not examine business issues in the UK or in Northern
Ireland.

Figure 17: SAFE Survey Euro Area SME Business Issues — Country Comparison
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7The survey is commissioned jointly by the European Commission’s Directorate General Enterprise and Industry and the European Central Bank (ECB).
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3.5 HOW SMEs ARE FINANCING
THEIR BUSINESSES

3.5.1 OVERALL SME FUNDING POSITION

SMEs are generally financed through a combination of
internal and external means. Internally, an SME is able
to draw on its existing capital and reserves or to use
working capital for short term finance. Externally, an
SME can seek funding from a number of third party
sources: family and friends, banks, venture capital,
business angels, grants and other public funding
sources (Mac An Bhaird, 2010).

As Figure 18 shows, 25% of SMEs in Ireland and 36%
of SMEs in Northern Ireland reported no external
finance requirements in the Q3 2012 InterTradelreland
Business Monitor. This suggests that these businesses
were able to fund their businesses needs through
internal resources. The results are similar to those in
the 2011 UK SME Finance Monitor (BDRC Continental,
2012), which found that SMEs in Northern Ireland
(42%) are more likely to have no external finance
requirement than their UK peers (60%).

Figure 18: SMEs with Some Form of External Finance in Place
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It should be noted that many SMEs in Ireland and
Northern Ireland do not require and may never require
external finance to grow their businesses. The use of
external finance is not necessarily in all cases a
prerequisite to or determinant of business success or
growth. However, the level of SMEs who are looking for
external finance may also reflect the fact that many
SMEs are focusing their efforts on stabilising their
businesses, breaking even, turning a small profit or
survival. These goals are in marked contrast to growth
or expansion into new markets which are typically
activities that consume higher levels of capital.

Where SMEs are not investing in or improving their
businesses over a protracted period, they will over time
damage them. Where stabilisation or survival rather
than development or growth remains the focus for a
long period of time, this represents a risk to the
economies of Ireland and Northern Ireland as the
quality and stock of SMEs will degrade.

The overall funding position of Irish and Northern Irish
SMEs is shown in Figure 19 with a clear preference for
bank finance apparent amongst Irish and Northern Irish
SMEs and a specific focus on short term facilities such
as overdrafts. That this trend is more pronounced in
Ireland supports recent research from the Central Bank
of Ireland (Lawless, McCann and O'Toole, 2013).



According to Figure 19, SMEs in Ireland have a higher loans and credit cards), while there is a higher use of
proportion of external finance in place than their lease and hire purchase in Northern Ireland.
Northern Ireland counterparts (especially overdrafts,

Figure 19: Types of Finance in Place
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Figure 20 shows that Irish SMEs are more reliant on highest level of demand. In the case of all short term
short term finance, in particular overdrafts and trade measures of credit (overdrafts, trade credit), Ireland
credit, in comparison to the EU average, with the gold demonstrates the highest usage. Neither Northern
indicator demonstrating average levels of finance used Ireland nor the UK is included in the SAFE surveys.

for each bank product over time and the brown the

Figure 20: Sources of Finance — Ireland v EU Average
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This suggests that SMEs in Ireland and Northern Ireland
may be over-reliant on short term credit which is
expensive for both SMEs and banks alike. Whilst many
SMEs regard overdrafts as a convenient form of ongoing
finance, overdrafts are in fact designed for short term
and temporary purposes only and should not be used
constantly. The pricing of an overdraft reflects this with
overdrafts commonly priced as the most expensive form
of finance available to an SME.

Best practice in the funding of a business would
suggest that the type of funding used should be
consistent with the purpose to which the funding will be
put (i.e. short term finance such as overdrafts should be
used for short term finance purposes such as a
seasonal drop in turnover and long term finance such
as term loans should be used for longer term purposes
such as expansion into new markets). A long term and
permanent drop in turnover and thus cash flow should
not however be financed by means of an ongoing
expensive overdraft. Rather a restructuring of the
overall funding position of the business is required.

3.5.2 DIVERSITY OF EXTERNAL FUNDING

Of those SMEs surveyed who had external finance in
place it is apparent that bank finance is the primary
source of external finance by a significant margin. Only
2-3% of respondents had other forms of finance in place.

In addition to banks, specialist finance houses also
provide working capital credit products such as debt
factoring, leasing and invoice discounting. Consultations
as part of this study have indicated that the take up of
such alternative products is low in both jurisdictions.

Invoice discounting and similar products are often
inappropriate for those SMEs whose turnover and thus
debtors are falling and the receipts cycle is becoming
longer. In those instances, invoice discounting becomes
an expensive and more risky form of finance for an SME.

Business finance can also be provided by other non-
bank external means. Investment which is made directly
from owners, friends and family is notoriously difficult to
measure because there are no systems or formal
requirements to collect or report such information.
Nonetheless, a report published by DCU's Ryan
Academy in 2013 found that about 28,000 family,
friends, and colleagues provided money to new
businesses in Ireland in 2011.

Results from the October 2011 — March 2012 ECB
SAFE survey indicated the significant majority of SMEs
believe that equity is not relevant to their business. This
is further validated by the results of recent
InterTradelreland and Irish Department of Finance
surveys which show that typically, less than 1% of
respondents are financed through external equity or
have applied for venture capital finance.

Aside from equity capital, SMEs can also seek finance
from government via a number of funding channels.
Public finance plays a minor part in external finance for
the majority of SMEs. Only 3% of SMEs surveyed in the
InterTradelreland Business Monitor in Q3 2012 had
publicly-funded grants in place. Larger SMEs and those
operating in the Agriculture and Manufacturing sectors
are the most likely to have grants in place as can be
demonstrated by Figures 21 and 22.

Figure 21: SMEs with Grants in Place
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Figure 22: Sectoral Profile of SMEs with Grants in Place
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The European Commission found that “there is a
correlation between the supply (and demand) of
(external) finance for SMEs and the expansion and
contraction phases of the business cycle”. The authors
noted that this cyclicality was also found to be evident
in venture capital and business angel finance. They
highlighted the worsening finance gap facing SMEs in
accessing external finance and noted that the public
sector had an important role to play in overcoming
cyclicality in the supply of external sources of finance
during periods of economic difficulty. The report
concluded that a firm-specific outlook is of greater
importance during recessions and recommended that
“policy makers should make SMEs aware that they
should focus more on transparency of information. On
the other hand the conditions of banks for approving a
loan should be more transparent and stable” (European
Commission, 2009).

3.5.3 INTERNAL FUNDING

Many businesses will seek to grow through organic
means using their historic reserves or the free cash
flow generated by the business. It should be noted that
optimal balance sheet structure for SMEs as a whole or
for an individual SME depends on a range of factors
including growth ambitions, retirement or succession
plans, risk appetite, working capital cycle.

Approximately 25% of SMEs in Ireland and 36% of
SMEs surveyed in Northern Ireland are managing to
finance their business solely from internal resources.
The importance of internal sources of finance was also
highlighted by the 2012 Department of Finance demand

survey (Mazars, 2012) which found that 62% of
respondents financed working capital by internal
funds/retained earnings.

However, internal sources of finance are not available
to all SMEs equally. Struggling SMEs or SMEs who
have been in business for a short period of time are
less likely to have accumulated significant cash
reserves. The longer the difficult economic environment
continues, the more internal resources are depleted.
The depletion of existing reserves also reduces internal
headroom and impacts balance sheet ratios which
lenders review as part of new credit application
assessments.

Positive cash flow will generate the funds required for
the business to pay its creditors. Managed correctly
and in a controlled manner, it is possible for some
business to grow organically using positive cash flow
generated from business operations. This cashflow is
also the source for the repayment of longer term
external debt.

Despite this, results from recent Department of Finance
and InterTradelreland Business Monitor surveys
indicate that cash flow is one of the main problems
facing SMEs in Ireland and Northern Ireland. 41% of
SMEs surveyed in Northern Ireland and 43% of SMEs
surveyed in Ireland in Q4 2012 indicate that the issue
was a significant one, impacting on their ability to run
their business (see Figure 23). Whilst cashflow appears
to be a significant issue for all SMEs, it is more
pronounced for micro SMEs, those operating in the
Construction sector and for SMEs who are either
“surviving at all costs” or contracting in size.

Figure 23: Cashflow as an Issue for the Business
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Coupled with the issue of cash flow are other working
capital management issues such as trade credit
management. A number of surveys report that the
funding of this working capital or trade credit cycle
continues to be an issue for SMEs. The Q3 2012
InterTradelreland Business Monitor survey reported
that late payments from customers were considered an

issue for 61% of SMEs across Ireland and Northern
Ireland. In addition, 32% of respondents (34% in
Ireland; 29% in Northern Ireland) reported that the
average number of days within which their customers
pay them had increased, putting further pressure on the
financing of working capital.

Figure 24: Working Capital Management — Changes in Receipts from Customers
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In turn, as can be demonstrated by Figure 25, 17% of

respondents (21% in Ireland; 14% in Northern Ireland)
reported that they had increased the time in which they
paid their suppliers, suggesting a vicious circle of ever

increasing cash flow pressure amongst SMEs with a
late payment from one SME becoming a late receipt to
another.

Figure 25: Working Capital Management — Changed in Payments to Suppliers
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Consultations held as part of this study have
highlighted trade credit and the impact that late
payments have on working capital as one of the major
issues affecting SMEs. It is worth noting the difference
between Ireland and Northern Ireland in this regard.
Late payment from customers was considered an issue

by 70% of SMEs in Ireland, but slightly less at 56% of
SMEs in Northern Ireland. That fewer of those surveyed
reported pressure on their working capital/cashflow
cycles suggests that SMEs in Northern Ireland are
better able to fund their working capital which may;, in
turn, have an impact on their requirement for bank



credit to fund this cycle. Cashflow and working capital
issues can drive demand for short term finance from
external providers and may in part explain the higher
than EU average use of overdraft facilities in Ireland.

The Central Bank of Ireland’s Cheque Survey 2012
(CBI, 2012) reported that Ireland is one of only a few

EU countries that still have a significant dependency on

cheques and that the cheque usage in Ireland is
dominated by smaller businesses. The results also
indicated that the UK (including Northern Ireland), one
of the main Irish trading partners, is also a heavy user
of cheques. The use of cheques rather than funds
transfer or other payment methods is often associated
with a longer trade credit cycle.

Figure 26: Cheque Usage in Europe
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Source: Central Bank of Ireland Cheque Survey 2012

The lower use of alternative finance options such as

asset finance may also explain the heightened working

capital issues and overuse of short term purchases

where available reserves and cashflow are absorbed in
financing longer term assets.
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4. Demand for Finance

4.1 DEMAND FOR FINANCE

One of the key objectives of this study was the
examination of the demand for different forms of
finance amongst SMEs in Ireland and Northern Ireland
by business sector and growth stage. The study also
attempts to quantify the total demand for finance
amongst SMEs by category of finance:

® Bank finance;
¢ Equity finance; and

In September 2012 the IMF Country Report 12/265 for
Ireland (International Monetary Fund, 2012), reported
that “lending standards are stable but credit demand
conditions remain weak, suggesting that the reduced
activity is primarily demand driven.”

Other research (Mac an Bhaird, 2010) suggests that
the funding profile of a business will change based on
the characteristics of the firm (i.e. its age, size,
ownership structure, expenditure on R&D and the
availability of collateral). This research suggested that

* Public finance. firm specific risk factors are a more important
determinant of funding than sectoral factors and that,

organisations in Ireland, Northern Ireland, the UK and amounts of financing from a greater diversity of sources

in Europe to measure the demand for finance amongst as they develop and mature, start-up firms source

SMEs. These have primarily focused on the demand for
bank finance as banks are the most significant source firms.

finance from a greater variety of sources than older

of finance for SMEs across Europe. This study has

extended that analysis beyond bank finance and In a similar vein, the lack of collateral or business track

examined all sources of finance for SMEs operating in record for start-up enterprises increases the risk for

Ireland and Northern Ireland. To do this, the research external lenders and consequently impacts on the level

primarily analysed the information from the 2011 and of access to finance that is available to an SME at the

2012 InterTradelreland Business Monitor surveys in this early stage of its business life. The funding journey of

section of the report.'® many SMEs is represented in Figure 27.

Figure 27: The Funding Journey
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'8 Other sources of information used in this section include: the Irish Department of Finance SME Lending studies; the SAFE surveys; the UK SME
Finance Monitor surveys; the Northern Ireland Access to Finance survey (2011); and the Euro Area Bank Lending Survey (BLS). There are several
approaches to measuring the demand for bank credit amongst SMEs which are currently being used in Ireland, Northern Ireland and internationally
making comparison between them difficult.
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4.1.1 DEMAND FOR BANK FINANCE
MEASURED BY EXISTING SURVEYS

Prior to the credit crisis little or no data was collected on
the demand for credit from SMEs and hence it is
difficult to estimate the “normal” level of demand for
credit amongst SMEs in either Ireland or Northern
Ireland. At present there is a significant gap, created by
the lack of regular surveys, in the level of information

available on the demand for finance amongst SMEs in
Northern Ireland. This makes any trend analysis of the
extent to which a demand gap exists difficult and
lacking in concrete evidence.

An EU-wide survey on access for finance was
undertaken in 2011 by Eurostat across 20 countries.
Figure 28 shows the patterns reported in applications
for finance, by country, in 2007 and in 2010.

Figure 28: Credit Demand Rates, 2007 v 2010
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Source Eurostat Access to Finance survey, 2011

A Northern Ireland component of this study was
completed by the Department of Finance and
Personnel, which focused on SMEs with between 10
and 249 employees (i.e micro SMEs were excluded).
The survey reported that demand in Ireland had
dropped from 46% in 2007 to 41% in 2010, but that

demand in Northern Ireland had remained relatively
constant between 2007 and 2010 at 38% and 39%
respectively. The primary demand measure for this
survey was whether the respondent had requested any
form of finance.
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The results of the InterTradelreland Business Monitor
survey for Q4 2012 indicate that 22% of respondents
(24% Ireland, 21% Northern Ireland) demanded
external finance in the 12 month period to December
2012. The InterTradelreland Business Monitor has
consistently shown levels of demand that are half the
levels of demand found in Irish Department of Finance
survey. This can probably be explained by differences
in the survey methodologies and, in particular, the large

number of micro SMEs included in the Business
Monitor surveys. However, time series trends on
demand in both surveys appear to be consistent in
directional terms.

The Irish Department of Finance survey shows a
significant decrease in the demand for bank finance
amongst SMEs since 2009 and a recent more gradual
increase to 40% at present, as shown in Figure 29.

Figure 29: SME Demand for Finance per Department of Finance SME Lending Studies

60

50
\

40 = =0
M 39

finance

20

% of respondents who sought bank

12 mths to June 7 mths to Sep
2009 2009 2011

Source: Department of Finance SME demand surveys, 2009 — 2013

6 mths to Sep

6 mths to Mar 6 mths to Sep 6 mths to March
2012 2012 2013

The Euro Area Bank Lending Survey (BLS) collects
qualitative data on the Euro area bank loan market
including demand and supply conditions. The BLS asks
17 regular questions focusing on demand and supply
conditions in credit markets. This quarterly survey is
completed by senior lending officers in each
participating bank rather than by SMEs themselves
and, as such, cannot be considered to represent a
complete picture of the demand for finance amongst
SMEs.

Results from the BLS (shown in Figure 30) indicate that
demand from SMEs in Ireland has stabilised after a
period of decline. The pattern for SMEs and for large
enterprises is very similar and is following the pattern of
domestic demand very closely. This further highlights
the link between the performance of Irish businesses
and domestic demand.



Figure 30: Changes in Credit Demand "°
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A number of organisations at both local and
international level have studied the underlying

causes of the reduction in the demand for finance
apparent in both Ireland and Northern Ireland and they
suggest that it is primarily driven by the economic
conditions in which SMEs are trading. For example, the
Central Bank of Ireland’s Q4 2012 bulletin (CBI, 2012)
reported that “weakness of domestic demand,
particularly the collapse in investment during the crisis,
has led to more suppressed need for longer-term
funding across many sectors as opportunities for
expansion were constrained. Requirements for
financing working capital would also have fallen
somewhat, but are reported by all surveys of SME
demand for finance to remain significant.”

In the same year an IMF report (International Monetary
Fund, 2012) into access to credit and debt overhang in
Ireland investigated lending to corporates and reported
that “lending standards are stable but credit demand
conditions remain weak, suggesting that the reduced
lending activity is primarily demand driven” and “the
economic effect of demand-side factors for lending to
corporates is substantial’. It should be noted that the
authors added a caveat that the findings were
applicable to businesses as a whole and not specifically
to SMEs.

9 The key to Figure 30 is as follows: 1=decreased considerably, 2=decreased somewhat, 3=remained basically unchanged, 4=increased somewhat,

5=increased considerably.
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As Figure 31 shows the Irish Department of Finance
demand surveys indicate that the vast majority of SMEs
do not apply for bank credit because they do not need
it. This may be because they are focussing on short
term survival or stabilisation, because they can finance
their growth plans from internal sources or because
they have other external forms of finance in place. A
small proportion (7%) of SMEs in Ireland indicate that
they did not apply for credit because they perceived
banks not to be lending or because they feared
rejection by the bank.

Figure 31: SME Demand Profile

I No request - no finance needed
No request - bank wouldn't lend

B Requested - declined

I Requested - pending

Requested - approved

Source: Department of Finance survey, April-September 2012

On the issue of discouraged borrowers, the EU SAFE
survey 2012 reports that “the perception of firms not
applying for a loan for fear of rejection stayed broadly
stable at 6%, compared with 7% in previous survey
round.” And the 2011 UK SME Finance Monitor (BDRC
Continental, 2013) reports that “7% of SMEs had
wanted to apply for a loan or overdraft facility but
something had stopped them, with discouragement and
issues around the process of borrowing most likely to
be mentioned.”

As such it would appear that Ireland is in line with the
European average in terms of SMEs who fear rejection
by their bank. However, this data has been only
collected since 2011 and so a baseline level is only
beginning to be established.

4.1.2 DEMAND FOR BANK FINANCE BY
PRODUCT TYPE

As noted in section 3.5.1 above, Irish SMEs rely heavily
on short term forms of bank finance such as overdrafts
and other working capital products. The results from the
InterTradelreland Business Monitor surveys (see Figure
32) provide a general pattern in the demand for bank
products, which is consistent with that shown in each of
the last three Irish Department of Finance surveys
shown in Figure 33. These surveys both show that
SMEs in Ireland and Northern Ireland are very reliant
on short term credit with demand highest for overdrafts,
a fact that is also consistent with the pattern emerging
from the European SAFE survey. Ireland has a higher
level of demand than Northern Ireland for overdrafts
and the Irish Department of Finance surveys show that,
where overdraft demand is analysed by demand for
renewed / restructured overdrafts versus new
overdrafts, the demand for renewed / restructured
overdrafts is almost three times as large.

Given that overdrafts are generally the most expensive
forms of finance for SMEs and bank alike, this focus on
short term financing measures further underlines the
need for SMEs working in conjunction with banks to
ensure their capital positions are appropriate. This
could involve resizing their balance sheets to reflect the
trading conditions and economic environment with
which they are now faced, rather than try to finance the
downturn in the cycle through short term financing
means.



Figure 32: Lending Products Requested by SMEs - InterTradelreland
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Figure 33: Lending Products Requested by SMEs — Department of Finance
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Some types of credit can be directly linked to other
economic indicators, for example, the demand for
leases, which are taken out by SMEs to finance the
acquisition of vehicles or equipment. The demand for
leasing or hire purchase finance can be linked to the
demand for licensing goods / commercial vehicles. As

demonstrated in Figure 34, the demand for commercial
vehicles, although increasing slightly in the last three
years, has dropped significantly in comparison to the
previous ten year period in Ireland.
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Figure 34: Goods/Commercial Vehicles Licensed for the First Time
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4.1.3 DEMAND FOR BANK FINANCE BY consistent with the three most recent Irish Department
SECTOR of Finance studies shown in Figure 36 with the

The sectoral results from the InterTradelreland exception of a higher demand for credit amongst those

Business Monitor surveys (see Figure 35) are again SMEs operating in the Agriculture sector.

Figure 35: Demand by Business Sector — InterTradelreland

Total

A: Agriculture, Forestry and Fisheries
C: Manufacturing

F: Construction

G: Wholesale and Retail Trade

I: Accomodation and Food Service
M: Professional, Scientific and

N: Admin and Service Support

Other sectors

0 20 40 60 80 100

Percentage of Respondents

B Requested finance

Did not request finance

Source: InterTradelreland Business Monitor survey, Q4 2012




Figure 36: Demand by Business Sector (Ireland) — Department of Finance
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These figures do not distinguish between the demand
for renewals of existing debt and the demand for new
credit and therefore do not show the potential for
growth that is being stifled by the lack of availability for
credit within a specific sector.

4.1.4 SEASONALITY OF DEMAND FOR BANK
FINANCE

While no information is available on the seasonality of
demand for bank credit amongst Northern Irish SMEs,
the results of the Irish Department of Finance surveys
suggest that, whilst approximately 45% of SMEs
surveyed have a seasonal nature to their business, only
a quarter of respondents demonstrate a corresponding
seasonality in their demand for credit.

Where a seasonal demand for credit does arise, it is
generally up to 20% higher than the normal level and
typically for increased overdraft facilities. As such, while
a seasonal demand for credit is clearly an issue for
some SMEs (e.g. those operating in the
Accommodation & Food sector, such as hotels, pubs
and restaurants), it is not a material issue for the SME
population overall.

4.1.5 PROJECTED FUTURE DEMAND FOR
BANK FINANCE

Demand for finance from an SME is based on a
number of SME characteristics including the growth
plans of the business. The results from the Q3 2012
InterTradelreland Business Monitor indicate that
smaller SMEs are less likely to need finance in the
future: only 16% of micro SMEs predicted a future
finance requirement, compared to 33% of medium
SMEs.

The results also indicated that respondents who
reported they were growing / expanding predicted a
higher likelihood that they would require finance in the
next 12 months. This suggests that, as the economies
of Ireland and Northern Ireland improve and more
SMEs begin to migrate from focusing on stability and
survival to growth, a corresponding increase in demand
for finance may result.
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Figure 37: Likelihood of Requiring Finance in the Next 12 Months
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4.1.6 BUSINESS PURPOSE OF BANK

FINANCE

Consecutive Irish Department of Finance lending

surveys have shown that working capital and cash flow
needs are the primary drivers of demand for bank credit

amongst SMEs as opposed to growth or expansionary
finance needs. The Q4 2012 InterTradelreland
Business Monitor also indicates that SMEs are primarily
looking for credit to maintain the business as a going
concern, rather than credit for growth or for expansion
or new business activities.

Figure 38: Purpose of Finance Applied For
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These results are supported for Northern Ireland by
both the 2011 Access to Finance survey 2011
(Department of Finance and Personnel, 2011) and the
2011 UK Finance Monitor (BDRC Continental, 2012)
which reported that twice as many Northern Ireland
applicants for new / renewed overdrafts were more
likely to be seeking an increase in their facility than their
UK peers (35% v 18%).

The type of bank product sought can provide an insight
into the purpose for the facility. Every finance product is
designed to address a particular business need. For
example, invoice discounting will typically be to smooth
out cash flow cycles, whilst term loans of 10-15 years
will be used to fund longer term capital development,
the purchase of commercial property or the funding of a
business acquisition. However, international research
suggests that such analysis needs to be approached

carefully as there is a level of inappropriate financing
amongst SMEs, with shorter term products used to
finance longer term assets. The high usage of overdraft
facilities would also suggest that this may be an issue
for firms in Ireland and Northern Ireland. The low use of
specialist finance such as asset finance may also be a
signal that longer term assets are being financed from
short term cashflow.

As shown in Figure 39 applications for new loans and
new overdrafts are more likely to be used for growth
and expansion reasons rather than for working capital
purposes. Given this, it is therefore possible to assume
that a change in the mix of applications towards new
lending rather than the renewal of existing lending
facilities, will demonstrate a greater demand for finance
for growth amongst SMEs.

Figure 39: Purpose of Application by Product
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When applications from respondents are categorised
between those SMEs who considered themselves to be
in a stage of growth, compared to respondents who
considered themselves to be “reducing” or “surviving at
all costs”, results suggest that the purpose of finance is
closely related to the performance and growth
aspirations of the SME. As Figure 40 shows SMEs who
are “growing” their businesses rather than stabilising or
contracting are more likely to need finance for

development and investment purposes. These
applications for finance tend to be for higher amounts
and for longer periods. “Stable” SMEs request a
relatively consistent mix of working capital and growth
finance, but “struggling” SMEs are more likely to
request short term working capital and cash flow type
finance. These applications tend to be for lower value
amounts and for shorter durations.
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Figure 40: Purpose of Finance Applied by Business Status
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Recent research (McCann, 2013b) has shown that
cash/working capital-based applications for credit are
more likely to involve a restructuring of an existing
facility and little or no additional lending in comparison
to applications for investment purposes which tend to
be for higher values and do not involve significant
restructuring. This feature of applications is also likely
to impact on the supply of bank finance (if supply is

measured by volumes) and, if approved, the
measurement of increased lending. As depicted in
Figure 41, it appears that Irish SMEs are demanding
lower levels of finance for investment and growth in
comparison to other EU countries but above average
levels for working capital type finance (i.e. shorter term
debt). No comparable figures are captured for the UK
or Northern Ireland.

Figure 41: Demand by Business Purpose (Investment — v- Working Capital)
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4.1.7 AVERAGE SIZE OF BANK FINANCE
PRODUCT REQUESTED

The Q3 2012 InterTradelreland Business Monitor
indicated that 76% of loan applications from micro
SMEs were for less than €50,000, in comparison to
31% for small applicants and 14% for medium
applicants. The Department of Finance survey for April
— September 2012 reported that the respective average
application values for new credit were €69,000,
€712,000 and €4.5m. Consultations indicated that
average application figures may be distorted due to a
small number of high value applications and that the
majority of applications are actually under €50,000.

A detailed analysis of the average size of credit
facilities, as reported by the Irish and Northern Irish
banks for this study, is set out in Section 5 of this report.
This demonstrates:

® The average value of credit facilities in Northern
Ireland was £85,000/€102,000 (total lending) and
£60,000/€72,000 (core business lending).

® The average value of credit facilities in Ireland was
£82,500/€99,000 (total lending) and
£66,666/€80,000 (core business lending).

4.1.8 RESTRUCTURING OF BANK
OVERDRAFTS

An overdraft is repayable on demand and, as it is
typically unsecured, there is a risk that a non-viable
business will be unable to repay the amount borrowed.
The nature of overdrafts also allows for a bank to call in
or reduce the loan with very short notice which can be a
factor of distress for an SME if it is also struggling with
trade credit problems. The debate over reducing an
overdraft facility or converting the overdraft into a loan
is often an area of contention between banks and their
SME customers. Banks may observe that an element of
the overdraft is ‘hardcore’ (i.e. always in overdraft) or
that the overdraft is no longer matching the finance
needs of the organisation and that such a facility should
be reduced or restructured as a loan.

Of those respondents who indicated that their overdraft
requirements had changed in the Q3 2012 Business
Monitor survey, 46% had their overdraft increased or
renewed, 42% had their overdrafts reduced and 12%
had their overdrafts converted to a term loan. This
indicates that there is a constant mix of SMEs who are
either increasing or decreasing overdrafts. Although the
numbers of applicants make it difficult to conclude
definitively, it appeared that increases and renewals
were more likely for those respondents who were
‘growing / expanding’ and reductions more frequent for
those who were not.

Results from the Business Monitor also indicated that,
in the past, the practice of reducing overdrafts was
poorly communicated by banks and found to be
irrational by and a cause of concern to SMEs. It should
be noted that, of those respondents who had their
overdrafts reduced, the vast majority gave very
negative feedback on their banking experience
indicating that they had very little input into the matter
and that ‘the banks just reduced it’. Of those
businesses who had their overdraft limits reduced, the
majority described their relationship with the bank as
‘quite dissatisfied’ or ‘very dissatisfied’.

It is possible that the practice of reducing overdrafts
has contributed to a perception that banks are not open
for business, which likely could have compounded
difficulties and certainly would have damaged relations
between SMEs and their lenders.

At present there is no external appeals process to
review changes to overdrafts. The Credit Review Office
(CRO), which operates in Ireland only, deals only with
commercial loans, while the Independent Appeals
Process in Northern Ireland has had limited uptake to
date.

4.1.9 DEMAND FOR BANK FINANCE FROM
NEW BUSINESSES

There is a gap in knowledge about the levels of
demand by age of businesses. This is something which
surveys and the bank lending data need to begin to
establish in future as it will provide a clearer picture of
the finance demands of start-ups.
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In terms of new businesses, the CSO reports that, in
Ireland, 64% of new enterprises established in 2006
survived in business for four years. Figure 42 shows
business ‘births’ and ‘deaths’ and reveals that the
number of businesses operating in Ireland and

Northern Ireland has reduced in the last five years. The
most recent available data, from 2011, shows that, in
Ireland, approximately 10,000 more businesses were
closed than were created, while, in Northern Ireland,
there were 2,000 more business deaths than births.

Figure 42: Enterprise Births and Deaths on the Island of Ireland
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The National Competiveness Council (NCC, 2012)

commented on the business demography figures to say

that “given the importance of new firms to job creation
and innovation, it is a concern that the business churn
rate in Ireland (the total number of firm births and
deaths as a proportion of the enterprise population)
was one of the lowest in the euro area in 2008”.

4.1.10 SME / BANK RELATIONSHIPS

The larger the SME the higher the satisfaction level
with their banks. Satisfaction also tended to follow the
performance of the business: profitable businesses or
businesses which were growing or stable were more
likely to indicate that they were satisfied with their bank
in comparison to those businesses which were not
profitable, as seen in Figure 43.

Figure 43: SME Bank Relationship
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4.1.11 SME PERCEPTIONS OF LENDING
TERMS AND CONDITIONS

The high proportion of ‘very’ or ‘quite good’ SME/bank
business relationships does not translate into a positive
perception of lending by firms. The majority of Irish and
Northern Irish SMEs have a negative perception of
bank lending practices, believing that banks are not
lending to viable businesses. This compares to only 7%
of respondents who indicated that they had an actual
finance requirement but felt that the bank would not
lend to them.

The Q3 2012 InterTradelreland Business Monitor
reports that only 28% of SMEs (Ireland 27%; Northern
Ireland 29%) believe that banks were lending to viable
businesses, whereas 38% of respondents in the April-
September 2012 Irish Department of Finance SME
demand survey were of the view that the banks were
lending. According to the data from SAFE, SMEs

across the Eurozone reported a further deterioration in
their view as to the availability (i.e. supply) of bank
loans in 2012. Interestingly, Ireland fared better than the
EU average. The Northern Ireland Access to Finance
survey (Department of Finance and Personnel, 2011)
reported that, in 2010, 42% of Northern Irish SMES
perceived that the willingness of banks to lend had
worsened that year as compared to 33% in the UK.

Figure 44 shows that 83% of SMEs believe that the
cost of borrowing has increased together with a
tightening of terms and conditions and a more onerous
requirement to produce information to allow the bank
review a credit application. Interestingly, when the
relative change in demand for finance (see Figure 30)
is compared to the change in terms and conditions of
lending to SMEs in Ireland and Northern Ireland, it is
apparent that the reduction in demand for finance is
greater than the tightening in terms and conditions.

Figure 44: SME Perception of Bank Lending Practices
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Source: InterTradelreland Business Monitor survey, Q3 2012
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The Q3 2012 InterTradelreland Business Monitor
survey also investigated this issue and again the
majority of SMEs were of the view that banks were not
lending because of the information they got from the
media (43%), the experience of business peers in the
last year (42%), and their informal contact with their
bank (25%) rather than their own experience of
applying to the bank. This is supported by the Irish
Department of Finance SME demand surveys
conducted in the period since 2009 which indicate that

SMEs are not forming their opinion based on personal
experience. Rather their views are based more on
media reporting, on what business groups and what
their business peers are saying than on their own
personal experience. Only 20% of those surveyed who
indicated that their banks were not lending had formed
their view from personal experience. Larger businesses
were more likely to believe that banks are lending to
SMEs than smaller businesses (see Figure 45).

Figure 45: Business View Lending to Irish SMEs in the Last Six Months
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When compared to international practices, and whilst
no equivalent data is available for Northern Ireland, it is
apparent that changes in Irish business bank terms and
conditions broadly follow those countries which have
experienced economic difficulty. Figure 46
demonstrates changes in three types of credit
condition; interest rates, collateral or security and loan

size. In all cases terms and conditions have changed
more in Ireland than in the countries with less banking
instability and/or stronger performance, but reflect
similar or lesser changes than other countries
experiencing banking instability and/or poorer economic
outlooks - Portugal, Italy, Greece and Spain.



Figure 46: Changes in credit conditions in Europe
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It is important to note as the business performance of
an SME worsens and where the value of their collateral
(e.g. property) decreases, the risks associated with a
bank lending to that SME increase. As such for SMEs
with poor performance, low collateral, and who are
hamstrung by debt or otherwise have poor capital
structures, the terms and conditions associated with
any new lending will tighten and lending will become
more expensive reflecting the cost of risk.

The existence of a correlation between the perception
of the SME on the extent to which banks are lending
and the business performance of the SME is supported
by research (Holton, Lawless, & McCann, 2012). This
found that two important variables in explaining

perceptions of a reduction in credit availability amongst
SMEs are a reported decrease in profits and SME’s
negative perceptions of the economic environment.

4.1.12 BANK PERCEPTION OF LENDING
TERMS AND CONDITIONS

On the basis of results reported in the BLS for the
Eurozone the lending terms and conditions that banks
are using have tightened significantly since 2006 but
have largely stabilised since 2009. The data is compiled
based on the views of banks operating in the Irish
market and no comparative data is available for
Northern Ireland.
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Figure 47: Changes in Credit Standards on Loans to Enterprises %
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4.1.13 SMEs WHO DON’T APPLY FOR BANK
FINANCE

Various surveys investigate the reasons as to why
SMEs do not apply for bank finance. The Irish
Department of Finance SME demand surveys
consistently show that over 75% of businesses indicate
that they did not apply for credit due to factors relating
to their own business.

The Q3 2012 InterTradelreland Business Monitor found
that 8% (Ireland 9%; Northern Ireland 7%) of
respondents considered applying for bank finance (i.e.)
they determined that they had a finance need) but
decided not to proceed. Micro and small SMEs (both
9%) were less likely to proceed compared to medium
SMEs.

Figure 48: Businesses Considering Applying for Finance but Deciding Not to Proceed
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When these SMEs were asked why they did not
proceed with their application for bank credit when they
had a finance need, they indicated that they were

concerned that the bank would reject their application
or that they considered that the cost of funding would
be too high, as shown in Figure 49.

Figure 49: Reason for Not Proceeding with Application for Finance
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Source: InterTradelreland Business Monitor survey, Q3 2012
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This builds on the results of previous Irish Department
of Finance surveys which indicated that a small
proportion of SME businesses, in particular micro-
enterprises, do not feel that they can apply to the banks
for fear of rejection. It also highlights that this is a small
proportion of the overall SME population and that there
may be an element of self-assessment in the decision
of an SME to progress (i.e.) not all businesses who
choose to proceed with an application do so because of
external factors).

The 2011 UK Finance Monitor (BDRC Continental,
2012) also reported that SMEs seeking bank finance in
Northern Ireland were more likely to cite issues with the
process of borrowing than their UK counterparts.
Additionally this report suggested that 52% of would-be
borrowers in Northern Ireland cited the economic
climate as the main barrier to seeking bank finance (as
compared to a UK average of 47%).
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4.1.14 PROPERTY DEBT OVERHANG AND
IMPACT ON BANK FINANCE

It is clear that when a bank is considering a new
application for credit, existing debt levels are taken into
consideration. Results from the InterTradelreland

Business Monitor reveal that a significant porportion of
firms invested in property in the past five years using
bank debt. Figure 50 demonstrates that four times as
many medium firms (28%) did this compared to micros
(6%), while there is little difference between businesses
in Ireland and Northern Ireland.

Figure 50: Property Purchased by Company Since 2005 using Bank Debt
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As shown in Figure 51, 7% of micro businesses
indicate that property debt was a consideration when
raising new finance, while 19% of small and 23% of
medium enterprises consider it to be an issue.
However, those companies with existing debt are

constrained in their ability to take on new debt. Of
SMEs with existing debt, 25% in Ireland and 15% in
Northern Ireland indicated that personal or existing
business debt was a constraint in securing new bank
finance.

Figure 51: Relevance of Property Debt in Consideration in Raising New Finance for Business
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The Q3 2012 Business Monitor also found that SMEs
with legacy property debt are almost three times more
likely to request bank credit than those without. This
suggests that many SMEs may be attempting to take
on additional short term borrowings in order to make
property debt repayments rather than to finance the
trading debt associated with their business.

One consequence of these investments is that, while
banks are required to hold capital against all facilities
that are provided, they are required to provide
additional capital against impaired loans (of which
property or CRE loans make up a large proportion) thus
impacting on their ability to lend.

Findings from a recent IMF study (Abiad et al., 2011)
indicate that ‘creditless recoveries,’” while not the norm
(they occur in one in five recessions), tend to result in
slower recoveries. The research finds that general
growth can be impeded in instances where there has
been a banking crisis, a credit boom, a real-estate
boom-bust cycle. A lack of credit growth can also result
from an over-indebted private non-financial sector
(Forfas, 2012) and, even in the presence of relatively
healthy banks, the existence of previous debt may
inhibit the private sector from accessing credit for
potentially profitable investments.

This has also been noted by the Credit Review Office
(CRO) in one of their regular reports (Trethowan, 2012)
as follows: “..the bank solvency crisis was largely
caused by Commercial and Residential property
lending; and only to a lesser degree in lending to SMEs
— and this mainly through financing the ‘non core’
property investments made by business owners. The
overhang of legacy debt in banks’lending books is
requiring a certain level of forbearance. This legacy
debt, together with the weakened condition of many
businesses which may also require further remedial
lending action, is a challenging backdrop to the banks’
lending performance. This forbearance requires high
level of capability and experience by lending officers.
Given that the large banks have all announced
restructuring plans it is essential that their Boards
ensure that adequate capabilities will remain in place to
deal with current and future forbearance requirements,
as their lending books continue to be scrutinised by the
Regulator and Troika.”

Central Bank of Ireland research (Lawless & McCann,
2012) has also pointed to “the dangers of post-boom
debt overhang” and has provided evidence “on the
effect of relaxed credit standards during a boom on
crisis-era loan delinquency.” The research indicated
that, for Ireland:

® Excess credit accumulation is positively associated
with credit risk during the downturn, thus exposing
the dangers of credit expansions such as that
experienced in Ireland up to 2008; and

® A decrease in employment of 10,000 leads to a 1%
decrease in the share of performing loans.

The authors conclude that “this legacy debt issue or
‘bubble lending’ has consequences for the banks’ ability
to extend new credit to the SME sector, as well as the
borrowers’ ability to invest and grow. The economic
crisis has resulted in a broad-based decline in the
quality of outstanding SME loans, but a considerable
degree of heterogeneity is found to exist across
sectors. The presence of excess or bubble credit
accumulated during the pre-2008 boom is also an
important factor associated with higher levels of current
impairment. This highlights the extent to which debt
overhang can be a drag on the banking system even if
economic conditions more generally improve. This also
has consequences for the banks’ ability to extend new
credit to the SME sector, as well as the borrowers’
ability to invest and grow.”

The recent Northern Ireland Economic Advisory Group
report (EAG, 2013) concurs ‘“that there is also no doubt
that the property debt overhang is causing problems in
the market in that viable trading businesses with
property exposure are experiencing more constrained
access to finance. Without the unlikely event of some
form of forgiveness of this debt, it will take some time
for banks to work through their books and for this
overhang to work its way through the system. In the
meantime this will restrict bank lending to a significant
proportion of firms, highlighting the need for business to
develop alternative means of financing their business
growth.”
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Finally, the National Competitiveness Council (NCC,
2012) suggests that the debt overhang continues to
undermine Ireland’s competitiveness capacity. It
suggests that “the debt crisis has had a major impact
on firms also. Many firms are over indebted and need
to restructure. For growing firms, the cost and
availability of credit continues to be a significant
constraint. Investment in productivity enhancing capital
is essential if Irish firms are to compete internationally.”

4.1.15 MISSED BANK REPAYMENTS

The ability of an SME to service existing debt levels has
an impact on their ability to secure new credit. The Irish
Department of Finance survey for April-September
2012 explored this issue and Figure 52 shows the
business sectors most likely to miss a monthly
repayment on an existing loan. SMEs operating in the
Hotels & Restaurants sector (20%) are mostly likely to
miss a repayment, followed by Agriculture (18%),
Construction (18%) and Financial Intermediation (17%).
This issue is not measured in other SME demand
surveys covering Ireland or Northern Ireland.

Figure 52: Missed Repayments on Existing Bank Credit Facilities by Sector

A: Agriculture, Forestry & Fisheries

C: Manufacturing

F: Construction

G: Wholesale & Retail Trade

H: Transportation & Storage

I: Accomodation & Food Service Activities

J: Information & Communications

K: Financial Intermediation (excl. MFI)

L: Real Estate Activity

M: Professional, Scientific & Technical

N: Admin & Service Support Activities

M Yes No

Source: Department of Finance SME demand survey, April — September 2012
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4.1.16 INFORMAL CONTACT WITH BANK
LENDERS

The Q3 2012 InterTradelreland Business Monitor
suggests that up to 27% of SMEs base their impression
of lending conditions on their informal contact with their
bank. This is a natural process for most loan applicants
who prefer to determine the probability of success
before commencing on a lengthy and time-consuming
application process. However in his ninth quarterly
report the head of the CRO, John Trethowan, noted

that “from time to time I receive reports of some
businesses being dissuaded from applying for loans, by
banks frontline staff. Businesses which require credit,
(particularly those with employees depending on its
survival), have a duty to ensure they make a formal
application in writing for lending” (Trethowan, 2012).

The approval rate for formal applications is higher than
that for informal applications, while informal
applications cannot be appealed to the CRO in Ireland.



4.1.17 AVOIDING AN APPLICATION FOR BANK
FINANCE

The Q3 2012 InterTradelreland Business Monitor
indicated that 11% (Ireland 12%; Northern Ireland 10%)
of SMEs with existing bank credit in place avoided
approaching their bank in case they tried to restructure
their existing arrangements.

Micro and small businesses were more likely to avoid
their banks than medium businesses, as were
unprofitable or struggling businesses. Businesses not
making a profit (19%) were over twice as likely as
profitable businesses (9%) to avoid their bank.
Likewise, reducing / surviving and winding down
businesses were three times as likely as growing
businesses to avoid their bank, and twice as likely as
stable businesses.

Figure 53: SMEs Avoiding Approaching their Bank in Case They Try to Restructure Existing Credit Arrangements
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Source: InterTradelreland Business Monitor, Q3 2012
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4.1.18 DECLINE RATES

Although different surveys employ different calculation
methodologies in their reporting on the application
decline rate by banks, all of them report that the

majority of SME applicants who apply receive funding,
either in whole or in part. This can be demonstrated by
Figure 54, arising from the Q4 2012 InterTradelreland

Business Monitor.

Figure 54: The Outcome of Applications for Finance
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The survey shows a decline rate of 9% overall for
Ireland and Northern Ireland and a decline rate of 16%
for loans only. Other surveys show a slightly higher rate
of declines but they still happen in a minority of cases.
The Irish Department of Finance SME demand survey
for April-September 2012 shows a decline rate of 19%
overall and 22% for loans only, while the EU SAFE
survey, which excludes the UK, shows a decline rate for
loans only of 23% for Ireland and 15% for the EU
average. In Northern Ireland the 2011 Northern Ireland
Access to Finance survey (Department of Finance and
Personnel, 2011) was conducted on a similar basis to
the EU SAFE survey and reported that the decline rate
for bank loans had increased from 3% in 2007 to 18% in
2011, while the increase in the UK was from 6% to 21%.

The Business Monitor figures are actually closer to the
decline rates being reported by the banks in the data
they provided as part of this study. These represent
formal applications for credit which were assessed in
accordance with a formal decision for credit (credit
committee or similar) and are set out in Section 5 of this
report. They show that decline rates vary significantly
across products and by bank, but that an overall
decline rate of approximately 12% is apparent across
the banking sector in Ireland and Northern Ireland.

The key message arising from an analysis of all of the
evidence on decline rates is that the majority of
applicants who apply receive funding, either in whole or
in part. This rate is increased when applicants who
make formal applications for bank credit are analysed.
Many SMEs are concerned that a declined credit

application may impact their credit rating. This is an
inaccurate assumption and SMEs should be
encouraged by policy makers, advisors and business
representative groups alike to make applications for
credit formally, i.e. by completing a formal written
application form. This is then subject to internal bank
assessment and the decision may also be appealed.

4.1.19 SME OPINION ON A DECLINED BANK
APPLICATION FOR FINANCE

All Department of Finance and InterTradelreland
surveys have found that in the majority of cases where
a formal application for credit is declined by a bank, the
SME applicant did not agree with the reason provided
by the bank.

This is significant because it may indicate that the
applicant did not consider the bank to have made a fair
assessment of the application and in turn this view may
be contributing to the perception of some SMEs that the
“banks are not lending”.

Supporting this, the Q3 2012 Business Monitor found
that a significant minority of firms reported that banks
don’t support their business: 35% of micros and 20% of
medium-sized firms. Allied to this 27% of micro-
enterprises considered that their bank did not
understand the financial needs of their business
although this decreased depending on size (19% for
small and 6% for medium-sized).

Figure 55: SMEs Perception of Banks Understanding their Business
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Businesses from Ireland were more likely to indicate
that banks had a lack of understanding in comparison
to Northern Ireland and businesses from more
heterogeneous sectors such as manufacturing and
professional services were more likely to have an issue
than those from homogeneous sectors (e.g. agriculture,
construction, hotels).

The 2011 Northern Ireland Access to Finance Survey
(Department of Finance and Personnel, 2011) reported
that in 2010, the most common reasons given by banks
to SMEs for refusing or partially refusing an application
for credit was that the project had insufficient potential
or was too risky. These reasons were followed closely
by the lack of business capital and also that the
business already had too much debt. Although numbers
are too small to be conclusive, applicants who were
refused credit were more likely to indicate that the bank
did not understand their business and suggests that the
SMEs believed they were unfairly assessed.

Coupled with Irish Department of Finance data, it is
clear that declined applicants strongly disagree with the
decision of a lender and that, where the lender makes a
commercially valid decision to reject an application, this
is not being clearly explained to the SME. This
communication gap is contributing to the perception
amongst SMEs of an unfair application process.
However it should be noted that, in Ireland, the small
number of applicants to the CRO might suggest that a
majority of declined SMEs do not consider the process
to be sufficiently unfair to submit an appeal.

4.1.20 NON-DRAWDOWN OF BANK FINANCE

A significant proportion of SMEs, for whom a credit
application was approved are not drawing down or
using that credit. Irish Department of Finance surveys
indicate that approximately 20% of respondents whose
requests for credit were approved did not (either wholly

or in part) avail of the facilities. A higher proportion of
newly-requested credit facilities are not drawn down in
comparison to renewed facilities. This has not been
measured to date for Northern Ireland.

The most frequent reason cited for not availing of
approved credit continued to be ‘not needed at present
time’. There also appears to be an increase in the
number of respondents who reported that the criteria /
conditions attaching to the credit approval prevented
them from availing of the sanctioned facility (this
proportion was up from 3% in March 2012 to 8% in
September 2012).

4.2 THE BANK APPLICATION
PROCESS, PROCEDURES
AND CRITERIA

4.2.1 HOW BUSINESSES RATE THEIR
ABILITIES

The Q8 2012 InterTradelreland Business Monitor found
that the majority of SMEs believed that they have good
capabilities in relation to maintaining regular
management accounts, estimating cash flow
requirements, and in understanding the cost of finance.
As Figure 56 shows, one area where SMEs identified a
weakness was in negotiation with banks. Capabilities
tended to increase with size which is not unexpected
given job specialisation in larger businesses, while
SME perceptions of their abilities across both
jurisdictions were similar.

The findings are in line with the 2011 UK Finance
Monitor, which reported that 33% of Northern Irish
SMEs are likely to have a business plan and 39%
produced regular management accounts which was in
line with the UK average.
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Figure 56: How Businesses Rate Their Abilities
Ireland
Managing regular management accounts
Understanding cost implications of finance
Negotiating with banks
Estimating cashflow requirements for the coming months
Developing a business plan
Northern Ireland
Managing regular management accounts
Understanding cost implications of finance
Negotiating with banks
Estimating cashflow requirements for the coming months

Developing a business plan

Very good M Quite good

Source: InterTradelreland Business Monitor, Q3 2012
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The results above indicate that the vast majority of
SMEs surveyed perceived that their abilities are
very/quite good. However, the views of funding
providers (banks, equity investors and government
finance providers) and benchmarking reports offer a
less favourable assessment. Consultations conducted
in the course of this study indicated that standards
varied greatly across the SME population and there
was strong consensus among various lenders that the
quality of application / business plan received was, in
general, poor. This may be because of the increase in
applications from applicants in distress with little or no
experience in financial restructuring or access to
training programmes. The CRO has recently
commentated that for marginal businesses in Ireland
which can show a route to recovery the “onus here is
on SME owners to ensure they have robust business
plans and competent management — not on banks to
support the status quo in marginal businesses”
(Trethowan, 2012).

Those consulted in the course of this study highlighted:

¢ Alack of financial skills within many SMEs and of
financial restructuring skills courses available to SMEs;

® That the majority of intermediaries involved in advising
SMEs are not adequately familiar with the bank
application processes, conditions and structures;

® That many SMEs are unable to afford the
accountancy fees needed to support making
applications for new credit to their bank or an equity
source or to restructure existing credit facilities; and

® Existing state-funded training or development
programmes are focused on particular types of
business or high growth business.

The importance of management capability has been
highlighted in a number of reports (e.g,
InterTradelreland et al, 2009). Improving management
capability within SMEs can lead to significant returns in
terms of increased productivity, increased employment,
better business survival rates and a more skilled
workforce. Management practice in the high value
manufacturing sectors in Ireland was considered to be
above average but there was considerable variation in
performance by sector and firm size and firm category.
SME businesses in Northern Ireland and Ireland ranked
9th and 10th out of 14 countries measuring average
management practices, and well behind leading
performers such as Hong Kong, Austria, US and the
Scandinavian countries.

Governments in Ireland and Northern Ireland have

either rolled out “SME Finance Vouchers” or had begun
to do so, at time of publication.?! These are intended to
meet the need to enhance the capability of a significant

21 This measure was introduced in Budget 2014 for Ireland to be available to 1,000 businesses and has been available in Northern Ireland since 2012

(see www.investni.com/jobs/access-to-finance ).
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number of SMEs through direct support in the areas of
financial management and building commercial
management capability. Given that many SMEs say
they are unable to afford professional advice in
engaging with their banks or in applying for credit or
restructuring their debt levels these voucher schemes
will provide an important support.

There remains a question whether improving capability
is the responsibility of the SME, accountant / business
adviser, the bank, or of government. However, some
banks are also starting to introduce customer mentoring
programmes due to their belief that SMEs, especially
micros and small firms, need assistance in navigating
the funding landscape. And best practice initiatives
internationally (see Chapter 6) suggests that an
increased focus on one-to-one support for SMEs such
as helplines, mentoring and voucher schemes (noted
above) can help reduce the cost of drawing down
financial services.

4.2.2 HOW PROVIDERS RATE THEIR ABILITIES

Whilst there is little published or survey evidence which
examines how providers rate their abilities to evaluate a
credit application, consultations conducted in the course
of this study demonstrate that, in particular, banks are
very well aware of the need to address certain gaps.

These can be summarised as capability gaps in the
following areas:

® The preparation or review of cash flows or cash flow
rather than asset-backed lending;

¢ Analysis of business plans;

® The sustainability or viability assessment of SME
trading businesses;

® The restructuring of SME balance sheets / finance
positions; and

¢ The development of multi-type finance solutions.

Supporting the consultation findings a recent report
(Forfas, 2012) has called on lenders to improve their
abilities in assessing high tech and innovative
businesses in particular: “even before the current
financial crisis emerged, a number of structural issues
were evident. Innovative exporting small and medium
enterprises (SMEs) traditionally experience difficulty in

accessing external credit finance. The reasons may be
that newer technology and business models might not
neatly fit into existing lending criteria of financial
institutions; a lack of collateral or a lack of track record.
In this regard, a move towards a banking system with an
in-depth understanding of innovative sectors (e.g.
software, telecoms, digital content, medtech and life-
sciences) and a pro-active overseas banking network
are required in the medium term. More immediately,
there needs to be a focus on supporting internationally
trading businesses in terms of both the provision of
credit and the bank facilities/products. In particular,
concerns have been raised about the availability of
products such as international invoice discounting,
performance bonds and specialised leasing, amongst
others. For example, banks can be reluctant to provide
leases for specialist equipment where there is no
obvious resale market in Ireland or to provide
international invoice discounting to exporters in markets
the banks are not familiar with.”

Survey respondents often complain that banks do not
provide adequate feedback to SMEs as to the reason
their application for credit was declined and a number of
banks have started to implement schemes to address
this. However, the quality of front line staff in many
banks and their knowledge of cash flow lending, robust
financial analysis, funding restructuring and the Irish
funding landscape is poor, as many have spent the last
number of years in “sales” roles. To deal with this issue
banks in Ireland have begun, in 2012 and 2013, to
introduce programmes in the areas of front line staff
training, cash flow lending, debt restructuring, dedicated
distressed credit units, SME coaching initiatives, single
application form, standard business plan, auto grading
of micro loans, SME feedback initiatives, and dedicated
SME officers in 2012. In general, banks in Northern
Ireland would appear to lag behind on these initiatives.

Concluding on this issue, John Trethowan, head of the
CRO, noted in his 8th report (Trethowan, 2012): “I am
however disappointed that there is not more evidence
of support for ‘enterprise risk taking’ on new and
increased lending in the banks’ current lending policies.
This would suggest that their current risk appetite
needs to be reassessed in order to support economic
and employment recovery...My reviewers get
particularly disheartened when customer focus is not
evident and it is clear that the bank has a declined an
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application which has devastated the owners of a hard
working SME or farm, but which is potentially viable
with some creativity and banking skill. They are also, by
default, providing forbearance options to those
businesses which have ‘legacy debt overhangs’on their
lending books from the boom years....the challenge for
banks is to develop approaches which can provide
credit for those businesses within the SME sector,
whereby they can be seen to lead rather than follow
economic recovery; this relates particularly to still viable
SMEs within trade sectors which have been worst
affected by the downturn; Property, Construction and
Hospitality. This is evidenced by our opinions’ upholding
60% of borrowers’ appeals, with up to 600+ jobs
protected.”

4.3 DEMAND FOR NON-BANK
FINANCE

Existing survey data would suggest that the demand for
non-bank finance is low. While it is generally accepted
that this is the case, the demand has to be understood
within the following context:

¢ Existing surveys often underrepresent particular
cohorts of clients such as new start up businesses
and, as such, may understate the demand for equity;
and

® The absence of a wide range of alternative non-bank
products historically is also a supply factor which
influences demand.

It is worth noting that some research (Mac an Bhaird,
2010) found that the demand for non-bank finance is
also restricted by the fact that government, angel and
venture capital investors typically only provide finance
to a small number of specific businesses in targeted
industry sectors which match the investor’s portfolio,
risk and return on investment goals. However, an ESRI
working paper (Casey & O’Toole, 2013) concludes that
“bank lending constrained SMEs are significantly more
likely to avail of alternative forms of external finance”,
suggesting that the importance of non-bank finance to
SMEs should have increased in the period since 2009.

The evidence to support this is still slight, given the
small numbers and higher margins of error. However,
the Q8 2012 InterTradelreland Business Monitor
demonstrated that only 5% of SMEs (Ireland 6%;
Northern Ireland 4%) had applied for non-bank finance.
The Irish Department of Finance surveys since
September 2011 have found that demand for all types
of non-bank finance is typically between 10%-15% with
demand increasing with business size.

Figure 57: Demand for Non-Bank Finance
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Government support and loans / equity from family or
friends are the most popular types of non-bank finance
although this demand is affected by a number of factors
including business age, sector and size.

4.3.1 DEMAND FOR EQUITY FINANCE

The results of the Q4 2012 InterTradelreland Business
Monitor reported that around 1% of respondents
indicated that they sought financial support from equity
sources (i.e. business angels or venture capitalists) in
2012. These figures are in line with the Department of
Finance SME demand survey for April-September
2012 which indicated that, in the previous six month
period approximately:

® 5% of respondents demanded loans or equity from
family and friends;

® 4% of respondents requested loans or equity from
business partners;

® 2% of respondents requested venture capital finance;
and

® 2% of respondents requested business angel finance.

However, a report prepared by the European
Parliament (Tykvova, Borell, & Kroencke, 2012)
suggests that “the results from such surveys may
deliver important insights, but they must be interpreted
with caution when trying to assess how much venture
capital is lacking. First, the samples include all SMEs,
the vast majority of which will be credit-financed and
not targets or potential targets of VCs...[and]...only
existing companies are under survey, which may bias
the results.”

As noted above, it is generally accepted that equity
finance will only ever be suitable for a small minority of
SMEs, often start-ups and / or high potential growth
businesses (Nesta, 2009) and more mature companies
with short to medium term growth or expansion plans.
However, it will remain a key source of finance for this
cohort of businesses. In many cases these companies
will not be able to meet the lending criteria of banks due
to one or more of the following: lack of a track record,
inadequate cashflow, lack of collateral, high existing
debt levels or low equity ratios. These companies, can,
by definition, be considered to be higher risk in nature.

Recent research internationally (DG Enterprise &
Industry and DG Research & Innovation, 2011) and in
Ireland (Forfas, 2012) has suggested that there has
been some increase in interest by SMEs in the use of
equity finance and that there may be potential for
promoting and increasing the use of equity and quasi-
equity finance options across a slightly wider range of
SMEs than has heretofore been the case, albeit that
this will always remain a relatively small cohort as a
percentage of overall SMEs. Demand for seed and start
up finance is also impacted by the dynamics of the local
entrepreneurial ecosystems, such as policies, support
and finance to stimulate entrepreneurialism or create
the right environment (Duruflé, 2010)

The majority of consultees with whom discussions were
held in the course of this study in both jurisdictions
suggested that the demand for equity finance, the
pipeline or deal flow is significantly lower in Northern
Ireland than in Ireland. However, it was generally
considered that the increased supply and availability of
seed and early stage funding over a number of years in
Ireland had been a significant demand stimulant.

The increased supply of seed and early stage funding
is not, however, the only factor which should be
considered in comparing the two jurisdictions and it
would be overly simplistic to compare Ireland and
Northern Ireland along these lines. A range of other
factors present distinguishing advantages in Ireland,
including the competitive tax regime, the significant
presence of large multi-nationals in Ireland, the strong
knowledge economy focus and presence, and the
examples of high-profile entrepreneurs who have used
and exited venture capital schemes. Additionally in
Ireland, the business community is larger, the venture
capital environment is more mature, and both the
government and the National Pension Reserve Fund
have played important roles in the Irish equity
landscape in recent years.
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4.3.2 WHY SMEs DO NOT APPLY FOR EQUITY
FINANCE

Demand for equity finance from venture capital funds
and business angels as distinct from personal finance
or other informal forms of finance from friends and
family is inherently difficult to measure. This is because
in general demand cannot be measured in formal
applications, such as with bank finance. Also, with the
exception of the data collected by the Irish Venture
Capital Association (IVCA) and the British Venture
Capital Association (BVCA) there is no central data
collection or reporting entity which captures data from
all individual equity sources.

There is limited data available on enquiries and
applications to the various equity sources. While some
data was collected on enquiries and applications for
some of the government-backed funds, this was neither
comprehensive nor consistent across all schemes and
did not allow for analysis by sector, size of company or
lifecycle stage.

Consultation and desk based research conducted in the
course of this study, would suggest that the following
are the three main, but not only, factors which explain
the low levels of demand for and take up of equity
finance across the island:

® The profile of SMEs;

® The supply side issues impacting demand and
confidence in equity; and

¢ Alack of awareness and understanding of equity
finance amongst SMEs.

SME profile in Ireland and Northern Ireland

Section 3 of this report demonstrates the extent to
which SMEs across the island of Ireland are
concentrated (by number of enterprises) in a small
number of sectors and the extent to which they heavily
rely on the domestic economy. This reliance and the
resultant low growth potential, in particular at present,
may not be attractive to equity investors seeking a short
to medium term return on their investment.

In addition, there are a large number of SMEs operating
in traditional sectors in Ireland and Northern Ireland
who do not have a culture or history of using equity
capital. Large numbers of these SMEs are lifecycle or

family businesses and, in general, their
owner/managers are reluctant to cede control of their
business, which they perceive equity finance would
require them to do.

That said, opportunities for investment still exist in
certain sectors, businesses and types of SME.

Supply issues impacting demand and confidence in
equity as a viable option

A number of supply side issues impact on demand and
confidence in equity as a viable option in Ireland and
Northern Ireland.

These include:

® The absence of a continuum of funding in Northern
Ireland where a young firm which secures funding at
an initial stage of their development, can in turn
progress to middle and later stage equity investment.
® The specific or niche focus of Irish government-
backed seed and early stages funds, with high levels
of investment in high tech companies, may not be
fully suitable or be perceived as suitable for some
SME sectors (e.g. companies with high growth
potential who are not necessarily high tech). High
technology companies account for over 90% of
venture capital investment in Ireland compared to a
weighting of 31% in Europe (Irish Venture Capital
Association, 2012). This suggests that equity
investing in other countries is more diverse, and as
such that there may be supply gaps for the equivalent
cohorts in Ireland. This may not necessarily need to
be addressed by VC funds but could also be
addressed by a range of other non-bank financing
options.
Low levels of seed and equity finance in Northern
Ireland over the last number of years may have
impacted confidence in the availability of equity
finance amongst Northern Irish SMEs and, in turn,
this can impact on the demand for such finance.
The objectives of venture capital firms / private
investors and SME owner/managers are often not
aligned — quick sale/return versus control, longevity
and succession planning. Many private investors also
fear becoming entangled in SME familial disputes
and succession planning.



Low levels of awareness and understanding of
equity options amongst SMEs

Much work has and continues to be done to promote
equity as an option. While it is considered to be well
known and understood within the start-up and high tech
community, the consultations for this study indicate that
there is a lack of awareness and understanding of
equity, and quasi-equity options, across some sectors
and more mature businesses for whom equity may be
an option. This may contribute to lower levels of demand
across this cohort of SMEs.

It would appear that there is also a low level of
awareness amongst SMEs of the benefits of
complementary funding and use of alternatives such as
mezzanine finance. From a demand perspective, there
is a strong belief that the quality of investment proposals
and business plans at seed and early stage have
benefited from the range of investment readiness
support platforms and initiatives, in particular in Ireland.
Consultees in Ireland however suggested that there was
a skills and capability issue in terms of moving to the
next stage for many SMEs; in particular, preparing for
follow on funding and reaching the bar expected by
private equity funds at that stage of the funding cycle.

Consultees in Northern Ireland suggested that some
work was still required to coordinate, streamline, and
extend the range of investment readiness and business
supports available to early stage and growth companies
and to make it easier for SMEs to understand the
relevance of particular programmes to their specific
stage of development and their needs. Despite
jurisdictional differences, consultees in both Ireland and
Northern Ireland believe that the commercial and
management skills of investee management teams
remain a weakness and require improvement.

Some research (Industry Taskforce, 2012, and FGS Mc
Clure Watters, 2010) has suggested that the role of
equity finance may become increasingly important to a
wider cohort of SMEs due to changes in the bank
lending environment as summarised elsewhere in this
report (Section 4.1).

More mature companies looking to finance growth and
expansion plans may increasingly look to quasi-equity
options, along the lines of the evidence from
international analysis. In Northern Ireland the Growth
Loan Fund, a mezzanine debt product which allows
companies to draw down unsecured loans at higher

interest rates based on growth projections, would
appear to have tapped in to some latent demand in this
area. Due to the global financial crisis there may also be
SMEs who are highly leveraged (including those with
significant property debt), who may have limited other
finance alternatives, and who will increasingly look to
equity and quasi-equity options to restructure and / or
finance the growth plans of their trading businesses,
albeit that it must be expected that restructuring cases
will always be reviewed selectively and critically. In this
regard, the new National Pension Reserve Fund
(NPRF) SME Turnaround Fund should begin to provide
useful statistics on demand.

It is not possible to ascertain the level of unmet demand
for equity finance from survey data or for the numbers of
SMEs for whom equity finance might be a viable funding
option. These could include SMEs with strong growth
potential in sectors or with profiles (e.g. low-tech,
generalist) that are not currently supplied or targeted by
venture capital funds. Thus policy and practice may also
need to focus on those SMEs who may be suitable for
equity finance but who either do not consider
themselves to be suitable (e.g. high growth but not high
tech) or those SMEs who are not aware of, do not
understand, have no track record in using equity or
quasi-equity finance and who may also not be on the
radar of investors.

Policy may also need to focus on the needs of SMEs
carrying high levels of debt and in need of refinancing
who may increasingly look to equity and quasi-equity
options to refinance and support the growth of their core
trading businesses. Improved demand side statistics
would be required to facilitate evidence-based decisions
in this area. In this regard it will be interesting to monitor
demand statistics on the new funds (NPRF SME
Turnaround Fund in Ireland and the Growth Loan Fund
in Northern Ireland) discussed further in Section 5.4.1.
The collection and analysis of enquiries and applications
to government backed schemes (equity and other) may
provide an avenue to assess the level of demand and
the profile of those companies seeking alternative
means of finance to further improve policy development
in this area, albeit that the emerging solutions may not
necessarily be equity financing in all cases.

The importance of ready availability of seed and early
stage finance as a demand stimulant must also be
addressed in Northern Ireland. We note that the
Northern Ireland Executive’s Access to Finance
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Strategy has taken cognisance of this with the
extension of seed and early stage funding in 2013 and
there are plans to put in place increased seed and early
stage funding from April 2014. Policy and practice in
both jurisdictions must also continue to assess how to
address any demand side weaknesses around the area
of business supports including the suite of investment
readiness programmes, supporting businesses to
secure follow on funding and enhancing commercial
and management skills of investee teams.

4.3.3 DEMAND FOR PUBLIC FINANCE

A large number of public finance schemes for SMEs
exist in Ireland and Northern Ireland, which are outlined
in greater detail in Section 5.4. SMEs and their
advisors, business groups and accountants typically
are not aware of the public schemes and funds that are
available to their clients. The complex and distributed
nature of non-bank funding sources, as outlined in the

funding landscape maps (Appendices 1 and 2 to this
report), and the varied application routes makes the
use of non-bank funding difficult and often expensive
for SMEs. A lack of awareness of non-bank and
Government schemes could act as a barrier to demand.

Results from the Q3 2012 InterTradelreland Business
Monitor indicate that there is a low level of awareness
amongst respondents for publicly funded finance or
support schemes. 58% (50% Ireland; Northern Ireland
62%) of respondents were unaware of publicly-funded
schemes set up to assist businesses that required
finance. As shown in Figure 58, a general lack of
awareness was higher amongst smaller SMEs and
respondents from Northern Ireland were less aware
than those in Ireland. The lowest level of awareness
was found among SMEs in sectors such as construction
(70%), accommodation and food (68%), and the
services sectors (67%), which may reflect the fact that
most government schemes do not target these sectors.

Figure 58: Awareness of Public Finance Schemes
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There are significantly lower levels of awareness for
newly-launched schemes. Of those businesses based in
Northern Ireland who were asked about the Enterprise
Finance Guarantee (EFG) scheme and the Northern
Ireland Spin Out (NISPO) initiative only two businesses
had applied for both schemes. By the end of 2012, a total
of 215 EFG loans had been approved in Northern Ireland.

Whilst the responsibility to research and identify potential
financial assistance should rest on the actual SME,
funding providers should make every effort to simplify
this process via awareness campaigns. In addition, more
accurate data on the demand for public finance schemes
is needed (by sector, size, etc.) on the number or value
of enquiries received or applications for schemes made.



5. Supply of Finance

5.1 OVERALL SUPPLY OF
FINANCE

This study presents the first comprehensive analysis of
the supply of finance from bank, public and equity
funding sources to Irish and Northern Irish SMEs. The
information is based on data supplied by the various
funding suppliers (banks, VCs, public sector bodies,
angel groups) to the research team and on further
analysis of available public information. The inclusion of
funding suppliers has been carried out on a “best
efforts” basis and attempts have been made to include
all available material from suppliers of funding to Irish
and Northern Irish SMEs.

This data is particularly pertinent to Northern Ireland
where the Economic Advisory Group (EAG, 2013) has
highlighted that the absence of bank lending data is a
significant issue for policy makers. In particular, since
bank finance makes up 95% of all finance provided to
Northern Irish SMEs, the lack of a formal process for
the collection and analysis of bank supply side data is
impacting on the ability of policy makers and funders to
adequately respond to the needs of SMEs. The fact that
detailed supply data has been provided by the main
banks operating in Northern Ireland is an important
milestone in understanding the SME finance
environment in the jurisdiction. However, the process
needs to be maintained and improved in order that
patterns and trends may be monitored and analysed
over time and appropriate policy responses developed.

The total supply of finance to SMEs across all sources
at 31st December 2012 was €33.7 / £27.5 billion?2. The

total current supply of finance to SME is measured as
follows:

¢ In the case of bank lending as exposure or stock of
“real economy” lending?3;

¢ In the case of external equity (including government
backed equity participation) as the total value of
investments made over the last 5 years; and

® In the case of public finance schemes as the gross
balance sheet value of investments/ funding as at
31st December 2012.

Total bank SME funding in Northern Ireland was
approximately €5.8 / £4.7 billion. As this data has never
before been captured, it is impossible to tell if this has
fallen or risen in recent years. In Ireland, total bank SME
funding was approximately €25.7 / £21.0 billion, down
from €34 billion in Q4 2010 (when bank supply data
began to be captured by the Central Bank of Ireland).
Bank funding is by far the most significant source of
funding amongst both Irish and Northern Irish SMEs at
93.4% of total SME finance at 31st December 2012.

The second, most significant source of funding is
external equity finance as represented by seed capital,
venture capital and business angel finance. External
equity finance, including government backed equity
finance, accounted for approximately 5.5% of total SME
funding at 31st December 2012. The smallest element,
direct government funding not included in equity
finance, represented 1% of all finance extended to
SMEs as at 31st December 2012.

The total supply of finance from all sources to Irish and
Northern Irish SMEs is summarised in Table 1.

Table 1: Total Supply of Funding to SMEs

Bank Finance 25,697/
£€/£m 20,971
Seed & VC 1385/
€/£m 1,130
Angel & Private (visible and invisible) 184/
€/£m 150
Public Finance 312/
£€/£m 254
Total €/£m 27,578/
22,504
Total % 81.8

5,815/ 31,512/
4,744 25,715
249/ 1,634/ 4.8
203 1,333
62/ 246/ 0.7
50 200
27/ 339/ 1.0
22 276
6,153/ 33,731/ 100
5,021 27,524
18.2 100 =

22Using an exchange rate of €1 = £0.816 (as at 31st December 2012 taken from the Central Bank of Ireland).
2 Bank finance data has been compiled using the real economy method i.e. a similar approach to that employed by the Central Bank of Ireland in the
Trends in Business Credit and Deposits series and, as such, includes only real economy activity and excludes financial intermediation, real estate

and construction lending.
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5.2 SUPPLY OF BANK FINANCE

Total bank finance of €31.5 / £25.7 billion had been
extended to Irish and Northern Irish SMEs as at 31st
December 2012.

This figure for total bank funding in the Irish and
Northern Irish markets for SMEs has been collated on
the basis of detailed data returns completed by each of
the main SME banks operating in each jurisdiction. This
study did not incorporate an audit of data provided by
individual banks. Rather each bank was asked to
complete a detailed data return by extracting data from
their core systems covering the period up to 31st
December 2012 and to provide those completed
returns to the researchers.?* These returns were based
on the model established by Mazars for the supply of
data to the Department of Finance in Ireland in 2009, a
model that has since been used by the Central Bank of
Ireland. Completed data returns were received for
seven banks and were analysed in detail by the
research team. The results of that analysis, where they
are deemed to be reliable, are included in this study.

In the event that ongoing reporting of bank data is
envisaged, further work would be required to ensure a
more in-depth understanding of the data and to identify
any changes required to the model to improve the
robustness and consistency of the data. The detail of
the original exercise performed by Mazars in 2009 in
order to facilitate ongoing collection and reporting of
bank data is detailed in Section 2.2. Such an exercise
was not possible within the time and resource
limitations of this study and, as such, a number of
assumptions have been made in the compilation of the
Northern Ireland bank data figures presented in this
report.

For this study the data returns included requests in
relation to:

® Enquiries;

¢ Applications for new credit received (formal
applications);

¢ Applications approved; and

¢ Exposure or stock of credit.

Data returns included the following bank products:

¢ Loans;

® Overdrafts;

¢ Finance and leasing; and
® Invoice discounting.

Data was split across the NACE sectoral codes A-Q
(see Section 2.2 for detail). Total lending to SMEs (line
1 in Tables 2 and 3) has been prepared on a full
reporting basis (i.e. including all business sectors). Total
business lending to SMES (line 3 in Tables 2 and 3) has
been prepared on the basis of the exclusion of the
Construction, Financial Intermediation, and Real

Estate, Land & Development sectors, using an
approach similar to that followed by the Central Bank of
Ireland.

The analysis of bank data was limited by the following:

® Many banks operate a number of disparate systems
covering the lending process from enquiry through
application to approval and ultimately to drawdown,
which makes it impossible to create links between all
stages of the lending process.

The systems in place within the individual banks are
very different and operate on a bank-specific basis,
making the information contained within them difficult
to compare.

It is not always possible to analyse lending on a
product-by-product basis in all banks as applications
for certain products are not separately coded in back
office systems.

In the case of some banks, different systems are
used in the same bank, depending on the type or size
of the credit facility in question and these systems are
not consistently structured even within that bank.

It is not always possible to separately distinguish
bank customers by size of SME (i.e. micro, small and
medium) due to the lack of information held in bank
systems, so, by necessity, assumptions have been
made.

Differences in the models and nature of data
collected (e.g. some banks in Ireland record data for
loans and overdrafts together (due to system
limitations), whereas banks in Northern Ireland all
report them separately).

24The bank funding figures for Ireland are taken from Central Bank of Ireland, Trends in Business Credit and Deposits, December 2012.
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These differences in systems, lending processes and
data models have impacted on the ability to prepare a
detailed consolidated and comparative picture of
lending to SMEs across the banking sector in Ireland
and Northern Ireland, as represented by the banks

The report cannot provide additional analysis on the
total value of new lending or enquiries due to
inconsistencies or limitations in the data provided. The
assumptions made in the compilation of this data are
set out in Appendix 3.

included in this study. However, the final overall picture
and the information presented in this report are
materially correct and present a clear and, insofar as it 5.2.1 TOTAL BANK LENDING TO SMEs

is possible, accurate picture of SME lending in Ireland

Table 2 provides a summary of total bank lending to
SMEs in Ireland and Northern Ireland as at 31st

December 2012.

and Northern Ireland.

The following sections summarise the current volumes

of lending activity to SMEs as represented by the seven
banks participating in the research. These volumes are
expressed by an analysis of:

¢ Total bank lending to SMEs (including by sector);

® Value of credit requested (new and restructured
credit);

® Approval rates; and

¢ Average values of credit applications by lending
products.

Table 2: Total Bank Lending to SMEs (Exposure)

Real economy lending to SMEs 25,697/ 5,815/ 31,512/

€/£m 20,972 4,745 25,717

Financial intermediation, real estate and

construction (i.e. non real economy) 32,479/ 8,984/ 41,463/ 57
€/£m 26,506 7,332 33,838

Total bank lending to SMEs 58,176%/ 14,799/ 72,975/ 100
£€/£m 47,478 12,077 59,555

Total % 82 18 100 -

In Ireland, the four sectors with the highest levels of
SME lending (i.e. bank exposure) are:

In Northern Ireland, the four sectors with the highest
levels of SME lending (i.e. bank exposure) are

°® Real estate, land and development activities (by far
the most significant at 55.8% of total lending);

® Wholesale and retail trade, repair of motor vehicles
and motorcycles;

®* Accommodation and food service activities; and

¢ Agriculture.

°® Real estate, land and development activities (by far
the most significant at 60.7% of total lending);

¢ Primary Industries (i.e. Agriculture);

® Wholesale and retail trade, repair of motor vehicles
and motorcycles; and

® Manufacturing.

Figure 59 shows the sectoral profile of bank exposure
by real economy business sectors in Ireland and
Northern Ireland.

%t should be noted that the total lending figure included in the Central Bank of Ireland Table A 14.1 — Credit Advanced to Irish Resident Small and
Medium Enterprise as at 31 December 2012 is €71billion as this includes lending to certain financial vehicle corporations (FVCs) in the financial
intermediation sector, mostly mortgage backed securitisation vehicles reported to the Central Bank, whose balance sheet size brings them into the
SME definition. This data is removed by the Central Bank for reporting purposes as it does not reflect “real economy” SME lending. The data
provided by the participating banks specifically excluded this data from the outset and as such it did not have to be excluded separately.
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Figure 59: Total Bank Lending to SMES (Exposure) in Euro
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Figures 60 and 61 show the sectoral employee shares
among SMEs and the levels of credit outstanding, as
represented by bank exposure, by sector. A clear

picture emerges of high levels of debt apparent in a
number of the sectors employing the largest numbers
of people.

Figure 60: Employee Share of Total SME Employment by
Business Sector
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Figure 61: Outstanding Credit (Exposure) Share of Total
SME Credit by Business Sector
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Of the four main sectoral employers in each jurisdiction, 2012 by jurisdiction and shows that the Accommodation

three are in distress, very dependent on the domestic & Food Services sector has a higher share of exposure
economy and have high levels of debt. Figure 62 shows in Ireland, while Manufacturing has a higher share in
the sectoral profiles of bank credit as at 31st December Northern Ireland.

Figure 62: Outstanding Credit (Exposure) Share of Total SME Credit by Business Sector — Ireland and Northern Ireland
Separated
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Source: Irish figures are based on Central Bank of Ireland. Northern Ireland figures are based on bank returns provided for this study.

5.2.2 VALUE OF CREDIT REQUESTED Records of enquiries for credit are generally not
maintained by the participating banks. For the period

A formal application for credit can be defined as one for under review, it has not been possible to secure any

which a customer is required to complete an application meaningful analysis of credit enquiries, as only a small

form which is assessed internally by the bank. Formal number of banks have recently started to record them.

applications for credit can broadly be split into the Credit enquiries are typically not reported on by any

following two categories: Central Bank or public entity in any EU country.

® New applications from both new and existing Although for these reasons formal credit applications
customers;* and cannot be considered as a reliable gauge of full

® Applications for renewals and rescheduling existing demand for credit, the review of credit requested is
credit facilities (e.g. interest only, extension of term,

based on these formal applications received by the

eto). banks. The total value of new credit requested in the

o - ] year to 31st December 2012 was €13.6 billion as set

In most cases, initial enquiries for credit from SMEs are .
out in Table 3.

assessed informally by the relationship, lending or

branch manager who form an initial assessment as to

the merits or otherwise of the credit proposal. Using

their experience of the lending process and the

customer’s background, the manager decides whether

the enquiry is suitable to proceed to the formal

application stage.

2 This application category includes the top-up portion where an existing customer applies for an increase in an existing facility.
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Table 3: Value of Credit Requested

Total credit requested 11,713/
€/£m 9,558

Financial intermediation, real estate and 3,017/
construction (i.e. non real economy) 2,462

€/£m

Total business lending to SMEs 8,696/
€/£m 7,096

Total % 64

7,813/ 19,526/

6,375 15,993

2,918/ 5,935/ 30

2,381 4,843

4,895/ 13,591/

3,994 11,090 70
36 100 =

It should be noted that this includes requests for
restructuring of existing credit facilities in addition to
requests for new credit and, as such, a proportion of
the credit requested reflects credit facilities already
included in the total exposure figures in Table 2 above.

The average value of a request across the two
jurisdictions was broadly similar:

® Northern Ireland - £85,000/€102,000 (total lending)
and £60,000/€72,000 (core business lending); and

¢ Ireland - £82,500/€99,000 (total lending) and
£66,666/ €80,000 (core business lending).

In Ireland, the main real economy sectors requesting
the highest level of credit are, in descending order:

® Primary Industries (i.e. Agriculture);

® Wholesale and retail trade, repair of motor vehicles
and motorcycles;

®* Human health and social work activities;

¢ Accommodation and food service activities; and

® Manufacturing.

In Northern Ireland, the main sectors requesting the
highest level of credit in descending order:

® Primary Industries (i.e. Agriculture);

® Wholesale and retail trade, repair of motor vehicles
and motorcycles; and

® Administration and service support activities.

5.2.3 APPROVAL RATES

Approval rates vary significantly on an individual bank
basis. However, a summary of the average approval
rates for formal applications for credit across the seven
banks who participated in this study is shown in Table 4

Table 4: Approval Rates by Product

Loans

Overdrafts

Loans and overdrafts (combined)
Finance and leasing

Invoice discounting

Average approval rate

= 85%

> 89%
88%

88% 97%

88% 91%

88% 89%




The overall rate of approval, as determined by the
demand surveys summarised in Section 4, presents a
slightly different picture to that presented by the data
from the banks. The Q4 2012 InterTradelreland
Business Monitor showed approval rates of 91.2%
overall for Ireland and Northern Ireland and 84% for
loans only. The Irish Department of Finance SME
demand survey for April-September 2012 showed
respective approval rates of 81% and 78%.

This difference can probably be explained by the fact
that most SMEs consider both informal requests for
credit (e.g., a conversation with their bank manager)
and formal requests for credit (where a credit
application is completed) as representing a demand for
finance. However, banks only measure the responses
which they provide on formal credit applications. In
addition, a certain number of SMEs remove themselves
from the credit application process at an early stage
having completed a “self assessment” of their potential
to secure bank credit. SMEs should be encouraged to
submit a formal request for credit on all occasions and
not to be discouraged by any initial discussions held
with bank staff.

Many SMEs are afraid that a decline in a request for
credit will impact their credit rating. This is not the case.
Moreover, in the case of Ireland’s CRO, only declines of
formal application for credit may be appealed by the
SME. Business groups representing SMEs should
encourage them to always submit a formal request for
credit when seeking bank finance.

5.2.4 AVERAGE APPLICATION VALUES BY
TYPE

The average value of a formal application for credit
made by an SME is summarised in Tables 5 and 6. It is
not possible to analyse loans and overdrafts separately
in Ireland due to system limitations in a number of the
reporting banks and, as such, a combined figure is
presented.

In conclusion, while no trend data is available for
Northern Ireland, credit supply information reported to
the Central Bank of Ireland shows that lending to non-
financial, non-property related SMEs has shown a
declining trend since the series started in Q1 2010.
Total outstanding credit to SMEs, shown in Figure 63,
has decreased from €34 billion at the end of Q1 2010
to €26 billion at the end of Q4 2012.%"

Table 5: Average Formal Credit Application Value — Total

Loans
Overdrafts

Loans and Overdrafts (combined)

197,000
= 46,000

105,000 85,000

Table 6: Average Formal Credit Application Value — Core Business Lending

Loans
Overdrafts

Loans and Overdrafts (combined)

109,000
= 41,000

81,000 60,000

27 Some of this decline can be attributed to Bank of Scotland no longer reporting figures to the CBI after Q3 2010.
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Figure 63: Credit Advanced to Irish Resident Small and Medium Sized Enterprises (Ireland only)
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In the same period in Ireland, Figure 64 demonstrates that new lending, as recorded by the Central Bank, has not
grown significantly.

Figure 64: New Lending Advanced to Irish Resident Small and Medium Sized Enterprises (Ireland only)
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Finally, an analysis of the data returns provided by individual banks suggests that limited cross-border lending is
taking place at present, with each bank servicing its local market only.



5.3 SUPPLY OF EQUITY
FINANCE

Some commentators have stated that for there to be a
long term industry ultimately Venture Capital (VC) needs
to perform commercially and to provide decent financial
returns — this would attract investors on its own merits
and limit the need for government intervention
(Kauffman, 2012). Some consultees for this study
agreed that, in an ideal world, the VC industry shouldn’t
have to rely on the government for support. However, VC
and other equity finance funds internationally have
become and are likely to remain dependent on
government and public sources of funding at least in the
medium term. In fact, the general trend has shown an
increase in the percentage of non-private funding
required in VC funds.

Examples of potential issues cited as a result of
government intervention included the convergence of
objectives or lack of diversification, and the risk that
geographic limitations imposed by government, will limit
the financial returns from a private investor viewpoint.
Subordination in government-backed equity funds (i.e.
where the government effectively receives the return
last) can act as an incentive but also risks providing a
signal to the market that the fund needs a ‘sweetener’ to
get private investment, and, as factors other than
commercial return drive state objectives, this can impact
the nature and structure of the fund. Nonetheless, due to
the particular importance of this source of funding to a
certain cohort of SMEs, it was generally accepted that
government intervention will remain important and that

certain restrictions and incentives were necessary and
justified. Consultees also made the point that there was
also a continued requirement for government to continue
to financially support formal business angel networks.

This study specifically examined the supply of formal,
external equity finance by private equity funds (including
government-supported VC schemes) and business
angels. The informal equity financing by promoters,
friends and families, or sophisticated private investors
not registered with any of the formal networks cannot be
calculated but is extremely important to firms.

In addition, due to limitations in existing data (e.g. while
investments are captured and reported exits are not), an
assumption has been applied to the supply of equity
investments to provide a comparable baseline over time.
This equates total supply/lending to the level of annual
investments made over a period of five years based on
data reported by the IVCA for Ireland and the BVCA for
Northern Ireland.?® This does not take account of either
exits or investments made in previous years and as such
is a “best efforts” approximation of the equivalent bank
exposure figure. With the exception of seed funds (which
are capped at low levels) many of the funds invest
across the business lifecycle and as such it is not
possible to specifically locate them within discrete
lifecycle stages.

Within these limitations the study estimates that a total of
€1.9/£1.5 billion in equity finance had been invested in
Irish and Northern Irish SMEs in the five year period to
31st December 2012. This is represented in Table 7.

Table 7: Total Estimated SME Equity Finance

Seed & VC* 1,385/
€/£m 1,130
Angel & Private (visible and invisible)3° 184/
€/£m 150

Total Equity Finance Available 1,569/
£€/£m 1,280
Total % 83.4

249/ 1,634/
203 1,333
62/ 246/ 13.1
50 200
311/ 1,880/ 100.0
253 1,533
16.6 100.0

2 There are complications in the data in respect of venture capital investment in Northern Ireland. This is reported by some organisations to the IVCA,
the BVCA or both. The Northern Ireland data demonstrates that there is a higher level of reporting to the BVCA than to the IVCA, albeit that there
may be some level of duplication in reporting. As the BVCA does not publish data on individual investments, it is not possible to identify the existence
or extent of such overlap. Investments in Northern Ireland reported within the IVCA data could not be identified for the full five year period and as
such have not been excluded from the Irish data. However, this is not considered material as the level of investments in Northern Irish SMEs in 2012

was only €3.5m.
2°Based on cumulative 5 year investment figures

30Based on cumulative 5 year investment figures and an estimate of invisible Angel funding
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The significant differences between the equity finance
landscape in Ireland and Northern Ireland and some of
the key components and characteristics are described
in Sections 5.3.1 and 5.3.2. Figure 65 provides a map
of the equity landscape on the island of Ireland, with the
exception of UK initiatives which are not considered to
have effectively translated to Northern Ireland (e.g. the
Business Growth Fund). The landscape map
represents the major funds where information relating
to the total size of the fund is publicly available and as
such is not a complete representation of the level of
equity investment.

The IVCA data provided for this study and their
quarterly VenturePulse report (which sets out venture
capital investments made in Ireland and Northern
Ireland) comprises 34 different investors/funds, which, if
co-related to the landscape map outlined below, means
that the funds represented in Figure 65 were involved in
whole or in part in 73% of the companies invested in.
The remaining balance of non-represented investing is
largely due to the fact that Enterprise Ireland (El), as a

direct investor, is not represented on the landscape
map, nor are private investors, due to the lack of
available fund size information for both these investor
types. Figure 65 also includes a number of additional
funds not active in 2012, but which were planned or
became active in 2013 (with black dotted lines).

In sum, 89% of the companies included in the IVCA
data raised funds, in whole or in part, from one of the
following sources:

® Funds represented on the landscape map (73% of
companies);

® Enterprise Ireland (El) as a director investor (41% of
companies); and

¢ Private investors (46% of companies).

The remaining 11% were ad hoc investments by
investors including international VC funds and/or funds
for which no information is available publicly. The map
includes an estimate of formal business angel
investments based on data collected from Halo
Business Angel Networks across the island.

Figure 65: Island of Ireland Equity Landscape
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As noted above, Figure 65 is not the complete picture
as there are a number of other funds with an Irish
presence which receive some level of government
backing through Enterprise Ireland and the NPRF. One
is the Innovation Fund, for which full fund size is not
available, and thus has not been included. A second is
the number of accelerator schemes from Enterprise
Ireland which also invest directly in companies. Finally,
other VC funds which have been reported as investing
in Ireland or Northern Ireland have also not been
included, because there is no publicly available fund
size information.

5.3.1 SUPPLY OF EQUITY FINANCE IN
IRELAND

The majority of the €1.6 / £1.3 billion invested in Irish
and Northern Irish SMEs in the five year period to 31st
December 2012, has been invested in Irish companies.
The VC market in Ireland is well developed with a high
number of fund managers and active funds. The IVCA
reported that 189 companies raised €269m in 2012, an
increase on the number of companies raising finance in
2011 but a 2% reduction in the overall amounts raised.
This is a pattern which is reflected in both the BVCA
and European Venture Capital Association (EVCA)
data.

The Irish VC industry has received significant and
sustained support from the Irish government since 1994.
In this time, the Irish government, through Enterprise
Ireland, has committed approximately €348m to 41 local
Seed and VC funds resulting in capital of approximately
€1.2 billion for investment in innovative high growth
companies (Enterprise Ireland, 2013).

Under the 2007-2012 Seed and VC Scheme,
Enterprise Ireland committed €175m to improve access
to finance for SMEs and continue to develop the seed
and VC Industry in Ireland. Under this programme,
Enterprise Ireland committed investment to four seed
funds and six VC funds. Many of these funds leveraged
significant investment from local banks, with all four
seed funds also part financed by the pillar banks. (As
noted in Figure 65 these seed funds can only invest in
Ireland.) In addition to the government-backed
schemes, the attraction of external/international venture
capital investing in Ireland is also a key focus.

Enterprise Ireland reports that in 2011 international VC
Funds invested more than €75m in their clients
(Enterprise Ireland, 2011). Innovation Fund Ireland is
also an important initiative of the Irish government
aimed at attracting leading international venture
capitalists to the Irish market. It comprises three
elements — exchequer funding managed by Enterprise
Ireland, investment by the NPRF in line with the
commercial investment criteria of its private equity
programme, and the balance raised by private venture
capital managers participating in the fund. VC funds
receiving investment from Enterprise Ireland will have
to invest a meaningful proportion of their fund in Irish
companies or companies with significant Irish
operations. Funding from the NPRF is under its
commercial mandate and may invest internationally but
may be required to fulfil conditions favourable to the
Irish innovation infrastructure.

From 2013, as part of a series of initiatives by the Irish
Government aimed to make €2 billion in additional non-
bank lending available to Irish businesses, Enterprise
Ireland will commit a further €175m to the 2013-2017
Seed and VC Scheme, with an initial investment of up
to €100m to establish five non-Seed funds
(development funds) in the Technology and Life
Sciences sectors. Other initiatives under this €2 billion
programme include the establishment of three new
development capital funds of €75m with El investment,
and two funds, an SME Equity Fund and SME
Turnaround Fund, with cornerstone investment by the
NPRF.

The SME Equity Fund will focus on investing in healthy
businesses seeking to grow, including those with over-
leveraged balance sheets, while the SME Turnaround
Fund will aim to invest in under-performing businesses
which are at, or close to, the point of insolvency but
have the potential for financial and operational
restructuring (Department of Finance, 2013). It should
be noted that the SME Equity Fund has the potential to
invest in both Ireland and Northern Ireland.

The new €2 billion programme also includes a new
€10m International Start-Up Fund, managed by
Enterprise Ireland to attract entrepreneurs to relocate
and establish their start-ups in Ireland.
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5.3.2 SUPPLY OF EQUITY FINANCE IN
NORTHERN IRELAND

The level of VC activity in Northern Ireland has
traditionally been low. The IVCA data shows that €3.5m
was invested in four Northern Irish companies in 2012.
While BVCA figures do not include all investment
activity in Northern Ireland, figures for 2012 show a
57% drop from £21m in 2011 to £9m in 2012. The
BVCA reported a drop in investment levels overall and
individually across the vast majority of UK regions, with
the exception of the North East of England, East of
England and Wales. While investment levels were
down in Northern Ireland, the number of companies
raising finance increased from 13 to 26, with 24 of the
26 companies receiving VC finance (seed, start up,
early stage and later stage). Three companies in
Northern Ireland (one of which also received VC
funding) also raised expansion finance.

The VC market in Northern Ireland is now supported by
the recent Invest NI Access to Finance Strategy,
comprising a £143m fund of funds of debt (£5m),
mezzanine-debt (£50m), grant (£5m), and equity
(£83m) funding options.

Table 8 demonstrates the equity fund position as at end
of 2012, with equity funds of £84m, of which £21m was
active at the end of 2012. Based on supply data under
the Invest NI access to finance strategy, the two active
funds — the NISPO Invest Growth Fund (seed fund) and
Co-Fund NI supplied £1.1m and £1.7m respectively in
funding to seed and early stage businesses. However,
Co-Fund NI leveraged additional private sector
investment of £3m in addition to the £1.7m.

Table 8: Northern Ireland Equity Funds - 2012

NISPO Invest Growth Fund

Co-Fund NI
Fund

Development Fund |

Seed Fund

Seed / early stage

VC (Development/

Expansion Capital)

Development Fund Il

VC (Development/

50k - 250k £2.5m
250k - 450k £16m <£2m
450k - 2m £30m Not yet active
450k - 2m £30m Not yet active

Two new Development Capital Funds of £30m each
were awarded in 2013, while the Invest Growth Proof of
Concept Fund (pre-commercial grant), which was fully
committed at the end of 2012, and the Invest Growth
Fund, were extended by £2m each to March 2014, with
a view to putting in place increased seed and early
stage funding from April 2014.

The fund of funds also includes a mezzanine debt
product, the Growth Loan Fund (£50m) which appears
to have attracted a relatively high level of demand since
it became operational in September 2012. Although

primarily a debt product, this alternative financing
product may have the potential to overcome the
reluctance on the part of some growth businesses, as
outlined in Section 4.3.2, to go down the route of equity.
The structure of the product is similar to a bank loan but
is unsecured, based on growth projections, and carries
a higher interest rate, with some element of profit share
during the period of the loan in addition to standard
interest payments. Default conditions also include
taking a share in the business.
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5.3.3 BUSINESS ANGELS

As per Table 7 above, it is estimated that total business
angel capital of €246/£200m had been invested in Irish
and Northern Irish SMEs in the period to 31st
December 2012 including both visible and invisible
angel finance.

Business angels are an important source of investment
for SMEs particularly at the seed and early stage of
financing. Internationally, business angels have become
an increasingly important source of financing relative to
the venture capital market. The size of the business
angel market is extremely difficult to quantify and most
reports rely on a number of assumptions applied to the
visible business angel market. For the purposes of this
study the visible business angel market is equated to
the data captured through formal investment channels
and reported by the Halo Business Angel Networks
(HBAN) to which a multiplier of 6.5 has been applied to
capture the “invisible” market.

Formal investment channels are in place across the
island of Ireland via HBAN. The formal angel
investment structure in Ireland and Northern Ireland
comprises two streams:

¢ To connect individual angels on a standalone basis to
potential investment opportunities (HBAP); and

® To promote angel investment and facilitate the
creation of business syndicates in Ireland and, via
Halo NI, in Northern Ireland or fixed groups of
investors (HBAN).

Supply statistics on formal angel investing indicate that
angel investment has increased year on year rising
from 13 deals worth €2.3m in 2008 to 46 deals worth
€9m in 2012. Several additional all-island business
angel syndicates specialising in food and med tech
were expected to be active in 2013.

Figure 66: Angel Funding in Ireland and Northern Ireland (Combined)
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This rise in the visible angel market is likely to be due to
the continued formalisation of investment figures, the
continued support by government to fund formal
business angel networks®' and the inflow of investment
from investors who may have previously invested in an
informal capacity.

However, a recent review of the equity landscape in
Ireland (Forfas, 2012) reported that, despite some
growth in the visible business angel market in Ireland,

the market appears underdeveloped relative to the
sector size in other countries and relative to the size of
the Irish VC market. In Northern Ireland, while levels of
investment are also small but developing, angel
investment is in relative terms more important, due to
the low level of VC activity in Northern Ireland. As part
of the Access to Finance Strategy in Northern Ireland a
co-investment fund, Co-fund NI has been created. This
fund is based on the Scottish Enterprise model which
has been recognised as a significant catalyst in

31 InterTradelreland, Enterprise Ireland and Invest Northern Ireland all fund the Halo Networks.
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developing business angel investing in Scotland.
Angels or other private investors lead the deal and set
the terms, and may avail of matched funding from the
Co-fund of no more than 50% (although in practice the
level of matched funding is significantly less).

On the basis of revenue data in Ireland on structured
investment or investment vehicles including the Seed

Capital Scheme (SCS) and Enterprise Investment
Incentive Scheme (Ell) and its predecessor the
Business Expansion Scheme (BES), it appears that the
level of investment raised through these schemes has
faced a downward trend post-boom with the exception
of some heightened activity in 2010. There is no
equivalent regional data for Northern Ireland and the
overall UK data is subject to a range of caveats.

Figure 67: Equity Raised through BES/EII/SCS in Ireland
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Figures 66 and 67 demonstrate trends across overall
investing. Figure 67 shows that private investment
would appear to be down while visible investing, as
depicted in Figure 66, is increasing. This appears to be
primarily driven by the fact that more investors are
joining formal business angel groups.

5.3.4 BUSINESS SECTOR FOCUS OF EQUITY
FINANCE

In general equity finance is targeted very specifically at
a small number of business sectors. When the IVCA
figures® for 2012 are examined, it is apparent that
equity funding was provided primarily to SMEs
operating in the following three sectors:

¢ J: Information and Communication;
® M: Professional, Scientific and Technical; and
¢ C: Manufacturing.

%2 Figures from BES/EII/SCS shares issued on or after 1st January 2007.

33 No equivalent sectoral data is reported by the BVCA for Northern Ireland alone.



Figure 68: Business Sector Analysis of Equity Funding - 2012
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This can be further analysed, using IVCA sector definitions, as follows:

Figure 69: Detailed Business Sector Analysis of Equity Funding - 2012
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5.3.5 EQUITY GAPS IN THE CURRENT

® While it was difficult and too early to measure the
MARKET

overall success of the seed and venture capital

programmes, it can be considered successful in
Ireland

promoting an entrepreneurial culture that should
The Irish VC landscape is considered vibrant. The Irish

serve Ireland well in the future. This funding approach
government has invested significantly in seed funding was considered to have changed the culture and
and internationally is considered a strong player in the

area of early risk finance for knowledge based and high

tech start-ups.

mentality of Irish business owners in terms of risk
capital including venture capital funds now looking to
earlier stage businesses for potential investments.

There was also a strong consensus, in line with

The following points were noted in consultations international research (European Union, 2012), that

relating to the supply of equity funding in Ireland and demand, entrepreneurialism and deal flow had

the associated gaps in that market: improved in Ireland due to the availability of seed
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funding, albeit that there were some concerns about
the quality and capability of these companies to
obtain follow-on funding.

*® Due to the significant investment in seed funding the
possibility of a supply gap or bottle neck may now
arise where SMEs, who have received seed and
early stage funding, will seek follow-on funding. While
all consultees were of the opinion that a really strong
candidate will always find investment from
somewhere, many considered that some reasonable
but not very strong propositions may struggle to
attract investment. While this could be accepted as
part of the natural selection process, government
policy objectives are wider and as such consideration
may need to be given to how best to support
sustainable or potential growth businesses who do
not reach the bar in attracting VC funding.

Potentially strong start-ups might not be able to
secure follow-on funding for some or more of the
following reasons:

- Investment caps at seed fund level can restrict the
ability of fund managers to continue to support
potential winners;

- A capability gap amongst management teams of
investee companies in terms of presenting and
competing for follow-on funding; and

- Some VC firms active later in the funding lifecycle
and capable of investing outside of Ireland are not
investing in Irish companies because they perceive
the outside investments had a better chance of
success, albeit that some of these Irish firms still
have potential which would satisfy local government
objectives.

Concern was raised in the consultations as to the
uniformity of the current seed funds with little
differentiation between funds, primarily driven by
common Government objectives. This can result in a
risk that the supply offering to SMEs is not adequately
diverse. While there has been significant investment
in seed finance in Ireland, the majority of funds are
concentrated in a small number of sectors focussing
on high tech companies. An SME who does not meet
the criteria of one seed fund is not likely to be
attractive to other seed funds. An option which might

support further diversification is the use of a
dedicated co-investment fund or angel fund where
investment selection is initially led by the private
investors, who set the terms, but with the remaining
funding provided by the co-investment fund (like the
one already in place in Northern Ireland ).

Despite some improvement due to access to
investment readiness support, early stage companies
still require support to improve the commercial and
management skills of investee teams and support in
preparing and presenting for follow on funding. Fund,
managers do not, in general, perceive the majority of
those who apply directly as being as investor ready as
those who use intermediaries. In general the business
plans of those who apply directly have not been
adequately challenged. As such increased focus should
be placed on encouraging the use of professional
support services, particularly as companies prepare to
seek follow-on funding.

Options to address these gaps include extending the
investment cap on seed funds to allow continued support
for selected companies and/or introducing an investment
follow-on fund specifically targeted at companies
emerging from seed programmes or ensuring that
alternatives are available to such businesses including
entrepreneur loans or hybrid instruments incorporating
debt and subordinated tranches. The new Enterprise
Ireland non-seed funds, while only at expression of
interest stage, may address some of this potential equity
gap or bottle neck, albeit that these focus on the broad
technology and life sciences sectors.

Northern Ireland

In Northern Ireland there has been much debate on the
question of whether there are equity supply gaps with
some arguing that it is a problem of demand as opposed
to supply and others arguing that there are supply gaps
across the continuum. A number of reports (EAG, 2013;
Varney, 2008; Independent Review of Economic Policy,
2009) reveal the lack of consensus on this question.

Invest NI acknowledge both demand and supply side
issues but argue that market failure does exist (EAG,
2013) and have responded with the Access to Finance
Strategy, described above. The vast majority of

3 The European Investment Fund (EIF) also initiated a pilot co-investment fund for angels in Germany with further pilot programmes proposed for

Austria and Spain in 2013.
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consultees participating in this study considered that
there were supply gaps in the current market, albeit that
there were different views as to the nature and extent of
these gaps. Many however acknowledged that demand
was impacted by other factors including the economic
profile of Northern Ireland and wider entrepreneurial
ecosystem.

The following points were noted in relation to the supply
of equity funding in Northern Ireland and the associated
gaps in that market:

® There is strong consensus that there was insufficient
availability of risk finance at pre-seed, seed and early
stage in Northern Ireland with many arguing that
whether supply meets current demand is a redundant
question as enhanced risk capital is necessary as
one of the key precursors to kick-start demand.
Aligned to this the consultees expressed concern that
there was only one fund manager with government-
backed investment active at seed stage thus
impacting on choice and competition for investees.
There was a divergence of opinion as to whether
equity gaps exist for larger quantums of finance
further along the lifecycle. Some consultees argue
that demand was low but that a viable business
would be able to source funding from the Dublin or
London markets and that some more mature
companies also had alternative funding options.

Many consultees consider that the historically low
levels of risk capital availability and ongoing gaps in
the continuum of funding over the last number of
years, including the lack of funding in the £500k+
bracket as at 2012, are issues which impact on the
demand for and confidence in equity funding. IVCA
data for 2012, where detail on investments was
disclosed,®® shows that no investments were made by
VC funds with a presence in Ireland in Northern Irish
companies (although consultations indicated that
there was at least one investment in Northern Ireland
which would have been included in
private/undisclosed transactions). All four investments
in Northern Ireland were made by one Northern
Ireland-based fund.

¢ Early statistics on the new Growth Loan Fund in
Northern Ireland (a mezzanine debt product, which is
essentially an unsecured loan with higher interest
rate incorporating an element of profit share and
default conditions including an equity stake in the
participating company) suggest relatively high levels
of demand for this alternative finance product. This
somewhat counters the opinion that there is low
demand for alternative sources of finance at least
from a cohort of SMEs. Due to the reluctance, noted
above, of some SMEs in both Ireland and Northern
Ireland to go down the equity route, quasi-equity
options such as mezzanine finance (even where
primarily debt based) may be an important middle
ground alternative financing option for some SMEs.
This includes those who have growth potential or
plans but may have insufficient collateral or are
reluctant to adopt a full equity play. As the Growth
Loan Fund is a relatively new fund (operational since
late 2012), it was considered necessary to increase
awareness and education at both the demand
(SMEs) and supply sides (e.g. front line bank staff,
government agencies and other advisors and
intermediaries).

Despite acknowledged success of some investment
readiness support programmes, consultees believed
that further work was required to address potential
demand side weaknesses and leverage the benefits
of the investment: simplify and streamline the full
range of supports, promote them in a more
user-friendly and understandable manner, improve
the commercial and management skills of early stage
company teams, and extend the level of support
available recognising that a significant degree of
handholding was required for early stage companies.

Geographical Investment Boundaries

Most of the currently active seed and early stage funds
are mandated to invest either wholly or to a significant
extend within the local jurisdiction — Ireland or Northern
Ireland. Most of the consultees suggested that while
there may be some scope for an island of Ireland seed
and/or early stage fund, in many cases start-ups
require a lot of handholding at initial stages and as such
the structure and delivery would have to address the

35 Detail on investments is disclosed for 106 of the 189 companies invested in and in respect of €216m of the total €269m of investment raised.
Information on private investments is excluded as these have not been disclosed.
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importance of local knowledge, relationships and
contacts and may be complicated in practice. At later
stages of the investment lifecycle, most consultees
suggested that location was not an issue, pointing to

Table 9 summarises the geographical
restrictions/emphasis of the funds included on the
landscape map above. It also includes the additional
funds which were planned or became active in 2013.

the existence of the numerous island of Ireland and
internationally-focused funds currently operating in
Ireland. Notwithstanding this, there were only limited
examples recounted in recent years of investments by
island of Ireland or international funds in Northern
Ireland.

Table 9: Geographical Focus of Equity Funds

FUND TYPE NORTHERN IRELAND IRELAND ONLY ISLAND OF INTERNATIONAL
ONLY IRELAND

Seed Funds
Non seed VC and later stages 3 8 2 7
Other / targeted - overleveraged balance 1 1

sheets, restructuring, recovery

Total 4 16 3 7

The following table summarises the actual investment trend by jurisdiction of the investee company ¥ based on the
IVCA data where detail on investment is disclosed. %8

Table 10: Investment Trend by Jurisdiction of Investee Company

JURISDICTION OF INVESTEE COMPANY NUMBER OF COMPANIES

Ireland (Total)

Dublin 64
Cork 15
Galway 11
All other counties 10
Northern Ireland (Total)*® 4
International (Total) 1
United Kingdom (other excluding NI) 1
Undetermined (Total) 1
Total 106

% There are also 2 university seed funds in NI of £1m each which are not included in this figure.

37 Jurisdiction was determined firstly by their company registration details and secondly based on the geographic location of their headquarters as
determined by the company’s website.

3 Detail on investments is disclosed for 106 of the 189 companies invested in and in respect of €216m of the total €269m of investment raised.

39 The total for Northern Ireland is underrepresented in this data. BVCA data suggests 26 companies raised £9m in 2012. There may however be some
overlap in reporting to the IVCA and BVCA.



Consultees in both jurisdictions suggested that market
failure is probably greater in Northern Ireland than in
Ireland and thus greater fund incentives
(subordination/junior investor to leverage private
capital) or fund restrictions (geographic limits) are thus
required to ensure investment in Northern Ireland. In
2012 the IVCA reported four investments in Northern
Ireland companies, all of which were by one Northern
Ireland based VC fund. While there was some
scepticism about the level of demand emerging from
Northern Ireland for non-seed or later stage VC, some
consultees suggested that greater engagement with,
and promotion of, all-island and international funds
operating within the Irish market, may be beneficial.

There was some concern expressed by Irish consultees
that non-seed funds looking internationally may not pick
up potentially emerging Irish deals as they may not
compare as favourably to international deals, thus
potentially resulting in an equity gap for Irish seed-
financed companies now looking for follow-on funding.
As mentioned above, in Section 5.3.5, recent initiatives
by Enterprise Ireland to establish five non-seed funds,
albeit focussed on the technology and life sciences
sectors, will partly address this issue but consideration
may need to be given to the range and appropriateness
of the funding options and supports available to these
emerging seed companies.

5.4 SUPPLY OF PUBLIC
FINANCE

Total finance from public sources (excluding public-
backed equity finance) of €339/£276m had been
invested in Irish and Northern Irish SMEs as at 31st
December 2012. Of this €312/£254m related to Ireland
and €27/£22m to Northern Ireland.*°

These figures are not based on the total size of the
schemes available (which in 2012 amounted to €1.36
billion across the island), but rather on the gross value
of funds extended to and drawn down by SMEs over a
five-year period. These funds are in the form of direct
financial supports through the main public funding
schemes operating in Ireland and Northern Ireland
where such schemes are specific to the region/ country.

For example, the Northern Ireland element of the UK-
wide Credit Guarantee Scheme has not been included.

5.4.1 PUBLIC FUNDING IN IRELAND

In Ireland, the primary source of public funding support
to SMEs is the support provided by Enterprise Ireland,
whose priority is the achievement of export sales
growth from Irish-owned companies. The Enterprise
Ireland strategy has been developed on the basis that
export sales growth leads to an increase in demand for
Irish goods and services, and thus increases the overall
flow of income into the Irish economy. The agency
focuses primarily on supporting the following categories
of business:

¢ High potential start-up (HPSU) companies with the
capability to sell in export markets;

¢ Established manufacturing and internationally traded
services businesses that are SMEs;

® Large companies (employing more than 250); and

¢ Irish-based food and natural resource companies that
are overseas-owned or controlled.

In general, Enterprise Ireland does not work with locally
traded service companies or with micro-enterprises
such as sole traders. Support for these companies or
individuals is provided in Ireland by the local County
Enterprise Board network throughout Ireland, which is
migrating into the new Local Enterprise Office (LEO)
network overseen by Enterprise Ireland. At the end of
2012, the latter organisation operated 23 discrete funds
or support schemes primarily targeting manufacturing
and internationally traded companies.

A network of 35 County & City Enterprise Boards
(CEBs) currently operate in Ireland which will become
the LEO network. These organisations are funded by
the Irish Government and EU Structural Funds and
have a focus on providing support for micro-enterprises
at local level. CEBs provide direct grant-support to new
and existing enterprises and promote entrepreneurship,
capacity building and women-in-business. At the end of
2012, the CEBs provided three main forms of finance
support to micro SMEs — feasibility grants, business
expansion grants and priming grants.

“0Invest NI figures include an allocation to SME funding of “unknown” categories. Detailed assumptions are provided in Appendix 3.
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In recent years a number of new funding options have
been introduced by the Irish government to address
potential lack of supply from traditional sources. These
include:

¢ The Credit Guarantee Scheme - launched by the
Department of Jobs, Enterprise and Innovation
towards the end of 2012 with the purpose of
encouraging additional lending to SMEs, not to
substitute for conventional lending that will otherwise
have taken place. The scheme is run through the
main SME banks trading in Ireland and operates
under the de minimis State Aid rules.

The Microfinance scheme - operated by Microfinance
Ireland and funded by the Department of Jobs,
Enterprise and Innovation to provide loans to newly

established and growing micro-enterprises that do not

meet the conventional risk criteria applied by banks.

Microfinance Ireland operates in partnership with the
CEBs and its loans benefit from a guarantee issued

under the ‘European Progress Microfinance Facility’

established by the European Union.

Given their recent launches, by the end of 2012 the
take up on both these schemes had been very low.

The state has also invested via the bank
recapitalisation programme, through the seed and
venture capital scheme, in private venture funds and
through the National Pension Reserve Fund (NPRF).

Figure 70 provides a summary of the business sector
focus of publicly funded schemes in Ireland. On the
basis of the analysis of the data returns completed by
public funding organisations in Ireland, it is clear that
whilst in theory the majority of schemes or funds are
open to all business sectors, in practice the main
beneficiaries are those SMEs operating in the
manufacturing and information and communication
technology sectors, with those companies operating in
the professional and scientific and administrative /
support services also in receipt of funding.

Figure 70: Sector Focus of Publicly Funded Schemes (Ireland)

A: Agriculture, Forestry and Fisheries
B: Mining
C: Manufacturing
D: Electricity and Gas
E: Water supply, etc
F: Construction
G: Wholesale and Retail Trade
H: Transportation and Storage
I: Accomodation and Food Service Activities
J: Information and Communications
K: Financial services excl intermediation
L: Real Estate, Land, etc
M: Professional, Scientific and Technical
N: Admin and Service Support Activities
P: Education
Q: Human Health and Social Activities
R: Arts
S: Other services
Unallocated
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Source: Data Returns Provided by Publicly Funded Bodies
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Additionally in Ireland, the Government established the
Credit Review Office (CRO) in 2010 as a support to
help SMEs in securing credit from pillar banks in
respect of applications up to €500,000. Whilst the CRO
is a very positive appeals tool in Ireland, it suffers from

the fact that all banks servicing SMEs are not required
to engage with it. Additionally, its application process is
onerous, requiring an SME to complete a detailed CRO
specific application process in addition to the
application for credit and subsequent appeal already



completed in the bank. Consultations conducted in the
course of this study would suggest that this is a
significant deterrent to SMEs. Demand for support from
the CRO is low with 205 appeals made in the period
since establishment to January 2013.

5.4.2 PUBLIC FUNDING IN NORTHERN
IRELAND

In Northern Ireland, Invest NI is the regional business
development agency, supporting SMEs to grow the
local economy. Invest Nl is part of the Department of
Enterprise, Trade and Investment. It targets its support
to those businesses that can make the greatest
contribution to growing the local economy; businesses
that have the ability to grow and drive productivity and
are keen to export outside Northern Ireland.

Invest NI provides financial support to SMEs through its
Solutions Framework/Boosting Business under 5 key
themes: Starting a business; Growing your business;
Maximising efficiencies; Product development; and
International trade and investment. Under each of the
five themes there are a number of solutions made up of
either advisory or financial support, or both.

Companies are encouraged to contact Invest NI to
discuss their needs and determine the most suitable
form of financial support under this overall programme.
In addition the organisation also provides the five funds
included in the Access to Finance Strategy and
operates two voucher schemes: the Innovation Voucher
Scheme and the Finance Voucher Scheme (operational
from 2013 and noted in Section 3.2.1).

Enterprise Northern Ireland, which represents the
network of Local Enterprise Agencies in Northern
Ireland, also administers the Loan Fund which provides
loans to those starting or operating a small business.
The Local Enterprise Agencies (LEAs) also provide
accommodation and related services as well as
business support services to SMEs in Northern Ireland.

Figure 71 provides a summary of the business sector
focus of publicly funded schemes in Northern Ireland.
On the basis of the analysis*', it is clear that, just as in
Ireland, the main beneficiaries are those SMEs
operating in the manufacturing, and information and
communication technology and professional and
scientific sectors.

Figure 71: Sector Focus of Publicly Funded Schemes (Northern Ireland)

A: Agriculture, Forestry and Fisheries

B: Mining

C: Manufacturing

D: Electricity and Gas

E: Water supply, etc

F: Construction

G: Wholesale and Retail Trade

H: Transportation and Storage

|: Accomodation and Food Service Activities
J: Information and Communications

K: Financial services excl intermediation
L: Real Estate, Land, etc

M: Professional, Scientific and Technical
N: Admin and Service Support Activities
P: Education

Q: Human Health and Social Activities
R: Arts

S: Other services

Unallocated

0%

Source: Data Returns Provided by Publicly Funded Bodies
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41 Reliable business sector profiles are unavailable for approximately 30% of finance reported by public funding organisations for this study.
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There has been a significant UK national policy
response and a number of new measures have been
introduced to improve the supply of credit to SMEs,
including a series of government initiatives managed
through HM Treasury, the Department of Business,
Innovation and Skills and the Bank of England. In
general they have not translated effectively to Northern
Ireland, with the Enterprise Finance Guarantee scheme
and the Funding for Lending scheme not being
appropriately adapted to the needs of the region. In
addition, the absence of bank headquarters in Northern
Ireland has an implication and would appear to have
restricted more timely access to initiatives, such as the
Funding for Lending scheme, as well as impacting on
other national initiatives implemented by the UK
government.

The UK Independent Appeals Process operates within
Northern Ireland. This is, however, based on a different
model to that of the CRO in Ireland. While all of the
major banks in Northern Ireland are signed up to this
process, there would appear to be very little take up
and awareness of the scheme in Northern Ireland
among SMEs and unsuccessful bank applicants have
made very limited use of the appeals process. It has
been described as effectively invisible in Northern
Ireland by most of those consulted throughout the
course of this study.

5.4.3 CROSS-BORDER PUBLIC FUNDING

The main organisation focusing on cross-border trade
and financial support in Ireland is InterTradelreland.
The organisation focuses on enhancing the cross-
border export and innovation potential of SMEs in
Ireland and Northern Ireland. InterTradelreland
provides support in two areas: trade (with programmes
such as Acumen and Elevate) and innovation (with
programmes such as Fusion and Innova).
InterTradelreland’s innovative suite of programmes also
includes supports for early stage companies in raising
venture capital through the Equity Network initiative.

5.4.4 PROFILE OF THE TYPE OF PUBLIC
FUNDING

Figure 72 is based on an analysis of a funding
database, which pulls together all of the main funding
schemes and products aimed at SMEs in Ireland and
Northern Ireland by funding source. It provides a profile
of publicly-financed schemes or funds which shows that
the majority of public funding is provided to SMEs by
means of direct matching funding, followed by direct
grants and then public sector loans. It should be noted
that Figure 72 shows the number of individual schemes
or funds, rather than their size.

Figure 72: Profile of Government Funding
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5.5 THE FUNDING LANDSCAPE

Detailed funding landscape maps for Ireland and
Northern Ireland (see Appendices 1 and 2) present a
visual representation and clearly illustrate the
complexity facing SMEs in their search for funding
support, given the number of funding sources, their

fragmentation and the multiplicity of organisations
providing funding both directly and indirectly to SMEs.
No single organisation involved in or consulted for this
study was fully aware of or had a comprehensive list of
the funding schemes or funding organisations operating
on the island of Ireland. This results in some level of
silo-based financial advice to SMEs whereby individual



supply organisations predominantly inform and promote
based on their own supply capacity, which alone may
not meet all of the needs of the SME.

SMEs, in particular smaller owner-managed
businesses, lack available time and resources to
navigate such landscapes and to filter out the relevant
alternative funding options for their businesses. Many
SMEs seek support on funding matters from their
business representative groups, from their main bank
or from their accountant. They can be considered to be
intermediaries in the funding landscape, positioned at a
critical juncture. However the majority of these
organisations are also unaware of the full suite of
funding options available to Irish or Northern Irish
SMEs.

Both the Irish and the Northern Irish SME funding
landscapes are characterised by:

¢ Information overload and duplication - There has
been a significant increase in the number of websites
providing information on access to finance in the last
number of years. These websites have been
developed by businesses, private individuals,
business lobby groups, banking institutions,
universities and Government departments. Whilst
these innovations are welcome and a rich source of
information, the volume of information now available
is overwhelming. Additionally, no single source is
complete or provides a full and accurate database of
funding sources and eligibility criteria. It is also
apparent that once established, many funding lists
are not maintained and updated by the organisations
who created them and as such lose their value very
quickly. A model is available in the newly created EU
portal (www.euraxess.ie) for Ireland, creating a single
and up-to-date database of information, which
can be maintained on an ongoing basis and is
available to SMEs, their advisors and all funding
organisations.

Non-standard applications - each bank, venture
capital firm, public sector organisation or other
funders operates their own application process and
application form. Each funder, even those targeting
similar sectors or sizes of SME request different types
of information (financial statements, cash flows,
business plans, principal details, etc.) This means

that an SME who wishes to apply to multiple funders
has to prepare multiple application packs providing
substantially the same information but in a variety of
different formats. This is both inefficient and costly for
the SME. The Irish banks have started to come
together and have agreed to use a standard
application form and business plan template,
developed by the Institute of Chartered Accountants
and the Irish Banking Federation. No such initiative
has taken place in Northern Ireland as yet.

Eligibility information - the assessment of
applications is governed by significantly different
criteria depending on the funding supplier. The type
and level of information which is required to be
submitted to support an application for finance varies
significantly from funding organisation to organisation
even within the same category of funding (i.e. within
bank funding). This complicates the application
processes for SMEs and results in a lack of
understanding amongst SMEs as to the schemes or
funds for which they might be eligible.

Absence of tailored one-to-one support - the
international research, as outlined in Section 6.2,
demonstrates that SMEs prefer one-to-one or specific
support tailored to the SME rather than self-service
web-based supports or websites. The take up of the
recently introduced Business Link helpline in the UK
has been much more significant than any previous
web-based services with SMEs clearly preferring
one-to-one, telephone or other tailored support in
supporting their search for finance or the restructuring
of existing finance.

5.6 SOURCES OF FINANCE

Outside of traditional bank finance, the Credit
Guarantee Schemes (in Ireland and UK) and the
MicroFinance scheme in Ireland, there are very few
SME specific schemes which can be accessed by
companies operating in the sectors (retail, hotels,
construction etc.) employing the highest number of
people and with the highest levels of distress.

As part of this study, the researchers compiled a
database of all funding schemes operating in Ireland
and Northern Ireland and on a cross-border basis. We
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identified 173 direct funding products / schemes / funds
available to SME from approximately 50 different
funding providers. This excludes indirect sources of
funding, such as training and education programmes,
or tax incentive schemes and was completed on a best
efforts basis with the input of funding providers.

Table 11 lists the current funding providers and the
funding products / schemes / funds which they offer to
SMEs.

Table 11: SME Funding Providers and Schemes

NORTHERN IRELAND ISLAND OF
IRELAND
28 64

Bank 36

Public Funding 68 6 5 79
Visible Angel 7 1 1 9
Seed and VC 7 4 8 19
Crowd Funding 1 1 2
Total 119 40 14 173

As Table 11 demonstrates a large number of funding
options are available to SMEs. However many SMEs
will find that they are not eligible for certain products /
schemes / funds because of the business sector in
which they are operating or the type of business activity
in which they are engaged. When the declared sectoral
focus of each scheme / product or fund is analysed, the

following business sector pattern emerges, as shown in
Figure 73. Whilst approximately 30% of lending
products provided by banks are focused on specific
business sectors, 78% of public schemes, 100% of
business angel and 100% of venture capital schemes
include some form of business sector focus as eligibility
criteria.

Figure 73: Sectoral Profile of all SME Products/ Schemes
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B: Mining
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F: Construction
G: Wholesale and Retail Trade

—
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—
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J: Information and Communi
K: Financial services excl intermediation
L: Real Estate, Land, etc
M: Professional, Scientific and Techni
N: Admin and Service Support Activitie
P: Education

Q: Human Health and Social Activities

0% 20% 40% 60% 80% 100%

Source: Database of all SME Finance Products/Schemes / Funds in Ireland and Northern Ireland
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It is apparent that while most bank funding and some
public funding is open to all business sectors, the
majority of non-bank funding is targeting the same
business sectors. These sectors include those most
likely to have exporting companies, high growth
companies, ICT, medical devices, high-tech
manufacturing and life science companies.

Government, VC, angel and some new emerging bank
funds are also very focused on a small number of high
growth, high potential sectors with very few schemes or
funds in place to support SMEs operating in the sectors
which are most depressed and employing the largest
number of people. There is a debate whether more
concentrated funding can encourage innovation and
incentivise high calibre teams to start new projects
because of the perceived availability of funds or that the
majority of government funding and venture capital
funding is pursuing the same high potential / early
stage / specific sector type initiatives and that the
quality of projects will decrease as a result.

Whilst no banking schemes have a specific requirement
for exporting, all business angel and venture capital
schemes seek some level / potential to export. 63% of
public schemes required the SME to be an exporter. It
should also be noted that the majority of the other
public schemes listed the potential to export as a
qualifying criteria.

Of non-bank schemes that did not have a specific
export potential requirement, all required compliance
with some specific criteria (such as location within the
Gaeltacht, led by a female entrepreneur, be a micro
SME, or be involved in a specific business such as

crafts or fishing). The success of specific schemes
launched during 2012, such as schemes targeted at
female entrepreneurs, have also demonstrated how
demand can be created through the supply of funding
to certain specific target groupings.

Almost three quarters (73%) of banking schemes
identified did not require a borrower to be incorporated,
compared to 16% of government backed schemes and
all business angel or venture capital schemes require
incorporating. Government-backed schemes which do
not require incorporation are typically for proof of
concept funding which subsequently require
incorporation.

In terms of cross-border coverage most schemes
operate in one jurisdiction only. Six of the nine active
formal business angel schemes invest primarily in their
local region and one is cross-border. Several additional
all-island business angel syndicates specialising in food
and med tech were planned to be active in 2013. The
four specific Northern Ireland seed and start-up capital
schemes invest solely in one jurisdiction as do the Irish
seed and start-up capital schemes. Most venture
capital schemes will review prospects across the island
(and further abroad).

To conclude, it is clear that in a number of business
sectors, bank funding or more recently government
bank guarantee schemes are the only external finance
option for SMEs, in particular for SMEs operating in
domestically focused, non-exporting sectors.
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6. International Best Practice

6.1 INTRODUCTION

In the period following the global financial crisis there
was a strong convergence internationally and
particularly within the EU in the responses of
governments aimed at alleviating pressures on SME
finance. A range of traditional measures were
introduced but also some new supplementary initiatives
and instruments were introduced, comprising loans,
guarantees, microfinance, venture capital (VC) and
other equity financing measures.

In parallel to this the European Commission also
focused on the development of a framework for
supporting access to finance amongst SMEs including,
for example, the integration of the VC market to allow
venture capitalists to operate more efficiently across
borders within the EU and the launch in 2013 of a new
single online portal for all financial instruments available
to SMEs.*?> While both Ireland and Northern Ireland,
similar to most other member states, have drawn down
supports under these measures, continued
engagement with the Commission is ongoing to ensure
maximum potential is derived from the range of funding
initiatives available.

This section focuses on country-specific responses to
access to finance challenges, in order to identify areas
of good practice including responses, from both within
and outside the EU, which may be of interest to policy
makers in Northern Ireland and Ireland. Many are not
necessarily new ideas in themselves or have been
around in some shape or form for a number of years
and across many countries. The review of international
experience suggests that there are no standalone silver
bullet solutions in terms of new credit products or
initiatives that could be directly transferred from one
country to another. And because the environment in
which SMEs are operating in each country is unique,
each initiative must be assessed on a case by case
basis. However, there are a number of examples of
good practice which merit consideration within the
Ireland and Northern Ireland contexts.

The responses described below are organised in the
three areas of particular concern for policy makers in
Ireland and Northern Ireland:

* Diversifying finances used by SMEs and promotion of
these options;

® Improving financial capability of SMEs and others in
the finance for growth area; and

¢ Improving information sources and the accessibility of
these.

6.2 DIVERSIFYING FINANCING
AND THE PROMOTION OF
ALTERNATIVE FINANCING
OPTIONS / NON-BANK
LENDING

In this section the research provides an overview of
some measures which have been introduced in
selected European counties: Germany, France and the
UK.*® The countries were selected as they all have a
wide range of measures across the broad SME
spectrum (by age, stage, size, growth characteristics).
The section finishes with an example of a country-
specific approach to promoting the supply and
diversification of funding alternatives for SMEs — the UK
Business Finance Partnership.

The measures which have been introduced in
Germany, France and the UK include selected debt,
hybrid and equity options. At an overall level their key
characteristics include:

® Arange of classical debt instruments - including
guaranteed loans, low cost loans, etc - aimed at
addressing/reducing cost of credit, addressing lack of
collateral, facilitating payment flexibility (e.g. allowing
deferral of capital repayments).

Subordinated loans or hybrid packages aimed at
supporting SMEs to improve capital structure — aimed
at extending the choice of financing options and
ultimately supporting SMEs in improving their capital
structures.

42See for example (1) at an overall level - http://ec.europa.eu/enterprise/policies/finance/financing-environment/index_en.htm and (2) for individual

countries - http://www.access2finance.eu/

4 Examples derived from country reports for Germany and France accessed at:
http://ec.europa.eu/enterprise/policies/finance/guide-to-funding/indirect-funding/files/fact-sheets/germany en.pdf and ....... france en.pdf respectively.

UK examples derived from Department for Business, Innovation & Skills, SME Access to Finance Schemes: Measures to support growth (2013).


http://ec.europa.eu/enterprise/policies/finance/guide-to-funding/indirect-funding/files/fact-sheets/germany_en.pdf
http://www.access2finance.eu
http://ec.europa.eu/enterprise/policies/finance/financing-environment/index_en.htm
https://options.At

¢ Equity products - including seed funds, co-investment
funds to support leveraged private investment and
later stage funds - which can target particular SME
cohorts (e.g. mature organisations in difficulty).

The above finance types (debt, equity and hybrid
packages) are made available to either a wide cross
section of SMEs (e.g. Enterprise Finance Guarantee
scheme in the UK available to all SMEs with limited
exceptions) or to a specific and targeted population
(e.g. start-up businesses — ERP Start-up loans in
Germany for young people, Start-Up Loan Programme
in the UK for entrepreneurs — various KfW loans in
Germany for high growth, high tech or companies of
specific sizes). All have various restrictions or
conditions including the amount of funding which can
be drawn down.

A report on best practice amongst member states
(Centre for Strategy and Evaluation Services, 2012a)
highlighted the importance of building in flexibility
across initiatives so that terms and conditions and
restrictions can be tailored to changing circumstances,
including increasing investment limits or changing the
profile of qualifying companies. Some of the best
products from the UK, France and Germany recognise
that the characteristics, capital structures and financing
needs of SMEs can vary significantly across that
category and at different lifecycle stages. This moves
the discussion beyond certain over-simplistic and
sometimes mistaken assumptions in relation to demand
and supply, including the idea that early stage high
growth firms can only be supported by or only seek risk
capital. Products like the Prét Participatif d’Amorgage in
France take into account that as companies move from
seed to early stage and further along the cycle it is
possible that they can, and should be, supported by
debt including loans and subordinated loans. The
initiatives found in these countries also highlight the
important role of subordinated debt and mezzanine
debt instruments for improving or restructuring the
balance sheet positions of certain firms (growth,
restructuring firms etc), and thus improving their credit
ratings and their ability to draw down future debt. In

light of the fact that a significant portion of applications
for credit are rejected because of balance sheet
reasons (over-leverage, inappropriate capital structure),
ensuring more appropriate capital structures for SMEs
becomes more important.

In addition, and similar to the new NPRF Turnaround
Fund in Ireland, the French Fonds de consolidation et
de développement des enterprises is aimed at SMEs
with growth potential who have been hard hit by the
financial crisis and represents an example of a
response specifically tailored to a current problem.

The use of co-investment funds to stimulate business
angel activity across many EU countries is also
important to note when referring to diversifying funding
sources. The use of co-investment funds have also
been widely used internationally and a recent
evaluation, while cautious due to limited data and
evaluations, concludes that they appear to be effective
in stimulating the business angel market (Centre for
Strategy and Evaluation Services, 2012b).

Some countries are utilising or developing the concept
of a business or development bank to comprehensively
and more effectively deliver government support
(Canada, Germany, France, UK). Many of the major
government programmes in Germany are delivered by
the KfW development bank. Equally in France many of
the programmes are delivered by OSEO, soon to be
transferred under the umbrella of a new French Public
Investment Bank. The UK government schemes will
also transfer to and be delivered by the new UK
business bank.*

Alongside the supply of appropriate non-bank financing
there is the need, identified in the research, to promote
these sources of funding. The UK Business Finance
Partnership (BFP), soon to be encompassed within the
new business bank, provides a useful example of a
country-specific approach to promote and better
facilitate alternative non-bank lending opportunities to
SMEs. A key aim of the BFP is to increase the supply of
capital through non-bank channels and help to diversify

“4Due to past experiences with national initiatives, some regions within the UK (notably North East of England and Wales) have expressed concern
that the new business bank needs to respond to different regional economic contexts. In light of the poor success of previous national UK initiatives
within the region, Northern Ireland will similarly have to engage strongly with this new business bank to ensure that regional needs are addressed

and responses can be tailored to ensure maximum benefit.

101



102

the sources of finance available to businesses
(Department for Business, Innovation & Skills, 2013).
The BFP is responsible for investing up to £100m
through non-traditional private sector lending channels
that lend directly to small businesses. These channels

include mezzanine finance funds, supply chain finance
schemes, specialist financing schemes such asset
finance, and peer-to-peer lenders as represented in
Table 12 below.

Table 12: UK Channel/ Source of Finance

m DESCRIPTION OF CHANNEL/SOURCE OF FINANCE

Market Invoice

Innovative online platform through which SMEs can raise funds by selling

individual invoices to a pool of investors.

URICA

New supply chain finance platform to provide a consistent channel of cash from

institutional investors to SME suppliers by enabling early payment of their bills to
mid-sized growth companies.

Beechbrook Capital

Funding Circle

Mezzanine fund to lend to SMEs focused on growth capital.

Peer-to-peer lender enabling people in the UK to lend money directly to small

businesses, offering a more efficient way of helping firms to access loans.

Zopa

Online peer-to-peer lender. Through the website investors can lend directly to

small business, offering a more efficient way of helping firms to access loans.

Boost & Co

Credit Asset Management Limited
loans.

Fund focussed on providing loans to growing and innovative small business.

Provides specialist financing to SME sector — asset finance and professional

6.3 IMPROVING FINANCIAL
CAPABILITY THROUGH
AWARENESS OF FINANCING
SCHEMES AND TARGETED
SUPPORT TO SMEs
SEEKING FINANCE

Policy makers need to consider how best to provide
advice on access to finance to SMEs, including not only
the range of alternative financing options, but also

improving awareness of the appropriate funding
solution for the specific firm taking into account its
capital structures and medium to longer term financing
needs. Aligned to this there is also a need to ensure
that multiple applications to multiple lenders, an
appropriate feature of a competitive lending landscape,
is not overly burdensome on SMEs requiring multiple
different application forms and different supporting
information. Table 13 provides some relevant examples
from Australia, New Zealand, the UK and France
dealing with awareness of access to finance initiatives.



Table 13: Awareness of access to finance initiatives

M COUNTRY EXAMPLE KEY CHARACTERISTICS/ BENEFITS

SME Helplines/Hotlines

« Australia - Small Business Support
Line and Live Chat was established in
response to the global recession and
is open 8am - 8pm Monday to Friday.
It provides information on finance and
cash flow management (including loan
and banking products), marketing and
promotion, business planning and
diagnostic services, legal, accounting
and taxation services. The top call
enquiries include Government
initiatives, grants and assistance,
business planning and diagnostic
services.

» New Zealand - hotline similar to
Australian example above.

+ United Kingdom - Business Link
Helpline offers advice and information
on financing your business and is open
Monday to Friday, normal office hours.

Central support point.
Facilitates bespoke support.

Interactive service / human
contact.

Supplements information web
portals which can be difficult to
navigate or result in information
overload.

Provision of targeted support to SMEs
seeking finance

+ Australia - The SME Association of
Australia (SMEAA) negotiated an
arrangement with a private sector
grants consultancy, who will evaluate
the entitlement of an interested SME to
the various government schemes
available and then provide them with a
written report of eligibility. If the SME
appoints the company to complete
applications on its behalf they will only
charge a success fee (i.e. no funding,
no fee). SMEAA members receive a
10% discount off these fees.

SMES can avail of the services of
experts of the financing landscape
to identify grants.

SMEs can avail of services of
experts to complete applications.

Cost effective — no funding, no fee.

Improved information for lenders

* France - Recognising that front line

private sector lenders are an important
point of contact to SMEs and play a
pivotal role in advising and arranging
suitable finance for SMEs, OSEO for
example publishes a “Guide to the
banks” in which it sets out all its
products. This type of information

dissemination is important as it ensures

that front line lenders are aware of, and
can advise on government schemes.

Improves advice to SMEs through
intermediaries including front line
advisers such as banks.

Builds awareness on government
schemes through existing support
channels.

Allied to this issue of awareness a significant number of
international reports (Audet & St-Jean, 2007) and a
recent UK report on business supports (Department for
Business, Innovation & Skills, 2011) refer to the
widespread and substantial underuse of supports by
SMEs, even where there is a demonstrable need for
support. The UK report concludes that only 40% of

SMEs made use of formal business support assistance
in the three year period of the study and it estimated a
latent demand across over a further quarter of the SME
population. This latent demand included non-users of
assistance who did not recognise their need for
assistance despite experiencing problems, those that
did recognise their problems but did not avail and those
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that availed to an extent but required further and more outlined elsewhere in this report, the key findings on
extensive assistance. Due to the importance of barriers to using business supports from the recent UK
improving the capability and performance of SMEs, as study are summarised in Table 14.

Table14: Barriers to Take Up and use of Business Support

RESEARCH TO UNDERSTAND THE BARRIERS TO TAKE UP AND USE OF BUSINESS SUPPORT: KEY FINDINGS

Demand side patterns

® Growth plans - SMEs with growth plans were more likely to draw down assistance than those in survival mode.

® Age - New businesses were more likely to avail than those aged 6 years and over.

® Size - Medium-sized businesses were more likely to seek formal assistance; a high proportion of micro businesses used
solely public sources compared to their small and medium counterparts.

® Sector - SMEs in the hotel and catering sector used support services least.

® Management team characteristics - SMEs with larger management teams and more highly qualified managers used
services most.

® Actual performance - Those who had drawn down support were more likely to have improved (employment and turnover).

Supply side patterns

® Importance of one-on-one contact methods - Business Link, the new UK helpline service was the main public sector
provider of advice with e-mail, telephone and face-to-face services being used more frequently than web-based methods.

® Higher use of private sector support - Aimost 30% of SMEs used private sector support and 20% used public sector
support. A significantly greater proportion of users of private sector advice considered that the business was performing
significantly better than users of only public sources. In addition there was a greater tendency to provide advice / services
by telephone or face-to-face by private sector providers and a greater tendency to provide via website amongst public

service providers.

Barriers to accessing support services

® Doubts about the benefits and value of assistance in relation to the expense and time involved.

® Cost - Non-users of business support services were willing to pay for the services but are only willing to pay relatively low
rates in comparison to what is being paid by actual users of such services. Cost was a particular issue for those in the hotel,
restaurant and catering and financial and business services sectors.

Difficulties in finding the time for survival orientated businesses.

Not being able to trust external advisors.

Concerns about external advisors not understanding the business.

Lack of confidence to approach business advisors (particularly among young business and less experienced

owner/managers).
Consultations carried out as part of this exercise would underuse of business support services by certain types
suggest that the level of awareness and uptake of of SMEs and certain sectors, would be repeated in
business support services remains an area which Ireland and Northern Ireland.
could be improved, especially with the concerns
expressed about capability. Although the evidence The high use of one-to-one methods, as opposed to
remains to be collected, it is also likely that the UK websites, is an important consideration in service design
trends, in relation to latent demand and in particular as it suggests that bespoke and individualised support is
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more appropriate and favoured by SMEs to a
generalised response. The importance of cost as an
impediment to drawing down services is also an
important consideration and an area where government-
backed vouchers can play an important role.

Another area of concern is that those businesses who
may be in most need of services (in survival, in
struggling sectors, small management teams with no
formal qualifications) are those who are least availing of
business support services either because they are not
aware that they require them or for other reasons,
including financial and time resources.

Some international financing schemes have integrated
business development support or wrap-around services
with the finance product to leverage the benefits of the
funding. Depending on the nature of individual schemes,
consideration should be given to the integration of both
generic and bespoke support services and whether, and
to what extent, some services should either be
mandated or more proactively encouraged for SMEs. At
a more general and non-scheme specific level, and
taking into account the results of the UK study above,
consideration should be given to cost-effective
measures which facilitate the draw-down of bespoke
and appropriate support to the widest possible cohort of
SMEs (vouchers, business mentors). Table 15 provides

details on some international examples.

Table15: International Business Development Services

w COUNTRY EXAMPLE KEY CHARACTERISTICS / BENEFITS

Business Mentors Programme

New Zealand - Business Mentors New Zealand
delivers a business mentoring programme that
is partly funded by New Zealand Trade and
Enterprise (NZTE) and partly by the private
sector. More than 1,400 volunteer mentors offer
an extensive range of business knowledge,
skills and experience. Registration for SMEs
costs $150, but there are no other costs (i.e.
there is no cost for the subsequent
consultations and drawdown of support from
business mentors).

United Kingdom - Mentorsme.co.uk is a
mentoring gateway that links businesses to
mentoring organisations across the UK to find a
mentor that suits the business, including
specialist financial support. The British Bankers’
Association hosts the portal and has provided
1,000 volunteer bank mentors recruited from the
business community.

+ Extensive low cost support
option.

« Significant private sector
support.

* (Supplements competitive or
grant-based mentor programmes
as more widely accessible).

Vouchers

While vouchers have been used across a lot of
countries, including Ireland and Northern
Ireland, some countries have either not
restricted the range of services which can be
drawn down or have expanded the range
previously available.

The NZTE Capability Development Voucher
(New Zealand) vouchers may be used to help
pay up to 50% of the cost of services (max.
value of $5,000) from registered providers that
improve management capabilities in the
following areas (business planning, marketing
strategies, finance, business systems, managing
resources, governance, sustainability, lean
manufacturing/ business, operations, exporting,
capital raising).

- Facilitates drawdown of bespoke
support within an extensive
range of business development
services (less restrictions).

* Help address widespread
reluctance of SMEs to
drawdown professional services
(reduced cost).
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While a number of countries have implemented some
form of credit mediation (Germany, Belgium, France,
Spain, Ireland, United Kingdom), France’s Credit
Mediation Office is probably the most extensive. It is
based on a significantly different model to that in place
elsewhere and is much more heavily resourced than
the Irish CRO and other international models. It acts as
a catalyst to the provision of high quality financial
advice to SMEs (via public or private sector advisors
and intermediaries) on capital structure, restructuring of
balance sheets and financing issues (Liebert, 2009).

The key features of the French model include a network

which operates at both the local level (with 105 local
mediators usually the first point of contact and who are
often departmental directors of the Banque de France)
and nationally (with an executive committee supported
by analysts and administrative staff). The local
mediators analyse the financial and strategic situation
of the firm, in order to assess the nature of the
difficulties to be resolved with the financial partners
(banks, credit insurers, investors, factoring companies,
etc). If it is not possible to engineer a financing solution,
other options such as legal proceedings or industrial
restructuring measures are examined.

The mediation application process in France is as
follows:

¢ Company (or a third party mediator) provides
information on their financial position and their
funding requirement in a mediation application on the
website.

In the 48 hours after validation of the on-line
mediation application, the local mediator contacts the
company, informs it as to its decision on whether or
not the application is eligible, and develops an action
plan with the firm.

The credit institution is notified that mediation
proceedings have been initiated and have five
working days to review their position, after which time
the local mediator contacts the business to see how
the situation is developing.

If the difficulties persist, the mediator personally gets
in touch with the firm’s financing partners to identify
the sticking points.

The credit mediation framework is largely built on
existing structures and some of its key strengths are:

® The cooperation at a local level between the range of
financing partners and other interested parties
(arising from MoUs with banks, credit insurers,
investment funds, government/OSEO, SME
representative organisations, etc).

The gradual extension of the role of mediation from
the first iteration dealing with increased refusals by
banks of small loan applications to the withdrawal of
credit insurance cover and the treatment of firms’
equity financing needs.

The close cooperation of mediators with OSEO,
through its loan guarantee programmes, to find
financing solutions for companies is also considered
crucial.

It is supported by a complementary network of “third-
party mediators” which coordinate on the ground
actions aimed at advising companies / CEOs about
mediation strategies and assisting them with
implementation of the solutions identified during
mediation.

® The access for mediators and companies to a wide
range of solutions and information/processes in the
most complex cases. This can point businesses to
the most suitable bodies dealing with, for example,
requests to reschedule a company’s tax and social
security liabilities, financing a strategic audit or full
restructuring.

While it is acknowledged that the model and the level of
resources deployed vary significantly as between the
French Credit Mediation system and the Irish CRO,
consideration can be given as to how and to what
extent the more extensive support provided to French
SMEs (in terms of identifying, designing and
implementing appropriate finance solutions) could be
provided to SMEs on the island.



6.4 IMPROVING INFORMATION
ON SMEs AND FINANCE

The strides made by the Central Bank of Ireland and
the Department of Finance in terms of regular data
collection and detailed research on both supply of and
demand for finance by Irish SMEs provides an example
of good practice which has continued to develop since
2010.

With regard to further improvements in the area of SME
data collection and analysis, the examples of Canada
and Australia are useful in that they profile a large
proportion of the SME population at a granular level,
something which stand-alone surveys do not easily
facilitate, and provide analysis at the country-specific
level to inform national/regional policy and allow for on-
going time series analysis.

¢ Canada: The Business Development Bank of
Canada (which also publishes detailed supply side
data) conducts ongoing research on the SME
demand side including access to finance, SME
profiles which can inform demand and the exploration
of specific sectoral and size problems. Recent
research in 2013 has included reports on mid-tier
firms (including growth plans and access to finance
challenges), on the specific access to financing
needs of manufacturers and the regular “SMEs at a
glance” profile.*

¢ Australia: The Australian Department of Industry,
Innovation, Science Research and Tertiary
Education*® publishes an annual report on Australian
small business which follows the same structure each
year to facilitate trend analysis. This also includes
additional specific research, for example, in 2012, on
early stage start-ups. The annual report uses a range
of external sources from the Australian Bureau of
Statistics and includes comprehensive detail on the
SME population, including number of SMEs by sector
and region; business performance including profit,
growth, exports, employment, business conditions
and confidence; entries, exits and survival rates;
business lending; innovation performance,
collaboration, R&D and e-commerce.

4 See http://www.bdc.ca/EN/about/sme_research/
46 See http://www.innovation.gov.au
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7. Conclusions and
Recommendations

The conclusions and recommendations have been
prepared on the basis of the preceding analysis of the
demand and supply factors impacting on the SME
funding landscape in both jurisdictions and on examples
of best practice arising from international research.

The implementation of the recommendations will
depend on the engagement of individual stakeholder
groups involved in supporting SMEs in securing finance
or in the provision of that finance to SMEs, including:

¢ Banks;

¢ Public policy stakeholders;

® Equity stakeholders;

¢ Business representative groups; and
® Financial intermediaries and advisors.

7.1 CONCLUSIONS
KEY OVERALL CONCLUSIONS

Demand is at least, if not more important than
supply as the key SME finance issue. The work
carried out as part of this study clearly shows that in
Ireland and Northern Ireland, the supply of finance is no
longer the most significant issue facing SMEs and
instead most pressing problems for most Irish and
Northern Irish SMEs is finding new customers and/or
addressing cost pressures.

It is difficult to say what a normal level of demand for
finance is in Ireland or in Northern Ireland, as it was
never measured prior to 2009. However, on the basis of
Irish total private sector credit figures, demand for credit
increased to a peak in 2009 when it was 120
percentage points higher than in 2003. Demand for
finance amongst SMEs in Ireland and Northern Ireland
has fallen significantly since 2009 when its
measurement began on a systematic basis. Where
demand currently exists it is primarily to fund short term
working capital and to support cash flow. Where SMEs
are looking for growth finance, they are more likely to
be rejected than those companies looking for working
capital finance. A higher level of demand is apparent
amongst those SMEs who are involved in exporting.

The demand for credit amongst the SME community in
Ireland and Northern Ireland has been depressed due
to a range of factors including a fall off in domestic
demand, lack of consumer confidence and legacy debt
levels. Indeed, the low level of demand for credit now
threatens to become a much greater problem for SMEs
in both jurisdictions than the supply of credit, as the
nature and volume of SME-specific schemes and funds
has increased significantly in the period since 2011.

Nevertheless, while the demand for credit is at its
lowest level since 2010, as measured by credit
advanced to Irish resident SMEs, there remains a
concern that if an economic recovery were to gain
momentum, it could be inhibited or even derailed by a
supply side deficit.

There is a dearth of diversity in the financing
landscape for SMEs across the island. The capital
structures, market and economic position of SMEs on
the island have a disproportionate reliance on banks for
their funding needs. Bank funding, largely in the form
of overdrafts and loans, accounts for 94% of total SME
finance which is comfortably greater than other
European counterparts.

A general lack of financial literacy exists across the
broad financing landscape. A lack of knowledge on
alternative funding options is inhibiting the development
of a more diverse funding landscape and the
subsequent use of more appropriate and less costly
funding alternatives. Not only is there an over reliance
on bank funding but local SMEs are also more reliant
on short-term finance, in particular overdrafts and trade
credit, in comparison to the EU average. They also still
have a significant dependency on cheques rather than
funds transfer or other payment methods.

There is a lack of balance sheet “right sizing”.

In general, Irish and Northern Irish banks need to be
more engaged in the debt restructuring or write off of
debt for SMEs who demonstrate sustainable trading
positions but are over-leveraged due to property or
other legacy debt issues. Banks are only very slowly
disengaging from short term forbearance measures, a
temporary and short term solution which, in the



absence of strong economic growth, may not address
the need for long term restructuring of the balance
sheets of many SMEs.

The Central Bank of Ireland began to engage with Irish
pillar banks in 2012 in relation to the restructuring of
SME bank debt, but action in this area remains too
limited. The work which has begun in this area needs to
be accelerated and a clear policy is required in both
Northern Ireland and Ireland to address current levels
of debt overhang amongst viable SMEs and to “right
size” SME balance sheets. This will require
fundamental bank debt restructuring, debt write-off,
parking and debt/ equity swap models and, in some
cases, placing non-viable SMEs into receivership or
liquidation.

In many cases, current debt levels cannot be serviced
through existing cash flows. In those cases, the SME
will never be able to repay debt levels in full, will
continue to struggle and will not be in a position to grow
or develop as a business. For those SMEs long term
debt restructuring (including write-off in some instances)
is the only option. Debt write-off or partial debt write-off
should only be offered to those businesses who can
demonstrate the generation of sustainable trading cash
flows from normal business operations following
restructure. Until such time as the balance sheets of
SMEs are “right sized” (i.e. until such time as debt levels
are sustainable), SMEs will be unable to secure
additional finance, fully grow or develop.

A sustainable SME whose debt has been “right sized”
to a level which they can service is a better asset to
both the bank and wider economy.

A lack of investment is potentially damaging SMEs
businesses. The economies of Ireland and Northern
Ireland are both heavily dominated by SMEs. The
majority of these SMEs are the smallest of companies —
micro companies with low levels of turnover, employees
and a domestic economy focus. While there are
encouraging signs that more are moving to a growth
mode, a still significant proportion of these SMEs are
focussed on survival or stabilisation not on growth or
expansion and, as such, are not looking for growth or
development capital from any finance source. A lack of

investment in a business ultimately damages that
business and therefore represents a systemic and long
term risk to the economies of Northern Ireland and
Ireland.

There is a continued need to leverage EU-wide and
UK initiatives. Both Ireland and Northern Ireland have
drawn down support under these EU measures.
Ongoing engagement with the EU will remain an
important aspect of SME policy to ensure maximum
potential is derived from the range of EU funding
initiatives available to member states, such as the
Competitiveness and Innovation programme, JEREMIE
and the European Investment Bank. The list of EU
support measures*” has been widely documented
elsewhere and is not reiterated here.

Additionally, in light of the poor success of previous
national UK initiatives within the region, the relevant
government departments in Northern Ireland (DFP and
DETI) will have to engage strongly with the new
business bank to ensure that regional needs are
addressed and responses can be tailored to ensure
maximum benefit. Other regions within the UK (North
East of England and Wales) have similarly expressed
concern that, due to past experiences with national
initiatives, the business bank needs to respond to their
different regional economic contexts. In Northern
Ireland DFP and DETI need to also explore how best to
progress existing national initiatives such as the
Enterprise Finance Guarantee Scheme and the
Funding for Lending Scheme, and determine if, how
and to what extent, they can be tailored to or made
more effective with the Northern Ireland context.

CONCLUSIONS IN RELATION TO THE
SUPPLY OF AND DEMAND FOR BANK
FINANCE

The report provides, for the first time, a picture of
the total supply of bank finance for both Ireland and
Northern Ireland. As at 31st December 2012, total
bank finance of €31.5 / £25.7 billion had been
extended to Irish and Northern Irish SMEs. Of this total
€25.7 / £20.9 billion is to Irish SMEs and €5.8 / £4.7
billion to Northern Irish SMEs.

47 See for example (1) at an overall level - http://ec.europa.eu/enterprise/policies/finance/financing-environment/index _en.htm and (2) for individual

countries - http://www.access2finance.eu/
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Businesses are over-reliant on bank funding. As at
31st December 2012 94% of total SME finance came
from bank funding. Commercial banking cannot and
should not be expected to take on all the risk
associated with financing SMEs in either jurisdiction. In
comparison to European SMEs, Irish and Northern Irish
SMEs demonstrate an over-reliance on short term bank
finance with a disproportionately high use of overdrafts.

A lack of bank supply data exists for Northern
Ireland. The absence of regularly reported figures for
Northern Ireland presents a significant gap in the
analysis of total funding available to SMEs in Northern
Ireland and thus hampers the development of policy
responses to funding gaps that might exist in that
market.

There has been a fall in both the supply of and
demand for bank finance. Both the supply of and the
demand for bank finance has fallen significantly in the
period since 2008. In Ireland, the fall in supply has also
been impacted by the withdrawal of a number of
providers from the Irish market, in both 2010 and 2013.
Total outstanding credit to Irish SMEs has decreased
from €34 billion at the end of Q1 2010 to €26 billion at
the end of Q4 2012. No trend figures are available for
Northern Ireland.

High levels of bank debt exist for the largest
sectoral employers. Of the four main sectoral
employers in each jurisdiction, three (retail, construction
and hospitality) are in distress and are very dependent
on the domestic economy, and have high levels of bank
debt.

Demand for bank finance is focused on short term
working capital needs. Demand for credit amongst
SMEs in Ireland and Northern Ireland has fallen
significantly since its measurement began on a
systematic basis in 2009 and this is now becoming a
more significant issue than the supply of finance.
Where demand currently exists it is primarily to fund
short term working capital and to support cash flow.

SMEs with property debt are more likely to need
working capital. SMEs with property debt are three
times more likely to request working capital finance

than their counterparts pointing to the difficulty many

SMEs are facing in servicing legacy property debt and
the slow pace of restructuring programmes for such
debt in most banks.

Most SMEs are approved for bank finance when
they apply formally. While 7% of SMEs who require
finance are afraid to approach their bank, all surveys
have consistently shown that the majority of SMEs who
apply for credit receive a favourable response (Section
4.1.18). This figure is relatively consistent with patterns
shown in similar studies carried out in other European
countries.

SME views on bank lending are often not based on
personal experience. SMEs are primarily forming their
view that banks are not lending from the information
they receive from the media, business groups or the
experience related by peers rather than from direct
experience. Banks should encourage SMEs to formally
apply for credit or, at a minimum, direct them to
mediation support services within the bank to support
them with their application. This is a model that has
been adopted very successfully in France where local
mediators provide support to SMEs in the completion of
their credit applications.

There is a misconception about SME credit ratings.
Many SMEs are concerned that a declined credit
application may impact their credit rating. This is an
incorrect assumption and SMEs should be encouraged
by policy makers, advisors and business representative
groups alike to make applications for credit formally (i.e.
by completing a formal written application form). This is
then subject to internal bank assessment and the
decision may also be appealed internally within the
bank or, in Ireland, to the Credit Review Office.

The average bank decision time is a concern for
SMEs. Survey results suggest that the average time
from application to reaching a decision on the loan
request is 21 working days. In many cases the decision
time is much longer and this is a source of concern
and, in some cases, distress for SMEs.



CONCLUSIONS IN RELATION TO THE
SUPPLY OF AND DEMAND FOR
PUBLIC FINANCE

Direct government funding represents less than 1%
of total SME finance. As at 31st December 2012,
direct government funding, not included in equity
finance, represents less than 1% of all finance
extended to SMEs.

Poor knowledge of finance schemes exists
amongst SMEs and their advisors. SMEs and their
advisors, business representative groups, accountants
and other professional advisors are typically unaware of
the public schemes and funds that are available to their
clients. The complex and distributed nature of non-bank
funding sources and the varied application routes
makes the use of non-bank funding difficult and often
expensive for SMEs.

In practice, funding schemes are focused on
exporting SMEs or companies trading in specific
sectors. On the basis of the analysis of the data returns
completed by public funding organisations in Ireland and
Northern Ireland, it is clear that while the majority of
schemes or funds are open to all business sectors, the
main beneficiaries are those SMEs who export and,
those operating in the manufacturing, and information
and communication technology sectors and tradeable
professional and scientific and administrative/ support
services. There is limited support for SMEs operating in
most distressed sectors outside of traditional bank
finance, the Credit Guarantee schemes (in Ireland and
UK) and the MicroFinance scheme in Ireland. So far, the
Credit Guarantee and MicroFinance schemes are seeing
slow rates of take-up despite significant fund values.
Ongoing monitoring of these schemes must ensure that
the terms, cost, exclusions, application processes,
nature of the funding (loans rather than overdrafts) and
lack of knowledge amongst SME advisors (banks,
business groups and accountancy firms) do not have a
negative impact on levels of take-up.

The SME support infrastructure is more developed
in Ireland. The SME support infrastructure, in the area
of bank finance, has developed significantly in Ireland
in recent years. Given the similarity in access to finance
issues apparent amongst SMEs in Ireland and Northern

Ireland, there are a number of measures implemented
in Ireland in the period since 2009 that should be
considered in Northern Ireland either on a cross-border
or specific Northern Irish basis. The measures in
question can be considered to be primarily emergency
measures (as defined by the OECD) in both
jurisdictions.

The supports required by SMEs have changed
since the economic crisis began in Ireland and
Northern Ireland. SMEs now require tailored support
in the restructuring of balance sheets, in engaging with
banks on negotiating sustainable debt restructuring
initiatives, in developing funding strategies for the
current economic environment and in developing
overall solutions to their finance needs.

CONCLUSIONS IN RELATION TO THE
SUPPLY OF AND DEMAND FOR
EQUITY FINANCE

Equity finance is now a significant source for
SMEs. The second most significant source of funding is
external equity finance as represented by seed capital,
venture capital and business angel finance. External
equity finance, including government backed equity
finance, accounted for approximately 5.6% of total SME
funding at 31st December 2012; the proportion is
significantly higher in Ireland than in Northern Ireland.
The report estimates that a total equity finance of €1.9/
£1.5 billion had been invested in Irish and Northern
Irish SMEs in the five year period to 31st December
2012. The majority of this has been invested in Irish
companies.

Equity finance is only appropriate for some SMEs. It
is generally accepted that equity finance will only ever
be suitable for a small minority of SMEs, often start-ups
and/or high potential growth businesses and more
mature companies with short to medium term growth or
expansion plans. However, it will remain a key source
of finance for this cohort of businesses.

11
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Equity finance is focused on a small number of
business sectors. In general equity finance is targeted
very specifically at a small number of business sectors,
mainly:

¢ J: Information and Communication;
® M: Professional, Scientific and Technical; and
¢ C: Manufacturing (including Medical Devices).

Demand for equity finance is low. Given the above
conclusions it is not surprising that existing survey data
would suggest that the demand for any form of non-
bank finance is low in the general SME community in
both Ireland and Northern Ireland. Demand for equity is
restricted by the fact that government, angel and
venture capital investors typically only provide finance
to a small number of specific businesses in targeted
industry sectors which match the investor’s portfolio,
risk and return on investment goals. The following are
the three main, but not the only factors which explain
low levels of demand for and take up of equity finance
in Ireland and Northern Ireland:

® The profile of SMEs;

¢ Supply side issues impacting demand and confidence
in equity; and

¢ Lack of awareness and understanding of equity
finance amongst SMEs.

A significant SME finance capability gap exists.
Despite some improvement due to access to
investment readiness support, early stage companies
still require support to improve commercial and
management skills of investee teams and support in
preparing and presenting for follow-on funding. Fund
managers cited that people who apply directly are not
as investor ready as those applying through
intermediaries as both they and their business plans
have not been sufficiently challenged and, therefore,
increased focus should be placed on encouraging the
use and benefits of professional support services,
particularly as companies prepare to seek follow-on
funding.

There is a vibrant Irish venture capital landscape.
The Irish venture capital (VC) industry has received
significant and sustained support from the Irish
Government over the last few decades. In this time, the
Irish Government, through Enterprise Ireland, has

committed approximately €348m to 41 local Seed and
VC funds resulting in capital of approximately €1.2
billion for investment in innovative high growth
companies (Enterprise Ireland, 2013). However, this
study suggests a number of potentially strong start-ups
might not be able to secure follow-on funding. Due to
the significant investment in seed funding to date, there
is a concern among many consultees about a supply
gap or bottle neck possibly arising where SMEs who
have received seed and early stage funding now seek
follow-on funding. The new Enterprise Ireland non-seed
funds, while only at expression of interest stage, may
address some of this potential equity gap or bottle
neck. There remains, however, a continued need for
government support of seed and early stage finance in
Ireland.

Supply gaps exist in the Northern Ireland equity
market. Significant additional investment in seed and
early stage capital is required in Northern Ireland as a
demand stimulant. The vast majority of consultees
participating in this study considered that there were
supply gaps in the current Northern Ireland equity
market, albeit that there were different views as to the
nature and extent of these gaps. Many acknowledged
that demand was impacted by other factors, including
the economic profile of Northern Ireland and the wider
entrepreneurial ecosystem. There is strong consensus
that there was insufficient availability of risk finance at
pre-seed, seed and early stage in Northern Ireland. In
early 2013, the Invest Growth Proof of Concept Fund
(pre-commercial grant), which was fully committed at
the end of 2012, and the Invest Growth Fund were
extended by £2m each to March 2014, with a view to
putting in place increased seed and early stage funding
from April 2014.

The level of angel investing is increasing. The
importance of business angel investing at seed and
early stage has received increasing attention due to its
growth internationally relative to venture capital
investing. The formal angel networks have and are
continuing to develop in line with international best
practice and the development of formal angel investing
has been significant over the last number of years,
including the increased development of angel
groups/syndicates. Supply statistics on formal angel
investing indicate that angel investment has increased
year-on-year since 2008. In Northern Ireland, while



levels of investment are also small but developing,
angel investment is in relative terms more important,
due to the low level of venture capital activity in
Northern Ireland. It was suggested in the course of the
study, that a co-investment fund (one is already in place
in Northern Ireland) would be an important feature in
continuing to develop business angel investment in
Ireland as a complement to the range of other funds in
place, including the Enterprise Ireland Seed and
Venture Capital Programmes.

The Northern Ireland Growth Loan Fund serves a
specific demand. The Growth Loan Fund in Northern
Ireland is a mezzanine debt product, which primarily
allows growth companies to draw down unsecured
loans at higher interest rates based on growth
projections. Although primarily a debt product, this
alternative financing product may have the potential to
overcome the reluctance on the part of some growth
businesses, as outlined in Section 4.3.2, to go down the
route of equity. This would appear to have tapped in to
some latent demand in Northern Ireland and may be an
important consideration in Ireland in terms of extension
of financing options.

The Irish National Pension Reserve Fund (NPRF)
SME Turnaround Fund should provide a useful
policy tool. This new fund, introduced in Ireland in
January 2013, will invest in underperforming
businesses which are at, or close to, the point of
insolvency but have the potential for financial and
operational restructuring. Demand statistics on this fund
including profile of applicants, even where
unsuccessful, may provide important information for
evidence-based policy making for such SMEs (potential
but hamstrung) and may be a useful source of
information in both jurisdictions to address this
important cohort of SMEs.

7.2 RECOMMENDATIONS

Both the supply of and demand for finance are now at
necessarily lower levels than the artificially inflated and
unsustainable peaks of a few years ago. However the
readjustment process has exposed a very narrow SME
financing landscape and provided a window of
opportunity to develop a broader and more informed
financing ecosystem that will support and not inhibit

economic recovery. Much has already been
undertaken in this regard in both Northern Ireland and
Ireland to ensure a financial ecosystem that can
support the needs of customers, support recovery and
growth and avoid the mistakes of the past. The
recommendations that follow are consistent with and
intended to support the work already completed or
ongoing. They focus on two areas that are critical for
the development of a more diverse funding landscape
across both jurisdictions. These are:

® Information; and
¢ Financial capability

The report then concludes with a number of
recommendations aimed at encouraging the further
development of the venture capital and angel investor
markets on the island.

INFORMATION

The availability and flow of high quality and relevant
information is fundamental to the smooth operation of
any marketplace. The following recommendations are
designed to address informational deficiencies in the
market for finance in Ireland and Northern Ireland.

Recommendation R1 — Capture bank
lending figures in Ireland and Northern
Ireland

The recent Economic Advisory Group for Northern
Ireland report (EAG, 2013) highlighted that the absence
of bank lending data was a significant issue for Northern
Ireland. It stated that “there was a general sense that
banks would sign up to the provision of regional lending
data for Northern Ireland on the proviso that they all sign
up to it and they are confident in the organisation
holding the information”. On the basis of the framework
developed in Ireland since 2009, and the fact that
supply data had been available by the main banks
operating in Northern Ireland under that process, these
banks provided Northern Ireland data to the researchers
in the course of this study. This is an important
milestone in understanding the SME finance
environment in Northern Ireland, but the process needs
to be maintained and improved in order that patterns
and trends may be monitored and analysed over time
and appropriate policy responses developed.

Therefore, a clear and comprehensive framework for
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the supply side capture of SME lending, application,
approval and rejection rates should be introduced in
Northern Ireland with quarterly returns of data to the
Department of Finance and Personnel. The model
which was introduced in Ireland in 2009 and handed
over to the Central Bank in 2011 could be used in this
regard. An initial process of bank data cleansing and
review would be required to support the ongoing
reporting of SME supply side data in order to ensure
the accuracy and consistency of the data provided.

Recommendation R2 — Capture
demand for finance among SMEs in
Northern Ireland

A lack of regular and consistent demand-side or
lending surveys of Northern Ireland SMEs makes it
difficult to analyse the extent of any demand / supply
gap. Regular and detailed surveys, along the lines of
the Irish Department of Finance’s bi-annual demand
surveys should be introduced in Northern Ireland. The
InterTradelreland Business Monitor could be used for
this purpose with the questionnaire and sample
designed in consultation with the new Access to
Finance Implementation Panel.

Policy makers also need a clearer profile and better
information on the attributes of the SME population to
inform policy development (in addition to data on
lending which receives the most attention). The
Australian model referred to in Section 6 should be
considered in this regard. This data should be
maintained on an ongoing basis, developed and held
centrally in both Ireland and Northern Ireland and
access provided to government agencies and
policymakers. This data should include:

¢ Sectoral profiles;

* SME employment profiles;

® Levels of reliance on domestic economy;

® Levels of distress in specific sectors;

¢ Extent of impact of property debt overhang; and

® Characteristics of export base and identification of
potential exporters.

Recommendation R3 — Provision of
Better Information to SMEs by
Funding Providers

All banks and public funding agencies should
endeavour to provide their SME customers with a
written and clear reason as to why their formal
application for credit has not been accepted in both
Ireland and Northern Ireland. We acknowledge this is
required at present under the Code of Conduct for
Lending to SMEs in Ireland and the need to take into
account the difficulties of communicating a negative
outcome. The explanation that is currently provided is
generally derived from a master system list of reasons
and does not provide adequate information in many
cases to the SMEs. Banks in both Ireland and Northern
Ireland should also introduce internal programmes to
ensure quicker turnaround on decisions especially at
the smaller end of SME lending (e.g. €25k to €75k).

In the case of public funding agencies this written
explanation should include some element of future
signposting —i.e. directing the SME to other more
possible alternative finance sources. This follows a
model which has been successful in France where
OSEO publishes a guide to its schemes specifically for
banks so that lenders can direct SMEs whose
application for credit has been declined to other funding
agencies.

Recommendation R4 — Encourage
Formal Credit Applications

Continued work is required to encourage SMEs to pro-
actively and formally apply for credit. Recent initiatives
such as the standardisation of the application process
in Ireland and other awareness campaigns should
assist this conversion and should be examined for roll-
out in Northern Ireland. Above all, it is important that
SMEs are made aware by banks that a rejected
application does not result in a negative credit rating.

Recommendation R5 — Promoting
Alternative Sources of Finance
Consideration should be given in Ireland to promoting
alternative financing options such as quasi-
equity/mezzanine products to provide alternatives to
those SMEs who do not want to cede control via a full
equity play. While relatively new (late 2012), the Growth
Loan Fund in Northern Ireland would suggest that there
is demand for a middle ground option such as
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mezzanine finance, albeit that some commentators
have suggested that some of this demand may be due
to the absence of alternative equity options in Northern
Ireland. In Northern Ireland, as this is a relatively new
fund, there may be potential to increase awareness and
education of this fund and source of finance at both the
demand (SME) and supply sides (front line bank staff,
other advisors and intermediaries).

Arange of alternative forms of finance have also been
relatively widely used in other countries as outlined in
Section 6 (Canada, France, Germany, US, UK), as a
post-crisis government response to reduced availability
of bank debt. Further consideration needs to be given
in both jurisdictions to extending the range of
alternative financing options available to SMEs.

A single public body in both Ireland and Northern
Ireland should be charged with the development and
maintenance of a single repository of all schemes /
supports / funds / credit facilities available to SMEs.
This database should include bank, public and equity
funding and should be both accessible and searchable
by sub-region and sector. It should be made available
publicly to SMEs, public bodies who advise SMEs,
business groups and accountants so that the complex
SME funding landscape that currently exists with over
50 funders and upwards of 170 schemes is easier to
navigate for SMEs and their advisors.

CAPABILITIES

The following recommendations are aimed at improving
financial literacy within the broader financing ecosystem
which is necessary to develop a broader based market
with a wider portfolio of financing products and solutions.
Improving the strategic preparation of SMEs for dealing
with funding providers will be key to the exploitation of
the opportunities offered by such a wide portfolio.

Recommendation R6 — Non-Financial
Support Measures for SMEs

SMEs require support in assisting them to become
more competitive, acquiring the skills to enter new

markets, securing new customers and exporting.
However, SMEs also need to acquire the financial and
development skills pertinent to the current economic
environment.

A series of publicly funded, practical educational
programmes should be made available in Ireland and
Northern Ireland to support SMEs, especially at the
micro / smaller end. These programmes should focus on:

® Navigating the funding landscape;

® Preparing cash flows for sustainable trading
businesses;

® Preparation of business plans in the current
environment including stabilization planning;

¢ Restructuring of balance sheets / finance positions
appropriately (balance sheet “right sizing”);

® Negotiation with banks on restructuring of debt;

¢ Matching finance needs with finance products or
sources;

® Management of working capital;

® Developing export capabilities;

® Analysis of finance needs (funding mix, appropriate
use of long and short term finance etc.); and

® Investment readiness preparation for companies
applying for equity or similar forms of finance.

InterTradelreland has developed expertise in the area
of improving investor readiness for equity finance,
through EquityNetwork, and ought to explore the
potential for expanding these services and solutions for
a broader range of financing options including
applications to banks.

In particular the support provided should focus on
assisting SMEs in the capital restructuring*” of their
balance sheets so that sustainable trading businesses*®
can be prepared and supported in approaching their
bank or funding institution with a view to securing a
fundamental balance sheet restructure. This type of
support has to be developed and delivered by those
currently advising SMEs. The advisors need to be fully
conversant with balance sheet restructuring models and
best practice SME sustainability metrics which is the
case for a limited number of professional advisory firms.

47 Restructuring refers to a fundamental change in the capital structure of a borrower either by mutual agreement and/or a legal process. A restructuring
can be deemed as sustainable if the borrower is in a position to ultimately repay the restructured debt amount either through amortisation payments

or asset sales

48 A business can be deemed sustainable if it can generate a positive free cashflow before debt service, through the business cycle
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In Ireland, the establishment of the LEO framework
(from the conversion of County and City Enterprise
Boards) represents an ideal opportunity to implement
this recommendation and fundamentally change the
skills profile of front line publicly funded support staff
advising SMEs. There will also be the opportunity to
promote awareness and use of the voucher schemes,
soon to be operating in both Northern Ireland and
Ireland, which are there to support SMEs improve their
financial capabilities.

Consistent with the initiatives in Australia, New Zealand
and the UK outlined in Section 6 of this document, we
suggest that a national helpline be considered to
operate on an all-island basis, possibly co-ordinated by
a cross-border body such as InterTradelreland. This
helpline could follow a model similar to the
well-established Australian model and could also take
account of the new UK Business Link helpline. Whilst
we acknowledge that a helpline was considered in
Ireland in 2011 and discounted for cost reasons, we
suggest it should be re-examined and developed in
accordance with the models put in place in Australia,
New Zealand and the UK, that it is integrated into an
existing support agency and leverages the benefits of
additional measures such as a comprehensive
database of the products, schemes and solutions
across the funding landscape in both jurisdictions. The
helpline could operate both before and after normal
business hours, and provide information on finance
options, cash flow management, balance sheet
restructuring, government supports, business planning,
accounting, taxation and diagnostic services. An all-
island helpline could deliver economies of scale but
would also ensure that cross border initiatives as well
as new learnings from both jurisdictions are leveraged.

Recommendation R7 — SME Voucher
Schemes

Governments in Ireland and Northern Ireland currently
have SME Voucher schemes in place. This report
identified a need to enhance the capability of a
significant number of SMEs in the areas of financial and
commercial management capability, areas in which
there would appear to be a high requirement and
preference for tailored and one-to-one support.
Vouchers represent an important support for SMEs who
are currently unable to afford professional advice in
engaging with their banks or in applying for credit or
restructuring their debt levels. International research
has also suggested that cost is a significant impediment
to SMEs drawing down business support services even

where there is clear need for support. These voucher
schemes would allow SMEs to procure and pay for
professional support in particular to:

® Analyse existing balance sheet or funding positions;
*® Develop funding proposals to banks, public funding
agency, venture capital or other third party funders;
and
® Support the SME in engaging with their bank in
restructuring existing debt positions for sustainable
SME trading businesses.
Demand for such voucher schemes is always high, and
they provide an effective way of both addressing the
varied needs of the heterogeneous population that
SMEs represent (micro, small, traditional, high tech,
high growth etc.), and allowing individual SMEs to cost
effectively draw down bespoke support. The
governments should monitor the uptake of these and
then consider their extension, possibly on a joint
North/South basis, like the Innovation Vouchers.

Recommendation R8 — Further
Development of the SME Capabilities
of Banks

Consideration should be given to putting in place a
small dedicated team on site within each pillar bank in
Ireland. This team would:

® Review rejected SME credit applications for
appropriateness and consistency of decline
decisions, thereby negating the need for an SME to
separately apply to the Credit Review Office.

°® Explore the options which exist through the full or
partial use of other government backed schemes
(e.g. Credit Guarantee Scheme / Microfinance
scheme) thereby negating the need for the SME to
reapply to each scheme or fund individually,
completing different forms and providing different
information in each case.

Reviewing informal applications or enquiries (which
the main banks are now starting to log) which are not
put forward to credit commities by the bank
relationship manager to whom the enquiry was made
and performing follow up satisfaction calls to SMEs
making such enquiries.
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Some of the banking initiatives recently introduced by
banks in Ireland, partly at the request of the Central
Bank of Ireland and Department of Finance, should be
introduced in Northern Ireland, for example:

® Front line staff training on cash flow lending, SME
funding available, debt restructuring, sustainability
assessment;

*® Dedicated distressed credit / challenged units;

¢ SME coaching initiatives;

¢ Single application form, standard business plan, cash
flow model;

¢ Auto grading of micro loans;

¢ SME feedback initiatives; and

® Dedicated SME officers in 2013.

Whilst not all the banks operating in Northern Ireland
who lend to SMEs are regulated in Ireland, for a
number of them their primary regulator is Irish and they
are supervised under passporting rules in the UK. As
such, some of these schemes could be supported or
encouraged by the Irish Central Bank. However they
represent best practice in dealing with SMEs and
distressed credit and are being rolled out in many
banks internationally and in the UK. This issue has also
been raised in the Review of Access to Finance for
SMEs in Northern Ireland (EAG, 2013).

Consideration should also be given to the development
of international trade finance products for SMEs, i.e.
export-focused guarantee scheme to support lending
under guarantee. We acknowledge that at the date of
publication of this report, this recommendation is being
considered in Ireland by the Department of Jobs,
Enterprise and Innovation.

Recommendation R9 — Further
Development of Credit Review and
Mediation Services

A number of recommendations have been made in a
recent Department of Finance report following an
assessment of the operation of the Credit Review Office
(CRO) (Grant Thornton, 2012). We welcome those
recommendations and suggest that consideration
should also be given to expanding the remit of the CRO
to include:

® Further encouragement of non-pillar banks operating
in Ireland to engage with the CRO.

® Consider the extension of the remit of the CRO
beyond its current brief to include a credit mediation
service following the example of the French credit
mediation office. The French model as (set out in
detail in Section 6) should be reviewed to assess the
benefits of a wider and distributed mediation role for
SMEs.

Quicker turnaround times as when an SME has a
credit problem, time is of the essence (the above

mentioned report includes recommendations on
expediting the application process).
Sample testing of credit applications which have been

rejected by the banks but which have not been
referred by the SME to the CRO. This will over time
improve the quality of credit assessments, encourage
banks to focus more on solutions than just credit
decisions and ultimately will provide increased
assurance to SMEs on the robustness of the bank
credit application process. Alternatively banks should
refer a sample of all rejected credit applications across
each sector to the CRO by the participating banks.
Consideration should be given to adopting a version of
a model similar to that developed and rolled out in the
last 3 years in France. Location of a CRO officer in

each pillar bank on an ongoing basis, so that whilst the
officer is operating independently of the bank, he/she
is none the less working in closer proximity and thus
able to discuss possible solutions with the bank and to
provide sign posting for under funding options.

We recommend that the Department of Finance and
Personnel and the Northern Ireland banks, in
conjunction with the British Banking Association and the
Independent External Reviewer agree an approach to
systematically promote the uptake of the UK Banking
Taskforce Appeals Process by Northern Irish SMEs to
ensure that existing processes are leveraged to the
greatest extent possible. In addition, consideration
should be given to an extended independent mediation
support for SMEs in Northern Ireland which
incorporates some of the benefits of other models,
including elements of the French model set out in
Section 6. This could entail a separate unit which
coordinates access to finance issues for SMEs who
have been refused bank finance but who may also
require specialist advice on their application quality and
improving the standard thereof, advice on capital
structure and financing options and signposting to more
appropriate financing solutions.
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DEVELOPMENT OF THE VENTURE
CAPITAL AND ANGEL INVESTOR
MARKETS

Recommendation R10 — Continuation
of Government Support for Seed and
Early Stage Finance in Ireland
Consideration should be given to the following in
relation to seed and early stage finance:

¢ Introducing an investment follow-on fund specifically
targeted at participants of seed programmes.

¢ Ensuring that an appropriate range of alternative
finance options (as per recommendation R5 above
and based on examples in section 6) is available to
such businesses including entrepreneur loans or
hybrid instruments incorporating debt and
subordinated tranches.

® Targeted venture capital funding, including
consideration of Ireland-only or all-island non-seed
funds, to allow for a lower bar for some emerging
viable seed companies who may not compete at the
international level in terms of follow on-funding. The
five new Enterprise Ireland non-seed funds (Ireland-
only), currently at expression of interest stage, may
address some of these issues, albeit that they are
focussed on the broad technology and life sciences
sectors.

Continued support and assistance to emerging Irish
seed companies in competing for commercial funding
from international venture capital funds to raise the
standard in terms of financial, commercial,
management and presentational skills amongst this
group.

Consideration may need to be given to addressing
the lack of diversification in seed and early stage
funds (focused primarily on high-tech) to ensure that
potential high-growth companies which are not
necessarily high tech are not dissuaded from the
equity route (self-selecting themselves due to a
perception that the funds are not relevant to their
sector or company type), or otherwise restricted due
to fund restrictions or the specialist focus and
preferences of the VC fund managers. We
understand that Enterprise Ireland is in discussions
with the European Investment Fund in this regard.

Recommendation R11 — Support of
Angel Investment across the island of
Ireland

The establishment of an Irish dedicated co-investment
fund or angel fund should be considered where
investment selection is initially led by the private
investors, who set the terms, but with the remaining
funding provided by the co-investment fund.

We recognise the existence of the Co-Fund NI which
supplied £1.7m in funding to seed and early stage
businesses. Co-Fund NI leveraged additional private
sector investment of £3m in addition to the Invest NI
(INI) portion of £1.7m (2012).

The establishment of a co-investment fund or angel
fund, which has merit in its own right to further promote
business angel investing, may also promote further
diversification where initially led by the private
investors.

The recent establishment of a new all-island food
business angel syndicate may demonstrate potential for
funding of ‘non-tech’ sectors by equity investment
although it is too early to make any detailed
assessment of the syndicate.

As the visible business angel market in Ireland is small
relative to other countries and due to the fact that
investments through structured vehicles such as the
Seed Capital Scheme (SCS) and the Employment and
Investment Incentive (Ell) scheme show a downward
trend in overall investing, consideration should be given
to the following:

® Further promotion and awareness raising of the
benefits of the existing SCS and the Ell scheme are
required; and

¢ Extension of the terms of the Ell relief in line with the
more extensive and attractive UK-based Enterprise
Investment Scheme and the Seed Enterprise
Investment Scheme.

Due to the increasing relative importance of business
angels as a source of finance for SMEs and, the as yet
relatively small size of the total business angel market
in Ireland and Northern Ireland, we recommend
continued public funding of both the jurisdictional and
cross-border Business Angel network infrastructure.



Recommendation R12 — A Venture
Capital Strategy for Northern Ireland
Echoing the recent Review of Access to Finance for
SMEs in Northern Ireland (EAG, 2013), we recommend
that a comprehensive Venture Capital Strategy is
developed for Northern Ireland which informs and
develops the equity funds under the Access to Finance
Strategy, dovetails with the new Innovation Strategy (to
be published in early 2014) and supports wider policy
objectives to further promote entrepreneurial activity in
Northern Ireland. This strategy should address medium
to long-term considerations including the avoidance of
future gaps in the continuum of funding, an issue which
is likely to have impacted demand and confidence in
equity funding in Northern Ireland. And, in the shorter
term, it should frontload early risk capital initiatives and
associated support services to take into account the
importance role of proof of concept, seed and early
stage capital availability as a demand stimulant.

Two new development capital funds of £30m each were
awarded in 2013 and are understood to be subject to
contract at the date of writing. In early 2013, the Invest
Growth Proof of Concept Fund (pre-commercial grant),
which was fully committed at the end of 2012, and the
Invest Growth Fund were extended by £2m each to
March 2014, with a view to putting in place increased
seed and early stage funding from April 2014.

Recommendation R13 — Investment in
Seed and Early Stage Capital in
Northern Ireland

The extension of risk capital needs to be supplemented
by a range of wider support initiatives to promote
innovation and the entrepreneurial environment and
provide wrap around services to start ups. Despite
acknowledged success of some investment readiness
support programmes, it was considered that further
work was required to simplify and streamline the full
range of supports, promote them in a more
user-friendly and understandable manner, improve the
commercial and management skills of early stage
company teams, and extend the level of support
available recognising that a significant degree of
handholding was required for early stage companies.
Consideration needs to be given to the appropriate
nature and level of wrap-around services appropriate to
an extension of risk capital for seed and early stage
companies to address potential demand side
weaknesses and leverage the benefits of the
investment.
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APPENDIX 3: ASSUMPTIONS USED IN COMPILING SUPPLY SIDE DATA

The figures used in the compilation of finance supply
figures were provided subject to strict confidentiality
agreements and were not audited by Mazars as part of
this research.

The bank stock of lending or credit exposure figures
should be read in conjunction with the following
assumptions:

1. Ireland Bank exposure -

¢ Data returns made to the researchers were validated
against the Central Bank of Ireland Table A14.1 —
Credit Advanced to Irish Resident Small and Medium
Enterprise — as at 31 December 2012.

¢ Applications received, approval rates and the
average size of facilities were based on the data
returns.

2. Northern Ireland Bank exposure -

¢ Data returns made to the researchers for the main
banks were then grossed up. This was based on
estimations of market share from responses to the
Q3 2012 InterTradelreland Business Monitor surveys
and consultations with the small number of banks
who lend to the SME market in Northern Ireland and
who were not requested to submit data.

Banks in Northern Ireland use SIC sectoral coding. To

complete the returns sectoral codes were mapped to
the NACE Rev 2codes based on a best estimate
basis.

3. Exposure for venture capital firms -

® Represents the total funds raised by SMEs in the
period 2008 to 2012, based on Irish Venture Capital
Association (IVCA) and British Venture Capital
Association (BVCA) figures provided to the
researchers.

The IVCA figure includes venture capital funds in
which Enterprise Ireland has a vested interest.
Whilst the term exposure is not normally used for
venture capital funding, in this instance it can be

considered comparable to total bank exposure as an
estimate of all monies invested in Irish SMEs where
the original venture capital investor has not yet
exited.

There is a possibility of some double counting
between IVCA and BVCA data but this is not
considered to be material.

4. Angel and private investment exposure -

® Represents the total funds raised by SMEs in the
period 2008 to 2012 as provided by Halo Business
Angel Network, Halo Business Angel Partnership and
Halo NI.

® Afactor of 6.5 is used to represent invisible private
investment which is not captured in any formal
method at present.

5. Exposure under Government backed funding -

® Based on the main public funds targeted at SMEs
which are either repayable to the funding agency by
the SME in question or for which a return is
anticipated.

® Government funding in Ireland is based on data
provided to the researchers.

6. In instances where exposure figures were not
available the balances, as reported on the latest
available set of financial accounts, was used. Figures
were based on gross valuations (i.e. did not exclude
provisions).

7. Due to data limitations arising from legacy systems
and data, it was not possible to report for SMEs alone
in some instances. In such cases non-SME balances
were allocated to SME lending categories on a
proportionate basis.

8. An exchange rate of 0.8161 as at 31st December
2012 was used unless data was supplied with € / £
rates already included.



APPENDIX 4: LIST OF CONSULTEES

ALL-ISLAND AND OTHER

1.
2.
3.

InterTradelreland
Halo Business Angels Network
European Investment Fund

IRELAND

© N o ok N~

ACT Venture Capital

Allied Irish Bank

Bank of Ireland

Bibby Financial Services

Central Bank of Ireland

Chambers Ireland

Credit Guarantee Scheme (Capita)
Credit Review Office

Delta Partners

. Department of Jobs, Enterprise and Innovation
. Department of Finance

. DFJ Esprit

. Enterprise Equity

. Enterprise Ireland

. Forfas

. Institute of Bankers

. Irish Banking Federation

. Irish Venture Capital Association
. Kernel Capital

. Micro Credit Ireland

. NCB Ventures

. Small Firms Association

. Ulster Bank

NORTHERN IRELAND

© N o ok~ DN~

Bank of England

Bank of Ireland

British Venture Capital Association
CBI Northern Ireland

Clarendon Fund Managers
Crescent Capital

Danske Bank

Department of Enterprise, Trade and Investment

Department of Finance and Personnel

. Enterprise Northern Ireland

. E-synergy

. First Trust Bank

. Federation of Small Business
. Halo Northern Ireland

. Institute of Directors

. Invest Northern Ireland

. Northern Ireland Chamber of Commerce
. Northern Ireland Science Park
. Strategic Investment Board

. Ulster Bank

. Whiterock
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	Foreword 
	Foreword 
	Foreword 

	Thereareapproximately300,000smallandmediumsizedenterprises(SMEs)onthe islandofIreland. These enterpriseshaveadisproportionaterelianceonthebankingsectorfortheirexternalfinancingneeds. Thewelldocumented distress experienced by that sector has had apowerfully disruptive influence on the wider economy. This hashada particularlynegative impact on the market forfinance, the proper functioning of which is a prerequisiteof a growing economy. 
	-

	The primary aim of this report is toprovide, forthe first time, a reliable indicationof the supply of finance for businesses across the island. More specifically, the report fills the gap that has been caused by the unavailability of supply-sidedatafortheNorthernIrelandmarket. Using,asfaraspossible,thesamemethodologyasisused in Ireland,weestimatethat,intotal,bankfundingtoSMEs inNorthernIreland in2012amountedto£4.7bn. Itis important for policy makers that thisfigure is available on an annual basis as this in
	The fracture in the relationship between banks and our SME community, while leaving a considerable problem in terms ofpropertydebt and bank recapitalisation, hasalso revealeda serious number of defects in the wider financial ecosystemthatsupportstheneedsofgrowth-focusedSMEs. Thisreportseekstowidenthedebatefroman important butnarrowfocus on the supply of and demand for bank finance to a broader, more comprehensive discussion on the availability and use of appropriatefinancialinstruments to support and drive 
	In both Ireland and Northern Ireland there is a disproportionate relianceon short term financing options, particularly overdrafts,which inmanyinstancesarenotthebestvehicletofinancegrowthstrategies. Itisimportantnot justto widen the availability of more suitable funding options,creating a more sophisticated and diverse financial ecosystem across the islandbut,just as crucially, toensure thatbusinesses are aware of their options and informed about their choices. 
	Therecommendationsthereforeaddresstwokeyareas:informationandfinancialcapability. Theyareconsistentwith and designed tosupportandperhaps accelerate workalready ongoing in both jurisdictions by improving the likelihoodthatthefinancing product sought is the most appropriate matchto the SMEs needs. 
	1. Executive Summary 
	1. Executive Summary 
	This report presents the results ofa study into access to financefor growth amongst SMEs in Irelandand Northern Ireland. The study aims, for the first time, to examine not only bank finance butfinance available to SMEs from other sources such as governmentfunding, venture capital and angel finance. 
	Thestudy uniquely presents a complete picture of the supply offinance toSMEs across the island of Ireland, in particular the supply of bankfinance in Northern Ireland. InIreland,banksprovidesupply-sidedatato theCentral Bank of Ireland. However, at present, no such process exists within Northern Ireland. This study provides the firstanalysis of the total valueof the credit extended by banks in 2012 to SMEs in Northern Ireland. This study is an importantcomponent in the complete andrigorous assessment of the 
	Thekey findings and recommendations are summarised below. 
	1. KEYFINDINGS 
	1. KEYFINDINGS 
	IMPORTANCE OF uNDERSTANDING THE LENDING CONTExTFORSMES 
	Demand is at leastas important, if not more important than supply, as the key SME finance issue. The data gathered for this report showsthat demand for creditiscurrently at its lowest level since 2010, as measured by applications for credit by SMEs. In addition, businesses say that the supply of finance is no longerthemost significant issue facing them, with finding new customers and/or addressing cost pressures now citedastheir most significant challenge. However, a concern remainsthat, when an economic re
	•

	Thereis 
	Thereis 
	Thereis 
	•

	a dearthof diversity in the financing landscape for SMEs across the island. Thecapital structures, market and economic positionof SMEs on theisland have a disproportionate relianceon banks fortheirfundingneeds. Bankfunding, largelyinthe form of overdrafts and loans, accounts for 94% of total SME finance which is comfortably greaterthan other European counterparts. 

	Ageneral 
	Ageneral 
	•

	lack of financial literacy exists across the broad financing landscape.Alackof knowledge on alternativefunding options is inhibiting the development of a more diverse funding panorama for SMEs and the subsequent use of more appropriate and less costly funding alternatives. Not only is there an over-reliance on bank funding but local SMEs are also morereliant on shortterm finance, in particular overdrafts and tradecredit,in comparison to the EU average. They also still havea significant dependency on cheques

	Thereis 
	Thereis 
	•

	a lack of balance sheet “right sizing”. In general, Irish and Northern Irish banks needto be more engaged in the debt restructuring or write off of debt forSMEswho demonstrate sustainable trading positions but areover-leveraged due to property or other legacy debt issues. Banks are only very slowly disengaging from short term forbearance measures, a temporary and short term solution which,in the absence of strongeconomic growth, may not address theneed forlong term restructuring of the balance sheets of man

	Alackof 
	Alackof 
	•

	investment is potentially damaging SMEsbusinesses. The economies of Ireland and Northern Ireland are both heavilydominated by SMEs, particularlymicro companies withlow levelsof turnover, employees and a domestic economy focus. While thereare encouragingsigns that more firms are moving to a growth mode,a still significant proportion of SMEs arefocussedon survival or stabilisation not ongrowthor expansion and,as such, are not looking for growthor development capital from any finance source.Alack of investment


	Thereis a continuedneedto leverage Eu-wide anduK initiatives. BothIreland and Northern Ireland have beensuccessfulin drawing down support under EUmeasures. Ongoing engagement with the EU will remainan important aspect ofSME policy to ensure maximum potential is derivedfrom the range of available EU funding initiatives, such as the Competitiveness and InnovationProgramme, JEREMIE and the EuropeanInvestment Bank. With regard toUKinitiatives the authorities in Northern Irelandremain concerned to ensure that re
	•

	SuPPLYOFAND DEMAND FOR FINANCE FOR GROWTH 
	SuPPLYOFAND DEMAND FOR FINANCE FOR GROWTH 
	Bank Finance 

	Thereport 
	Thereport 
	Thereport 
	•

	provides, for thefirst time, apicture of totalsupply of bank finance for both Ireland and Northern Ireland. As at 31st December 2012 total bank financeof €31.5/ £25.7 billion had been extended to Irish and Northern Irish SMEs. Of this total €25.7 / £20.9 billionisto Irish SMEs and €5.8 / £4.7 billion to Northern Irish SMEs. 

	Businesses 
	Businesses 
	•

	are over-reliant on bank funding. As at 31st December 2012 94% of total SME finance for both Irish and Northern Irish SMEs came from bank funding. Incomparison to EuropeanSMEs, Irish and Northern IrishSMEsdemonstrate an overreliance on short term bank finance with a disproportionately high use of overdrafts. 

	Alackof 
	Alackof 
	•

	bank supplydataexists for Northern Ireland. The absenceof regularly reportedfiguresfor Northern Ireland presents a significant gap in the analysis of total funding available toSMEs in Northern Ireland and thus hampersthe development of policyresponsesto funding gaps that mightexistin thatmarket. 


	There 
	There 
	There 
	•

	has been a fallin both thesupply of and demand for bank finance. Both the supply of and the demand for bankfinance has fallen significantly in the period since 2008. In Ireland, the fall in supply hasalso been impacted by the withdrawal ofa number of providersfrom theIrish market, in 2010 and 2013. Total outstanding credit to Irish SMEs had decreased from €34 billion at the end of Q1 2010 to €26 billion at the end of Q4 2012. No trend figures are available for Northern Ireland. 

	High 
	High 
	•

	levelsof bank debt exist for the largest sectoral employers. Of the four main sectoral employersin each jurisdiction, three (retail, construction and hospitality) arein distress, are very dependent on thedomestic economy, and have high levels of bank debt. 

	Demandfor 
	Demandfor 
	•

	bank financeis focused on short term workingcapital needs. Demand for credit amongst SMEs in Irelandand Northern Ireland has fallen significantly since its measurementbegan on a systematic basis in 2009 and,wheredemand currently exists,it is primarily to fund short term working capital and to support cash flow. 

	SMEs 
	SMEs 
	•

	with property debtsare more likely to need working capital. SMEs with legacy property debt are threetimesmore likely to request workingcapital finance than their counterparts,pointing tothe difficulty many SMEs arefacingin servicingthis debt and the delayed beginningof restructuring programmesfor such debt in many banks. 

	MostSMEs 
	MostSMEs 
	•

	are approvedfor bank financewhen they applyformally. While 7% of SMEs who require finance are afraid toapproach their bank, all surveys have consistently shownthatthemajority of SMEs who apply for credit receivea favourable response. This figure is relativelyconsistent with patterns shown in similarstudies carried out in other European countries. 


	SMEviews 
	SMEviews 
	SMEviews 
	•

	on bank lendingare often notbased onpersonal experience. SMEs areprimarily forming the view that banks are not lending from the information theyreceive from the media, business groups or the experience related by peers rather than from direct experience. Banks should encourage SMEs to formally apply for creditor, at a minimum, direct them to mediation support services within the bankto support themwith theirapplication. This is a model that has been adoptedvery successfully in France wherelocalmediators pro

	There 
	There 
	•

	isa misconception about SMEcredit ratings. Many SMEs are concerned that a declined credit application may impact their credit rating. This is an incorrect assumption and SMEs should be encouraged by policy makers, advisors and business representative groups aliketo make applications for credit formally (i.e. by completing a formal written applicationform). This is then subject to internal bank assessment and the decision may also be appealed internally within the bank or,in Ireland, to the Credit Review Off

	The 
	The 
	•

	average bankdecision time is a concern for SMEs. Survey results suggestthattheaverage time from application to reaching a decision on the loan request is 21 working days. In many cases, decision time is much longer and this is a source ofconcern and, in some cases, distress forSMEs. 


	Public Finance 
	Directgovernment funding represents lessthan 1% of total SMEfinance. Direct government funding, not included in equity finance, represents less than 1% of all finance extended to SMEs as at 31st December 2012. 
	•

	Poor 
	Poor 
	Poor 
	•

	knowledgeof financeschemes exists amongst SMEs and their advisors. The research has found that SMEsandtheir advisors, business representativegroups,accountants and other professional advisors are typicallyunaware ofthe public schemes and fundsthat are available. The complexnature of non-bank funding sources and the variedapplication routes makes the use of non-bank funding difficult and often expensive for SMEs. 

	In 
	In 
	•

	practice, funding schemes are focused on exporting SMEs or companiestradingin specific sectors. Whilst in theory themajority of schemes or funds are open to all business sectors, in practice the main beneficiaries are those SMEs whoexport and those operating inthe manufacturing,information and communication technology and tradeable professional and scientific and administrative/ support service sectors. There is limited support forSMEs operating in mostdistressed sectors outsideof traditionalbank finance,th

	TheSME 
	TheSME 
	•

	support infrastructure is more developed in Ireland. The SME support infrastructure, in the area of bank finance, has developed significantly in Ireland inrecent years. Given the similarity in access to finance issues apparent amongst SMEs in Ireland and Northern Ireland, there are a number ofmeasures implemented in Ireland in the period since2009, that should beconsidered inNorthern Ireland either on a cross-border or a specifically Northern Irish basis. 

	Thesupports 
	Thesupports 
	•

	required bySMEs have changed since the economic crisis began in Ireland and Northern Ireland. SMEs now require tailored support in the restructuring of balance sheets, in engaging with bankson negotiating sustainable debt restructuring initiatives, in developing funding strategies for the current economic environmentand in developing overall solutions to their finance needs. 


	Equity Finance 
	Equity Finance 

	Equity 
	Equity 
	Equity 
	•

	finance is now asignificantsource for SMEs. The second most significantsource of funding for SMEs is external equity finance as represented by seed capital, venture capital and business angel finance. External equity finance, including government-backed equity finance, accountedfor approximately 5.6% of total SME funding at31st December 2012, with the proportion significantly higher inIrelandthan inNorthernIreland. Totalequity finance of€1.9 / £1.5 billionhadbeen invested in Irish and NorthernIrish SMEs in 

	Equity 
	Equity 
	•

	finance is focused on a small number of business sectors. In general equity finance is targetedvery specificallyat a small number of business sectors, mainly Information and CommunicationsTechnology, Professional,Scientific andTechnicalServices, and Manufacturing, particularly Medical Devices. 

	Demand 
	Demand 
	•

	for equity finance islow. Existing survey data would suggestthatthedemandfor anyform of non-bank finance is low in the general SME community. It is generally accepted that equity finance will onlyever besuitable for a small minority of SMEs,often start-ups and/or high potential growth businessesandmore mature companies with short to medium term growth or expansion plans. Thus demand for equity is restricted by the fact that government, angelandventurecapital investors typically onlyprovide finance to a smal


	Asignificant SME finance capability gap exists. Despite some improvement due to access to investment readiness support, earlystage companies still require support toimprove commercial and management skills of investee teams and support in preparingand presentingfor follow-on funding. 
	•

	There is a vibrant Irish venture capital landscape. The Irish venture capital industry has received significant and sustained support from the Irish Government over the last few decades. In this time, the Irish Government, through EnterpriseIreland (EI), hascommitted approximately €348mn to 41 local Seed and VC funds resulting incapital of approximately€1.2 billion for investment in innovative high growth companies. The challenge is for potentially strong start-upsto secure follow-on funding,pointing to a c
	•

	Supplygapsexist 
	Supplygapsexist 
	Supplygapsexist 
	•

	in the NorthernIreland equity market. Significant additional investment in seed and early stage capital is required in Northern Ireland as a demand stimulant.Astrong consensus exists that therehas been insufficient availability of riskfinance at pre-seed, seed and early stage in Northern Ireland. In early2013, the Invest Growth Proof of Concept Fund(pre-commercial grant), which wasfully committedat the end of 2012, and the Invest Growth Fundwere extended by £2m each to March 2014, with aview to putting in p

	The 
	The 
	•

	levelof angel investing is increasing. The importanceof business angel investing at seed and early stage has receivedincreasing attention due to itsgrowthinternationally relative to venture capital investing. The formal angel networks have and are continuingto developin line withinternational best practice and the developmentof formal angel investinghas been significant over the last number of years, including the increased development ofangel groups/syndicates. Supply statisticson formal angel investing in


	course ofthestudy, that a co-investment fund (one is already in place inNorthern Ireland) would be an importantfeature in continuing to develop business angelinvestment in Ireland as a complement to the range of other funds inplace includingtheEnterprise Ireland (EI) Seed and Venture Capital Programmes. 
	NorthernIreland 
	NorthernIreland 
	NorthernIreland 
	•

	Growth Loan fund servesa specific demand. TheGrowth Loan Fundin Northern Ireland is a mezzanine debt product, which primarily allowsgrowthcompanies to draw down unsecured loans at higher interest rates basedon growth projections.Although primarily a debt product, this alternativefinancingproductmay havethe potentialto overcome the reluctance on the partof some growth businesses, as outlined in Section 4.3.2, to go down theroute of equity. This would appearto have tappedin to some latent demand in Northern I

	TheIrishNationalPension 
	TheIrishNationalPension 
	•

	ReserveFund(NPRF) TurnaroundFundshouldprovideausefulpolicy tool. ThenewNPRFSMETurnaroundFund, introducedinIrelandinJanuary2013,willinvestin underperformingbusinesseswhichareat,orcloseto, thepointofinsolvencybuthavethepotentialfor financialandoperationalrestructuring. Demand statisticsonthisfundincludingprofileof applicants, evenwhereunsuccessfulonthefund,mayprovide important informationforevidence-basedpolicy makingforsuchSMEs(potentialbuthamstrung)and maybeausefulsourceofinformationinboth jurisdictionstoad


	1.2 RECOMMENDATIONS 
	1.2 RECOMMENDATIONS 
	Boththe supply of and demandfor finance are now at necessarilylowerlevels than the artificially inflated and unsustainable peaks of a few years ago. However the readjustment processhas exposed a very narrow SME financing landscapeandprovided awindowof opportunity to develop a broaderandmore informed financing ecosystem that will support and not inhibit economicrecovery. Muchhasalreadybeen undertaken in this regardin bothNorthern Ireland and 
	Boththe supply of and demandfor finance are now at necessarilylowerlevels than the artificially inflated and unsustainable peaks of a few years ago. However the readjustment processhas exposed a very narrow SME financing landscapeandprovided awindowof opportunity to develop a broaderandmore informed financing ecosystem that will support and not inhibit economicrecovery. Muchhasalreadybeen undertaken in this regardin bothNorthern Ireland and 
	Ireland to ensure afinancialecosystem that can support the needsof customers,supportrecovery and growth and avoid the mistakes ofthe past. The recommendations that follow are consistentwith and intended to support the workalready completed or ongoing. Theyfocusontwoareasthatarecriticalfor the development of a more diverse funding landscape across both jurisdictions. These are: 

	Information; 
	Information; 
	Information; 
	•

	and 

	Financial 
	Financial 
	•

	capability 


	The reportthen concludes with a number of recommendations aimed at encouraging the further development oftheventurecapital and angelinvestor markets onthe island. 
	INFORMATION 
	The availability and flow of high qualityandrelevant informationisfundamental to the smoothoperation of anymarketplace. Thefollowingrecommendationsare designed to address informational deficiencies in the market for finance in Ireland and Northern Ireland. 
	RecommendationR1 –Capture banklending figures in Irelandand NorthernIreland 
	TherecentEconomicAdvisory GroupforNorthern Irelandreport(EAG,2013)highlightedthattheabsence ofbank lendingdatawasasignificant issueforNorthern Ireland. Itstatedthat “therewasageneralsensethat bankswouldsignuptotheprovisionofregionallending dataforNorthernIrelandontheprovisothattheyallsign uptoitandtheyareconfidentintheorganisation holdingtheinformation”.Onthebasisoftheframework developedinIrelandsince2009,and thefactthat supplydatahadbeenmadeavailableby themainbanks operating in NorthernIrelandunderthatproc
	Therefore, a clearandcomprehensive framework for the supplyside capture of SME lending, application, approval and rejection rates should be introduced in 
	Therefore, a clearandcomprehensive framework for the supplyside capture of SME lending, application, approval and rejection rates should be introduced in 
	Northern Irelandwith quarterly returns of data to the Departmentof FinanceandPersonnel. The model which wasintroduced in Ireland in 2009 and handed overto the CentralBank in2011 could be used in this initialprocess of bank datacleansing and review would be required to support the ongoing reporting of SME supply side data inorder to ensure the accuracy and consistencyof the data provided. 
	regard.An 


	RecommendationR2 –Capturedemand for finance amongSMEsinNorthern Ireland 
	A lackofregularandconsistentdemand-sideor lendingsurveys of Northern Ireland SMEs makesit difficult to analyse theextent of any demand gap. Regular and detailed surveys, along the lines of the Irish Department of Finance’s bi-annualdemand surveys should be introduced in Northern Ireland. The InterTradeIreland Business Monitor could be used for this purpose with thequestionnaire and sample designed in consultation withthe newAccessto Finance Implementation Panel. 
	Policy makers also needa clearer profile and better information on the attributes of the SME population to inform policydevelopment (in addition to data on lendingwhich receives the most attention). The Australian model referred to in Section 6 should be consideredin this regard. This data should be maintainedon an ongoing basis, developedandheld centrally in both Ireland and Northern Ireland and access provided to government agencies and policymakers. This data should include: 
	Sectoral 
	Sectoral 
	Sectoral 
	Sectoral 
	•

	profiles; 

	SME 
	SME 
	•

	employment profiles; 

	Levels 
	Levels 
	•

	ofreliance on domestic economy; 

	Levels 
	Levels 
	•

	ofdistress in specific sectors; 

	Extent 
	Extent 
	•

	of impact of property debt overhang; and 


	Characteristics 
	Characteristics 
	•

	of export base and identification of potential exporters. 


	Recommendation R3 – Provision of Better Informationto SMEs byFunding Providers 
	All banks and public funding agencies should endeavour to providetheir SME customers with a written and clear reason as to why their formal applicationfor credit has not been accepted in both Ireland and Northern Ireland. We acknowledgethis is required atpresentunder the Code of Conduct for Lending to SMEs in Irelandandtheneed to take into account the difficultiesof communicating a negative outcome. The explanation that iscurrently providedis generally derived from amastersystem list of reasons and doesnot 
	Inthecase of public funding agencies thiswritten explanationshould include some element of future signposting – i.e. directing the SME to other more possible alternative finance sources. This follows a model which hasbeen successful inFrance where OSEO publishes a guide to itsschemesspecifically for banks so that lenders can direct SMEs whose applicationfor credit has been declined to other funding agencies. 
	Recommendation R4 – EncourageFormal CreditApplications 
	Recommendation R4 – EncourageFormal CreditApplications 

	Continued work is required to encourage SMEsto proactively and formally applyfor credit. Recent initiatives such as thestandardisation of theapplication process in Ireland and other awareness campaigns should assist this conversion and shouldbe examined for roll-out in Northern Ireland.Above all, itisimportant that SMEs are made aware by banks that a rejected applicationdoes not result ina negativecredit rating. 
	-

	Recommendation R5 – PromotingAlternative Sources of Finance 
	Recommendation R5 – PromotingAlternative Sources of Finance 

	Consideration shouldbe given in Ireland to promoting alternative financing options such as quasiequity/mezzanineproducts toprovide alternatives to those SMEs who do not want to cede control via a full equity play. While relatively new (late 2012),the Growth Loan Fundin Northern Irelandwould suggest that there is demand for a middle ground option suchas 
	Consideration shouldbe given in Ireland to promoting alternative financing options such as quasiequity/mezzanineproducts toprovide alternatives to those SMEs who do not want to cede control via a full equity play. While relatively new (late 2012),the Growth Loan Fundin Northern Irelandwould suggest that there is demand for a middle ground option suchas 
	-

	mezzanine finance,albeit thatsome commentators have suggested that some of this demand may be due to the absence of alternativeequityoptions in Northern Ireland. In NorthernIreland,asthis is arelatively new fund, there may be potential to increase awareness and educationof thisfund and source offinance at boththe demand (SME) andsupply sides (front line bank staff, other advisors and intermediaries). 

	Arange of alternative formsof financehave also been relatively widelyused in other countries as outlined in Section 6 (Canada, France,Germany, US, UK), as a post-crisis government response toreduced availability of bank debt. Furtherconsiderationneeds to be given in bothjurisdictions toextending the range of alternative financing options available to SMEs. 
	Asingle public body inboth Irelandand Northern Ireland shouldbe charged with the development and maintenance of a singlerepository of all schemes / supports / funds / credit facilitiesavailable to SMEs. This database should include bank, public and equity funding and should beboth accessible and searchable bysub-region and sector. It should be made available publiclyto SMEs,public bodies whoadvise SMEs, business groupsandaccountants so that the complex SME funding landscapethatcurrently exists with over 50 
	CAPABILITIES 
	Thefollowingrecommendationsareaimedat improving financialliteracywithinthebroaderfinancingecosystem whichisnecessarytodevelopabroaderbasedmarket withawiderportfoliooffinancingproductsandsolutions. ImprovingthestrategicpreparationofSMEsfordealing withfundingproviderswillbekeytotheexploitationof theopportunitiesofferedbysuchawideportfolio. 
	RecommendationR6 –Non-Financial Support Measures for SMEs 
	SMEsrequire support in assisting them to become morecompetitive,acquiring the skills toenter new markets, securingnew customers and exporting. However, SMEs alsoneed to acquire thefinancialand development skills pertinent tothecurrent economic environment. 
	Aseriesofpubliclyfunded,practicaleducational programmesshouldbemadeavailableinIrelandand NorthernIrelandtosupportSMEs,especiallyatthe micro/smallerend.Theseprogrammesshouldfocuson: 
	Navigating 
	Navigating 
	Navigating 
	•

	the funding landscape; 

	Preparing 
	Preparing 
	•

	cash flows for sustainable trading businesses; 

	Preparation 
	Preparation 
	•

	of business plans inthe current environment including stabilizationplanning; 

	Restructuring 
	Restructuring 
	•

	of balance sheets / finance positions appropriately (balance sheet “right sizing”); 

	Negotiation 
	Negotiation 
	•

	with banks on restructuring of debt; 

	Matchingfinance 
	Matchingfinance 
	•

	needs with finance products or sources; 

	Management 
	Management 
	•

	of working capital;

	Developingexport 
	Developingexport 
	•

	capabilities; 

	Analysisof 
	Analysisof 
	•

	financeneeds (funding mix, appropriate use oflong and short termfinance etc.); and 

	Investment 
	Investment 
	•

	readiness preparation for companies applying for equity orsimilar forms of finance. 


	InterTradeIreland has developed expertise in the area of improving investorreadinessfor equity finance, through EquityNetwork, and ought to explore the potential forexpandingthese services and solutionsfor a broader range of financing optionsincluding applications to banks. 
	In particularthesupportprovided should focus on assisting SMEs inthecapital restructuringof their balance sheets so that sustainable tradingbusinessescanbe prepared and supported in approaching their bank or funding institution witha view to securing a fundamental balance sheet restructure. Thistype of supporthastobedeveloped anddeliveredbythose currentlyadvisingSMEs. Theadvisorsneedtobefully 
	1 
	2 

	Restructuring refers to a fundamental change in the capital structure of a borrower either by mutual agreement and/or a legal process.Arestructuring can be deemed as sustainable if the borrower is in a position to ultimately repay the restructured debt amount either through amortisation payments or asset sales. 
	1

	Abusiness can be deemed sustainable if it can generate a positive free cashflow before debt service, through the business cycle. 
	2

	conversantwith balancesheetrestructuringmodelsand bestpracticeSMEsustainabilitymetricswhich isthe casefora limitednumberofprofessionaladvisoryfirms. 
	In Ireland, the establishment of the LocalEnterprise Office (LEO) framework (from the conversion of County and City Enterprise Boards) represents an ideal opportunity to implement this recommendation and fundamentallychangetheskills profile of front line publicly funded support staff advising SMEs. There will also betheopportunityto promote awareness and use of the voucher schemes, soon tobe operating in both Northern IrelandandIreland,which are there tosupport SMEs improve their financial capabilities. 
	Consistent with the initiativesinAustralia, New Zealand and the UK outlinedin Section 6 ofthis document, we suggest that a national helpline be considered to operate on anall-island basis, possibly co-ordinated by a cross-border body such as InterTradeIreland. This helpline could follow amodelsimilar tothe well-establishedAustralianmodel andcould also take account of the new UK Business Link helpline. Whilst weacknowledge that a helpline was considered in Ireland in 2011 and discounted for cost reasons, we 
	on and diagnostic services.An all-

	RecommendationR7 –SME Voucher Schemes 
	Governments in Ireland and Northern Ireland currently have SME Voucher schemes in place. This report identified aneed toenhance the capability of a significant number of SMEs in the areas of financial and commercial management capability, areas in which there would appear to be a high requirement and preferencefor tailored and one-to-one support. Vouchers representan important support forSMEs who are currently unable to afford professional advicein 
	Governments in Ireland and Northern Ireland currently have SME Voucher schemes in place. This report identified aneed toenhance the capability of a significant number of SMEs in the areas of financial and commercial management capability, areas in which there would appear to be a high requirement and preferencefor tailored and one-to-one support. Vouchers representan important support forSMEs who are currently unable to afford professional advicein 
	engaging with their banks orin applying for creditor restructuring their debt levels. International research has also suggested that cost is asignificant impediment to SMEs drawing down business support services even where thereisclear needfor support. These voucher schemeswould allow SMEs to procureand pay for professional support in particular to: 

	Analyse 
	Analyse 
	Analyse 
	•

	existingbalance sheet or funding positions; 

	Develop 
	Develop 
	•

	funding proposals to banks, public funding agency, venture capital or other third party funders; and 

	Support 
	Support 
	•

	the SME in engaging with their bank in restructuring existingdebt positions forsustainable SME trading businesses. 


	Demand for such voucher schemes is always high, and they providean effectiveway of both addressing the varied needs of the heterogeneous population that SMEs represent (micro, small, traditional, high tech, high growth etc.), and allowing individualSMEs to cost effectively drawdown bespoke support. The governmentsshould monitor the uptake of these and then consider their extension, possiblyon a joint North/South basis, like the Innovation Vouchers. 
	Recommendation R8 – Further Development of the SME Capabilitiesof Banks 
	Consideration shouldbe given to putting inplace a small dedicated team within each pillar bank inIreland. Thisteam would: 
	Reviewrejected 
	Reviewrejected 
	Reviewrejected 
	•

	SMEcredit applications for appropriateness and consistency ofdecline decisions, thereby negating the needfor an SMEto separately apply to the Credit Review Office. 

	Explore 
	Explore 
	•

	the options which exist throughthefull or partial use of other government backed schemes 


	(e.g. CreditGuarantee Scheme /Microfinance scheme) thereby negating the needfor the SME to reapplyto each scheme or fund individually, completing different forms and providing different informationin each case. 
	Reviewinginformal applications or enquiries (which the main banks are now starting to log) whichare not put forward to credit commities by the bank relationship manager to whom the enquiry was made and performing follow up satisfaction calls to SMEs making such enquiries. 
	•

	Some ofthe banking initiativesrecently introduced by banks in Ireland, partly at the request of the Central Bank of Ireland and Department of Finance, should be introducedin Northern Ireland, for example: 
	Front 
	Front 
	Front 
	•

	linestaff training on cash flow lending, SME funding available, debtrestructuring, sustainability assessment; 

	Dedicated 
	Dedicated 
	•

	distressed credit/ challenged units; 

	SMEcoachinginitiatives; 
	SMEcoachinginitiatives; 
	•


	Single 
	Single 
	•

	application form,standard business plan,cash flow model;

	Auto 
	Auto 
	•

	grading of micro loans; 

	SMEfeedback 
	SMEfeedback 
	•

	initiatives; and 

	Dedicated 
	Dedicated 
	•

	SME officers in2013. 


	Whilstnotall thebanksoperating in Northern Ireland who lendto SMEs are regulatedin Ireland, for a numberof themtheir primary regulator is Irishandthey are supervised under passportingrules in the UK.As such,some of theseschemes couldbe supported or encouraged bytheIrish Central Bank. However they represent best practice in dealing with SMEs and distressed credit and arebeing rolled out inmany banks internationally and in the UK. This issue has also been raised inthe ReviewofAccesstoFinancefor SMEsinNorthern
	Consideration should also be given to the development of international trade finance products for SMEs, i.e. export-focused guarantee schemeto support lending under guarantee. We acknowledge that atthe dateof publication of this report,this recommendation isbeing considered in Irelandby the Department of Jobs, Enterprise and Innovation. 
	Recommendation R9 – Further Development of Credit Review andMediation Services 
	Anumber of recommendations have been made ina recent Departmentof Financereport following an assessmentof the operation of the Credit Review Office (CRO) (GrantThornton, 2012). Wewelcome those recommendationsandsuggest that consideration shouldalso be given to expanding the remit of the CRO to include: 
	Further encouragement of non-pillarbanksoperating in Irelandto engage with the CRO. 
	•

	Consider 
	Consider 
	Consider 
	•

	theextension of the remit of the CRO beyond its current brief toinclude acredit mediation service followingtheexample of the French credit mediation office. The French model as (set out in detailin Section 6) should be reviewed to assess the benefits of a wider and distributed mediation role for SMEs. 

	Quicker 
	Quicker 
	•

	turnaround times as, when anSME has a credit problem, time is of the essence(theabove mentionedreport includes recommendations on expediting the application process). 

	rejectedbythebanksbutwhichhavenotbeen referredbytheSMEtotheCRO.Thiswillovertime improvethequalityofcreditassessments,encourage bankstofocusmoreonsolutionsratherthanjustcredit decisionsandultimatelywillprovide increased assurancetoSMEsontherobustnessofthebank creditapplicationprocess.Alternativelybanksshould referasampleofallrejectedcreditapplicationsacross eachsectortotheCRObytheparticipatingbanks. 
	Sampletestingofcreditapplicationswhichhavebeen 
	•


	amodelsimilartothatdevelopedandrolledoutinthe last3yearsinFrance. LocationofaCROofficerin eachpillarbankonanongoingbasis,sothatwhilstthe officerisoperatingindependentlyofthebank,he/she isnonethelessworking incloserproximityandthus abletodiscusspossiblesolutionswiththebankandto providesignpostingforunderfundingoptions. 
	Considerationshouldbegiventoadoptingaversionof 
	•



	We recommendthattheDepartment of Finance and Personnel and the Northern Ireland banks, in conjunction with the BritishBankingAssociation and the Independent External Reviewer agree an approachto systematically promote the uptake of the UK Banking TaskforceAppeals Process by Northern Irish SMEs to ensure that existing processes are leveraged tothe greatestextent possible. In addition, consideration shouldbe given to an extended independent mediation support for SMEs in Northern Ireland which incorporates som
	DEVELOPMENT OFTHE VENTuRE CAPITALANDANGELINVESTOR MARKETS 
	DEVELOPMENT OFTHE VENTuRE CAPITALANDANGELINVESTOR MARKETS 

	RecommendationR10 – Continuation of Government Support for Seed andEarly Stage Finance inIreland 
	Consideration should begiven to the following in relationto seed and early stage finance: 
	Consideration should begiven to the following in relationto seed and early stage finance: 

	Introducing 
	Introducing 
	Introducing 
	•

	an investment follow-on fund specifically targetedat participants of seed programmes. 

	Ensuring 
	Ensuring 
	•

	that anappropriate range of alternative finance options (as per recommendationR5 above and basedon examples in section 6) is available to such businesses including entrepreneur loans or hybridinstruments incorporatingdebt and subordinated tranches. 

	Targeted 
	Targeted 
	•

	venture capital funding,including consideration of Ireland-onlyor all-island non-seed funds,to allow for a lower bar for someemerging viable seed companies who may not compete at the international level in termsof follow-on funding. The five new Enterprise Ireland non-seed funds (Irelandonly), currently atexpression of interest stage, may address some of these issues, albeitthat they are focused on the broad technologyandlife sciences sectors. 
	-


	Continued 
	Continued 
	•

	support and assistance to emerging Irish seed companies in competingfor commercial funding from international venture capital funds to raisethe standard in terms of financial, commercial, management and presentational skills amongst this group. 

	Consideration 
	Consideration 
	•

	mayneed to be given toaddressing thelack of diversification in seed and earlystage funds (focused primarilyon high-tech) toensure that potential high-growth companies which are not necessarily high tech are not dissuaded from the equity route(self-selecting themselves due toa perception that the funds arenotrelevant to their sector or companytype), orotherwise restricted due to fund restrictionsor the specialist focusand preferences of the VC fund managers. We understand that Enterprise Ireland is in discus


	Recommendation R11 – Support ofAngel Investment acrossthe island ofIreland 
	The establishment of an Irish dedicated co-investment fund or angel fundshould be considered where investmentselection is initially led by the private investors, who set the terms,butwith the remaining funding providedbythe co-investment fund. 
	We recognise the existence of the Co-Fund NI which supplied £1.7min funding to seedandearly stage businesses. Co-Fund NIleveraged additional private sector investment of £3m in additionto the Invest NI (INI) portion of £1.7m(2012). 
	The establishment of a co-investment fund or angel fund, which has meritin its own right to further promote business angel investing, mayalso promote further diversification where initially led by the private investors. 
	The recentestablishment ofa new all-island food business angel syndicate maydemonstrate potential for funding of ‘non-tech’ sectors by equity investment although it is too earlyto make any detailed assessment ofthesyndicate. 
	Asthevisible business angel market in Ireland issmall relative to other countries and due to thefact that investments through structured vehicles such as the Seed Capital Scheme (SCS) and theEmployment and Investment Incentive (EII) scheme show a downward trend in overall investing,considerationshould be given tothe following: 
	Further 
	Further 
	Further 
	•

	promotion and awareness raising of the benefits of the existing SCS and the EIIscheme are required;and 

	Extension 
	Extension 
	•

	of the terms of the EII relief in line with the more extensive and attractive UK-basedEnterprise Investment Scheme and theSeed Enterprise Investment Scheme. 


	Dueto the increasing relative importance ofbusiness angels as asourceof financefor SMEs and,the as yet relatively small size of the total business angel market in Ireland and Northern Ireland, we recommend continued public funding of both the jurisdictional and cross-border BusinessAngel network infrastructure. 
	Recommendation R12 –AVenture Capital Strategyfor Northern Ireland 
	Echoing the recent ReviewofAccesstoFinancefor SMEsinNorthernIreland(EAG, 2013), werecommend that a comprehensive Venture Capital Strategy is developed for Northern Irelandwhich informs and developstheequityfunds undertheAccess toFinance Strategy, dovetails with the newInnovation Strategy(to be published in early 2014) and supports widerpolicy objectives to further promote entrepreneurial activity in Northern Ireland. This strategy should address medium to long-termconsiderations including the avoidance of f
	Two new development capital fundsof £30m each were awarded in 2013 and are understood to be subject to contract atthedate of writing. Inearly 2013,theInvest Growth Proof ofConcept Fund(pre-commercial grant), which was fullycommitted at the end of 2012, andthe Invest Growth Fund were extended by £2m each to March 2014, with a view to putting inplace increased seed and early stage fundingfromApril 2014. 
	RecommendationR13 – Investment in Seedand EarlyStage Capital inNorthern Ireland 
	The extension of riskcapital needs to be supplemented by a range of widersupportinitiatives to promote innovationandtheentrepreneurial environmentand providewraparoundservicestostartups. Despite acknowledged success of someinvestment readiness support programmes, it was considered that further work was required tosimplify and streamline the full range of supports, promote them in amore user-friendly and understandable manner, improve the commercial and managementskills of early stage company teams, and exte



	2. Introduction 
	2. Introduction 
	This report presentsthe results of a study into access to finance for growth amongst SMEsin Ireland and Northern Ireland. The study,for the first time, examines not only bank finance butfinance available toSMEs from other sources such as government funding, venture capital and angel finance. 
	The study also, forthe first time, presents a complete picture of the supply of finance to SMEs across the islandof Ireland, in particularthesupply ofbank finance in Northern Ireland. In Ireland, banks provide supply side data to theCentral Bank of Ireland. However, at present, no such processexists within Northern Ireland. This study provides a unique analysis ofthe total value of the creditextended by banks in 2012 to SMEs in Northern Ireland. 
	This study is an important component in the complete and rigorousassessmentof the current supply and demand side issuesrelated to bankandnon-bank financefor SMEs trading in Ireland and in Northern Ireland. 
	2.1OBjECTIVES OFTHESTuDY 
	2.1OBjECTIVES OFTHESTuDY 
	The three main objectives of the study are toprovide: 
	Areviewof 
	Areviewof 
	Areviewof 
	•

	thecurrentinformationcoveringaccessto financeforSMEsand, inparticular,clarifythebalance betweenthesupply-sideanddemand-sideissues; 

	Areview 
	Areview 
	•

	of the currentsupply ofvarious types of finance forgrowth (including bank lending, business angel financeand Venture Capital (VC)) and assessing the potential for new and alternative ways of financing enterprise growth; and 


	Aseries of recommendations for the financial providers, businesses and policymakers with a particular emphasis on where cross-border cooperationcan deliver mutual gains toNorthern Ireland and Ireland. 
	•

	2.2 DEFINITIONS uSEDIN THE STuDY 
	2.2 DEFINITIONS uSEDIN THE STuDY 
	The following definitions and explanations should be considered in the context of the study: 
	The 
	The 
	The 
	•

	study concentrated on direct sources of finance which include the physical transfer of fundsfrom a lender orother finance provider to anSME. 

	The 
	The 
	•

	study excluded detailedcommentary on indirect sources offinance which support SMEs by means of tradecredit,access to staffresources and/or tax incentives. 

	Atan 
	Atan 
	•

	overalllevel, an SME is defined (using the standard EUdefinition)asany entity engaged in an economicactivity, irrespective of legal form (i.e. corporation, partnership,sole-trader,etc.), which employs fewer than 250 personsandwhose annual turnover does not exceed €50mor whose annual balance sheet does not exceed €43m. 

	The 
	The 
	•

	study included companies fallinginto one of threecategories of SME, as determined by the EU definition of each category,which can be broadly summarised as follows: 


	Table
	TR
	EMPLOYEES 
	TuRNOVER 
	BALANCE SHEET VALuE 

	MICRO 
	MICRO 
	<=10 
	<=€2M 
	<=€2M 


	SMALL <=50 <=€10M <=€10M 
	MEDIuM <=250 <=€50M <=€43M 
	Ininstances 
	Ininstances 
	Ininstances 
	•

	where data which wouldallow categorising SMEs accurately was not available, or was deemed unreliable, the number of employees employed in theenterprise was usedasa proxy. 

	Business 
	Business 
	•

	sectors were mapped totheNACE Rev. 2 statistical classification of economicactivities in the EU.As such, the studyincluded companies from sectorsAto Q. 
	3


	The 
	The 
	•

	study draws on relevant reports largely published beforeJanuary 2013 and the results of surveys, including those of the Q3 and Q42012 InterTradeIrelandBusinessMonitor . 
	4


	Data 
	Data 
	•

	wascollected from seven banks and ten other finance providers in the course of the study and this covered the period 1st January 2012 to 31st December 2012. 


	Bank DataAnalysis 
	For the analysis of data provided for the study by banks in Ireland and Northern Ireland, two methodshave been employed: 
	Full 
	Full 
	Full 
	•

	reporting method (allsectors); and 

	Real 
	Real 
	•

	economy data method – i.e. certainsectors are excluded, following the same approachas that employed by the Central Bank of Ireland in the Trends in Business Credit and Depositspublication. The following sectors have beenexcluded: 


	-F. Construction –toremovespeculative 
	property related lending; 
	property related lending; 

	-K: FinancialIntermediation;and 
	-L: RealEstate,LandandDevelopment 
	Activities – to remove speculative property relatedlending. 
	Activities – to remove speculative property relatedlending. 

	Thereporting method used in this study is similar to thatemployedbythe Central Bank ofIrelandfor reporting on SME lending,with one exception. The Central Bank reporting method is morecomprehensive thanthis report as it includes SMEs involved in financial intermediation (i.e. lending to certain financial vehicle corporations (FVCs),mostly mortgage backed securitisation vehicles), whose balance sheetsize brings theminto the SME definition. Lendingto these SMEs is not included in the data presented in the repo
	In the case of thedata reportedunder the real economy data method – which is the most accurate and more widelyused method of presentingSME lendingdata the Central Bank of Ireland numbers are fully reconciled withthe data presented in thisreport and the reporting methodologies are fully aligned. 
	-

	The original exercise tocollect data fromthe banks in Irelandto facilitate reporting of this data, now undertaken bytheCentral Bank of Ireland, wasa comprehensive exercise. It involved the lengthy on-site collection and audit of the databy Mazars at the beginningof the process to ensure its completeness, accuracy and definition. This form ofdata audit did not take place as part ofthis study due totime and resource limitations. This initial step is an important component inthereporting of accurate bank suppl


	2.3REPORT STRuCTuRE 
	2.3REPORT STRuCTuRE 
	This report has beenstructured as follows, in order to respond to the objectivesoutlined in Section 2.1: 
	Section 3 provides acontextual picture of the environment in which SMEs are operating, the economic environment in whichthey are trading, their importance to the Irish and Northern Irish economies, trends in SME business performance and the manner in which SMEs in both jurisdictions are currently financingtheir businesses. 
	•

	The NACE Code system is a pan-European classification system which groups organisations according to their business activities. It assigns a unique 5 or 6 digit code to each industry sector e.g. B -Mining and quarrying -B5 -Mining of coal and lignite. These sectoral definitions are used in Eurostat and Central Bank of Ireland reports on SME data. 
	3

	The InterTradeIreland Business Monitor interviews 1,000 business owner/managers across the island of Ireland each quarter. Results can be 
	4
	accessed at http://www.intertradeireland.com/researchandpublications/ 

	Section 
	Section 
	Section 
	•

	4 is structured around an analysis of the demand for finance amongst Irish and Northern Irish SMEs. It examinestheabsolute levelsof demand for bank, equity and otherforms of finance, the nature of this demand and the purpose for which finance is being sought. It alsoexamines thesectors and types of SME with thehighest demand for finance and the extentto whichdemand varies by business growth stage. Finally this section examines the extent to which demand is impacted by other factors. 

	Section 
	Section 
	•

	5 examinesthe supply of finance to Irish and Northern IrishSMEsfrom all the major funding sources – banks, equity providers, public fundsand other sources. For the firsttime itquantifies the absolute level of total and real economy credit being supplied by banks operating inNorthern Ireland and thenature of this supply. 


	Section6 
	Section6 
	Section6 
	•

	provides anoverview of the SME finance products, schemes and initiatives being undertaken in othercountries that may be of interestin Ireland and Northern Ireland. 

	Section7 
	Section7 
	•

	sets outa series of recommendations to address theissues noted in this study and to improve access to finance for SMEs inIreland and Northern Ireland. 





	3. Lending Context 
	3. Lending Context 
	3.1 THE IMPORTANCE OFSMES TOTHEECONOMY
	3.1 THE IMPORTANCE OFSMES TOTHEECONOMY
	5 

	Approximately300,000 Small and Medium Enterprises (SMEs) areactive inIreland andNorthern Ireland employing 1.4 million people. This represents almost 70% of the totalwork force ontheisland of Ireland. SMEs represent 99.8%of all enterprisesin Ireland and 99.9% in Northern Ireland. 
	SMEs can be categorised as micro, small or medium enterprises and Figure 1 shows thatthe vast majorityof SMEs areclassed as micro enterprises (i.e. companies which employ less than 10 people with turnover or balance sheet values of lessthan €2m). 
	When analysed by the numberof persons engaged (often usedasa proxy for economicweight), micro SMEs employ over half of all those working inSMEs in Northern Ireland and just under 40% inIreland. 
	Figure 1: SME Size Split 
	Micro 
	Micro 
	Small 
	Medium 
	1% 
	92% 7% 

	Source:Ireland:CSO,NorthernIreland:BISUK 
	Figure 2: SME Profile – Number and People Employed 
	Figure 2: SME Profile – Number and People Employed 
	Figure 2: SME Profile – Number and People Employed 

	Number of SMEs by size (Ireland) 
	Number of SMEs by size (Ireland) 
	Number of SMEs by size (Northern Ireland) 

	1% 
	1% 
	1% 


	91% 8% 95% 4% 
	Micro 
	Micro 
	Micro 
	Small 
	Medium 
	Micro 
	Small 
	Medium 


	Employees engaged by SME size Employees engaged by SME size (Ireland) (Northern Ireland) 
	39% 34% 27% 52% 26% 22% 
	Micro 
	Micro 
	Micro 
	Small 

	Medium 
	Micro 
	Small 
	Medium 

	Source:Ireland-CSO,NorthernIreland-BISUK 
	Figures in this section are taken from: Ireland -Central Statistics Office (CSO), BusinessDemography2010,(includes Sectors B-P) and Quarterly NationalHouseholdSurvey(QNHS) for Q2 2012 (includes SectorA:Agriculture, Forestry and Fisheries); Northern Ireland -Department of Business Innovation, BusinessPopulationEstimatesfortheUKandRegions2012(for SectorsA– S). 
	5

	InIrelandtheWholesale&Retail,Accommodation& NorthernIreland,Wholesale&Retail,Manufacturing, FoodServices,ManufacturingandConstructionsectors ConstructionandAdministration&ServiceSupport dominatetheSMEemployment landscape,whereas in Activitiesarethedominantfoursectors. 
	Figure 3: Employee Share of Total SME Employment by Business Sector 
	G: Wholesale and Retail Trade 
	G: Wholesale and Retail Trade 
	I: Accomodation and Food ServiceActivities 
	C: Manufacturing 
	F: Construction 
	M: Professional, Scientific and Technical 
	A:Agriculture, Forestry and Fisheries 
	N:Admin and Service SupportActivities 
	H:  Transportation  Storage 
	K:  Financial Intermediation (excl. MFI) 
	J:  Information and Communication 
	L:  Real Estate Activity 
	B, D + E:  Electricity, Gas, Steam & Air 

	Figure
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	Northern Ireland 
	Northern Ireland 
	Ireland 
	Source:CSO,DepartmentofAgriculture,FisheriesandFood,BISUK 
	Of the four main sectoral employersin each jurisdiction, threehave been in distress and are very dependent on the domestic economy, withhigh levels of debt. Conversely sectors withthe potential for most growth on the basis oftheir export-orientednature (e.g. Information and Communication) employ significantly fewer people.Agriculture, whichistraditionally not included in SME statistics, is also a significant employer in both Ireland and Northern Ireland. 
	In Gross ValueAdded (GVA)terms, SMEs account for about82% of GVAin Northern Ireland and 52% in Ireland. 


	3.2 ECONOMIC CONTExT 
	3.2 ECONOMIC CONTExT 
	3.2 ECONOMIC CONTExT 
	At the time of the researchin 2012, the trading environment for SMEs operating in Ireland and Northern Ireland was difficult, something which has begunto ease in2013. 
	In2012 this environment wascharacterisedby: 
	Unemployment 
	Unemployment 
	Unemployment 
	•

	ratesof 7.8% in NorthernIreland and 14.7% in Irelandagainst anEUaverageof 10.9% and an increase of 3.5%in Northern Irelandand 10% in Ireland in the previous four years. Within the OECD, onlySpain and Greece had experienced a moresignificant change thanIreland. 
	6 


	Aretail 
	Aretail 
	•

	sales index in Ireland which was almost 22% lower than it had beenin 2007.
	7 




	Figures from the Department of Enterprise,Trade and Investment (DETI) and CSO. Figures from CSO. 
	6
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	Personal 
	Personal 
	Personal 
	•

	consumption at its lowest level since 2004 in Irelandand Northern Ireland. 

	Falls 
	Falls 
	•

	inconsumer sentiment of almost 63% in Ireland. 

	Significant 
	Significant 
	•

	reductions in residential property prices (approximately 50% in Ireland and 56% in Northern Ireland) intheprevious five years. 
	8


	Levels 
	Levels 
	•

	of insolvency that peaked in Ireland at 450 companies in Q3 2012 and at 118 in Northern Ireland in Q2 2012.
	9 


	Figures from the Department of Finance and Personnel (DFPNI) and CSO. and DETI. For this data see Office of National Statistics (ONS), BusinessDemography2011and CSO, BusinessDemography2011. 
	Figures from the Department of Finance and Personnel (DFPNI) and CSO. and DETI. For this data see Office of National Statistics (ONS), BusinessDemography2011and CSO, BusinessDemography2011. 
	Figures from the Department of Finance and Personnel (DFPNI) and CSO. and DETI. For this data see Office of National Statistics (ONS), BusinessDemography2011and CSO, BusinessDemography2011. 
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	9 
	Figures from www.insolvencyjournal.ie 
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	TheIrish economy was technically in recession between 2008and2011 (ESRI, 2013a). Whilstthe UK technicallyentered recessionin 2008 and exited it in Q4 of 2009, the recession in Northern Ireland has been deeper and longer than in the rest oftheUK. The private sectorhas contracted by approximately 15% from its peakin 2007andNorthern Ireland wasone of only two UKregions which reported afall inoutput during the last quarter of 2012. It also recordedthe fastest quarterly fallin employment across the UK regions (E
	3.2.1 IMPACT OF ECONOMIC PERFORMANCE ON SMES 
	The impactof the trends in2012 oncompanies provides a snapshot of the overall health of SMEs. The resultsof the InterTradeIreland Q4 2012 Business Monitor demonstrated that approximately 90% (Ireland 92%;Northern Ireland 88%) of respondents had experienced either a severe or moderatelyadverse impacton theirbusiness since the onset of the economicdownturn in 2008. 
	Figure 4: Impact of Economic Downturn 
	Percentageof Respondents 
	Percentageof Respondents 
	100 
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	Figure
	Micro Small Medium Ireland Northern Ireland Total 
	Severe adverse impact 
	Severe adverse impact 
	Moderate adverse impact 

	No impact at all 
	Positive impact 
	Positive impact 

	Source:InterTradeIrelandQ42012BusinessMonitorSurvey 
	Thisimpactcanalsobeseen inthechurnof companycreation isabout20%belowtherateof enterprises. Thedatasuggeststhat inIrelandtherate closure. Therefore, inboth jurisdictions,thenetnumber ofcompaniesbeingcreated isjustoverhalfofthose ofcompanies inoperationhasdecreasedsince2008. being closed, while in Northern Ireland the rate of SME 
	10 

	3.2.2 DRIVERS OF ECONOMIC GROWTH source of economic growth in Irelandin the period 
	2008-2012. The majorityof growth in the economy in WhilstcomparablefiguresforNorthernIrelandare thisperiodhasbeenbasedonexportsas isshownin currentlynotavailable,itispossibletoexaminethe Figure5. 
	11

	Figure 5: Components of Irish Economic Growth (GDP) 1996-2012 
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	Source:DKM,2013 


	However, the National Competitiveness Council(NCC, 2012) cautionedthat, while exports are forecast to increase in 2013 and 2014 they will dosoat aslower pace than in recentyears, pointing toa difficult international 
	However, the National Competitiveness Council(NCC, 2012) cautionedthat, while exports are forecast to increase in 2013 and 2014 they will dosoat aslower pace than in recentyears, pointing toa difficult international 
	trading environment.
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	Data from the Department of Enterprise,Trade and Investment(DETI, 2013)supports this,showingthat Northern Ireland’s goods exports decreased by 5.5% in 2012/2013, driven by decreases tokey export markets such as Ireland and the Euro zone.Accordingly, the new NI CompositeEconomic Index has shown a 1.2% decrease inNI output compared toa 0.2% increase in UK GDPover the same period(Q1 2012 to Q1 2013). 
	3.2.3 SME RELIANCE ON THE DOMESTIC ECONOMY 
	Across the island of Ireland, asshown in Figure 6, the InterTradeIrelandBusiness Monitorfor Q3 2012 reported that approximately 65% of micro enterprises, 50% of small enterprises and 40% of medium enterprises do not exportgoods or services and, as such, are heavily reliant on the domestic economy. 

	There are main two measures of exports from Northern Ireland, the RegionalTrade Statistics produced for UK regions by HMRC and the NI Manufacturing Sales and Exports Survey produced by DETI. 
	11 

	National Competitiveness Council, IrelandsCompetitiveScorecard2012. 
	12 

	Figure 6: Exporting Profile 
	Northern Ireland 
	Northern Ireland 

	Exporter ExportoutsideUKandIreland ExportintoGB Exportcross-border Exporter ExportoutsideUKandIreland ExportintoGB Exportcross-border Ireland 
	0% 20% 40% 60% 80% 100% Yes 
	No 
	No 

	Source:InterTradeIrelandBusinessMonitorsurvey,Q32012 
	This makes these businesses more dependent on domestic personal consumption levels, consumer sentimentand retail sales figures,all useful indicators of the level of confidence in the domestic economy.A recent report(DKM, 2013)compared consumer sentimentindices in Ireland with those of Eurostat. The results indicated that Ireland demonstrated the strongest peak decline in consumer sentiment to February 2013 ofany European country measured, including Greece. Comparable Eurostatfigures are not available for No
	Anumber of factors have an impact on personal consumptionanddomesticdemand including: 
	The 
	The 
	The 
	•

	contracting market value ofresidential property and any increase in mortgage defaults; 

	High 
	High 
	•

	levels of unemployment and increased net emigration; 

	Degradations 
	Degradations 
	•

	in consumerspending as recorded by consumer-led indexes such as the retailsalesindex or consumer sentiment indices; and 

	Increases 
	Increases 
	•

	in grosshouseholdsavings. 


	TheCentral Bank of Ireland(CBI, 2013) reports that domesticindicators inIreland suggest that households andSMEs are continuingto reduce their debtlevels, and thatpublic spending is cautious. Households and 
	governments are spending less and saving moreor paying down existing debt levels. The National Competitiveness Council (NCC, 2012) reports that weak consumption represents a major drag on economic growth “whereasexcessivedomestic consumptioninthesecondhalfofthelastdecade– mostevidentinthemaniaforproperty–wasa significantcontributoryfactorinunderminingIrish competitivenessandwasunsustainable,thependulum hasnowswungintheoppositedirection”. 
	Whilst this rebalancing is necessary, itconstrains domesticdemand. TheEconomicAdvisoryGroup (EAG, 2013) suggests that a similar trendisapparent across the UK. Bankof England data clearly shows that newlending has been fallingwhile repayments of existing debt haverisen. British BankingAssociation (BBA) data also suggests that businesses are still largely focused on repayment of debt. 
	Additionally, public spending programmes and demand by stateandsemi-state bodies forpubliclyprocured capital works, goodsand services has reduced by approximately 16% in recent yearsacross Ireland and Northern Ireland due to fiscal adjustment. There is little prospect of asignificant increase in spend in the all-island public procurementmarket in the nextfew years. 
	3.2.4 CHALLENGES FACING THE IRISH BANKING SECTOR 
	3.2.4 CHALLENGES FACING THE IRISH BANKING SECTOR 
	The Irish banking system faces a number ofchallenges including addressing levels of distressed credit, managing capital positions, funding and increasing regul
	atory requirements.
	13 

	Legacylending decisions mean that large volumes of existing assets(mortgages,commercial loans, and SME loans) areunderperforming. It has been reported that “increasesincreditallocatedtoasectorthat outstripstheamountpredictedbyalong-runlinear trendarelikelytobehighlycorrelatedwithdecreasesin creditstandardsinlendingtothatsector”(Lawless & McCann, 2012). These findingssuggest that decreasingcredit standards during a boom cycle lead to increased loan delinquency during a crisis. 
	Unsustainable lending products created duringthe boom, such as trackermortgages and certain Commercial Real Estate (CRE) loans, now require significant balance sheet management,potential borrowerresolution or restructuring. In 2012,the pillar banks in Ireland made tentative returns to the funding markets, but a weakened international reputation means that credit risk and thecost of doing business remains high. 
	For the major Irish-owned banks operating in Ireland and Northern Ireland, costs arecurrently greater than income and arelikely toremainso for some time. These organisations havebeen focusing inthe short term on streamlining operations, splitting their portfolios intocore and non-core assets and changing their local banking networks and staffing levels. 
	14

	Increased regulation is also evidentin the change of approachandtone taken by regulators and Government. While various programmes are driving deleveraging in the banks,Basel III requirements are alsoplacing a further emphasis on level of capital required.Amove towards banking union inthe EU is also likely toincrease regulation. 
	Other major challenges for the banks in 2012 included the following: 
	The 
	The 
	The 
	•

	interconnectedness ofborrowers across commercial and residential loan books; 

	Financial 
	Financial 
	•

	instability within the Eurozone,impacting on access to funding and liquidity; 

	The 
	The 
	•

	view of the markets on the sovereign debt crisis in the EU and elsewhere; 

	The 
	The 
	•

	potential impact of new personal insolvency legislation in Ireland; 

	The 
	The 
	•

	outlookof economic recovery with the consequent pressure on asset quality and increased provisioning; and 

	Restrictions 
	Restrictions 
	•

	on the wholesale funding market. 


	3.2.5 CHANGES IN BANK CAPITAL REquIREMENTS 
	The current banking environmentin which SMEs are seeking to secure credit is fundamentally different to that whichwas in operationin the period prior to2009. 
	Under the bank recapitalisation programmes in both Ireland and the UK, banks and, in particularthose banks whoare the primary lendersto SMEs in Ireland and Northern Ireland, have been obligedto significantly change their bank funding and capital practices. Therefore, “Irishbanksareengaginginaprocessof deeveragingwherebytheyaredisposingofnon-core assetsovertime,inordertobringdowntheirloan-todepositratiosandreducetheirdependenceonCentral Bankfunding.Intheaggregate,domesticbanks’ deleveraginghasexceededtheprog
	-


	This was before the announcements in October 2013 that Danske Bank andACC Bank were to close their retail banking services in Ireland from 2014. 
	13 

	According to the results of the Q3 2012 Business Monitor Bank of Ireland andAIB/First Trust Bank account for approximately 80% and 30% of business banking accounts in Ireland and Northern Ireland respectively. 
	14 

	Additionally, under the PrudentialLiquidityAssessment Requirement (PLAR) process in 2011, Irishpillar banks were required to change the capital composition of their balance sheets, in particular the loan to deposit ratios: 
	“underthePLARrequirementestablishedattheendof 2010,themainIrishcontrolledbankswererequiredto shrinktheirbalancesheetssothatbytheendof2013, creditadvancedwouldbenomorethan121%ofthe banks’deposits,comparedwitharatioofover180%at theendof2010.ThePLARtargetshavebeensince modifiedtowardsaspecifictargetforreductioninnoncorelendingandthatthisdeleveragingisleadingtoa… contractioninthedomesticloanbook”(DKM, 2013). 
	-

	Atthesame time, as Figures 7 and 8 demonstrate, the stock of impairedloans has continuedto riseacross the main banks which are lending to SMEs in Ireland. Whilst statistics are notseparately collected for Northern Ireland, in Ireland the value of impaired loans to Irish SMEsandnon-financial firms stood at €10.8 billion at December2012. This represented 25% of the SME/corporate loanbook, an increase from 21% ofthe book at December2011 (CBI, 2013). 
	Figure 7: Irish Domestic Banks’ SME/Corporate Lending, Impaired and Vulnerable Loans 2012 
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	Figure 8: Irish Domestics Banks’ Flow of Impaired Loans as a Percentage of Outstanding Lending 2012 
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	It is important to note that bank lending tends to be cyclical. Capital requirements increase when credit conditiity of default increasesin weakening creditconditions, the quantum of risk-weighted-assetsalso increases and theTier 1 andTier 2 capital ratios fall.As banks are required by theirsupervisors to maintaincertaincapital ratios, they canonly continue to achieve this in a weakening credit environment by reducing the volume of lending or increasingthequantum of capital available tothem. This leadsto re
	ons deteriorate.As the probabil
	l default.
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	In the caseof NorthernIreland,the absence of bank headquartershas several implications. It would appear to have restricted moretimely accessto initiatives such as the Funding for Lending Scheme as well as impactingon the effectiveness ofother national initiatives implemented by the UKgovernment. In addition, the non-devolution ofregulation means that the NorthernIreland Executive is limited in its power to addressand influencebanking and finance matters. 


	3.3 SME BuSINESS PERFORMANCE 
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	3.3 SME BuSINESS PERFORMANCE 
	Numerous surveys, including the quarterly InterTradeIrelandBusiness Monitorandtwice-yearly IrishDepartment of Finance SME demandsurvey, have indicated that micro-enterprises, domesticallyfocused businesses and businesses in sectors such as Wholesale & Retail,Accommodation & FoodServices and Construction have experienced the most severe degradation in tradingconditions. In general, SMEs in Northern Ireland have fared better thanthose in Ireland. 
	Economic indicators in 2012, such as GNPand unemployment rates, began to pointto astabilisation in the economies in Ireland and Northern Ireland. Consecutive InterTradeIreland Business Monitor surveys in2012 also suggested that, while more SMEs werecontinuing to reportdecreasedsales rather than increased sales, an incremental recovery was apparent, as can be seen in Figure 9. These positive movementshave continued into 2013. 
	Figure 9: Sales Performance in Ireland and Northern Ireland 
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	The importance of lending to SMEs is recognised in the supporting or special discount factor for SME lending that has been included in the European Commission’s Capital Requirements Directive (CRD) IV introduced in 2011. 
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	It would appear from Figure 10 that, in net terms, while companies were hiring staff. In addition, staff reductions moreSMEscontinuedtoreduceemployeenumbers amongstmicroSMEsstabilised. rather than increase employee numbers, this trend had begun to level off in 2012 and 30% of medium 
	15 
	15 

	-30 -25 -20 -15 -10 -5 0 5 10 Percentage of Respondents 
	Figure 10: Employment Performance in Ireland and Northern Ireland 
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	Source:InterTradeIrelandBusinessMonitorsurveys,Q12009toQ42012 
	Figure 11 shows that the majority of respondents (80% 
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	Figure 11: Profit in the Business in the Last 12 Months 
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	This is supported by research inthe UK (BDRC Continental, 2012). SMEs in Northern Ireland areas likely to be as profitable as their UK counterparts but where theymade aprofit, the median profit waslikely to be lower than the UK average.Also theEAG reported that, “whiletheNorthernIrelandAnnualBusiness InquiryshowsthatSMEturnoverhadremainedlargely stablebetween2008and2010,investmentintermsof capitalhasdecreasedby48%”(EAG, 2013). 
	This is supported by research inthe UK (BDRC Continental, 2012). SMEs in Northern Ireland areas likely to be as profitable as their UK counterparts but where theymade aprofit, the median profit waslikely to be lower than the UK average.Also theEAG reported that, “whiletheNorthernIrelandAnnualBusiness InquiryshowsthatSMEturnoverhadremainedlargely stablebetween2008and2010,investmentintermsof capitalhasdecreasedby48%”(EAG, 2013). 
	This suggests that, in general, businesses have been cuttingcostsandrestructuring the business in order to ensure continued profitability. 
	3.3.1 SME GROWTH PLANS 
	The performance and growth outlook of an SME is an important factor in its ability to secure finance. In2011 and 2012 theInterTradeIreland Business Monitor consistentlyfound that the majority of SMEs described themselves as stable. However, more SMEs were 
	The performance and growth outlook of an SME is an important factor in its ability to secure finance. In2011 and 2012 theInterTradeIreland Business Monitor consistentlyfound that the majority of SMEs described themselves as stable. However, more SMEs were 
	describing themselves as ‘surviving at all costs’, rather than ‘growing orexpanding’, indicating a net reduction in the quality of theSME population. 

	AsFigure 12 shows, only 13% (12% Ireland; 13% Northern Ireland) of survey respondents indicated that they were ‘growing’ and 48% reported that theywere ‘stabilising’ (43%Ireland;52%Northern Ireland) in Q4 2012. More SMEs in Northern Ireland werefocused on growingor stabilising their businesses than in Ireland; a higher percentageof SMEs in Ireland was focused on ‘survival at all costs’. Latest figureswould suggest however, that a business-ledrecovery is beginning to take root with asignificant increase in c
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	Figure 12: Current Status of the Business. 
	Figure 12: Current Status of the Business. 
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	If growth is examined ona sectoralbasis, as in Figure •In spite of the largenumbers ofstaff employed the 13,thefollowingpatternsareapparent: Wholesale&Retail,Accommodation&FoodServices and Constructionsectors are least likely tobe 
	ManufacturingandICTarethesectorsshowingthe expanding;and 
	•

	most growth/expansionary intention; •The Construction andAgriculture sectorsare most likely to include SMEs whoare survivingat all costs. 
	All sectors Other sectors N:Admin and Service SupportActivities M: Professional, Scientific and Technical I:Accomodation and Food ServiceActivities G: Wholesale and Retail Trade F: Construction C: Manufacturing A:Agriculture, Forestry and Fisheries 
	Figure 13: Current Status of the Business by Sector 
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	3.3.2 CONSTRAINTS ON GROWTH 
	When respondents were asked about preconditions neededfor growth in the InterTradeIrelandBusiness Monitor inQ42012, it wasfound that macro-economic factors rankedhigher than other business issues. This has remained largelyunchangedsince 2011,with SMEs indicating that external economicfactors still represent the greatest constraint togrowth. 
	Most SMEs consider uncertainty in the economic climate, the resultant increase in the cost of running their business and reductions in trading activity due to decreases inconsumer demandto be more important (75-80% of SMEs) than access tofinance (20-30%of SMEs). Thispoint is furthersubstantiatedbythe 2011 UK Finance Monitor (BDRCContinental, 2012) which reported that 34% of SMEs in Northern Ireland 
	Most SMEs consider uncertainty in the economic climate, the resultant increase in the cost of running their business and reductions in trading activity due to decreases inconsumer demandto be more important (75-80% of SMEs) than access tofinance (20-30%of SMEs). Thispoint is furthersubstantiatedbythe 2011 UK Finance Monitor (BDRCContinental, 2012) which reported that 34% of SMEs in Northern Ireland 
	considered the economic climate their major obstacle. The Northern IrelandAccess to Finance survey (Department of Finance and Personnel, 2011) also reported that nine out of everytenbusinesses operatingin Northern Irelandcited the general economic outlookat the timeasbeing the main constraint for their business, with 59% citing the limited demand in the domestic market as the most significant limitation on the growth oftheir business. This is over 10 percentage points higher thanthe averageUK figure. 

	Even with those figures Northern Irish SMEs appear to be lessconcernedabout reductions in sales and the impact of the economy than Irish SMEs as is demonstratedin Figure 14. 
	Northern Ireland 
	Northern Ireland 
	Uncertainty in relation to economic environment Increasing costs of running the business Reducing sales and demand Lack of external finance options Existing company and related debt Personal debt of business owner(s) Northern Ireland:Availability of skilled staff 
	Ireland 
	Uncertainty in relation to economic environment Increasing costs of running the business Reducing sales and demand Lack of external finance options Existing company and related debt Personal debt of business owner(s) Ireland: Availability of skilled staff 

	Figure
	Figure 14: SME Constraints on Business Growth Plans 
	Figure 14: SME Constraints on Business Growth Plans 
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	Figure 14 also highlightsthe proportion of SMEswho ‘did notintend to grow thebusiness’ at all (a larger prevalenceamongst small and stable SMEs). The provision of additional finance sources may be irrelevant tothese SMEs. Policy may needto focus on how and towhat extent additional SMEs canbe encouraged to growandindeed export into new markets thereby reducing their reliance onthe challengeddomesticmarket. 
	Figure 14 also highlightsthe proportion of SMEswho ‘did notintend to grow thebusiness’ at all (a larger prevalenceamongst small and stable SMEs). The provision of additional finance sources may be irrelevant tothese SMEs. Policy may needto focus on how and towhat extent additional SMEs canbe encouraged to growandindeed export into new markets thereby reducing their reliance onthe challengeddomesticmarket. 
	Existing levels of personal and company debt would appear to be more of an issue inIreland thanin Northern Ireland. More Irish SMEs indicated that the lack of external finance options was agrowth constraint than SMEs in Northern Ireland. This may be due in some partto the existence of additional debt levels, in particularpropertydebt, in Irish companies(see Section 4.1.14). 


	3.4 SME BuSINESS CONCERNS 
	3.4 SME BuSINESS CONCERNS 
	3.4 SME BuSINESS CONCERNS 
	3.4.1 MOST PRESSING BuSINESS CONCERNS FOR SMES IN IRELANDAND NORTHERN IRELAND 
	InterTradeIrelandhas been monitoring the primary business issues facing SMEs in its Business Monitor survey since 2009. Thissurvey has consistently indicated that external cost pressures, in particular energy costs, are the main concern facing most SMEs regardless oftheir size. 
	Asshown in Figure 15 cash flow pressure is alsoa significantissuefor approximately41% of SMEs surveyed followed by a reduction in demand for their goods or services (33%).Access to finance is one of many issues noted by Irish and Northern Irish SMEs but the Business Monitor would suggest it is not the mostimportant issue. 
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	Respondents who scored the issue four or five on a scale of one to five 
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	With the exception of the issue of energy costs, the two jurisdictions are generallyconsistent in their overall ranking of businessissues. Northern Irish SMEs are concerned, butnotas concerned,about the impact of theexternal economic environmentas their Irish 
	With the exception of the issue of energy costs, the two jurisdictions are generallyconsistent in their overall ranking of businessissues. Northern Irish SMEs are concerned, butnotas concerned,about the impact of theexternal economic environmentas their Irish 
	counterparts. Thisclearly reflects the harsher economic climate in which IrishSMEs aretrading and the lower levels of consumer confidenceand levels of domestic demand in Ireland when comparedto NorthernIreland. 

	Figure 15: Current Issues for SMEs in Business. 
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	Figure
	3.4.2 MOST PRESSING BuSINESS CONCERNS FOR SMEsACROSS EuROPE 
	The surveyon access tofinance ofSMEs in the Euro area (SAFE)has been monitoring the mostpressing concerns of SMEs withinthe EU since 2009. 
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	Figure 16: SAFE Survey Euro Area SME Business Issues 
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	The resultsof these surveyshave consistently shown that although “accessto finance” was cited as the most pressing problem for between 15%-20% of respondents, the dominant concern for SMEswas “findingcustomers” (25-30%). 
	The resultsof these surveyshave consistently shown that although “accessto finance” was cited as the most pressing problem for between 15%-20% of respondents, the dominant concern for SMEswas “findingcustomers” (25-30%). 
	Whenthe issueof “access tofinance” is reviewed in isolation it can be noted that,at 21%, Irish respondents 
	Whenthe issueof “access tofinance” is reviewed in isolation it can be noted that,at 21%, Irish respondents 
	indicate a slightly higher than average (18%) requirement forfinance. Ireland is in a similar but slightly better position than Greece,Spain, Italyand Portugal –countries which are experiencing similar macro-economic difficulties – but is not a significant outlier in a European context. The SAFE survey does not examinebusiness issues in the UK or in Northern Ireland. 
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	Figure 17: SAFE Survey Euro Area SME Business Issues – Country Comparison 
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	The survey is commissioned jointly by the European Commission’s Directorate General Enterprise and Industry and the European Central Bank (ECB


	3.5 HOWSMEsAREFINANCING THEIRBuSINESSES 
	3.5 HOWSMEsAREFINANCING THEIRBuSINESSES 
	3.5.1 OVERALLSME FuNDING POSITION 
	SMEs aregenerally financed through a combination of internal and external means. Internally, an SME is able to draw onits existingcapital and reservesor to use working capital for short term finance. Externally, an SME canseek funding froma number of third party sources: family and friends, banks, venture capital, business angels, grants and other public funding sources (MacAn Bhaird, 2010). 
	As Figure18 shows, 25% of SMEs inIreland and36% of SMEs in Northern Ireland reported noexternal finance requirements in the Q3 2012 InterTradeIreland Business Monitor. This suggests that these businesses were able to fund their businesses needs through internalresources. The results are similar to thosein the 2011 UK SME Finance Monitor (BDRC Continental, 2012), which found that SMEs in Northern Ireland (42%) are more likely tohave no external finance requirement than their UK peers (60%). 
	0% 20% 40% 60% 80% 100% Micro Small Medium Ireland Northern Ireland Total Percentage of Respondents 
	Figure 18: SMEs with Some Form of External Finance in Place 
	Figure 18: SMEs with Some Form of External Finance in Place 
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	Source:InterTradeIrelandBusinessMonitorsurvey,Q32012 
	It should be noted thatmany SMEs in Ireland and Northern Ireland donot require and may never require external finance to grow their businesses. The use of external finance is not necessarily in all cases a prerequisite to or determinant ofbusiness success or growth. However, the level ofSMEs who are lookingfor external finance mayalso reflect the fact that many SMEsare focusing their efforts on stabilising their businesses, breaking even,turning a small profit or survival. These goals are in marked contrast
	Where SMEs are not investing in or improving their businesses over a protracted period, they will over time damage them. Where stabilisation orsurvivalrather than development or growth remains thefocus for a long period of time, thisrepresents a risk to the economies of Ireland and Northern Ireland as the quality and stock of SMEs will degrade. 
	The overall funding position of Irish and Northern Irish SMEs is shown in Figure 19 with a clear preference for bank finance apparent amongst Irish and Northern Irish SMEs and a specificfocus on shortterm facilities such as overdrafts. That this trend is more pronounced in Irelandsupports recent research from the Central Bank of Ireland (Lawless,McCannandO’Toole,2013). 
	AccordingtoFigure19,SMEs inIrelandhaveahigher loansandcreditcards),whilethereisahigheruseof proportionofexternalfinanceinplacethantheir leaseandhirepurchaseinNorthernIreland. Northern Irelandcounterparts (especiallyoverdrafts, 
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	Figure 19: Types of Finance in Place 
	Figure 19: Types of Finance in Place 
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	Figure 20shows that Irish SMEs are more reliant on short term finance, in particular overdraftsandtrade credit, in comparisonto the EU average, with the gold indicator demonstrating average levels of finance used for each bank product over time and the brownthe 
	Figure 20shows that Irish SMEs are more reliant on short term finance, in particular overdraftsandtrade credit, in comparisonto the EU average, with the gold indicator demonstrating average levels of finance used for each bank product over time and the brownthe 
	highest level of demand. In the case of all shortterm measures of credit (overdrafts, trade credit), Ireland demonstrates the highest usage. Neither Northern Ireland northeUK is included in the SAFE surveys. 
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	Figure 20: Sources of Finance – Ireland v EU Average 
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	ThissuggeststhatSMEs inIrelandandNorthernIreland maybeover-reliantonshorttermcreditwhichis expensiveforbothSMEsandbanksalike. Whilstmany SMEsregardoverdraftsasaconvenientformofongoing finance,overdraftsareinfactdesignedforshortterm andtemporarypurposesonlyandshouldnotbeused constantly.Thepricingofanoverdraftreflectsthiswith overdraftscommonlypricedasthemostexpensiveform offinanceavailabletoanSME. 
	Best practice in the funding of a business would suggest that the type of funding used should be consistent with the purpose towhich the funding will be put(i.e. short term financesuch as overdrafts should be used for short term finance purposes such as a seasonaldropin turnover and long term finance such asterm loansshould beused for longer termpurposes such as expansioninto new markets).Along term and permanent drop in turnover and thuscash flow should nothowever be financedbymeansof an ongoing expensive 
	3.5.2 DIVERSITYOF ExTERNALFuNDING 
	OfthoseSMEssurveyedwhohadexternalfinancein placeitisapparentthatbankfinance istheprimary sourceofexternalfinancebyasignificantmargin. Only 2-3%ofrespondentshadotherformsoffinanceinplace. 
	Inadditiontobanks,specialistfinancehousesalso provideworkingcapitalcreditproductssuchasdebt factoring,leasingandinvoicediscounting. Consultations aspartofthisstudyhave indicatedthatthetakeupof suchalternativeproductsislow inboth jurisdictions. 
	Invoicediscountingandsimilarproductsareoften inappropriateforthoseSMEswhoseturnoverandthus debtorsarefallingandthereceiptscycleisbecoming longer. Inthose instances,invoicediscountingbecomes anexpensiveandmoreriskyformoffinanceforanSME. 
	Businessfinancecanalsobeprovidedbyothernonbankexternal means. Investmentwhich ismadedirectly fromowners,friendsandfamily isnotoriouslydifficultto measurebecausetherearenosystemsorformal requirementsto collectorreport suchinformation. Nonetheless,areportpublished byDCU'sRyan Academyin2013foundthatabout28,000family, friends,and colleaguesprovidedmoneytonew businesses inIreland in2011. 
	-

	Results fromthe October 2011 – March 2012 ECB SAFEsurvey indicated the significant majority ofSMEs believe that equity is not relevant to their business. This is further validated bytheresults of recent InterTradeIreland and Irish Department of Finance surveys which showthattypically, lessthan 1% of respondents are financed through external equity or have applied for venture capital finance. 
	Aside from equity capital,SMEs can alsoseek finance from governmentvia a number of funding channels. Public financeplaysa minorpartin external finance for the majority of SMEs. Only 3% of SMEs surveyed in the InterTradeIreland Business Monitor inQ3 2012 had publicly-funded grants in place. Larger SMEs and those operating in theAgriculture and Manufacturing sectors are the mostlikely to have grants in placeascan be demonstrated by Figures 21and22. 
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	Figure 21: SMEs with Grants in Place Figure 22: Sectoral Profile of SMEs with Grants in Place 
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	The European Commission found that “thereisa correlationbetweenthesupply(anddemand)of (external)financeforSMEsandtheexpansionand contractionphasesofthebusinesscycle”.The authors noted that this cyclicality wasalso foundto be evident in venture capital andbusinessangel finance. They highlighted theworsening finance gap facing SMEs in accessing external financeandnoted that the public sector had an importantroleto play inovercoming cyclicality inthe supply of external sources of finance during periods of econ
	The European Commission found that “thereisa correlationbetweenthesupply(anddemand)of (external)financeforSMEsandtheexpansionand contractionphasesofthebusinesscycle”.The authors noted that this cyclicality wasalso foundto be evident in venture capital andbusinessangel finance. They highlighted theworsening finance gap facing SMEs in accessing external financeandnoted that the public sector had an importantroleto play inovercoming cyclicality inthe supply of external sources of finance during periods of econ
	“policymakersshouldmakeSMEsawarethatthey theotherhandtheconditionsofbanksforapprovinga loanshouldbemoretransparentandstable”(European Commission, 2009). 
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	3.5.3 INTERNALFuNDING 
	Many businesses will seek to grow through organic means using theirhistoric reserves or the free cash flow generated by the business. It should be notedthat optimal balance sheet structure for SMEs as a wholeor for an individual SME depends on a range of factors including growth ambitions, retirement or succession plans, risk appetite, working capital cycle. 
	Approximately 25% of SMEs in Ireland and 36% of SMEs surveyed in Northern Ireland are managing to financetheir business solely frominternal resources. The importance of internal sources of finance was also highlightedbythe 2012 Department of Finance demand 
	Approximately 25% of SMEs in Ireland and 36% of SMEs surveyed in Northern Ireland are managing to financetheir business solely frominternal resources. The importance of internal sources of finance was also highlightedbythe 2012 Department of Finance demand 
	survey (Mazars,2012) which found that 62% of respondents financed workingcapital by internal funds/retained earnings. 

	However, internalsources of finance are not available toall SMEs equally. Struggling SMEsor SMEs who have been inbusiness for a short period of time are less likely to have accumulated significant cash reserves. The longerthe difficulteconomic environment continues, the more internalresources are depleted. The depletionof existing reservesalso reducesinternal headroom and impacts balancesheet ratios which lenders reviewas part of newcredit application assessments. 
	Positive cash flow will generate the fundsrequiredfor the business topay its creditors. Managed correctly and in a controlled manner, it is possible forsome business togrow organically using positivecash flow generated from businessoperations. This cashflow is also the source for the repayment of longer term external debt. 
	Despite this, resultsfrom recent Department of Finance and InterTradeIreland Business Monitor surveys indicatethatcash flow is one of the main problems facing SMEs in Ireland and Northern Ireland. 41% of SMEs surveyed inNorthern Ireland and 43% ofSMEs surveyed in Ireland in Q4 2012indicate that the issue wasa significant one, impacting on their abilityto run their business (seeFigure 23). Whilst cashflow appears to be a significant issue for all SMEs, it is more pronounced for micro SMEs,those operating int
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	Figure 23: Cashflow as an Issue for the Business 
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	Coupled with the issue of cashflow are other working capital management issues such as trade credit management.Anumber of surveys report that the funding of this workingcapital or tradecredit cycle continues to be an issue forSMEs. The Q3 2012 InterTradeIreland Business Monitor survey reported that late payments from customers were considered an 
	Coupled with the issue of cashflow are other working capital management issues such as trade credit management.Anumber of surveys report that the funding of this workingcapital or tradecredit cycle continues to be an issue forSMEs. The Q3 2012 InterTradeIreland Business Monitor survey reported that late payments from customers were considered an 
	issue for 61% of SMEs across Ireland and Northern Ireland. In addition, 32% of respondents (34% in Ireland; 29% in NorthernIreland) reported that the average number of days within whichtheir customers paythem had increased, putting furtherpressure onthe financing of workingcapital. 
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	Figure 24: Working Capital Management – Changes in Receipts from Customers 
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	Inturn,ascanbedemonstratedbyFigure25,17%of increasingcashflowpressureamongstSMEswitha respondents(21%inIreland;14%inNorthernIreland) latepaymentfromoneSMEbecominga latereceiptto reportedthattheyhadincreasedthetime inwhichthey another. paid their suppliers, suggesting a vicious circle of ever 
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	Figure 25: Working Capital Management – Changed in Payments to Suppliers 
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	Consultationsheldaspartofthisstudyhave by70%ofSMEsinIreland,butslightlylessat56%of highlightedtradecreditandtheimpactthatlate SMEs inNorthernIreland. Thatfewerofthosesurveyed paymentshaveonworkingcapitalasoneofthemajor reportedpressureontheirworkingcapital/cashflow issuesaffectingSMEs. Itisworthnotingthedifference cyclessuggeststhatSMEsinNorthernIrelandare betweenIrelandandNorthernIrelandinthisregard. betterabletofundtheirworkingcapitalwhichmay, in Latepaymentfromcustomerswasconsideredan issue turn,havean i
	Consultationsheldaspartofthisstudyhave by70%ofSMEsinIreland,butslightlylessat56%of highlightedtradecreditandtheimpactthatlate SMEs inNorthernIreland. Thatfewerofthosesurveyed paymentshaveonworkingcapitalasoneofthemajor reportedpressureontheirworkingcapital/cashflow issuesaffectingSMEs. Itisworthnotingthedifference cyclessuggeststhatSMEsinNorthernIrelandare betweenIrelandandNorthernIrelandinthisregard. betterabletofundtheirworkingcapitalwhichmay, in Latepaymentfromcustomerswasconsideredan issue turn,havean i
	credittofundthiscycle. Cashflowandworkingcapital chequesandthatthechequeusageinIreland is issuescandrivedemandforshorttermfinancefrom dominatedbysmallerbusinesses. Theresultsalso externalprovidersandmayinpartexplainthehigher indicatedthattheUK(includingNorthernIreland),one thanEUaverageuseofoverdraftfacilitiesinIreland. ofthemainIrishtradingpartners,isalsoaheavyuser 

	ofcheques. Theuse of cheques rather thanfunds TheCentralBankofIreland’sChequeSurvey2012 transferorotherpaymentmethodsisoftenassociated (CBI,2012)reportedthatIrelandisoneofonlyafew witha longertradecreditcycle. EU countries that still havea significant dependency on 
	Figure 26: Cheque Usage in Europe 
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	The loweruseofalternativefinanceoptionssuchas whereavailablereservesandcashflowareabsorbedin assetfinancemayalsoexplaintheheightenedworking financinglongertermassets. capitalissues and overuseof shortterm purchases 

	4. Demand for Finance 
	4. Demand for Finance 
	4.1 DEMANDFORFINANCE 
	4.1 DEMANDFORFINANCE 
	One of thekey objectives of this studywas the examination of the demand for different forms of finance amongst SMEsin Ireland and NorthernIreland bybusiness sector and growth stage. The study also attempts to quantify the totaldemand for finance amongst SMEs by category of finance: 
	Bank 
	Bank 
	Bank 
	•

	finance; 

	Equity 
	Equity 
	•

	finance; and 

	Public 
	Public 
	•

	finance. 


	Anumber of approacheshave been developed by organisations in Ireland, Northern Ireland, the UK and in Europe to measure thedemand for finance amongst SMEs. These haveprimarily focused onthe demandfor bank finance as banks are the most significant source of financefor SMEs acrossEurope. This study has extended that analysis beyondbank finance and examinedall sources of finance for SMEs operating in Ireland andNorthern Ireland. To do this,the research primarily analysed the information fromthe2011 and 2012 In
	section of the report.
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	Figure 27: The Funding Journey 
	In September 2012the IMFCountry Report 12/265 for Ireland (InternationalMonetary Fund, 2012), reported that “lendingstandardsarestablebutcreditdemand conditionsremainweak,suggestingthatthereduced activityisprimarilydemanddriven.” 
	Other research (Mac anBhaird, 2010) suggests that the funding profile of a business will changebased on the characteristics of thefirm (i.e. its age, size, ownershipstructure, expenditure on R&D and the availability of collateral). This research suggestedthat firmspecificrisk factors are a more important determinant of funding than sectoral factors and that, although firms generally gainaccess to increased amounts of financing froma greaterdiversityof sources as they develop and mature, start-up firmssource
	In a similar vein,thelack of collateral or businesstrack record forstart-up enterprisesincreases the risk for externallenders and consequently impacts onthe level of accessto financethatisavailable to an SME at the early stageof its businesslife. The funding journey of many SMEs is represented in Figure 27. 
	R&D Startup  Early Growth  Accelerated  Sustaining Maturity                                        Growth  Growth 
	Development Replacement Capital Capital MBO/MBI Development Capital 
	Development Replacement Capital Capital MBO/MBI Development Capital 

	Proof of Concept Seed corn First Round Second Round Founders, Family & Friends Business Angels Venture Capital Public Sector Bank Debt Corporate Venturing Public Listing / IPO 
	Source:AdaptationofEnterpriseIrelandchart 
	Other sources of information used in this section include: the Irish Department of Finance SME Lending studies; the SAFE surveys; the UK SME Finance Monitor surveys; the Northern IrelandAccess to Finance survey (2011); and the EuroArea Bank Lending Survey (BLS). There are several approaches to measuring the demand for bank credit amongst SMEs which are currently being used in Ireland, Northern Ireland and internationally making comparison between them difficult. 
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	Figure 28: Credit Demand Rates, 2007 v 2010 
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	4.1.1 DEMAND FOR BANK FINANCE MEASuRED BYExISTING SuRVEYS 
	Prior to the credit crisis littleor no data was collected on the demand for credit from SMEs and hence itis difficult to estimate the “normal” levelof demand for credit amongstSMEs ineither Ireland or Northern Ireland. Atpresentthereisasignificantgap,createdby the lack ofregular surveys, in the level of information 
	Prior to the credit crisis littleor no data was collected on the demand for credit from SMEs and hence itis difficult to estimate the “normal” levelof demand for credit amongstSMEs ineither Ireland or Northern Ireland. Atpresentthereisasignificantgap,createdby the lack ofregular surveys, in the level of information 
	available on the demand forfinance amongst SMEsin Northern Ireland. This makes any trend analysis of the extent to which a demand gapexists difficult and lacking inconcrete evidence. 

	An EU-wide survey on access forfinance was undertaken in 2011by Eurostat across20 countries. Figure28 shows the patterns reported inapplications forfinance, by country, in 2007 and in 2010. 

	ANorthernIrelandcomponentofthisstudywas demandinNorthernIrelandhadremainedrelatively completedbytheDepartmentofFinanceand constantbetween2007and2010at38%and39% Personnel,whichfocusedonSMEswithbetween10 respectively. Theprimarydemandmeasureforthis and249employees(i.emicroSMEswereexcluded). surveywaswhethertherespondenthadrequestedany The survey reported that demand in Ireland had form of finance. dropped from 46% in 2007 to 41% in 2010, but that 
	ANorthernIrelandcomponentofthisstudywas demandinNorthernIrelandhadremainedrelatively completedbytheDepartmentofFinanceand constantbetween2007and2010at38%and39% Personnel,whichfocusedonSMEswithbetween10 respectively. Theprimarydemandmeasureforthis and249employees(i.emicroSMEswereexcluded). surveywaswhethertherespondenthadrequestedany The survey reported that demand in Ireland had form of finance. dropped from 46% in 2007 to 41% in 2010, but that 
	Theresults of the InterTradeIreland Business Monitor survey forQ4 2012 indicatethat 22% of respondents (24% Ireland, 21% Northern Ireland) demanded external finance in the 12 month period to December 2012. The InterTradeIreland Business Monitor has consistently shown levels of demand thatare halfthe levels of demand found in IrishDepartment of Finance survey. This canprobably be explained by differences in the surveymethodologies and, in particular, the large 
	number of micro SMEs includedin the Business Monitor surveys. However, time series trends on demand in both surveys appear to be consistentin directionalterms. 

	The Irish Department ofFinance survey shows a significant decreasein the demand for bankfinance amongst SMEs since 2009 and a recentmore gradual increase to40% at present, as shown inFigure 29. 
	Figure 29: SME Demand for Finance per Department of Finance SME Lending Studies 
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	TheEuroArea Bank LendingSurvey (BLS) collects qualitative data on the Euroarea bank loanmarket including demand and supply conditions. The BLSasks 17 regular questions focusing on demand and supply conditions in creditmarkets. This quarterly surveyis completed by seniorlending officersin each participating bank rather than by SMEs themselves and, as such,cannotbe consideredto represent a complete picture of the demand forfinance amongst SMEs. 
	Results from the BLS (shown in Figure 30) indicate that demand from SMEsin Ireland has stabilised after a period of decline. The pattern forSMEs and for large enterprises is very similar and is followingthepattern of domestic demand very closely. This furtherhighlights the link between the performance of Irish businesses and domestic demand. 
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	Figure 30: Changes in Credit Demand 
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	Anumber of organisations at both local and international level have studiedtheunderlying causes of the reduction in the demand for finance apparent in both Ireland and NorthernIreland and they suggest that itisprimarily driven by the economic conditions inwhich SMEs are trading. Forexample, the Central Bank ofIreland’s Q4 2012bulletin (CBI, 2012) reported that “weaknessofdomesticdemand, particularlythecollapseininvestmentduringthecrisis, hasledtomoresuppressedneedforlonger-term fundingacrossmanysectorsasopp
	In the same year an IMF report (International Monetary Fund, 2012) into access to credit and debt overhang in Irelandinvestigated lending to corporates and reported that “lendingstandardsarestablebutcreditdemand conditionsremainweak,suggestingthatthereduced lendingactivityisprimarilydemanddriven”and “the economiceffectofdemand-sidefactorsforlendingto ld be noted that the authors added a caveat that the findingswere applicable to businessesasa whole and not specifically to SMEs. 
	corporatesissubstantial”.It shou


	The key to Figure 30 is as follows: 1=decreased considerably, 2=decreased somewhat, 3=remained basically unchanged, 4=increased somewhat, 5=increased considerably. 
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	As Figure 31shows the IrishDepartment ofFinance demand surveysindicate that the vast majority of SMEs do not apply for bank credit because they do not need it. This may bebecause theyare focussingon short term survival or stabilisation, because they can finance their growth plans from internal sources or because they haveother external forms of finance inplace.A small proportion (7%) of SMEs inIreland indicate that they did not apply forcredit because they perceived banks notto be lending or because they fe
	54% 7% 8% 8% 23% 
	Figure 31: SME Demand Profile 
	Figure 31: SME Demand Profile 
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	Source:DepartmentofFinancesurvey,April-September2012 
	On the issue of discouraged borrowers, the EUSAFE survey 2012 reports that “theperceptionoffirmsnot applyingforaloanforfearofrejectionstayedbroadly stableat6%,comparedwith7%inprevioussurvey round.”And the 2011UKSME FinanceMonitor(BDRC Continental, 2013) reports that “7%ofSMEshad wantedtoapplyforaloanoroverdraftfacilitybut somethinghadstoppedthem,withdiscouragementand issuesaroundtheprocessofborrowingmostlikelyto bementioned.” 
	Assuch it would appear that Ireland is inline with the European average in terms of SMEs who fear rejection by their bank. However, this data has beenonly collected since 2011 and so a baseline level is only beginning to be established. 
	4.1.2 DEMAND FOR BANK FINANCE BY PRODuCT TYPE 
	As noted in section 3.5.1 above, IrishSMEs rely heavily on shortterm forms of bank finance suchas overdrafts and otherworking capital products. Theresults from the InterTradeIreland Business Monitor surveys(see Figure 
	32) provide a general pattern in the demand for bank products, which is consistent with that shown in each of the last three Irish Department of Finance surveys shown in Figure 33. These surveys both show that SMEs in Ireland and Northern Ireland are veryreliant on short termcredit with demand highestfor overdrafts, a fact that is also consistent with the patternemerging from the European SAFEsurvey. Ireland hasa higher level of demand than NorthernIreland for overdrafts and the Irish Department ofFinance s
	Giventhatoverdrafts are generally the most expensive forms offinance forSMEs and bank alike, this focuson short term financing measures further underlines the needfor SMEs working in conjunctionwith banks to ensure their capital positions are appropriate. This could involve resizingtheir balance sheets to reflect the trading conditionsandeconomic environment with which they are now faced, ratherthan tryto finance the downturn in thecycle through short term financing means. 
	Figure 32: Lending Products Requested by SMEs -InterTradeIreland 
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	Figure 33: Lending Products Requested by SMEs – Department of Finance 
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	Sometypes of credit can be directly linkedto other economic indicators, for example, the demand for leases, which are takenoutby SMEsto financethe acquisition ofvehicles or equipment. Thedemand for leasingor hire purchase finance can be linked to the demand for li
	censing goods / commercial vehicles.As 

	demonstrated in Figure34,the demandfor commercial vehicles, although increasing slightly in the last three years,has dropped significantly in comparisonto the previous ten yearperiod in Ireland. 
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	Figure 34: Goods/Commercial Vehicles Licensed for the First Time 
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	4.1.3 DEMAND FOR BANK FINANCE BY consistent withthethree most recent IrishDepartment 
	SECTOR of Finance studies shown in Figure36 with the ThesectoralresultsfromtheInterTradeIreland exceptionofahigherdemandforcreditamongstthose BusinessMonitorsurveys(seeFigure35)areagain SMEsoperatingintheAgriculturesector. 
	Figure 35: Demand by Business Sector – InterTradeIreland 
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	Figure 36: Demand by Business Sector (Ireland) – Department of Finance 
	Figure 36: Demand by Business Sector (Ireland) – Department of Finance 
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	These figures do not distinguishbetween the demand for renewals ofexisting debtand thedemand for new credit and therefore do not show the potential for growth that is being stifled by the lack ofavailability for credit withina specific sector. 
	4.1.4 SEASONALITYOF DEMAND FOR BANK FINANCE 
	While no information is available on theseasonalityof demand for bankcredit amongst Northern Irish SMEs, the results of the Irish Department of Finance surveys suggest that, whilstapproximately 45% ofSMEs surveyed havea seasonal nature to their business,only a quarter of respondents demonstrate a corresponding seasonality in their demand for credit. 
	Where a seasonal demand for credit does arise,it is generally upto 20% higher than the normal level and typicalla seasonal demand for credit is clearly an issue for some SMEs (e.g. thoseoperating in the Accommodation & Foodsector, suchas hotels, pubs and restaurants), itis nota material issuefor the SME population overall. 
	y for increased overdraft facilities.As such, while 

	4.1.5 PROjECTED FuTuRE DEMAND FORBANK FINANCE 
	Demand for finance from anSME is based on a number ofSME characteristics including the growth plans ofthe business. The results from the Q3 2012 InterTradeIrelandBusiness Monitorindicate that smaller SMEsare less likelyto needfinance in the future:only 16% of microSMEs predicted a future finance requirement, compared to 33% of medium SMEs. 
	The results also indicated that respondents who reported they were growing /expanding predicted a higher likelihood that theywould requirefinance inthe next 12 months. This suggests that,as the economies ofIreland and Northern Ireland improve and more SMEs begin to migrate fromfocusing on stability and survival togrowth, a corresponding increase indemand forfinance may result. 

	Figure 37: Likelihood of Requiring Finance in the Next 12 Months 
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	Source:InterTradeIrelandBusinessMonitorsurvey,Q32012 
	4.1.6 BuSINESS PuRPOSE OF BANK 
	amongst SMEs as opposed to growth or expansionary
	FINANCE 
	finance needs. The Q4 2012 InterTradeIreland Business Monitor also indicates that SMEs are primarily 
	ConsecutiveIrishDepartmentofFinancelending lookingforcredittomaintainthebusinessasagoing surveyshaveshownthatworkingcapitalandcashflow concern,ratherthancreditforgrowthorforexpansion needsaretheprimarydriversofdemandforbankcredit ornewbusinessactivities. 
	Figure 38: Purpose of Finance Applied For 
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	These results are supported for Northern Irelandby boththe 2011Access to Finance survey 2011 (Department of Financeand Personnel, 2011) and the 2011 UK Finance Monitor(BDRC Continental, 2012) which reportedthattwice as manyNorthern Ireland applicants for new / renewed overdrafts were more likely to be seeking anincrease in their facility than their UK peers (35% v18%). 
	These results are supported for Northern Irelandby boththe 2011Access to Finance survey 2011 (Department of Financeand Personnel, 2011) and the 2011 UK Finance Monitor(BDRC Continental, 2012) which reportedthattwice as manyNorthern Ireland applicants for new / renewed overdrafts were more likely to be seeking anincrease in their facility than their UK peers (35% v18%). 
	The typeof bank product sought can provide an insight intothe purposefor the facility. Every finance product is designed to address a particular business need. For example, invoice discountingwilltypically be to smooth out cash flow cycles, whilst term loans of 10-15 years will be usedto fund longer term capitaldevelopment, the purchase of commercial property or thefunding of a business acquisition. However, international research suggests that such analysis needs to be approached 
	The typeof bank product sought can provide an insight intothe purposefor the facility. Every finance product is designed to address a particular business need. For example, invoice discountingwilltypically be to smooth out cash flow cycles, whilst term loans of 10-15 years will be usedto fund longer term capitaldevelopment, the purchase of commercial property or thefunding of a business acquisition. However, international research suggests that such analysis needs to be approached 
	carefully as there is a level of inappropriate financing amongst SMEs, withshorter term products usedto finance longer term assets. The high usage of overdraft facilities wouldalso suggestthat this maybe an issue forfirms in Ireland and Northern Ireland. Thelow use of specialistfinance such as assetfinance may also be a signal that longer term assets are being financed from short termcashflow. 

	Asshown in Figure 39 applications for new loans and newoverdrafts are more likely to be usedfor growth and expansion reasonsrather than forworking capital purposes. Given this,it is therefore possible to assume that a changein the mix of applications towards new lending rather than therenewal of existinglending facilities,willdemonstrate a greater demand forfinance forgrowthamongst SMEs. 
	Figure 39: Purpose of Application by Product 
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	When applicationsfrom respondents are categorised between those SMEswho considered themselves to be in a stage ofgrowth, comparedto respondents who considered themselves to be “reducing” or “surviving at all costs”, results suggest that the purpose of finance is closely related to the performance and growth aspirations of the SME.As Figure 40 shows SMEs who are “growing” their businesses ratherthan stabilisingor contracting are more likelyto needfinance for 
	When applicationsfrom respondents are categorised between those SMEswho considered themselves to be in a stage ofgrowth, comparedto respondents who considered themselves to be “reducing” or “surviving at all costs”, results suggest that the purpose of finance is closely related to the performance and growth aspirations of the SME.As Figure 40 shows SMEs who are “growing” their businesses ratherthan stabilisingor contracting are more likelyto needfinance for 
	development and investment purposes. These applicationsfor financetend to be for higher amounts andfor longer periods. “Stable” SMEs request a relatively consistent mix of working capital and growth finance, but “struggling” SMEs are more likelyto request short term working capital and cash flow type finance. These applications tend to befor lower value amounts and forshorter durations. 


	Figure 40: Purpose of Finance Applied by Business Status 
	0 20 40 60 80 100 Other Growth & Expansion Working Capital & Cashflow Percentage of Respondents 
	Source:InterTradeIrelandBusinessMonitorsurvey,Q42012 
	Recent research(McCann,2013b) hasshown that cash/working capital-based applications for creditare more likely to involve a restructuringof an existing facility and little or no additionallending incomparison to applications for investment purposes whichtend to be for higher values and do not involve significant restructuring. This featureof applications is also likely to impacton the supplyof bank finance (ifsupply is 
	Recent research(McCann,2013b) hasshown that cash/working capital-based applications for creditare more likely to involve a restructuringof an existing facility and little or no additionallending incomparison to applications for investment purposes whichtend to be for higher values and do not involve significant restructuring. This featureof applications is also likely to impacton the supplyof bank finance (ifsupply is 
	measured by volumes) and, if approved, the in Figure 41, it appearsthatIrish SMEs are demanding lower levels of financefor investment and growth in comparison to otherEUcountries but above average levels for working capital type finance (i.e. shorter term debt). No comparable figures are captured for the UK or Northern Ireland. 
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	Figure 41: Demand by Business Purpose (Investment – v-Working Capital) 
	Figure 41: Demand by Business Purpose (Investment – v-Working Capital) 
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	4.1.7 AVERAGE SIzE OF BANK FINANCE PRODuCT REquESTED 
	4.1.7 AVERAGE SIzE OF BANK FINANCE PRODuCT REquESTED 
	The Q3 2012 InterTradeIreland Business Monitor indicated that 76% of loan applications frommicro SMEs were for lessthan €50,000, incomparison to 31% for small applicantsand14% for medium applicants. The Department of Finance survey forApril 
	– September 2012 reported that the respectiveaverage application values for new credit were €69,000, €. Consultations indicated that average application figures maybe distorted due to a small number of high value applications and that the majority ofapplicationsare actually under€50,000. 
	712,000and€4.5m

	Adetailed analysis of the average sizeof credit facilities, as reportedbythe Irish and Northern Irish banks for this study, is set out in Section 5 of this report. This demonstrates: 
	Theaverage 
	Theaverage 
	Theaverage 
	•

	valueof credit facilities in Northern Irelandwas £85,000/€102,000(total lending) and £60,000/€72,000 (core business lending). 

	Theaverage 
	Theaverage 
	•

	valueof credit facilities in Ireland was £82,500/€99,000 (total lending) and £66,666/€80,000 (core business lending). 


	4.1.8 RESTRuCTuRING OF BANK OVERDRAFTS 
	An overdraft is repayable on demandand, as it is typically unsecured, there is a risk that anon-viable business willbe unable to repay the amount borrowed. The nature of overdrafts alsoallows for a bank tocall in or reducetheloan with very shortnoticewhich can be a factor of distress for anSME if itisalso struggling with trade credit problems. The debate over reducing an overdraft facility orconverting the overdraft into aloan is oftenan area of contention betweenbanksandtheir SME customers. Banks may obser
	Ofthose respondentswho indicated that their overdraft requirements had changed in the Q3 2012Business Monitorsurvey,46% had their overdraft increased or renewed, 42% had theiroverdrafts reduced and 12% hadtheir overdraftsconverted to a termloan. This indicates that there is a constant mixof SMEs who are either increasing or decreasing overdrafts.Although the numbers ofapplicants make it difficult to conclude definitively, it appeared that increases and renewals were more likely forthose respondentswho were 
	Resultsfrom the BusinessMonitoralso indicated that, in the past, the practice of reducing overdrafts was poorly communicated by banks and found to be irrational by and acauseof concern to SMEs. It should be noted that, ofthose respondentswho had their overdrafts reduced,the vast majoritygave very negative feedback ontheir banking experience indicating that they had very littleinput into the matter andthat ‘the banks just reduced it’. Ofthose businesses who had their overdraftlimits reduced, the majority des
	It is possible that the practiceof reducingoverdrafts has contributed to a perception that banks are notopen for business, which likely could have compounded difficulties and certainlywould have damaged relations between SMEs and theirlenders. 
	At present there is no external appealsprocess to review changesto overdrafts. The Credit ReviewOffice (CRO), whichoperates in Irelandonly, deals only with commercial loans, whilethe IndependentAppeals Process inNorthern Ireland has had limited uptake to date. 
	4.1.9 DEMAND FOR BANK FINANCE FROM NEW BuSINESSES 
	There is a gap inknowledge aboutthe levels of demand by age of businesses. Thisissomething which surveys and the bank lendingdata need tobegin to establish in future as it will provide aclearerpictureof the finance demands of start-ups. 

	In terms ofnew businesses, the CSO reportsthat, in Ireland,64% of new enterprises established in2006 survivedin business for four years. Figure42 shows business ‘births’ and ‘deaths’ and reveals that the numberof businesses operating in Ireland and 
	Figure 42: Enterprise Births and Deaths on the Island of Ireland 
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	TheNationalCompetiveness Council (NCC, 2012) commented on thebusiness demography figures tosay that “giventhe importanceof new firmsto job creation and innovation, it is a concernthatthe businesschurn ratein Ireland (the totalnumber of firm births and deathsasa proportion of the enterprisepopulation) was one of the lowestin the euro area in 2008”. 
	Northern Irelandhas reduced in thelast fiveyears. The most recent available data, from 2011, shows that, in Ireland, approximately10,000 more businesseswere closed than were created,while, in Northern Ireland, therewere 2,000more business deaths than births. 
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	4.1.10 SME / BANK RELATIONSHIPS 
	The larger theSME the higher the satisfaction level with their banks. Satisfaction alsotended to follow the performance of the business: profitable businesses or businesses which were growing or stable were more likely to indicate that theywere satisfied with their bank in comparisonto those businesses which were not profitable, as seenin Figure 43. 
	Figure 43: SME Bank Relationship 
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	Source:InterTradeIrelandBusinessMonitorsurvey,Q32012 
	4.1.11 SME PERCEPTIONS OF LENDING TERMSAND CONDITIONS 
	4.1.11 SME PERCEPTIONS OF LENDING TERMSAND CONDITIONS 
	The highproportion of ‘very’ or ‘quite good’ SME/bank business relationshipsdoes not translateinto a positive perception of lending by firms. The majority of Irish and Northern Irish SMEs have a negative perception of bank lending practices, believing thatbanksare not lendingto viable businesses. This compares to only 7% of respondents who indicated that they had an actual financerequirementbut feltthat thebank would not lend to them. 
	The Q3 2012 InterTradeIreland Business Monitor reports that only 28% of SMEs (Ireland 27%;Northern Ireland 29%) believe that banks were lending to viable businesses, whereas 38% of respondents in theAprilSeptember2012 Irish Department of Finance SME demand survey were of the view that the banks were lending.According to the data from SAFE, SMEs 
	The Q3 2012 InterTradeIreland Business Monitor reports that only 28% of SMEs (Ireland 27%;Northern Ireland 29%) believe that banks were lending to viable businesses, whereas 38% of respondents in theAprilSeptember2012 Irish Department of Finance SME demand survey were of the view that the banks were lending.According to the data from SAFE, SMEs 
	-

	across the Eurozone reported afurther deterioration in their view as to the availability (i.e. supply)of bank loans in2012. Interestingly,Ireland fared better than the EU average. The Northern IrelandAccess to Finance survey (Departmentof FinanceandPersonnel, 2011) reported that, in 2010, 42% of Northern Irish SMES perceived that the willingness of banks to lend had worsened that year as compared to 33%in the UK. 

	Figure44 shows that 83% ofSMEs believe that the costof borrowing has increased together with a tightening of terms and conditionsanda more onerous requirement toproduce information to allow thebank review a creditapplication. Interestingly, when the relative change in demand for finance (seeFigure 30) is comparedto the change in terms and conditions of lending to SMEs in IrelandandNorthern Ireland, itis apparent that the reductionin demandfor finance is greater than thetightening in terms and conditions. 
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	Figure 44: SME Perception of Bank Lending Practices 
	Figure 44: SME Perception of Bank Lending Practices 
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	TheQ3 2012 InterTradeIrelandBusiness Monitor survey alsoinvestigated this issue and againthe majority of SMEs wereof the view that banks were not lending becauseof the information theygotfrom the media(43%), the experience ofbusiness peers in the last year (42%),and their informal contact with their bank (25%) ratherthan their ownexperience of applying to the bank. This is supported by the Irish Department ofFinance SMEdemand surveys conducted in the period since 2009 which indicatethat 
	TheQ3 2012 InterTradeIrelandBusiness Monitor survey alsoinvestigated this issue and againthe majority of SMEs wereof the view that banks were not lending becauseof the information theygotfrom the media(43%), the experience ofbusiness peers in the last year (42%),and their informal contact with their bank (25%) ratherthan their ownexperience of applying to the bank. This is supported by the Irish Department ofFinance SMEdemand surveys conducted in the period since 2009 which indicatethat 
	SMEs are not forming their opinion basedon personal experience. Rather their views are based moreon media reporting,on what business groups and what theirbusiness peers are saying thanon theirown personal experience. Only 20% of thosesurveyed who indicated that theirbankswere not lending had formed theirview from personal experience. Larger businesses were more likely to believe that banks arelending to SMEs thansmaller businesses (see Figure 45). 
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	Figure 45: Business View Lending to Irish SMEs in the Last Six Months 
	Figure 45: Business View Lending to Irish SMEs in the Last Six Months 
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	When compared to internationalpractices, and whilst no equivalentdata is available for Northern Ireland, it is apparentthatchanges in Irish businessbank terms and conditions broadly follow those countries which have experienced economic difficulty. Figure 46 demonstrates changesin three typesof credit condition; interestrates, collateral orsecurity and loan 
	When compared to internationalpractices, and whilst no equivalentdata is available for Northern Ireland, it is apparentthatchanges in Irish businessbank terms and conditions broadly follow those countries which have experienced economic difficulty. Figure 46 demonstrates changesin three typesof credit condition; interestrates, collateral orsecurity and loan 
	size. In allcases termsandconditions havechanged more in Ireland than in the countrieswith less banking instabilityand/or stronger performance, but reflect similar or lesser changesthan other countries experiencing banking instability and/or poorer economic outlooks -Portugal, Italy, Greece and Spain. 

	Figure 46: Changes in credit conditions in Europe -40 -20 0 20 40 60 80 Mar-12 Sep-12 Interest rate increase (%)
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	with poor performance, low collateral, and who are hamstrung by debt or otherwise have poor capital structures, the terms and conditions associated with 
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	4.1.12 BANK PERCEPTION OF LENDING TERMSAND CONDITIONS 

	any new lending will tighten and lending will become more expensive reflecting the cost of risk. 
	any new lending will tighten and lending will become more expensive reflecting the cost of risk. 
	On the basis of results reported in the BLS for the Eurozone the lending terms and conditions that banks 

	The existence of a correlation between the perception of the SME on the extent to which banks are lending and the business performance of the SME is supported by research (Holton, Lawless, & McCann, 2012). This found that two important variables in explaining 
	The existence of a correlation between the perception of the SME on the extent to which banks are lending and the business performance of the SME is supported by research (Holton, Lawless, & McCann, 2012). This found that two important variables in explaining 
	are using have tightened significantly since 2006 but have largely stabilised since 2009. The data is compiled based on the views of banks operating in the Irish market and no comparative data is available for Northern Ireland. 
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	Figure 47: Changes in Credit Standards on Loans to Enterprises 
	2
	0 

	5.00 
	5.00 
	4.00 
	3.00 

	SMEs 
	Figure

	Sect
	Figure
	2.00 
	1.00 

	Figure
	Source:CentralBankofIrelandBLSresults 
	4.1.13 SMEs WHO DON’TAPPLYFOR BANK The Q3 2012 InterTradeIreland Business Monitor found FINANCE that 8% (Ireland 9%; Northern Ireland 7%) of 
	respondents considered applying for bank finance (i.e.) Varioussurveysinvestigatethereasonsastowhy theydeterminedthattheyhadafinanceneed)but SMEsdonotapplyforbankfinance. TheIrish decidednottoproceed. MicroandsmallSMEs(both DepartmentofFinanceSMEdemandsurveys 9%)werelesslikelytoproceedcomparedtomedium consistently show that over 75% of businesses indicate SMEs. that they did not apply forcredit due to factors relating to theirown business. 
	Figure 48: Businesses Considering Applying for Finance but Deciding Not to Proceed Source:InterTradeIrelandBusinessMonitorsurvey,Q32012 0 20 40 60 80 100 Northern Ireland Ireland Total Don’t know No Yes 
	Percentage ofRespondents 
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	The key to Figure 47 is as follows: 1=Decreased considerably, 2=Decreased somewhat, 3=remained basically unchanged, 4=increased somewhat, 5=increased considerably. 
	20 

	WhentheseSMEswereaskedwhytheydidnot concernedthatthebankwouldrejecttheirapplication proceedwiththeirapplicationforbankcreditwhenthey orthattheyconsideredthatthecostoffundingwould hadafinanceneed,theyindicatedthattheywere betoohigh,asshowninFigure49. 
	Figure 49: Reason for Not Proceeding with Application for Finance 
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	This builds on theresults ofprevious Irish Department of Finance surveys which indicated that a small proportion of SME businesses, in particularmicroenterprises,do not feelthatthey can apply to thebanks for fear of rejection. It also highlights that this is asmall proportion of the overall SME population and that there may bean elementof self-assessmentin the decision of an SME to progress (i.e.) not all businesses who chooseto proceed with an application do so because of externalfactors). 
	-

	The 2011 UK Finance Monitor (BDRC Continental, 2012) also reported that SMEs seekingbank finance in Northern Ireland were more likelyto citeissues with the processof borrowing than their UK counterparts. Additionallythis report suggested that 52% of would-be borrowers in Northern Ireland cited the economic climateasthe main barrier to seeking bank finance(as comparedto a UKaverage of 47%). 

	4.1.14 PROPERTYDEBT OVERHANGAND IMPACT ON BANK FINANCE 
	It is clear that when a bank is considering a new application for credit, existing debt levels are taken into consideration. Results from the InterTradeIreland 
	It is clear that when a bank is considering a new application for credit, existing debt levels are taken into consideration. Results from the InterTradeIreland 
	Business Monitor reveal that a significant porportion of firms invested in property in the past five years using bank debt. Figure 50demonstrates that four times as many mediumfirms (28%) did this comparedto micros (6%), whilethere is littledifference between businesses in Ireland and Northern Ireland. 
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	Figure 50: Property Purchased by Company Since 2005 using Bank Debt 
	Figure 50: Property Purchased by Company Since 2005 using Bank Debt 
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	AsshowninFigure51,7%ofmicrobusinesses constrainedintheirabilitytotakeonnewdebt. Of indicatethatpropertydebtwasaconsiderationwhen SMEswithexistingdebt,25%inIrelandand15% in raisingnewfinance,while19%ofsmalland23%of NorthernIrelandindicatedthatpersonalorexisting mediumenterprisesconsiderittobeanissue. businessdebtwasaconstraintinsecuringnewbank However, those companies with existing debt are finance. 
	Figure 51: Relevance of Property Debt in Consideration in Raising New Finance for Business 
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	Source:InterTradeIrelandBusinessMonitorsurvey,Q32012 
	The Q3 2012 BusinessMonitoralso found that SMEs with legacy propertydebt are almost three times more likely to request bank credit than thosewithout. This suggests that many SMEs may be attempting to take on additional shortterm borrowings in order tomake property debtrepayments rather than to finance the trading debt associated with their business. 
	The Q3 2012 BusinessMonitoralso found that SMEs with legacy propertydebt are almost three times more likely to request bank credit than thosewithout. This suggests that many SMEs may be attempting to take on additional shortterm borrowings in order tomake property debtrepayments rather than to finance the trading debt associated with their business. 
	One consequence of these investments is that, while banks are required to hold capital against all facilities that are provided, they are required toprovide additional capital against impairedloans (of which property or CREloans make up a large proportion) thus impacting on their ability tolend. 
	Findings from arecent IMF study (Abiadet al., 2011) indicate that ‘creditless recoveries,’ while notthenorm (they occur in one in fiverecessions), tendto result in slower recoveries. The research finds thatgeneral growth canbe impeded ininstances where there has beena banking crisis, a credit boom, a real-estate boom-bust cycle.Alack of credit growth can also result from an over-indebted private non-financialsector (Forfás, 2012) and,even in the presence of relatively healthybanks, the existence ofprevious 
	This has alsobeen noted by the Credit ReviewOffice (CRO) inoneof theirregular reports (Trethowan, 2012) as follows: “...thebanksolvencycrisiswaslargely causedbyCommercialandResidentialproperty lending;andonlytoalesserdegreeinlendingtoSMEs –andthismainlythroughfinancingthe‘noncore’ propertyinvestmentsmadebybusinessowners.The overhangoflegacydebtinbanks’lendingbooksis requiringacertainlevelofforbearance.Thislegacy debt,togetherwiththeweakenedconditionofmany businesseswhichmayalsorequirefurtherremedial lending
	Central Bank of Ireland research(Lawless & McCann, 2012) hasalso pointed to “thedangersofpost-boom debtoverhang”and has provided evidence “onthe effectofrelaxedcreditstandardsduringaboomon crisis-eraloandelinquency.”The research indicated that, for Ireland: 
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	creditaccumulation is positivelyassociated with credit risk during the downturn, thus exposing the dangers of credit expansions such as that experienced in Irelandup to 2008; and 

	Adecrease 
	Adecrease 
	•

	in employment of 10,000 leads toa 1% decrease in the share of performingloans. 


	The authors conclude that “thislegacydebtissueor ‘bubblelending’hasconsequencesforthebanks’ability toextendnewcredittotheSMEsector,aswellasthe borrowers’abilitytoinvestandgrow.Theeconomic crisishasresultedinabroad-baseddeclineinthe qualityofoutstandingSMEloans,butaconsiderable degreeofheterogeneityisfoundtoexistacross sectors.Thepresenceofexcessorbubblecredit accumulatedduringthepre-2008boomisalsoan importantfactorassociatedwithhigherlevelsofcurrent impairment.Thishighlightstheextenttowhichdebt overhangcanb
	The recentNorthern Ireland EconomicAdvisory Group report (EAG, 2013)concurs “thatthereisalsonodoubt thatthepropertydebtoverhangiscausingproblemsin themarketinthatviabletradingbusinesseswith propertyexposureareexperiencingmoreconstrained accesstofinance.Withouttheunlikelyeventofsome formofforgivenessofthisdebt,itwilltakesometime forbankstoworkthroughtheirbooksandforthis overhangtoworkitswaythroughthesystem.Inthe meantimethiswillrestrictbanklendingtoasignificant proportionoffirms,highlightingtheneedforbusines

	Finally, the National Competitiveness Council (NCC, 2012) suggests that the debt overhangcontinuesto undermine Ireland’s competitivenesscapacity. It suggeststhat “thedebtcrisishashadamajorimpact onfirmsalso.Manyfirmsareoverindebtedandneed torestructure.Forgrowingfirms,thecostand availabilityofcreditcontinuestobeasignificant constraint.Investmentinproductivityenhancingcapital isessentialifIrishfirmsaretocompeteinternationally.” 
	4.1.15 MISSED BANK REPAYMENTS 
	The ability of an SME to service existing debt levels has an impact on their ability to secure new credit. The Irish Departmentof Financesurvey forApril-September 2012 explored thisissue and Figure 52 showsthe businesssectors mostlikely tomiss a monthly repayment on anexistingloan. SMEs operatingin the Hotels & Restaurants sector (20%) aremostly likelyto miss a repayment, followed byAgriculture(18%), Construction (18%)andFinancialIntermediation (17%). This issue is not measured in other SME demand surveys c
	Figure 52: Missed Repayments on Existing Bank Credit Facilities by Sector 
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	4.1.16 INFORMALCONTACT WITH BANK LENDERS 
	TheQ3 2012 InterTradeIrelandBusiness Monitor suggeststhatup to 27% ofSMEs base theirimpression of lending conditions ontheir informal contactwith their bank. This is a natural process for most loan applicants who prefer to determinethe probability of success before commencing ona lengthy and time-consuming application process. However inhis ninth quarterly reportthe head of the CRO, JohnTrethowan, noted 
	that “fromtimetotimeIreceivereportsofsome businessesbeingdissuadedfromapplyingforloans,by banksfrontlinestaff.Businesseswhichrequirecredit, (particularlythosewithemployeesdependingonits survival),haveadutytoensuretheymakeaformal applicationinwritingforlending”(Trethowan, 2012). 
	The approval rate for formal applications is higher than that forinformal applications, whileinformal applications cannot be appealed to the CRO in Ireland. 
	4.1.17 AVOIDINGANAPPLICATION FOR BANK FINANCE 
	4.1.17 AVOIDINGANAPPLICATION FOR BANK FINANCE 
	The Q3 2012 InterTradeIreland Business Monitor indicated that 11% (Ireland 12%; Northern Ireland 10%) of SMEs with existing bank credit in place avoided approaching their bank in case they triedto restructure theirexisting arrangements. 
	Micro and small businesses weremore likely to avoid their banks than medium businesses, as were unprofitable or struggling businesses. Businesses not making a profit (19%) were over twiceas likely as profitablebusinesses(9%) to avoid their bank. Likewise, reducing / surviving and windingdown businesses werethree times as likely as growing businesses toavoid their bank, and twice aslikely as stable businesses. 
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	Figure 53: SMEs Avoiding Approaching their Bank in Case They Try to Restructure Existing Credit Arrangements 
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	4.1.18 DECLINE RATES majorityof SME applicants who apply receive funding, 
	eitherin wholeor in part. This can be demonstrated by Althoughdifferentsurveysemploydifferentcalculation Figure54,arisingfromtheQ42012InterTradeIreland methodologiesintheirreportingontheapplication BusinessMonitor. decline rate by banks, all ofthem report that the 
	Figure 54: The Outcome of Applications for Finance 
	Figure 54: The Outcome of Applications for Finance 
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	Thesurveyshowsadeclinerateof9%overallfor IrelandandNorthernIrelandandadeclinerateof16% forloansonly. Othersurveysshowaslightly higherrate ofdeclinesbutthey stillhappeninaminorityofcases. TheIrishDepartmentofFinanceSME demandsurvey forApril-September2012showsadeclinerateof19% overalland22%forloansonly,whiletheEUSAFE survey,whichexcludestheUK,showsadeclineratefor loansonlyof23% forIreland and15%fortheEU average. InNorthernIrelandthe2011Northern Ireland Accessto Financesurvey(Department ofFinanceand Personnel,
	TheBusiness Monitor figuresare actually closer to the decline ratesbeing reported by the banks in thedata they provided as part of this study. These represent formal applications for credit which were assessed in accordance with a formal decision for credit (credit committee or similar) and areset outin Section 5 ofthis report. They show that decline rates vary significantly across products and by bank, but that an overall decline rate ofapproximately 12% is apparent across the banking sector inIreland andN
	Thekey message arising from an analysis of all of the evidenceon decline rates is that the majority of applicants whoapply receive funding, either in whole or in part. This rate is increased when applicants who make formal applications for bank credit are analysed. Many SMEs are concerned that a declined credit 
	Thekey message arising from an analysis of all of the evidenceon decline rates is that the majority of applicants whoapply receive funding, either in whole or in part. This rate is increased when applicants who make formal applications for bank credit are analysed. Many SMEs are concerned that a declined credit 
	application may impacttheir creditrating. This is an inaccurate assumption and SMEs should be encouraged by policymakers, advisors and business representative groups alike tomake applications for credit formally, i.e. by completing a formal written application form. This is then subjectto internal bank assessment and the decision mayalso be appealed. 

	4.1.19 SME OPINION ONADECLINED BANK APPLICATION FOR FINANCE 
	All Department of Finance and InterTradeIreland surveys havefound that in the majorityof cases where a formalapplication for creditisdeclined by a bank, the SME applicant did not agree with the reason provided by the bank. 
	This is significant because it may indicate that the applicant did not consider the bank to havemade afair assessment of the application and in turn thisview may be contributing to the perception ofsome SMEs thatthe “banks are not lending”. 
	Supporting this, the Q3 2012 BusinessMonitorfound that a significant minority of firms reported that banks don’t support their business: 35% of micros and 20%of medium-sized firms.Allied to this 27% of micro-enterprises considered that their bankdid not understand the financial needs oftheir business although this decreased depending onsize (19% for small and 6% for medium-sized). 
	Figure 55: SMEs Perception of Banks Understanding their Business 
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	Businesses from Ireland weremore likely to indicate that banks had a lack of understanding in comparison to Northern Ireland and businesses from more heterogeneous sectors such as manufacturing and professional services were more likelyto have an issue thanthose from homogeneous sectors(e.g. agriculture, construction, hotels). 
	Businesses from Ireland weremore likely to indicate that banks had a lack of understanding in comparison to Northern Ireland and businesses from more heterogeneous sectors such as manufacturing and professional services were more likelyto have an issue thanthose from homogeneous sectors(e.g. agriculture, construction, hotels). 
	The 2011 Northern IrelandAccess to Finance Survey (Departmentof FinanceandPersonnel, 2011) reported that in 2010,themost common reasons given by banks to SMEs for refusing orpartially refusingan application for credit wasthatthe projecthadinsufficient potential or wastoo risky. These reasonswere followed closely by the lack ofbusiness capital and also that the business alreadyhad toomuch debt.Although numbers are too small to be conclusive,applicants whowere refused credit were more likely to indicate that 
	Coupled with Irish Departmentof Financedata, itis clear that declined applicants strongly disagree with the decision of a lender and that, where the lender makes a commercially valid decision to reject an application,this is not being clearly explained to the SME. This communication gap is contributing to the perception amongst SMEs ofan unfair application process. However it should be notedthat, inIreland,the small number of applicants to the CRO might suggest thata majority ofdeclined SMEs do not consider
	4.1.20 NON-DRAWDOWN OF BANK FINANCE 
	Asignificant proportion of SMEs,for whom a credit application wasapproved are not drawing down or using that credit. IrishDepartment of Finance surveys indicate that approximately 20% of respondents whose requestsfor credit wereapproved did not (eitherwholly 
	Asignificant proportion of SMEs,for whom a credit application wasapproved are not drawing down or using that credit. IrishDepartment of Finance surveys indicate that approximately 20% of respondents whose requestsfor credit wereapproved did not (eitherwholly 
	or in part) avail ofthe facilities.Ahigher proportion of newly-requestedcredit facilities arenot drawn down in comparison to renewed facilities. This has not been measured to date for Northern Ireland. 

	The most frequent reason cited for not availing of approved credit continued to be ‘not needed at present time’. There also appears tobe an increase inthe numberof respondentswho reported that the criteria / conditions attaching tothe credit approval prevented them from availing of the sanctioned facility (this proportion was up from 3%in March 2012to 8% in September 2012). 


	4.2 THEBANKAPPLICATION PROCESS,PROCEDuRESAND CRITERIA 
	4.2 THEBANKAPPLICATION PROCESS,PROCEDuRESAND CRITERIA 
	4.2 THEBANKAPPLICATION PROCESS,PROCEDuRESAND CRITERIA 
	4.2.1 HOW BuSINESSES RATE THEIR ABILITIES 
	The Q3 2012 InterTradeIreland Business Monitor found that the majorityof SMEs believed that theyhave good capabilities in relation to maintaining regular management accounts,estimating cashflow requirements,and in understanding the cost of finance. AsFigure 56 shows, one area where SMEs identified a weakness was in negotiation with banks. Capabilities tended to increase with sizewhich is not unexpected given job specialisation inlarger businesses, while SMEperceptions of their abilities across both jurisdic
	The findingsare in linewith the 2011 UK Finance Monitor, which reportedthat33% of Northern Irish SMEs are likely to havea business plan and 39% produced regular managementaccounts which was in line with the UK average. 

	Figure 56: How Businesses Rate Their Abilities 
	Ireland 
	Ireland 
	Managingregularmanagementaccounts Understanding costimplicationsoffinance Negotiatingwithbanks Estimatingcashflowrequirementsforthecomingmonths Developing abusinessplan 
	Northern Ireland 
	Managingregularmanagementaccounts Understanding costimplicationsoffinance Negotiatingwithbanks Estimatingcashflowrequirementsforthecomingmonths Developing abusinessplan 
	Figure

	0 20 40 60 80 100 PercentageofRespondents Very good 
	Quitegood 
	Quitegood 
	Quitepoor 
	Verypoor 

	Don'tknow 
	Source:InterTradeIrelandBusinessMonitor,Q32012 
	Theresults above indicate that the vast majorityof SMEs surveyedperceivedthat their abilities are very/quite good. However,theviews of funding providers (banks,equityinvestorsand government finance providers) and benchmarking reportsoffer a less favourable assessment. Consultations conducted in the course of this study indicated that standards variedgreatlyacross the SME population and there was strong consensus amongvarious lenders that the quality ofapplication /business plan received was,in general, poor
	(Trethowan, 2012). 
	Those consulted in the course ofthis study highlighted: 
	financialrestructuringskillscoursesavailabletoSMEs; 
	financialrestructuringskillscoursesavailabletoSMEs; 
	AlackoffinancialskillswithinmanySMEsandof 
	•


	Thatthemajorityofintermediariesinvolved 
	Thatthemajorityofintermediariesinvolved 
	•

	inadvising SMEsarenotadequatelyfamiliarwiththebank applicationprocesses,conditionsandstructures; 


	That 
	That 
	That 
	•

	manySMEs are unable to afford the accountancy fees needed to supportmaking applications for new credit to theirbank oran equity source or to restructureexisting credit facilities; and 

	Existing 
	Existing 
	•

	state-funded trainingor development programmes are focused on particulartypes of business or high growth business. 


	The importance of management capability has been highlighted in a number of reports (e.g, InterTradeIreland etal, 2009). Improving management capability within SMEs canlead tosignificant returns in terms ofincreasedproductivity, increased employment, better business survival rates and a more skilled workforce. Management practicein the highvalue manufacturing sectorsin Ireland was considered to be above average but there was considerable variation in performance by sector and firmsize and firmcategory. SME 
	Governments in Ireland and Northern Ireland have either rolledout “SME Finance Vouchers” or had begun lication.Theseare intendedto meet the need toenhance the capability of a significant 
	todoso,attimeofpub
	21 

	This measure was introduced in Budget 2014 for Ireland to be available to 1,000 businesses and has been available in Northern Ireland since 2012 ). 
	21 
	(see www.investni.com/jobs/access-to-finance 

	number of SMEs through directsupportin the areas of financial management and building commercial management capability. Given that many SMEs say they areunable to afford professionaladvice in engaging withtheir banks or in applying forcredit or restructuring their debt levelsthese voucherschemes will providean important support. 
	number of SMEs through directsupportin the areas of financial management and building commercial management capability. Given that many SMEs say they areunable to afford professionaladvice in engaging withtheir banks or in applying forcredit or restructuring their debt levelsthese voucherschemes will providean important support. 
	Thereremainsa question whetherimprovingcapability is theresponsibilityoftheSME,accountant/business adviser,thebank,orofgovernment. However,some banksarealsostartingtointroducecustomermentoring programmesduetotheir beliefthatSMEs,especially microsandsmallfirms,needassistanceinnavigating thefundinglandscape.Andbestpracticeinitiatives internationally(seeChapter6)suggeststhatan increasedfocusonone-to-onesupportforSMEssuch ashelplines,mentoringandvoucherschemes(noted above)can helpreducethecostofdrawingdown fina
	4.2.2 HOW PROVIDERS RATETHEIRABILITIES 
	Whilstthere islittlepublishedorsurveyevidencewhich examineshowproviders ratetheirabilitiestoevaluatea creditapplication,consultationsconductedinthecourse ofthisstudydemonstratethat,inparticular,banks are verywellawareoftheneedtoaddresscertaingaps. 
	Thesecanbesummarisedascapability gapsinthe followingareas: 
	Thepreparationorreviewofcashflowsor 
	Thepreparationorreviewofcashflowsor 
	Thepreparationorreviewofcashflowsor 
	•

	cashflow ratherthanasset-backedlending; 

	Analysisofbusinessplans; 
	Analysisofbusinessplans; 
	•


	Thesustainability 
	Thesustainability 
	•

	orviabilityassessmentofSME trading businesses; 

	positions;and 
	TherestructuringofSMEbalancesheets/finance 
	•


	Thedevelopmentofmulti-typefinancesolutions. 
	Thedevelopmentofmulti-typefinancesolutions. 
	•



	Supportingtheconsultationfindingsarecent report (Forfás,2012)hascalledon lendersto improvetheir abilitiesinassessinghigh techand innovative businesses inparticular: “evenbeforethecurrent financialcrisisemerged,anumberofstructuralissues wereevident.Innovativeexportingsmallandmedium enterprises(SMEs)traditionallyexperiencedifficultyin 
	Supportingtheconsultationfindingsarecent report (Forfás,2012)hascalledon lendersto improvetheir abilitiesinassessinghigh techand innovative businesses inparticular: “evenbeforethecurrent financialcrisisemerged,anumberofstructuralissues wereevident.Innovativeexportingsmallandmedium enterprises(SMEs)traditionallyexperiencedifficultyin 
	accessingexternalcreditfinance.Thereasonsmaybe thatnewertechnologyandbusinessmodelsmightnot neatlyfitintoexistinglendingcriteriaoffinancial institutions;alackofcollateraloralackoftrackrecord. Inthisregard,amovetowardsabankingsystemwithan in-depthunderstandingofinnovativesectors(e.g. software,telecoms,digitalcontent,medtechandlifesciences)andapro-activeoverseasbankingnetwork arerequiredinthemediumterm.Moreimmediately, thereneedstobeafocusonsupportinginternationally tradingbusinessesintermsofboththeprovisiono
	-


	Surveyrespondentsoftencomplainthatbanksdonot provideadequate feedbacktoSMEsastothereason theirapplicationforcreditwasdeclinedandanumberof bankshavestartedtoimplementschemestoaddress this. However,thequalityoffrontlinestaff inmany banksandtheirknowledgeofcash flowlending,robust financialanalysis,funding restructuringandtheIrish fundinglandscapeispoor,asmanyhavespentthelast numberofyearsin “sales” roles. Todealwith thisissue banksinIrelandhavebegun, in2012 and2013,to introduceprogrammes inthe areasoffront lin
	Concluding on thisissue, JohnTrethowan, head of the CRO, notedin his 8threport (Trethowan,2012): “Iam howeverdisappointedthatthereisnotmoreevidence ofsupportfor‘enterpriserisktaking’onnewand increasedlendinginthebanks’currentlendingpolicies. Thiswouldsuggestthattheircurrentriskappetite needstobereassessedinordertosupporteconomic andemploymentrecovery…Myreviewersget particularlydisheartenedwhencustomerfocusisnot evidentanditisclearthatthebankhasadeclinedan 
	Concluding on thisissue, JohnTrethowan, head of the CRO, notedin his 8threport (Trethowan,2012): “Iam howeverdisappointedthatthereisnotmoreevidence ofsupportfor‘enterpriserisktaking’onnewand increasedlendinginthebanks’currentlendingpolicies. Thiswouldsuggestthattheircurrentriskappetite needstobereassessedinordertosupporteconomic andemploymentrecovery…Myreviewersget particularlydisheartenedwhencustomerfocusisnot evidentanditisclearthatthebankhasadeclinedan 
	applicationwhichhasdevastatedtheownersofahard workingSMEorfarm,butwhichispotentiallyviable withsomecreativityandbankingskill.Theyarealso,by default,providingforbearanceoptionstothose businesseswhichhave‘legacydebtoverhangs’ontheir lendingbooksfromtheboomyears….thechallengefor banksistodevelopapproacheswhichcanprovide creditforthosebusinesseswithintheSMEsector, wherebytheycanbeseentoleadratherthanfollow economicrecovery;thisrelatesparticularlytostillviable SMEswithintradesectorswhichhavebeenworst affectedbyt



	4.3 DEMANDFORNON-BANK FINANCE 
	4.3 DEMANDFORNON-BANK FINANCE 
	Existing survey data would suggest that the demand for non-bank finance is low. While itisgenerally accepted that this is the case, the demand has to beunderstood within the following context: 
	Existingsurveys often underrepresent particular cohorts of clients such as new start up businesses and, as such, mayunderstate the demand for equity; and 
	Existingsurveys often underrepresent particular cohorts of clients such as new start up businesses and, as such, mayunderstate the demand for equity; and 
	•

	Theabsence of a wide rangeof alternative non-bank products historically is also a supplyfactor which influences demand. 
	•


	It is worthnoting that some research(Mac an Bhaird, 2010) found that the demand for non-bank financeis also restricted bythefact that government, angel and venture capital investors typically only provide finance to a smallnumber of specific businesses in targeted industry sectors which match theinvestor’s portfolio, risk and return on investment goals. However, anESRI working paper (Casey & O’Toole, 2013)concludes that 
	“banklendingconstrainedSMEsaresignificantlymore likelytoavailofalternativeformsofexternalfinance”, 
	suggesting that the importance of non-bank finance to SMEs shouldhave increased in the period since2009. 
	The evidence to support this is still slight, given the small numbers and highermargins oferror. However, the Q3 2012InterTradeIreland Business Monitor demonstrated that only 5% of SMEs (Ireland 6%; Northern Ireland 4%) had appliedfor non-bankfinance. The Irish Department ofFinance surveys since September2011 have found that demandfor all types of non-bank financeistypically between10%-15%with demand increasing with businesssize. 
	Figure 57: Demand for Non-Bank Finance 
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	Source:IrishDepartmentofFinanceSMEdemandsurveys,2011-2012 
	Government support and loans / equity from familyor friends are the most populartypesof non-bankfinance although this demand is affected by a number of factors including businessage, sector and size. 
	Government support and loans / equity from familyor friends are the most populartypesof non-bankfinance although this demand is affected by a number of factors including businessage, sector and size. 
	4.3.1 DEMAND FOR EquITYFINANCE 
	The resultsof the Q4 2012 InterTradeIreland Business Monitor reported that around 1% of respondents indicated that they sought financial support from equity sources (i.e. business angels or venture capitalists) in 2012. These figures are in line withtheDepartment of Finance SME demand survey forApril–September 2012which indicated that, in the previoussix month period approximately: 
	5% 
	5% 
	5% 
	•

	of respondents demanded loans or equity from family and friends; 

	4% 
	4% 
	•

	of respondents requested loans or equity from business partners; 

	2% 
	2% 
	•

	of respondents requested venture capital finance; and 

	2% 
	2% 
	•

	of respondents requested business angel finance. 


	However, a reportprepared by the European Parliament (Tykvová, Borell, & Kroencke, 2012) suggests that “theresultsfromsuchsurveysmay deliverimportantinsights,buttheymustbeinterpreted withcautionwhentryingtoassesshowmuchventure capitalislacking.First,thesamplesincludeallSMEs, thevastmajorityofwhichwillbecredit-financedand nottargetsorpotentialtargetsofVCs...[and]...only existingcompaniesareundersurvey,whichmaybias theresults.” 
	As noted above, it is generally acceptedthatequity financewillonly ever be suitable for a small minorityof SMEs,often start-ups and /or high potential growth businesses (Nesta,2009) and more mature companies with short to medium termgrowthor expansion plans. However,it will remain akey source of finance forthis cohort of businesses. In many cases these companies will not beable tomeet the lending criteria of banks due tooneor more of the following: lack of a track record, inadequate cashflow, lack of collat
	Recent research internationally (DG Enterprise & Industry and DG Research& Innovation, 2011) and in Ireland (Forfás, 2012) hassuggested that there has been some increase in interest by SMEs in the use of equity finance and that there maybe potential for promoting and increasing the useof equity and quasi-equity finance options across a slightly widerrange of SMEsthan has heretofore beenthe case, albeit that this will always remain a relatively small cohort as a percentage of overall SMEs. Demand for seed an
	The majority ofconsultees with whom discussionswere held inthe course of thisstudy in both jurisdictions suggested that the demandfor equity finance,the pipeline or deal flowissignificantly lower in Northern Ireland than in Ireland. However,it was generally consideredthattheincreasedsupply and availability of seed and early stage funding overa number of years in Ireland had beena significantdemand stimulant. 
	The increased supplyof seed and early stage funding is not, however, the only factor which should be consideredin comparing the two jurisdictions and it wouldbe overly simplistic to compare Ireland and Northern Irelandalong these lines.Arangeof other factors present distinguishing advantages in Ireland, including the competitive tax regime, the significant presence oflarge multi-nationalsin Ireland, the strong knowledge economy focusandpresence, and the examples of high-profile entrepreneurs who haveused an

	4.3.2 WHYSMEs DO NOTAPPLYFOR EquITYFINANCE 
	Demand for equity finance from venture capital funds and business angels as distinct from personal finance or other informal forms of finance fromfriendsand family is inherently difficult tomeasure. This is because in general demandcannotbe measured in formal applications, suchaswith bank finance.Also, with the exception of the data collectedbythe Irish Venture CapitalAssociation (IVCA) and the British Venture CapitalAssociation (BVCA) there is no central data collection orreporting entity which capturesdat
	There is limited dataavailableon enquiries and applications to the variousequitysources. While some data wascollected onenquiries and applications for some of the government-backed funds, this was neither comprehensive nor consistent across all schemes and did notallow for analysis bysector, sizeof company or lifecycle stage. 
	Consultation and deskbased research conducted inthe course of this study, wouldsuggest that the following are the threemain, but not only, factors which explain thelow levelsof demand for and take up of equity finance across the island: 
	The 
	The 
	The 
	•

	profile of SMEs; 

	The 
	The 
	•

	supply side issues impactingdemand and confidence in equity; and 

	Alack 
	Alack 
	•

	ofawareness and understanding ofequity finance amongst SMEs. 


	SME profile in Ireland and Northern Ireland 
	Section 3 of this report demonstrates the extent to which SMEs across the islandof Ireland are concentrated (by number ofenterprises) ina small number of sectors andthe extent to which they heavily rely onthe domesticeconomy. This reliance and the resultant lowgrowthpotential, in particular at present, may not beattractive to equity investors seeking a short to medium termreturn ontheir investment. 
	In addition,there area large number of SMEs operating in traditional sectors in Ireland and Northern Ireland who donot have a culture or history of using equity capital. Large numbers of these SMEs arelifecycle or 
	In addition,there area large number of SMEs operating in traditional sectors in Ireland and Northern Ireland who donot have a culture or history of using equity capital. Large numbers of these SMEs arelifecycle or 
	family businesses and, in general, their owner/managers are reluctantto cede control of their business, whichthey perceive equity finance would requirethem todo. 

	That said, opportunities for investmentstill exist in certain sectors, businesses and types of SME. 
	Supply issues impactingdemand and confidence in equity as a viable option 
	Anumber ofsupply sideissues impact on demand and confidence in equity as a viable option in Ireland and Northern Ireland. 
	Theseinclude: 
	Theabsence 
	Theabsence 
	Theabsence 
	•

	of a continuum of funding in Northern Irelandwhere a young firm which secures funding at an initial stage of their development, can in turn progress to middle and later stage equity investment. 

	Thespecific 
	Thespecific 
	•

	or niche focus ofIrish government-backed seedandearly stages funds, with high levels of investment inhigh tech companies, may not be fully suitable orbe perceived as suitable forsome SME sectors (e.g. companies with high growth potential who arenotnecessarilyhigh tech). High technology companiesaccount forover 90% of venture capital investmentin Ireland compared to a weighting of31%in Europe (Irish Venture Capital Association, 2012). This suggests that equity investing inother countriesismore diverse, andas

	Low 
	Low 
	•

	levels of seed and equity finance in Northern Irelandover the last number ofyears may have impactedconfidence in theavailability of equity finance amongstNorthern Irish SMEs and,in turn, this can impacton the demand for such finance. 

	Theobjectives 
	Theobjectives 
	•

	of venture capital firms / private investors and SME owner/managers are often not aligned – quick sale/return versuscontrol, longevity and succession planning. Many private investors also fearbecomingentangled in SME familial disputes and succession planning. 


	Lowlevelsofawarenessand understandingof interestrates basedongrowthprojections,would 
	equityoptionsamongstSMEs 
	equityoptionsamongstSMEs 
	Muchworkhasandcontinuestobedonetopromote equityasanoption. Whileitisconsideredtobewell knownand understood withinthestart-upandhightech community,theconsultationsforthisstudy indicate that thereisalackofawarenessandunderstandingof equity,andquasi-equityoptions,acrosssomesectors andmorematurebusinesses forwhomequitymaybe anoption. Thismaycontributeto lowerlevelsofdemand acrossthiscohortofSMEs. 
	Itwouldappearthatthereisalsoalowlevelof awarenessamongstSMEsofthebenefitsof complementaryfundinganduseofalternativessuchas mezzaninefinance. From ademandperspective,there is astrongbelief thatthequalityofinvestmentproposals andbusinessplans atseedandearlystagehave benefitedfromtherangeof investmentreadiness supportplatformsand initiatives,inparticularinIreland. Consultees inIrelandhoweversuggestedthattherewas a skillsandcapabilityissue intermsofmovingtothe nextstage formanySMEs;inparticular,preparingfor fol
	Consultees inNorthernIrelandsuggestedthatsome workwasstillrequiredto coordinate,streamline,and extendtherangeofinvestmentreadinessand business supportsavailabletoearlystageandgrowthcompanies andtomake iteasier forSMEstounderstandthe relevanceofparticularprogrammestotheirspecific stageofdevelopmentandtheirneeds. Despite jurisdictionaldifferences,consulteesinbothIrelandand NorthernIrelandbelievethatthecommercialand managementskillsofinvesteemanagement teams remainaweaknessand requireimprovement. 
	Someresearch(IndustryTaskforce,2012,andFGSMc ClureWatters,2010)hassuggested thattheroleof equityfinancemaybecomeincreasinglyimportanttoa widercohortofSMEsduetochangesinthe bank lendingenvironmentassummarisedelsewhereinthis report(Section4.1). 
	Morematurecompanieslookingtofinancegrowthand expansionplansmayincreasinglylooktoquasi-equity options,along thelinesoftheevidence from international analysis. InNorthernIrelandtheGrowth LoanFund, amezzaninedebtproductwhichallows companiestodrawdownunsecured loans athigher 
	Morematurecompanieslookingtofinancegrowthand expansionplansmayincreasinglylooktoquasi-equity options,along thelinesoftheevidence from international analysis. InNorthernIrelandtheGrowth LoanFund, amezzaninedebtproductwhichallows companiestodrawdownunsecured loans athigher 
	appear tohavetappedintosome latentdemand inthis area. Dueto theglobal financialcrisistheremayalsobe SMEswhoarehighlyleveraged(includingthosewith significantpropertydebt),whomayhave limitedother finance alternatives,andwhowillincreasinglylook to equityandquasi-equityoptionstorestructureand/or finance thegrowthplansoftheirtradingbusinesses, albeitthatitmustbeexpectedthatrestructuring cases willalwaysbe reviewedselectivelyandcritically. In this regard,thenewNationalPensionReserveFund (NPRF)SMETurnaroundFundsho

	Itisnotpossibletoascertainthe levelofunmetdemand forequityfinancefromsurveydataorforthenumbersof SMEsforwhomequityfinancemightbeaviablefunding option. These couldincludeSMEswithstronggrowth potential in sectorsor withprofiles(e.g. low-tech, generalist)thatarenotcurrentlysuppliedortargetedby venturecapitalfunds. Thuspolicyandpracticemayalso needtofocusonthoseSMEswhomaybesuitablefor equityfinancebut whoeitherdonotconsider themselvestobesuitable(e.g. highgrowthbutnothigh tech)orthoseSMEswho arenotawareof,donot
	Policymayalsoneed tofocusontheneedsofSMEs carryinghighlevelsofdebtandin needofrefinancing whomay increasingly looktoequityandquasi-equity optionstorefinanceandsupportthe growthoftheircore tradingbusinesses. Improved demandsidestatistics wouldberequiredtofacilitateevidence-baseddecisions inthisarea. Inthisregarditwillbe interestingtomonitor demandstatisticson thenewfunds(NPRFSME TurnaroundFund inIrelandandtheGrowthLoanFund inNorthernIreland)discussedfurtherinSection5.4.1. The collectionandanalysisofenquiries
	The importance of ready availability of seedandearly stage finance as a demandstimulantmust also be addressed in Northern Ireland. We note that the Northern Ireland Executive’sAccessto Finance 
	The importance of ready availability of seedandearly stage finance as a demandstimulantmust also be addressed in Northern Ireland. We note that the Northern Ireland Executive’sAccessto Finance 
	Strategyhas taken cognisance of this with the extension of seed and earlystage funding in 2013 and there areplansto put in place increasedseed and early stage funding fromApril 2014. Policy and practice in both jurisdictions must also continue toassess how to address any demand side weaknesses around the area of business supports including the suite of investment readinessprogrammes, supporting businesses to secure follow on funding and enhancing commercial and management skills of investee teams. 


	4.3.3 DEMAND FOR PuBLIC FINANCE 
	Alarge number of public finance schemes for SMEs existin Ireland and NorthernIreland,which are outlined in greater detail inSection5.4. SMEs and their advisors, business groups and accountants typically are not aware of the public schemes and funds that are available to theirclients. Thecomplexanddistributed nature of non-bank funding sources, as outlined in the 
	Alarge number of public finance schemes for SMEs existin Ireland and NorthernIreland,which are outlined in greater detail inSection5.4. SMEs and their advisors, business groups and accountants typically are not aware of the public schemes and funds that are available to theirclients. Thecomplexanddistributed nature of non-bank funding sources, as outlined in the 
	funding landscape maps (Appendices 1 and 2to this report), and the variedapplication routes makes the useof non-bankfunding difficult and often expensive for SMEs.Alack of awareness of non-bankand Government schemes could act as a barrier to demand. 

	Resultsfrom theQ32012InterTradeIrelandBusiness Monitor indicate thatthereisa low level ofawareness amongstrespondentsforpubliclyfundedfinanceor supportschemes. 58% (50% Ireland;NorthernIreland 62%)ofrespondentswereunawareofpublicly-funded schemessetuptoassistbusinessesthatrequired finance.AsshowninFigure58,ageneral lackof awarenesswashigheramongstsmallerSMEsand respondentsfromNorthernIrelandwere lessaware thanthose inIreland. Thelowestlevelofawareness wasfoundamongSMEs insectorssuchas construction (70%),acc
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	Figure 58: Awareness of Public Finance Schemes 
	Figure 58: Awareness of Public Finance Schemes 


	Have applied for finance under one of these schemes Have heard of them and have obtained further details but have not applied 
	Have applied for finance under one of these schemes Have heard of them and have obtained further details but have not applied 
	Have applied for finance under one of these schemes Have heard of them and have obtained further details but have not applied 
	Have heard of them but don't know any details Not aware at all 

	Source:InterTradeIrelandBusinessMonitor,Q32012 
	Source:InterTradeIrelandBusinessMonitor,Q32012 


	Therearesignificantlylowerlevelsofawarenessfor newly-launchedschemes.Ofthosebusinessesbased in NorthernIrelandwhowereaskedabouttheEnterprise FinanceGuarantee(EFG)schemeandtheNorthern IrelandSpinOut(NISPO) initiativeonlytwobusinesses hadappliedforbothschemes. Bytheendof2012,atotal of215EFG loanshadbeenapprovedinNorthernIreland. 
	Whilsttheresponsibilitytoresearchandidentifypotential financialassistanceshouldrestontheactualSME, fundingprovidersshouldmakeeveryefforttosimplify thisprocessviaawarenesscampaigns. Inaddition,more accuratedataonthedemandforpublicfinanceschemes isneeded(bysector,size,etc.)onthenumberorvalue ofenquiriesreceivedorapplicationsforschemesmade. 


	5. Supply of Finance 
	5. Supply of Finance 
	5.1OVERALLSuPPLYOF FINANCE 
	5.1OVERALLSuPPLYOF FINANCE 
	This study presents the first comprehensive analysis of the supplyof financefrom bank, publicandequity funding sources toIrish and Northern Irish SMEs. The information is based on data supplied by the various funding suppliers (banks,VCs, publicsector bodies, angel groups) to the research team and on further analysisof available public information. The inclusion of funding suppliers has been carried out ona “best efforts” basis andattempts havebeen made to include all availablematerial from suppliers of fun
	This data is particularlypertinent to Northern Ireland where the EconomicAdvisoryGroup (EAG, 2013)has highlighted that theabsence of bank lendingdata is a significant issue for policy makers. In particular, since bank finance makes up 95% of all finance provided to Northern Irish SMEs, the lack of a formal processfor the collection and analysis ofbank supply side data is impacting on the abilityof policymakers and funders to adequately respondto the needs ofSMEs. The fact that detailed supply data hasbeen p
	The totalsupply offinance to SMEsacross all sources at 31st December 2012 was€33.7 / £27.5 billion.The 
	The totalsupply offinance to SMEsacross all sources at 31st December 2012 was€33.7 / £27.5 billion.The 
	22

	total current supplyof finance to SME is measured as follows: 

	In 
	In 
	In 
	•

	the caseof bank lending as exposureor stock of “real economy” lending;
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	In 
	In 
	•

	the caseof externalequity(including government backed equity participation) as the total valueof investments made over the last5 years; and 

	In 
	In 
	•

	the caseof public finance schemes as the gross balance sheet value of investments/ funding as at 31st December 2012. 


	Totalbank SMEfundinginNorthernIrelandwas beforebeencaptured,it is impossible totellifthis has fallenorriseninrecentyears. InIreland,totalbankSME fundingwasapproximately€25.7/£21.0billion,down from€34 billioninQ42010(whenbanksupplydata begantobe capturedbytheCentralBankofIreland). Bankfunding isbyfarthemost significantsourceof fundingamongstbothIrish andNorthernIrishSMEsat 93.4%of totalSMEfinanceat31stDecember2012. 
	approximately€5.8/£4.7billion.As thisdatahasnever 

	The second, most significant source of funding is external equity finance asrepresentedby seed capital, venture capital and businessangel finance. External equity finance, includinggovernment backed equity finance, accountedfor approximately 5.5%of total SME funding at 31st December 2012. The smallest element, direct government funding not includedin equity finance, represented 1% of all finance extended to SMEs as at31st December 2012. 
	The total supplyof financefrom all sources to Irishand Northern Irish SMEs is summarised inTable1. 
	Table 1: Total Supply of Funding to SMEs 

	Ireland Northern Ireland Total % of total 
	Bank Finance 
	Bank Finance 

	25,697/ 5,815/ 31,512/ 93.4 €/£m 
	20,971 4,744 25,715 Seed&VC 
	1385/ 249/ 1,634/ 4.8 €/£m 
	1,130 203 1,333 
	Angel&Private(visibleandinvisible) 184/ 62/ 246/ 0.7 €/£m 
	150 50 200 PublicFinance 
	312/ 27/ 339/ 1.0 €/£m 
	254 22 276 
	Total €/£m 
	Total €/£m 

	27,578/ 22,504 
	27,578/ 22,504 
	27,578/ 22,504 
	6,153/ 5,021 
	33,731/ 27,524 
	100 

	81.8 
	81.8 
	18.2 
	100 
	-


	Total% 
	Total% 

	Using an exchange rate of €1 = £0.816 (as at 31st December 2012 taken from the Central Bank of Ireland). 
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	Bank finance data has been compiled using the real economy method i.e. a similar approach to that employed by the Central Bank of Ireland in the TrendsinBusinessCreditandDepositsseries and, as such, includes only real economy activity and excludes financial intermediation, real estate and construction lending. 
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	5.2 SuPPLYOF BANKFINANCE 
	5.2 SuPPLYOF BANKFINANCE 
	Total bank finance of €31.5 /£25.7 billion had been extended to Irish and Northern Irish SMEs as at 31st December 2012. 
	This figure for total bank funding in the Irishand Northern Irishmarkets forSMEs has been collated on thebasisof detailed data returnscompleted by each of themain SME banks operating in eachjurisdiction. This studydidnotincorporate an audit of dataprovided by individual banks. Rather each bank was asked to complete a detailed datareturn by extracting data from their core systems covering the periodup to 31st December 2012 and to provide those completed These returns werebased on the model established by Maz
	returns to the researchers.
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	In the event that ongoing reporting of bank datais envisaged, further work would be required to ensurea more in-depth understanding of the dataandto identify any changes required to the model to improve the robustness and consistency of the data. The detail of theoriginal exercise performed by Mazars in 2009 in order to facilitate ongoingcollection and reporting of bank data is detailed inSection2.2. Such anexercise was not possible within thetime and resource limitations of this study and,as such, a number
	For thisstudythe datareturns included requestsin relationto: 
	Enquiries; 
	•

	Applications 
	Applications 
	Applications 
	•

	for new credit received (formal applications); 

	Applications 
	Applications 
	•

	approved; and 

	Exposure 
	Exposure 
	•

	or stock ofcredit. 


	Data returns includedthefollowing bank products: 
	Loans; Overdrafts; 
	•
	•

	Finance 
	Finance 
	Finance 
	•

	and leasing; and 

	Invoice 
	Invoice 
	•

	discounting. 


	Data was split across the NACEsectoral codesA-Q (seeSection2.2for detail). Total lendingto SMEs (line 1 inTables 2 and 3) has been prepared on a full reportingbasis(i.e. including all business sectors). Total businesslending to SMES (line 3 inTables 2 and 3) has been preparedon the basis of the exclusion of the Construction,FinancialIntermediation, and Real Estate, Land & Development sectors, using an approach similar to that followed by the Central Bank of Ireland. 
	The analysis of bankdata waslimited by the following: 
	Many 
	Many 
	Many 
	•

	banks operate a numberof disparate systems covering the lendingprocess from enquiry through application to approval and ultimately to drawdown, which makes it impossible to create links between all stages of the lending process. 

	Thesystems 
	Thesystems 
	•

	inplace within the individual banks are very differentand operate on a bank-specific basis, making the information contained within them difficult to compare. 

	It 
	It 
	•

	is not always possible toanalyse lendingon a product-by-product basis in all banks as applications for certain products arenotseparately coded in back office systems. 

	In 
	In 
	•

	the case ofsome banks,different systems are used in the same bank, depending on the type or size of the credit facility inquestion and these systems are notconsistently structuredeven withinthatbank. 

	It 
	It 
	•

	is not always possible toseparately distinguish bank customers by size of SME (i.e. micro,small and medium) due to the lack of information heldin bank systems, so, by necessity, assumptions have been made. 

	Differences 
	Differences 
	•

	inthemodels and nature of data collected (e.g. some banks inIreland record data for loansandoverdrafts together (due to system limitations),whereas banks in Northern Ireland all report them separately). 


	The bank funding figures for Ireland are taken from Central Bank of Ireland,Trends in Business Credit and Deposits, December 2012. 
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	These differences in systems, lending processes and datamodels have impacted on the ability to preparea detailed consolidated and comparative pictureof lendingto SMEs acrossthebanking sector in Ireland and Northern Ireland, as representedbythe banks included in this study. However, the final overall picture and the information presented in this report are materiallycorrectandpresenta clearand, insofar as it is possible, accurate picture ofSME lendingin Ireland and Northern Ireland. 
	These differences in systems, lending processes and datamodels have impacted on the ability to preparea detailed consolidated and comparative pictureof lendingto SMEs acrossthebanking sector in Ireland and Northern Ireland, as representedbythe banks included in this study. However, the final overall picture and the information presented in this report are materiallycorrectandpresenta clearand, insofar as it is possible, accurate picture ofSME lendingin Ireland and Northern Ireland. 
	The followingsectionssummarise the currentvolumes of lending activity to SMEs as represented by theseven banks participating in the research. These volumes are expressed by an analysis of: 
	Total 
	Total 
	Total 
	•

	bank lending to SMEs (including by sector); 

	Valueof 
	Valueof 
	•

	credit requested(new and restructured credit); 

	Approval 
	Approval 
	•

	rates; and 

	Average 
	Average 
	•

	values of creditapplicationsbylending products. 


	The report cannot provide additional analysison the total value of new lending or enquiries due to inconsistenciesor limitations inthe data provided. The assumptions made in the compilation of this data are set out inAppendix 3. 
	5.2.1 TOTALBANK LENDING TO SMEs 
	Table 2 provides a summary of total bank lending to SMEs in Ireland and Northern Ireland as at31st December 2012. 
	Table 2: Total Bank Lending to SMEs (Exposure) 

	Ireland Northern Ireland Total % of total 
	Real economy lendingtoSMEs 
	Real economy lendingtoSMEs 

	25,697/ 5,815/ 31,512/ 43 €/£m 
	20,972 4,745 25,717 
	Financialintermediation,real estateand construction(i.e. nonrealeconomy) 32,479/ 8,984/ 41,463/ 57 €/£m 
	26,506 7,332 33,838 
	Totalbanklending toSMEs
	Totalbanklending toSMEs
	€/£m 
	Total % 

	58,17625/47,478 
	58,17625/47,478 
	58,17625/47,478 
	14,799/ 12,077 
	72,975/ 59,555 
	100 

	82 
	82 
	18 
	100 
	-


	In Ireland, the four sectors with the highest levelsof SME lending (i.e. bank exposure)are: 
	In Ireland, the four sectors with the highest levelsof SME lending (i.e. bank exposure)are: 
	Realestate,land 
	Realestate,land 
	Realestate,land 
	•

	and developmentactivities (by far themost significant at 55.8% oftotal lending); 

	Wholesale 
	Wholesale 
	•

	and retail trade,repair ofmotor vehicles andmotorcycles; 

	Accommodation 
	Accommodation 
	•

	and food service activities;and Agriculture. 
	•



	InNorthern Ireland, the four sectors with the highest levels of SME lending (i.e. bankexposure) are 
	Real 
	Real 
	Real 
	•

	estate, land and development activities (by far the most significantat 60.7% of total lending); 

	Primary 
	Primary 
	•

	Industries (i.e.Agriculture); 

	Wholesale 
	Wholesale 
	•

	and retail trade, repair of motor vehicles 


	and motorcycles;and Manufacturing. 
	•

	Figure59 shows the sectoral profile of bank exposure by real economy business sectorsin Ireland and Northern Ireland. 

	It should be noted that the total lending figure included in the Central Bank of IrelandTableA14.1 – CreditAdvanced to Irish Resident Small and Medium Enterprise as at 31 December 2012 is €71billion as this includes lending to certain financial vehicle corporations (FVCs) in the financial intermediation sector, mostly mortgage backed securitisation vehicles reported to the Central Bank, whose balance sheet size brings them into the SME definition. This data is removed by the Central Bank for reporting purpo
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	IRELAND 
	Credit to SMEs per CBI (€58.2bn) 
	Total Business Lending to SMEs (€25.7bn) 
	Total Business Lending to SMEs (€25.7bn) 

	Total Business Lending to SMEs (€25.7bn) 
	Figure 59: Total Bank Lending to SMES (Exposure) in Euro 
	Figure 59: Total Bank Lending to SMES (Exposure) in Euro 


	NORTHERN IRELAND 
	NORTHERN IRELAND 
	NORTHERN IRELAND 

	Credit to SMEs (€14.8bn) 
	Credit to SMEs (€14.8bn) 
	Total Business Lending to SMEs (€5.8bn) 
	Total Business Lending to SMEs (€5.8bn) 
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	M: Professional, Scientific andTechnical... 
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	N: Admin and Service Support... 
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	P:Education 
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	Source:IrishfiguresarebasedonCentralBankofIreland.NorthernIrelandfiguresarebasedonbankreturnsprovidedforthisresearch 
	Figures60and61showthesectoralemployeeshares pictureemergesofhighlevelsofdebtapparentina amongSMEsandthelevelsofcreditoutstanding,as numberofthesectorsemployingthe largestnumbers representedbybankexposure,bysector.Aclear ofpeople. 
	Figure 60: Employee Share of Total SME Employment by Business Sector 
	G: Wholesale and Retail Trade I:Accomodation and Food Service 
	C: Manufacturing 
	C: Manufacturing 
	F: Construction 

	M: Professional, Scientific and Technical 
	A:Agriculture, Forestry and Fisheries N:Admin and Service Support Activities 
	H: Transportation  Storage 
	K: Financial Intermediation (excl. MFI) 
	J: Information and Communication 
	L: Real Estate Activity B, D + E: Electricity, Gas, Steam &Air 
	Northern Ireland 
	Percentage of Respondents Ireland 
	Source:CSO;DepartmentofAgriculture,FisheriesandFood,BISUK 
	Sect
	Figure
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	Figure 61: Outstanding Credit (Exposure) Share of Total SME Credit by Business Sector 
	G: Wholesale and Retail Trade 
	I: Accomodation and Food Service Activities 
	C: Manufacturing 
	C: Manufacturing 
	F: Construction 

	M: Professional, Scientific and Technical 
	A: Agriculture, Forestry and Fisheries 
	N: Admin and Service Support Activities 
	H: Transportation Storage 
	P: Education 
	P: Education 

	J: Information and Communication B, D + E: Electricity, Gas, Steam & Air 
	Sect
	Figure
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	Northern Ireland 
	Percentage of Respondents Ireland 
	Source:IrishfiguresarebasedonCentralBankofIreland;NorthernIrelandfiguresarebasedonbankreturnsprovidedforthisstudy 
	Ofthefourmainsectoralemployersineachjurisdiction, 2012by jurisdictionandshowsthattheAccommodation threeare indistress,verydependentonthedomestic &FoodServicessectorhasahighershareofexposure economyandhavehighlevelsofdebt. Figure62shows inIreland,whileManufacturinghasahighersharein thesectoralprofilesofbankcreditasat31stDecember NorthernIreland. 
	Figure 62: Outstanding Credit (Exposure) Share of Total SME Credit by Business Sector – Ireland and Northern Ireland Separated 
	Northern Ireland Ireland 
	G: Wholesale and Retail Trade I:AccomodationandFoodServiceActivities 
	G: Wholesale and Retail Trade 
	G: Wholesale and Retail Trade 
	G: Wholesale and Retail Trade 
	I:AccomodationandFoodServiceActivities 
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	C: Manufacturing 
	C: Manufacturing 
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	F: Construction 
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	Source:IrishfiguresarebasedonCentralBankofIreland.NorthernIrelandfiguresarebasedonbankreturnsprovidedforthisstudy. 
	Sect
	Figure
	5.2.2 VALuE OF CREDIT REquESTED 
	Aformal application forcredit canbe defined as one for which a customer is required tocomplete an application form which is assessed internally by the bank. Formal applications for credit can broadly be split into the following two categories: 
	New 
	New 
	New 
	•

	applications from both new and existing customers;and 
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	Applications 
	Applications 
	•

	for renewals and rescheduling existing credit facilities (e.g. interest only, extensionof term, etc). 


	In mostcases, initial enquiries forcredit fromSMEs are assessedinformally by the relationship, lending or branch manager who form an initial assessment as to the merits orotherwise of the credit proposal. Using their experience of the lending process and the customer’s background, the manager decides whether the enquiry is suitable to proceed to the formal applicationstage. 
	Recordsof enquiries forcredit are generally not maintained by the participatingbanks. For the period under review, it hasnotbeen possible to secure any meaningful analysis of credit enquiries, as only a small numberof banks have recently started to record them. Credit enquiriesare typically notreported on by any Central Bank or public entity inany EU country. 
	Although for these reasons formal credit applications cannotbe consideredasa reliable gauge offull demand for credit, the review of credit requestedis based on these formal applications received by the banks. The total value of newcredit requested in the year to31st December 2012 was €13.6billion as set outinTable3. 

	This application category includes the top-up portion where an existing customer applies for an increase in an existing facility. 
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	Table 3: Value of Credit Requested 
	Ireland Northern Ireland Total % of total 
	Totalcredit requested 
	11,713/ 7,813/ 19,526/ 100 €/£m 
	9,558 6,375 15,993 Financialintermediation,realestateand 3,017/ 2,918/ 5,935/ 30 construction(i.e. nonrealeconomy) 2,462 2,381 4,843 €/£m 
	Total businesslending toSMEs€/£m 
	Total% 
	8,696/ 7,096 
	8,696/ 7,096 
	8,696/ 7,096 
	4,895/ 3,994 
	13,591/ 11,090 
	70 

	64 
	64 
	36 
	100 
	-


	It should be notedthatthis includes requestsfor restructuring ofexisting credit facilitiesin addition to requests for new credit and, as such, aproportion of thecredit requested reflects credit facilitiesalready included in the totalexposure figures inTable 2above. 
	Theaverage valueof arequestacross the two jurisdictions was broadly similar: 
	Northern 
	Northern 
	Northern 
	•

	Ireland -£85,000/€102,000 (total lending) and £60,000/€72,000 (core business lending); and 

	Ireland 
	Ireland 
	Ireland 
	•

	-£82,500/€99,000 (total lending) and £66,666/ €80,000 (core businesslending). 

	In Ireland, the main real economy sectors requesting thehighest level of credit are, in descending order: 

	Primary 
	Primary 
	•

	Industries (i.e.Agriculture); 

	Wholesale 
	Wholesale 
	•

	and retailtrade, repair of motor vehicles and motorcycles; 

	Human 
	Human 
	•

	health and socialwork activities; 

	Accommodation 
	Accommodation 
	•

	and foodservice activities; and Manufacturing. 
	•



	In Northern Ireland, the main sectors requesting the highestlevelof credit in descending order: 
	PrimaryIndustries(i.e.Agriculture); 
	PrimaryIndustries(i.e.Agriculture); 
	PrimaryIndustries(i.e.Agriculture); 
	•


	Wholesale 
	Wholesale 
	•

	and retail trade, repair of motor vehicles and motorcycles; and 

	Administration 
	Administration 
	•

	and service support activities. 


	5.2.3APPROVALRATES 
	Approvalrates vary significantly onan individual bank basis. However, asummary of the average approval rates for formal applications for creditacross the seven banks who participated in thisstudyisshown inTable 4 
	Table 4: Approval Rates by Product 
	Loans Overdrafts Loans and overdrafts (combined) Finance andleasing Invoice discounting 
	Averageapprovalrate 
	Ireland Northern Ireland 
	-
	-
	-


	88% 88% 88% 
	-
	-

	88% 
	88% 
	85% 89% 97% 91% 89% 
	The overall rate of approval,asdeterminedbythe demand surveys summarised in Section 4, presents a slightly different picture to that presented by the data from the banks. The Q4 2012 InterTradeIreland Business Monitor showed approval rates of 91.2% overallfor Ireland and Northern Ireland and 84% for loans only. The Irish Department of Finance SME demand survey forApril-September 2012 showed respective approval ratesof 81% and 78%. 
	This difference can probablybe explained by the fact that most SMEs consider both informal requests for credit (e.g., a conversation with their bank manager) and formal requestsfor credit (where a credit application is completed) as representing a demand for finance. However, banks only measure the responses which they provide on formal creditapplications. In addition, a certain number of SMEs remove themselves from the credit application process at anearly stage having completeda “self assessment” of their
	Many SMEs areafraid that a decline in a request for credit will impact their credit rating. Thisisnot the case. Moreover,in the case ofIreland’s CRO, onlydeclinesof formal application for credit may be appealed by the SME. Businessgroups representing SMEs should encourage them to alwayssubmit a formal request for credit whenseeking bank finance. 
	5.2.4 AVERAGEAPPLICATION VALuES BY TYPE 
	The average value ofa formal application for credit madebyan SME is summarisedinTables 5and6. It is not possible toanalyse loans and overdrafts separately in Ireland due to system limitationsin a number of the reporting banks and, as such, a combined figure is presented. 
	Inconclusion,while notrend data is available for Northern Ireland, credit supplyinformation reported to the Central Bankof Ireland showsthatlending tononfinancial, non-property related SMEs has shown a declining trend since the series started in Q1 2010. Total outstanding credit to SMEs, shown in Figure 63, has decreased from €34 billionat the end of Q1 2010 to€26billion atthe end of Q4 2012.
	-
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	Table 5: Average Formal Credit Application Value – Total 

	Ireland € Northern Ireland £ 
	Loans
	Loans

	 -197,000 Overdrafts
	 -46,000 LoansandOverdrafts(combined) 105,000 85,000 
	Table 6: Average Formal Credit Application Value – Core Business Lending 
	Ireland € Northern Ireland £ 
	Loans
	Loans

	 -109,000 Overdrafts
	 -41,000 LoansandOverdrafts(combined) 81,000 60,000 
	Some of this decline can be attributed to Bank of Scotland no longer reporting figures to the CBI after Q3 2010. 
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	Figure 63: Credit Advanced to Irish Resident Small and Medium Sized Enterprises (Ireland only) 
	Credit Advanced to Irish Resident Small and Medium Sized Enterprises 
	OutstandingAmountstoCoreSMEs 
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	Figure
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	q1 2010 q2 2010 q3 2010 q4 2010 q1 2011 

	q2 2011 q3 2011 q4 2011 q1 2012 q2 2012 q3 2012 q4 2012 
	Source:CentralBankofIreland 
	In the same periodin Ireland, Figure 64 demonstrates thatnew lending,asrecorded bytheCentral Bank, hasnot grownsignificantly. 
	Figure 64: New Lending Advanced to Irish Resident Small and Medium Sized Enterprises (Ireland only) 
	1,200 
	1,200 
	SME New Lending (€ millions) 
	1,000 
	800 

	Total ex. Financial 
	Figure

	IntermediationandProperty
	IntermediationandProperty
	-

	600 
	Related Sectors Total ex. Financial
	400 
	Intermediation 
	200 
	0 

	Source:CentralBankofIreland 
	Finally, ananalysis of the data returns providedbyindividual banks suggests that limited cross-borderlending is takingplace at present, with each bank servicing its local market only. 


	5.3SuPPLYOFEquITYFINANCE 
	5.3SuPPLYOFEquITYFINANCE 
	5.3SuPPLYOFEquITYFINANCE 
	Somecommentatorshavestatedthatfortheretobea longterm industryultimatelyVentureCapital(VC)needs toperformcommerciallyandtoprovidedecentfinancial returns –thiswouldattractinvestorson itsownmerits and limittheneedforgovernmentintervention (Kauffman,2012). Someconsulteesforthisstudy agreedthat,inanidealworld,theVCindustryshouldn’t havetorelyonthegovernmentforsupport. However,VC andotherequityfinancefundsinternationallyhave becomeandarelikelytoremaindependenton governmentandpublicsourcesoffundingatleastinthe med
	Examplesofpotentialissuescitedasaresultof governmentinterventionincludedtheconvergenceof objectivesorlackofdiversification,andtheriskthat geographiclimitations imposedbygovernment,willlimit thefinancialreturnsfromaprivate investorviewpoint. Subordination ingovernment-backedequityfunds(i.e. wherethegovernmenteffectivelyreceivesthereturn last)canactasanincentivebutalsorisksprovidinga signaltothemarketthatthefundneedsa ‘sweetener’to getprivate investment,and,asfactorsotherthan commercialreturndrivestateobjecti
	Examplesofpotentialissuescitedasaresultof governmentinterventionincludedtheconvergenceof objectivesorlackofdiversification,andtheriskthat geographiclimitations imposedbygovernment,willlimit thefinancialreturnsfromaprivate investorviewpoint. Subordination ingovernment-backedequityfunds(i.e. wherethegovernmenteffectivelyreceivesthereturn last)canactasanincentivebutalsorisksprovidinga signaltothemarketthatthefundneedsa ‘sweetener’to getprivate investment,and,asfactorsotherthan commercialreturndrivestateobjecti
	certainrestrictionsand incentiveswerenecessaryand justified. Consulteesalsomadethepointthattherewas alsoacontinuedrequirementforgovernmenttocontinue tofinanciallysupportformalbusinessangelnetworks. 

	Thisstudyspecificallyexaminedthesupplyofformal, externalequityfinancebyprivateequityfunds(including government-supportedVCschemes)andbusiness angels.Theinformalequityfinancingbypromoters, friendsandfamilies,orsophisticatedprivate investors notregisteredwithanyoftheformalnetworkscannotbe calculatedbutisextremelyimportanttofirms. 
	Inaddition,duetolimitationsinexistingdata(e.g. while investmentsarecapturedandreportedexitsarenot),an assumptionhasbeenappliedtothesupplyofequity investmentstoprovideacomparablebaselineovertime. Thisequatestotalsupply/lendingtothe levelofannual investmentsmadeoveraperiodoffiveyearsbasedon datareportedbytheIVCAforIrelandandtheBVCAfor Thisdoesnottakeaccountofeither exitsor investmentsmadeinpreviousyearsandassuch isa “bestefforts” approximationoftheequivalentbank exposurefigure. Withtheexceptionofseedfunds(whi
	NorthernIreland.
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	Withinthese limitationsthestudyestimatesthatatotalof €1.9/£1.5billion inequityfinancehadbeeninvestedin IrishandNorthernIrishSMEsinthefiveyearperiodto 31stDecember2012.ThisisrepresentedinTable7. 
	Table 7: Total Estimated SME Equity Finance 

	Ireland Northern Ireland Total % of total 
	Seed&VC
	Seed&VC
	29 


	1,385/ 249/ 1,634/ 86.9 €/£m 
	1,130 203 1,333 Angel&Private(visibleandinvisible)184/ 62/ 246/ 13.1 €/£m 
	30 

	150 50 200 
	Total EquityFinanceAvailable
	Total EquityFinanceAvailable
	€/£m 
	Total% 

	1,569/ 1,280 
	1,569/ 1,280 
	1,569/ 1,280 
	311/ 253 
	1,880/ 1,533 
	100.0 

	83.4 
	83.4 
	16.6 
	100.0 


	There are complications in the data in respect of venture capital investment in Northern Ireland. This is reported by some organisations to the IVCA, the BVCAor both. The Northern Ireland data demonstrates that there is a higher level of reporting to the BVCAthan to the IVCA, albeit that there or extent of such overlap. Investments in Northern Ireland reported within the IVCAdata could not be identified for the full five year period and as such have not been excluded from the Irish data. However, this is no
	28 
	may be some level of duplication in reporting.As the BVCAdoes not publish data on individual investments, it is not possible to identify the existence 

	Based on cumulative 5 year investment figures 
	Based on cumulative 5 year investment figures 
	29 


	Based on cumulative 5 year investment figures and an estimate of invisibleAngel funding 
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	Thesignificant differences between the equity finance landscape in IrelandandNorthern Ireland and someof thekey componentsandcharacteristics are described in Sections 5.3.1 and 5.3.2. Figure 65 provides a map of the equity landscape on the island of Ireland, with the exception of UK initiatives which are not considered to have effectively translated toNorthern Ireland (e.g. the Business Growth Fund). Thelandscape map represents the major funds whereinformation relating to the totalsize of the fund is public
	TheIVCAdata provided for thisstudy and their quarterly VenturePulse report (which sets out venture capital investments madein Ireland and Northern Ireland)comprises 34 different investors/funds, which,if co-related to the landscape map outlined below, means that thefunds represented in Figure65 were involved in whole or in part in 73% of the companies invested in. Theremaining balance of non-represented investing is largely due to the factthat Enterprise Ireland (EI), as a 
	Figure 65: Island of Ireland Equity Landscape 
	SEED & START UP 
	direct investor, is not represented on the landscape map, norare private investors,dueto the lack of available fundsize informationfor both these investor types. Figure 65 also includes a numberof additional funds not active in 2012, but which were plannedor becameactive in 2013 (with black dottedlines). 
	In sum,89%of the companiesincluded in the IVCA data raised funds, in whole or in part,from one of the followingsources: 
	Funds 
	Funds 
	Funds 
	•

	represented on the landscape map (73%of companies); 

	Enterprise 
	Enterprise 
	•

	Ireland (EI) as a director investor (41% of companies); and 

	Private 
	Private 
	•

	investors (46%of companies). 


	The remaining 11% were ad hoc investments by investors includinginternational VC funds and/or funds for which no information is available publicly. The map includes an estimate of formal business angel investments based on data collected from Halo BusinessAngelNetworks across the island. 
	EXPANSION AND DEVELOPMENT 
	EXPANSION AND DEVELOPMENT 
	Development Capital Fund 1 (Ire) (c €75m) Development Capital Fund 2 (Ire) (c €75m) NPRF SME Turnaround Fund (€100m, Better Capital) 
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	Figure
	BOI Kernal Capital Partners Private Equity Fund II (€42m, Kernel) 
	BOI Kernal Capital Partners Private Equity Fund II (€42m, Kernel) 
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	Figure
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	Ulster Bank Diageo Venture Fund LP (€75m NCB/ Investec) 
	Figure
	Co-Fund NI (€19.2m / £16m, 
	Co-Fund NI (€19.2m / £16m, 
	Clarendon) 
	Figure

	NISPO Invest Growth Fund (€8.6m / £7m, E-synergy) 
	AIB Start Up Accelerator Fund (€22m, ACT) 
	Figure

	AIB Seed Capital Fund LP (€53m, EE & DBIC) University investment funds (QUBIF and UIF) (€2.4m / £2m, E-synergy) 
	MedTech Accelerator (€10m, Kernel) 
	Simple Green EII Fund VI (€10m Business Venture Partners) 

	EI 2013 Fund 1 (Ire) (c €70m) EI 2013 Fund 2 (Ire) (c €70m) EI 2013 Fund 3 (Ire) (c €70m) Delta Equity Fund III LP (€105m, Delta) Development Capital Fund 3 (Ire) (c €75m) EI 2013 Fund 4 (Ire) (c €70m) EI 2013 Fund 5 (Ire) (c €70m) 
	Development Fund I (c.€36m, £30m) 
	Development Fund I (c.€36m, £30m) 
	Figure
	Development Fund II (c.€36m, £30m) 
	Fountain Healthcare Partners Fund I LP (€75m, Fountain Healthcare) 

	Figure
	Source:IVCA 
	As noted above, Figure 65 is notthecomplete picture as thereare a numberof other funds with anIrish presence which receive somelevel of government backing through Enterprise Ireland and the NPRF. One is the Innovation Fund,for which full fund size is not available,andthus has not been included.Asecond is the number of accelerator schemes from Enterprise Ireland whichalso invest directly in companies. Finally, otherVCfunds whichhave been reported as investing in Ireland or Northern Irelandhave also notbeen i
	As noted above, Figure 65 is notthecomplete picture as thereare a numberof other funds with anIrish presence which receive somelevel of government backing through Enterprise Ireland and the NPRF. One is the Innovation Fund,for which full fund size is not available,andthus has not been included.Asecond is the number of accelerator schemes from Enterprise Ireland whichalso invest directly in companies. Finally, otherVCfunds whichhave been reported as investing in Ireland or Northern Irelandhave also notbeen i
	5.3.1 SuPPLYOF EquITYFINANCE INIRELAND 
	The majority ofthe €1.6 / £1.3 billion invested in Irish and Northern Irish SMEs in the five year period to 31st December2012, has beeninvested in Irishcompanies. The VC market in Ireland is well developed witha high number of fund managersand active funds. The IVCA reported that 189 companies raised€269m in 2012,an increase on thenumberof companiesraising finance in 2011 but a2% reduction in theoverall amounts raised. This is a pattern which is reflected inboth the BVCA and European Venture CapitalAssociat
	TheIrish VCindustry hasreceivedsignificant and sustainedsupportfromtheIrishgovernmentsince1994. Inthistime,theIrishgovernment,throughEnterprise Ireland,has committed approximately€348mto41local SeedandVCfundsresulting incapital ofapproximately €1.2billionforinvestment ininnovativehighgrowth companies (EnterpriseIreland,2013). 
	Under the 2007-2012 Seed and VC Scheme, Enterprise Ireland committed€175m to improve access to finance forSMEs and continue to develop the seed and VC Industry in Ireland. Under thisprogramme, Enterprise Ireland committed investment tofour seed fundsand six VC funds. Many of these funds leveraged significantinvestment from local banks, with all four seed funds alsopartfinanced by the pillar banks. (As noted in Figure65 these seedfunds canonly invest in Ireland.) In addition to the government-backed schemes,
	Enterprise Ireland reports that in 2011 international VC Funds invested more than €75m intheir clients (Enterprise Ireland, 2011). Innovation Fund Ireland is also animportant initiative of the Irish government aimed at attracting leading international venture capitalists to the Irish market. It comprises three elements –exchequerfundingmanaged by Enterprise Ireland, investment by the NPRFin line withthe commercial investmentcriteria of its privateequity programme, and the balanceraised by private venture ca
	From 2013, as part of a series ofinitiatives by the Irish Government aimedto make €2billion in additional non-bank lending available to Irish businesses, Enterprise Ireland will commita further €175m to the 2013-2017 Seed and VC Scheme, with an initial investment of up to €100mto establish five non-Seed funds (development funds) in theTechnology and Life Sciences sectors. Other initiatives under this €2 billion programme include the establishment of threenew development capital funds of€75m with EI investme
	The SME EquityFund will focuson investingin healthy businesses seeking to grow, including those with over-leveraged balance sheets, while the SMETurnaround Fund will aim to investin under-performing businesses whichare at, orclose to,the point ofinsolvencybut have thepotential for financial and operational restructuring(Department ofFinance, 2013). It should be noted that the SME Equity Fund has the potential to invest in both Ireland and Northern Ireland. 
	The new €2 billion programme also includes a new €10mInternational Start-Up Fund, managed by EnterpriseIreland to attract entrepreneurs torelocate and establish theirstart-ups in Ireland. 

	5.3.2 SuPPLYOF EquITYFINANCE INNORTHERN IRELAND 
	Thelevelof VC activity in Northern Ireland has traditionally been low. The IVCAdata shows that €3.5m was invested in four Northern Irish companies in 2012. While BVCAfigures do not includeallinvestment activityin Northern Ireland, figures for 2012 show a 57% drop from £21m in 2011 to £9m in 2012. The BVCAreporteda drop in investment levels overall and individually across the vast majority of UK regions, with theexception of the North East ofEngland, East of EnglandandWales. While investment levels were down
	The VC market in Northern Ireland is now supported by the recent Invest NIAccess to FinanceStrategy, comprising a £143m fund of fundsof debt (£5m), mezzanine-debt (£50m),grant (£5m), and equity (£83m) funding options. 
	Table 8demonstrates the equity fundposition as at end of 2012, with equity funds of£84m, of which £21m was activeat the end of 2012. Based on supply data under the Invest NI access to finance strategy, the twoactive funds – the NISPO Invest GrowthFund (seed fund)and ly in funding to seedandearly stage businesses. However, Co-Fund NI leveragedadditionalprivate sector investment of £3m in addition tothe £1.7m. 
	Co-Fund NI supplied£1.1m and £1.7m respective

	Table 8: Northern Ireland Equity Funds -2012 
	Table 8: Northern Ireland Equity Funds -2012 
	Table 8: Northern Ireland Equity Funds -2012 

	NISPO Invest Growth Fund 
	NISPO Invest Growth Fund 
	Seed Fund 
	50k -250k 
	£5m 
	£2.5m 

	Co-Fund NI 
	Co-Fund NI 
	Seed / early stage Fund 
	250k -450k 
	£16m 
	<£2m 

	Development Fund I 
	Development Fund I 
	VC (Development/ Expansion Capital) 
	450k -2m 
	£30m 
	Not yet active 

	Development Fund II 
	Development Fund II 
	VC (Development/ 
	450k -2m 
	£30m 
	Not yet active 


	FUND NATURE OF FUND DEAL SIZE £ FUND SIZE £ COMMITTED 
	Two new Development Capital Funds of £30meach were awardedin 2013, while the Invest GrowthProof of Concept Fund(pre-commercial grant), which wasfully committed at the end of 2012, and the Invest Growth Fund, were extended by £2m each to March 2014,with a view toputtingin place increased seed and early stage funding fromApril2014. 
	The fund of funds also includes a mezzanine debt product, the Growth Loan Fund (£50m) which appears to have attracted a relatively high levelof demand since it became operational in September 2012.Although 
	primarilya debt product, this alternative financing product may have the potential to overcome the reluctance onthepart of some growth businesses, as outlined in Section 4.3.2,to go down theroute of equity. The structure of theproductissimilar to a bank loan but is unsecured, based on growth projections, and carries a higher interest rate, with some element of profit share during the period oftheloan in addition to standard interest payments. Defaultconditions also include taking a share inthe business. 
	5.3.3 BuSINESSANGELS 
	5.3.3 BuSINESSANGELS 
	As perTable 7 above, it is estimated that total business angel capital of €246/£200m had been invested in Irish and Northern Irish SMEs in the period to 31st December2012 including both visible and invisible angel finance. 
	Business angels are an important source of investment for SMEs particularlyat the seed and early stage of financing. Internationally, business angelshave become an increasingly important source of financing relative to the venture capitalmarket. The size of the business angel market is extremely difficult to quantify and most reports rely on anumber of assumptions applied to the visible business angel market. Forthepurposes of this study the visible business angel marketisequated to the data captured throug
	Formal investment channels are in placeacross the island of Irelandvia HBAN. The formal angel investment structure in IrelandandNorthern Ireland comprises two streams: 
	To 
	To 
	To 
	•

	connect individual angels on astandalone basis to potential investment opportunities (HBAP); and 

	To 
	To 
	•

	promote angel investmentandfacilitatethe creation of business syndicates in Ireland and, via Halo NI,in Northern Irelandor fixed groupsof investors (HBAN). 


	Supply statistics on formal angel investing indicate that angel investment has increased yearon yearrising in 2008 to 46deals worth €9m in 2012. Several additional all-islandbusiness angel syndicates specialising in food and med tech wereexpected to be active in 2013. 
	from 13 deals worth€2.3m 


	Figure 66: Angel Funding in Ireland and Northern Ireland (Combined) 
	Formal Angel Funding (All island) 
	Pre-2008 2008 2009 2010 2011 2012 
	Source:HBAN,HBAP,HaloNI 
	Source:HBAN,HBAP,HaloNI 
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	This rise in the visibleangel market is likelyto be due to the continued formalisation ofinvestment figures, the continued support by government to fund formal business angel networksand the inflow of investment from investorswho mayhave previouslyinvested in an informal capacity. 
	This rise in the visibleangel market is likelyto be due to the continued formalisation ofinvestment figures, the continued support by government to fund formal business angel networksand the inflow of investment from investorswho mayhave previouslyinvested in an informal capacity. 
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	However, a recent review of the equity landscape in Ireland (Forfás, 2012) reported that, despite some growth in the visiblebusiness angel market in Ireland, 
	However, a recent review of the equity landscape in Ireland (Forfás, 2012) reported that, despite some growth in the visiblebusiness angel market in Ireland, 
	the marketappears underdeveloped relative to the sector size in other countries and relative to the size of the Irish VC market. In Northern Ireland, while levels of investment are alsosmall butdeveloping, angel investment is in relative terms more important, due to the low level of VC activity inNorthern Ireland.Aspart of theAccess to Finance Strategyin Northern Irelanda co-investment fund, Co-fund NI has been created. This fund is based onthe Scottish Enterprise model which has been recognisedasa signific


	InterTradeIreland, Enterprise Ireland and Invest Northern Ireland all fund the Halo Networks. 
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	developing business angel investing in Scotland. Angelsor other private investors lead thedeal and set theterms, and may avail of matched funding from the Co-fund ofno morethan 50% (although in practicethe levelof matched funding is significantly less). 
	On the basis of revenue data in Ireland on structured investment orinvestment vehicles including the Seed 
	On the basis of revenue data in Ireland on structured investment orinvestment vehicles including the Seed 
	Capital Scheme (SCS) and Enterprise Investment Incentive Scheme (EII) and its predecessor the Business Expansion Scheme (BES), it appears that the level of investment raised through these schemes has faced a downward trend post-boom withthe exception of some heightened activityin 2010. There is no equivalentregional data for Northern Ireland and the overallUKdata is subject to a rangeof caveats. 

	0 20 40 60 80 100 120 140 Value of investments raised (€m) millions 
	Figure 67: Equity Raised through BES/EII/SCS in Ireland 
	Figure 67: Equity Raised through BES/EII/SCS in Ireland 


	2007 2008 2009 2010 2011 2012 
	Source:IrishRevenueCommissioners
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	Figures 66 and 67 demonstrate trends across overall investing. Figure67 shows that private investment would appear to be down while visible investing, as depicted in Figure66, is increasing. This appears to be primarily driven by the fact thatmore investors are joining formal business angelgroups. 
	5.3.4 BuSINESS SECTOR FOCuS OF EquITYFINANCE 
	In general equity finance is targeted very specifically at a small number of businesssectors. When the IVCA figuresfor 2012 are examined, it is apparent that equity funding was provided primarilyto SMEs operating inthe following three sectors: 
	33 

	J:InformationandCommunication; 
	J:InformationandCommunication; 
	J:InformationandCommunication; 
	•


	M:Professional, 
	M:Professional, 
	•

	Scientific andTechnical; and 

	C: 
	C: 
	•

	Manufacturing. 


	Figures from BES/EII/SCS shares issued on or after 1st January 2007. No equivalent sectoral data is reported by the BVCAfor Northern Ireland alone. 
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	Figure 68: Business Sector Analysis of Equity Funding -2012 
	Figure 68: Business Sector Analysis of Equity Funding -2012 
	Figure 68: Business Sector Analysis of Equity Funding -2012 

	A: Agriculture, Forestry and Fisheries 
	A: Agriculture, Forestry and Fisheries 

	B,D&E: Mining, Electricity, Water 
	B,D&E: Mining, Electricity, Water 

	C: Manufacturing 
	C: Manufacturing 

	F: Construction 
	F: Construction 

	G: Wholesale and Retail Trade 
	G: Wholesale and Retail Trade 

	I: Accomodation and Food Service Activities 
	I: Accomodation and Food Service Activities 

	J: Information and Communications 
	J: Information and Communications 

	K: Financial services excl intermediation 
	K: Financial services excl intermediation 

	M: Professional, Scientific and Technical 
	M: Professional, Scientific and Technical 

	N: Admin and Service SupportActivities 
	N: Admin and Service SupportActivities 

	P: Education 
	P: Education 

	Q: Human Health and Social Activities 
	Q: Human Health and Social Activities 

	Miscellaneous 
	Miscellaneous 

	0% 
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	% of total equity investments in 2012 

	Source:IVCA 
	Source:IVCA 


	This can be further analysed, using IVCAsector definitions, as follows: 
	Other Telecommunications Other technologies (nano/fibreoptics) Business/Enterprise software Environmental technology Telecoms technology Medical software and devices Medical device and drug delivery Pharma/Biotechnology 
	Figure 69: Detailed Business Sector Analysis of Equity Funding -2012 
	Figure 69: Detailed Business Sector Analysis of Equity Funding -2012 
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	% of total equity investments in 2012 
	Source:IVCA 
	5.3.5 EquITYGAPS IN THE CuRRENTMARKET 
	Ireland 
	The Irish VC landscape is considered vibrant. TheIrish government hasinvested significantly in seed funding and internationallyisconsidered a strong player in the area of early risk finance for knowledge based and high tech start-ups. 
	The following points were noted in consultations relating to the supply ofequity funding inIreland and the associated gaps in that market: 
	While itwas difficultandtoo early tomeasure the overallsuccess of the seed and venture capital programmes, it canbe consideredsuccessfulin promoting an entrepreneurial culture thatshould serve Ireland well in thefuture. This funding approach was considered to havechanged the culture and mentality of Irish businessowners in terms of risk capital including venture capital funds now looking to earlier stage businesses for potential investments. Therewas also a strong consensus, in line with international resea
	While itwas difficultandtoo early tomeasure the overallsuccess of the seed and venture capital programmes, it canbe consideredsuccessfulin promoting an entrepreneurial culture thatshould serve Ireland well in thefuture. This funding approach was considered to havechanged the culture and mentality of Irish businessowners in terms of risk capital including venture capital funds now looking to earlier stage businesses for potential investments. Therewas also a strong consensus, in line with international resea
	•

	funding, albeit that there were some concernsabout the quality and capability of these companiesto obtain follow-on funding. 


	Dueto the significant investment in seedfunding the possibility ofa supply gap or bottle neck may now arisewhere SMEs, who have receivedseed and earlystage funding,willseek follow-on funding. While all consultees were of the opinion that areallystrong candidate will always find investmentfrom somewhere,many consideredthat some reasonable but not very strong propositions may struggleto attract investment. While this could be accepted as part ofthe natural selection process, government policy objectives are w
	•

	Potentially strong start-ups might not beable to secure follow-on funding for someor more of the following reasons: -Investmentcaps at seed fundlevel can restrict the abilityof fund managers to continue to support potential winners; -Acapability gap amongst management teams of investee companies in terms ofpresenting and competing for follow-on funding; and 
	•

	-Some VC firms active laterin the funding lifecycle and capable of investing outside of Ireland are not investing in Irishcompanies because they perceive the outside investments had a better chanceof success,albeit thatsome of theseIrish firms still have potential which would satisfylocal government objectives. 
	Concern was raised in the consultations as to the uniformity ofthecurrent seed funds with little differentiation between funds,primarily driven by common Government objectives. Thiscan result in a risk that the supply offering toSMEs is notadequately diverse. While there has been significant investment inseed finance in Ireland, the majorityof funds are concentrated in a smallnumber of sectors focussing the criteriaof one seed fund is not likely to be 
	Concern was raised in the consultations as to the uniformity ofthecurrent seed funds with little differentiation between funds,primarily driven by common Government objectives. Thiscan result in a risk that the supply offering toSMEs is notadequately diverse. While there has been significant investment inseed finance in Ireland, the majorityof funds are concentrated in a smallnumber of sectors focussing the criteriaof one seed fund is not likely to be 
	•
	on high tech companies.An SME who does not meet 
	attractive to other seed funds.An option which might 

	support furtherdiversification is the useof a 

	dedicated co-investment fundor angel fund where 
	investment selection is initially led by the private 
	investors, who set the terms, but withthe remaining 
	funding provided by theco-investment fund (like the 
	one alreadyinplace inNorthernIreland ). 
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	Despite some improvementdue to access to investment readiness support, earlystage companies still require support toimprove the commercialand management skills of investee teams and support in preparingand presentingfor followon funding. Fund, managers do not, ingeneral, perceive the majority of those whoapply directly as being asinvestor ready as those whouse intermediaries. In general thebusiness plans of thosewho apply directlyhave not been be placed on encouraging the use of professional support service
	adequatelychallenged.As suchincreased focus should 

	Optionstoaddressthesegapsincludeextendingthe investmentcaponseedfundstoallowcontinuedsupport forselectedcompaniesand/or introducingan investment follow-onfundspecificallytargetedatcompanies emergingfromseedprogrammesorensuringthat alternativesareavailabletosuchbusinessesincluding entrepreneurloansorhybridinstrumentsincorporating debtandsubordinatedtranches.ThenewEnterprise Irelandnon-seedfunds,whileonlyatexpressionof intereststage,mayaddresssomeofthispotentialequity gaporbottleneck,albeitthatthesefocusonthe
	Northern Ireland 
	InNorthernIrelandtherehasbeenmuchdebateonthe questionofwhetherthereareequitysupplygapswith somearguingthatitisaproblemofdemandasopposed tosupplyandothersarguingthattherearesupplygaps acrossthecontinuum.Anumberofreports(EAG,2013; Varney,2008;IndependentReviewofEconomicPolicy, 2009)reveal thelack ofconsensuson thisquestion. 
	Invest NIacknowledge both demand and supplyside issues but argue that market failure doesexist(EAG, 2013)and have responded with theAccess to Finance Strategy, described above. The vastmajority of 
	The European Investment Fund (EIF) also initiated a pilot co-investment fund for angels in Germany with further pilot programmes proposed for Austria and Spain in 2013. 
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	consultees participating in this study considered that therewere supplygaps in the current market,albeit that therewere differentviews as to the nature and extent of these gaps. Many however acknowledged that demand was impacted by other factors including the economic profile of Northern Ireland and wider entrepreneurial ecosystem. 
	consultees participating in this study considered that therewere supplygaps in the current market,albeit that therewere differentviews as to the nature and extent of these gaps. Many however acknowledged that demand was impacted by other factors including the economic profile of Northern Ireland and wider entrepreneurial ecosystem. 
	The followingpointswere noted in relationto the supply of equity funding in Northern Ireland and the associated gaps inthat market: 
	There 
	There 
	There 
	•

	is strongconsensus that therewas insufficient availability of risk finance at pre-seed, seed and early stage in NorthernIreland with many arguing that whether supply meets current demand is aredundant question as enhanced risk capital is necessary as one of the keyprecursorsto kick-start demand. Alignedto this theconsultees expressed concern that there was only one fund managerwith government-backed investment active at seed stagethus impacting onchoice and competitionfor investees. There was a divergence o

	Many 
	Many 
	•

	consultees consider that the historically low levels of risk capitalavailability and ongoing gapsin thecontinuum of funding over thelast number of years,including thelack of funding in the £500k+ bracket as at 2012, are issues whichimpact onthe demand for and confidence inequityfunding. IVCA data for 2012, where detailon investments was disclosed,shows that noinvestmentswere made by VCfunds with apresence in Ireland inNorthern Irish companies (although consultations indicated that there wasat least one inve
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	Earlystatistics 
	Earlystatistics 
	Earlystatistics 
	•

	on the new Growth Loan Fund in Northern Ireland(a mezzaninedebt product, which is essentially an unsecured loan with higher interest rate incorporating anelement ofprofit shareand default conditions including anequitystakein the participating company) suggest relatively high levels of demand for this alternative financeproduct. This somewhat counters the opinion that thereislow demand for alternative sources of finance at least froma cohortof SMEs. Due to the reluctance, noted above, of some SMEs inboth Ire

	Despite 
	Despite 
	•

	acknowledged success of some investment readiness support programmes, consultees believed that further workwas required to address potential demand side weaknessesandleverage the benefits of the investment:simplify and streamline the full range of supports, promote them in a more user-friendly and understandable manner, improve the commercial and management skills of early stage company teams, and extend the level of support available recognising that asignificant degree of handholding wasrequiredfor early 


	Geographical Investment Boundaries 
	Mostof the currently active seed andearly stage funds are mandated to invest either wholly or toa significant extend within the local jurisdiction –Ireland or Northern Ireland. Mostof the consultees suggested that while there may be some scope for anisland of Ireland seed and/or early stage fund, in many cases start-ups require a lot of handholding at initial stages and as such the structure and delivery would have to address the 

	Detail on investments is disclosed for 106 of the 189 companies invested in and in respect of €216m of the total €269m of investment raised. Information on private investments is excluded as these have not been disclosed. 
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	91 
	importance of local knowledge, relationships and contactsandmay be complicated inpractice.Atlater stages of the investment lifecycle, most consultees suggested that location was not an issue, pointingto theexistence of the numerous island of Ireland and internationally-focused funds currentlyoperating in Ireland. Notwithstanding this, there wereonly limited examples recounted in recent years of investments by island of Ireland or international funds in Northern Ireland. 
	Table 9 summarisesthe geographical restrictions/emphasis of thefunds included on the landscapemap above. It also includes the additional funds which were planned or became active in 2013. 
	Table 9: Geographical Focus of Equity Funds 
	FUND TYPE NORTHERN IRELAND IRELAND ONLY ISLAND OF INTERNATIONAL ONLY IRELAND 
	1
	1
	1
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	SeedFunds
	 7 Non seed VC and later stages
	 3 8 2 7 
	Other/targeted -overleveraged balance
	Other/targeted -overleveraged balance
	 1 1 

	sheets,restructuring, recovery 
	Total 
	Total 
	4 16 3 7 

	Thefollowingtablesummarisestheactual investmenttrendbyjurisdictionofthe investeecompany basedonthe IVCAdatawheredetailoninvestmentisdisclosed. 
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	Table 10: Investment Trend by Jurisdiction of Investee Company 
	JURISDICTION OF INVESTEE COMPANY NUMBER OF COMPANIES 
	Ireland (Total) 
	100 
	Figure

	Dublin 
	64 
	64 

	Cork 
	15 
	15 

	Galway 
	11 
	11 

	Allother counties 
	10 
	10 

	Northern Ireland (Total)
	39 

	4 
	4 

	International(Total) 
	1 
	1 

	UnitedKingdom (otherexcluding NI)
	 1 
	 1 

	Undetermined(Total)
	 1 
	 1 

	Total 
	106 
	106 

	There are also 2 university seed funds in NI of £1m each which are not included in this figure. 
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	Jurisdiction was determined firstly by their company registration details and secondly based on the geographic location of their headquarters as determined by the company’s website. 
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	Detail on investments is disclosed for 106 of the 189 companies invested in and in respect of €216m of the total €269m of investment raised. 
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	The total for Northern Ireland is underrepresented in this data. BVCAdata suggests 26 companies raised £9m in 2012. There may however be some overlap in reporting to the IVCAand BVCA. 
	39 

	Consultees in both jurisdictionssuggested that market failure is probably greater in Northern Ireland than in Ireland and thusgreater fund incentives (subordination/junior investor to leverageprivate capital) or fund restrictions (geographic limits) are thus required to ensure investment in Northern Ireland. In 2012theIVCAreportedfour investments in Northern Ireland companies, all ofwhich wereby oneNorthern Ireland based VC fund. While there was some scepticism about the level of demand emerging from Northe
	Consultees in both jurisdictionssuggested that market failure is probably greater in Northern Ireland than in Ireland and thusgreater fund incentives (subordination/junior investor to leverageprivate capital) or fund restrictions (geographic limits) are thus required to ensure investment in Northern Ireland. In 2012theIVCAreportedfour investments in Northern Ireland companies, all ofwhich wereby oneNorthern Ireland based VC fund. While there was some scepticism about the level of demand emerging from Northe
	Therewas some concern expressedbyIrish consultees that non-seed funds looking internationally may not pick up potentially emerging Irish deals as theymay not compareasfavourably to international deals, thus potentially resulting in an equity gap forIrish seed-financed companies now looking for follow-on funding. As mentioned above, inSection5.3.5, recent initiatives by EnterpriseIreland to establish fivenon-seed funds, albeit focussed on the technology and life sciences sectors, will partlyaddress this issu


	5.4SuPPLYOFPuBLIC FINANCE 
	5.4SuPPLYOFPuBLIC FINANCE 
	5.4SuPPLYOFPuBLIC FINANCE 
	Total finance frompublic sources (excludingpublicbackedequity finance) of€339/£276mhad been invested in Irish and Northern Irish SMEs as at 31st December 2012. Of this €312/£254m related to Ireland 
	-
	and €27/£22m to Northern Ireland.
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	These figures are not basedon the totalsize of the schemes available (which in 2012 amountedto €1.36 billionacross the island), but rather on the gross value of funds extended toand drawndown by SMEs over a five-year period. Thesefunds are in the form of direct financial supportsthrough the main public funding schemes operating in Ireland and Northern Ireland where suchschemesare specific to the region/ country. 
	For example, the Northern Ireland elementof the UKwideCreditGuarantee Scheme hasnotbeen included. 
	-

	5.4.1 PuBLIC FuNDING IN IRELAND 
	InIreland,theprimary source of publicfunding support toSMEs is the support provided by Enterprise Ireland, whose priorityisthe achievement of exportsales growth from Irish-owned companies. TheEnterprise Ireland strategy has been developed onthe basisthat export sales growth leads to an increase indemand for Irish goods and services,andthus increases the overall flow of income into the Irish economy. The agency focuses primarilyon supporting the following categories ofbusiness: 
	High 
	High 
	High 
	•

	potential start-up (HPSU)companies with the capability to sell in exportmarkets; 

	Established 
	Established 
	•

	manufacturing and internationally traded services businesses that are SMEs; 

	Large 
	Large 
	•

	companies (employingmore than 250); and 

	Irish-basedfood 
	Irish-basedfood 
	•

	and naturalresource companies that are overseas-owned or controlled. 


	Ingeneral, Enterprise Ireland does not work with locally tradedservice companiesor with micro-enterprises such as sole traders. Supportfor these companies or individuals is provided in Ireland by the local County Enterprise Board network throughout Ireland, which is migrating into the new Local EnterpriseOffice (LEO) networkoverseen by Enterpri2012, the latter organisation operated 23 discrete funds or support schemesprimarily targeting manufacturing and internationally traded companies. 
	se Ireland.At the end of 

	Anetwork of 35 County & City Enterprise Boards (CEBs)currently operate in Ireland which will become the LEO network. These organisations arefunded by the Irish Government and EU Structural Funds and havea focus onproviding support for micro-enterprises atlocallevel. CEBs provide direct grant-support to new and existing enterprises and promote entrepreneurship, 2012, the CEBs provided three main forms of finance support tomicro SMEs – feasibility grants,business expansion grants and priming grants. 
	capacity buildingand women-in-business.At the end of 


	Invest NI figures include an allocation to SME funding of “unknown” categories. Detailed assumptions are provided inAppendix 3. 
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	In recent years a number of new funding options have been introduced by the Irish government to address potential lack ofsupply from traditional sources. These include: 
	The 
	The 
	The 
	•

	Credit Guarantee Scheme -launched by the Department of Jobs, Enterprise and Innovation towardsthe end of 2012 with the purpose of encouraging additional lending to SMEs,not to substitute for conventional lending that will otherwise havetaken place. The scheme is run throughthe mainSME banks trading in Ireland and operates under the deminimisStateAid rules. 

	The 
	The 
	•

	Microfinance scheme -operated by Microfinance Ireland and fundedbythe Department of Jobs, Enterprise and Innovation to provide loans to newly established and growing micro-enterprises that do not meet the conventional risk criteria applied by banks. Microfinance Ireland operates in partnership withthe CEBs and itsloans benefit froma guarantee issued under the ‘European Progress Microfinance Facility’ established bytheEuropean Union. 


	Giventheir recentlaunches,bythe endof 2012 the take up on both these schemes had been very low. 
	The state has alsoinvested via thebank recapitalisation programme, through the seed and venture capital scheme, in private venture funds and through the National Pension Reserve Fund (NPRF). 
	Figure 70provides a summaryof the business sector focus of publicly fundedschemes in Ireland. Onthe basis of the analysis of thedata returnscompleted by public fundingorganisationsin Ireland, it is clear that whilst in theory the majority ofschemesor funds are opento all business sectors, in practice the main beneficiaries are those SMEs operating in the manufacturing and information and communication technology sectors, with those companies operatingin the professional and scientificandadministrative / sup
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	Figure 70: Sector Focus of Publicly Funded Schemes (Ireland) 
	Figure 70: Sector Focus of Publicly Funded Schemes (Ireland) 


	Source:DataReturnsProvidedbyPubliclyFundedBodies 
	AdditionallyinIreland,theGovernmentestablishedthe thefactthatallbanksservicingSMEsarenotrequired CreditReviewOffice(CRO)in2010asasupportto toengagewith it.Additionally,itsapplicationprocessis helpSMEsinsecuringcreditfrompillarbanksin onerous,requiringanSMEtocompleteadetailedCRO respectofapplicationsupto€500,000. WhilsttheCRO specificapplicationprocess inadditiontothe isaverypositiveappealstoolinIreland,itsuffersfrom applicationforcreditandsubsequentappealalready 
	AdditionallyinIreland,theGovernmentestablishedthe thefactthatallbanksservicingSMEsarenotrequired CreditReviewOffice(CRO)in2010asasupportto toengagewith it.Additionally,itsapplicationprocessis helpSMEsinsecuringcreditfrompillarbanksin onerous,requiringanSMEtocompleteadetailedCRO respectofapplicationsupto€500,000. WhilsttheCRO specificapplicationprocess inadditiontothe isaverypositiveappealstoolinIreland,itsuffersfrom applicationforcreditandsubsequentappealalready 
	completed in the bank. Consultationsconductedin the course of this study wouldsuggest that thisisa significant deterrent toSMEs. Demandfor support from the CRO is low with 205 appealsmade in the period since establishment to January 2013. 

	5.4.2 PuBLIC FuNDING IN NORTHERN IRELAND 
	5.4.2 PuBLIC FuNDING IN NORTHERN IRELAND 
	In Northern Ireland, Invest NIisthe regional business development agency, supporting SMEs to grow the local economy. Invest NI is part ofthe Department of Enterprise,Trade and Investment. It targets its support to thosebusinessesthatcan makethegreatest contribution to growing the local economy; businesses that have the ability to grow and drive productivity and are keento export outside NorthernIreland. 
	Invest NIprovides financial support to SMEs through its Solutions Framework/Boosting Business under5 key themes: Starting a business; Growing your business; Maximising efficiencies; Product development;and International trade and investment. Under each ofthe five themes there are a number of solutions madeup of either advisory or financial support, or both. 
	Companies areencouragedto contactInvestNI to discuss their needs and determine the most suitable form of financial support under thisoverall programme. Inaddition the organisation also provides thefive funds included intheAccess toFinance Strategy and operates two voucher schemes: the Innovation Voucher Scheme and the Finance Voucher Scheme (operational from 2013 and noted in Section 3.2.1). 
	Enterprise Northern Ireland, which represents the networkof Local EnterpriseAgencies in Northern Ireland, alsoadministers the Loan Fund which provides loans to those starting or operating a small business. The Local EnterpriseAgencies (LEAs) also provide accommodation and relatedservicesaswellas business support services to SMEs in Northern Ireland. 
	Figure71 provides a summary of the business sector focus of publiclyfunded schemes in Northern Ireland. On the basis oftheanalysis, itisclear that, just as in Ireland, the mainbeneficiariesare those SMEs operating in the manufacturing, and information and communication technology and professional and scientificsectors. 
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	Reliable business sector profiles are unavailable for approximately 30% of finance reported by public funding organisations for this study. 
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	There has been a significantUKnational policy response and a numberof new measures have been introducedto improvethesupply of credit to SMEs, including a series of government initiatives managed through HMTreasury, the Department of Business, Innovation and Skills and the Bank ofEngland. In generalthey havenot translated effectively to Northern Ireland,with the Enterprise Finance Guarantee scheme and theFunding for Lendingscheme not being appropriately adapted to the needsof the region. In addition, the abs
	TheUKIndependentAppeals Process operates within Northern Ireland. This is, however, based on a different modelto that of the CRO in Ireland. Whileall of the major banks in Northern Ireland are signed up tothis process, therewould appear to be very little take up andawareness of thescheme in Northern Ireland among SMEsandunsuccessful bank applicants have made verylimited use of the appeals process. It has been described as effectively invisible in Northern Ireland by most ofthose consulted throughout the cou
	5.4.3 CROSS-BORDER PuBLIC FuNDING 
	The main organisation focusing on cross-border trade and financial support in Ireland is InterTradeIreland. The organisation focuseson enhancing the cross-border export and innovation potential of SMEs in Ireland and NorthernIreland. InterTradeIreland provides support in two areas: trade (with programmes such asAcumen and Elevate) and innovation (with programmessuch as Fusion and Innova). InterTradeIreland’s innovative suite ofprogrammes also includes supports for early stage companies in raising venture ca
	5.4.4 PROFILE OF THE TYPE OF PuBLIC FuNDING 
	Figure 72 is based on an analysis of a funding database, which pulls together all of the mainfunding schemes and products aimed at SMEsin Ireland and Northern Irelandbyfundingsource. It provides a profile of publicly-financed schemesor funds which shows that the majority of public funding is provided to SMEs by means of direct matchingfunding, followed by direct grants and then public sector loans. It should be noted that Figure 72 shows the number ofindividual schemes or funds,rather than their size. 
	Figure 72: Profile of Government Funding 
	Grant (match funding) 
	Grant (match funding) 
	Grant Loan Equity 
	Competition award 
	Loan & performance bonds 
	Grant and/or redeemable preference shares 

	Source:Fundingdatabase 
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	5.5 THE FuNDING LANDSCAPE 
	5.5 THE FuNDING LANDSCAPE 
	Detailedfunding landscape maps for Ireland and Northern Ireland (seeAppendices 1 and 2) present a visual representationandclearly illustrate the complexity facing SMEsin theirsearchfor funding support,given the number of funding sources,their 
	Detailedfunding landscape maps for Ireland and Northern Ireland (seeAppendices 1 and 2) present a visual representationandclearly illustrate the complexity facing SMEsin theirsearchfor funding support,given the number of funding sources,their 
	fragmentation and themultiplicity of organisations providing funding both directly and indirectly to SMEs. No singleorganisation involved in or consulted for this study was fullyaware of orhada comprehensivelist of the funding schemes orfunding organisations operating on the island ofIreland. This resultsin some level of silo-based financial advice to SMEs whereby individual 
	supply organisations predominantly informandpromote based on their own supply capacity, which alone may not meetall of the needs of theSME. 

	SMEs,in particular smallerowner-managed businesses, lack available time and resources to navigate such landscapes and to filterout the relevant alternative fundingoptions fortheir businesses. Many SMEs seek support on funding matters from their business representative groups, fromtheir main bank or from their accountant. They canbe consideredto be intermediaries in the funding landscape,positioned at a critical juncture. However themajority of these organisations are also unaware of the full suite of fundin
	SMEs,in particular smallerowner-managed businesses, lack available time and resources to navigate such landscapes and to filterout the relevant alternative fundingoptions fortheir businesses. Many SMEs seek support on funding matters from their business representative groups, fromtheir main bank or from their accountant. They canbe consideredto be intermediaries in the funding landscape,positioned at a critical juncture. However themajority of these organisations are also unaware of the full suite of fundin
	Both the Irishandthe Northern Irish SME funding landscapes are characterised by: 
	Information 
	Information 
	Information 
	•

	overload and duplication -There has been a significant increase inthe number of websites providing informationon access to finance in the last numberof years. These websites have been developed bybusinesses, private individuals, business lobby groups, banking institutions, universities and Government departments. Whilst these innovations are welcome and arich source of information, the volume of information nowavailable isoverwhelming.Additionally,no singlesourceis complete or providesa full and accurate da
	portal (www.euraxess.ie)for Ireland, creat


	Non-standard 
	Non-standard 
	•

	applications -eachbank, venture capital firm, publicsectororganisation orother fundersoperates their own application process and application form. Eachfunder, even thosetargeting similar sectors or sizes of SME request different types of information (financial statements, cash flows, businessplans,principal details, etc.)This means 


	that an SMEwho wishes toapply to multiple funders has to preparemultiple application packs providing substantiallythe same information but in a variety of differentformats. Thisisboth inefficient and costly for the SME. The Irish bankshave started tocome together and haveagreed to use astandard applicationform and business plan template, developed by the Institute of CharteredAccountants and the Irish BankingFederation. Nosuch initiative has taken place inNorthern Ireland as yet. 
	Eligibility 
	Eligibility 
	Eligibility 
	•

	information -the assessment of applications is governed by significantly different criteria depending on the funding supplier. The type and level of information which is required to be submitted to support an application for finance varies significantly from funding organisation to organisation even within the same category of funding (i.e. within bank funding). This complicates the application processes for SMEs and results ina lack of understanding amongstSMEs as to the schemes or funds for which they mig

	Absence 
	Absence 
	•

	of tailoredone-to-one support -the international research, as outlined inSection6.2, demonstrates that SMEs preferone-to-one or specific support tailoredto the SME rather than self-service web-basedsupports orwebsites. The take upof the recently introduced Business Link helpline intheUK hasbeen much more significantthan any previous web-basedservices with SMEsclearly preferring one-to-one, telephoneor other tailored support in supporting theirsearchfor financeor the restructuring of existing finance. 




	5.6 SOuRCESOFFINANCE 
	5.6 SOuRCESOFFINANCE 
	5.6 SOuRCESOFFINANCE 
	Outside of traditional bank finance, the Credit Guarantee Schemes (in Ireland and UK) and the MicroFinance schemein Ireland, thereare very few SME specific schemes which can be accessedby companies operating in thesectors (retail, hotels, construction etc.) employing the highestnumber of people and with the highest levels of distress. 
	Aspartof thisstudy, the researchers compiled a databaseof all funding schemes operating in Ireland and Northern Ireland and on a cross-borderbasis. We 

	identified173directfundingproducts/schemes/funds Table11 liststhecurrentfundingprovidersandthe availabletoSMEfromapproximately50different fundingproducts/schemes/fundswhichtheyofferto fundingproviders. Thisexcludesindirectsourcesof SMEs. funding, such astraining and education programmes, or tax incentive schemes and was completed on abest efforts basis withthe input offunding providers. 
	Table 11: SME Funding Providers and Schemes 
	SOURCE 
	IRELAND 
	IRELAND 
	IRELAND 
	NORTHERN IRELAND 
	ISLAND OF IRELAND 
	TOTAL 


	Bank 
	Bank 
	Bank 
	36 
	28 
	64 

	Public Funding 
	Public Funding 
	68
	 6
	 5 
	79 

	VisibleAngel
	VisibleAngel
	 7
	 1
	 1
	 9 

	Seed and VC
	Seed and VC
	 7
	 4 
	8 
	19 

	Crowd Funding
	Crowd Funding
	 1
	 1
	 2 

	Total 
	Total 
	119 
	40 
	14 
	173 


	AsTable 11 demonstratesa large number of funding options are available to SMEs. However many SMEs will find that they are not eligible for certain products / schemes / funds because of the business sector in which they are operatingor the type of business activity in which they are engaged. Whenthe declared sectoral focusof each scheme /productor fund is analysed, the 
	AsTable 11 demonstratesa large number of funding options are available to SMEs. However many SMEs will find that they are not eligible for certain products / schemes / funds because of the business sector in which they are operatingor the type of business activity in which they are engaged. Whenthe declared sectoral focusof each scheme /productor fund is analysed, the 
	following business sector pattern emerges, as shown in Figure 73. Whilst approximately 30% of lending products provided by banks are focusedon specific business sectors, 78% of public schemes, 100% of business angel and 100% of venture capital schemes include someform of businesssector focus as eligibility criteria. 

	A: Agriculture, Forestry and Fisheries 
	A: Agriculture, Forestry and Fisheries 
	B: Mining 
	C: Manufacturing 
	F: Construction 
	G: Wholesale and Retail Trade 
	H: Transportation and Storage 
	I:Accomodation and Food ServiceActivities 
	J: Information and Communications 
	K: Financial services excl intermediation 
	L: Real Estate, Land, etc 
	M: Professional, Scientific and Technical 
	N: Admin and Service Support Activities 
	P: Education 
	Q: Human Health and Social Activities 

	Figure
	Figure 73: Sectoral Profile of all SME Products/ Schemes 
	Figure 73: Sectoral Profile of all SME Products/ Schemes 
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	Source:DatabaseofallSMEFinanceProducts/Schemes/FundsinIrelandandNorthernIreland 
	It is apparent that while most bank funding andsome publicfundingisopen toall business sectors, the majority ofnon-bank funding is targeting the same business sectors. These sectorsinclude those most likely to have exportingcompanies, highgrowth companies, ICT, medicaldevices,high-tech manufacturing and lifescience companies. 
	It is apparent that while most bank funding andsome publicfundingisopen toall business sectors, the majority ofnon-bank funding is targeting the same business sectors. These sectorsinclude those most likely to have exportingcompanies, highgrowth companies, ICT, medicaldevices,high-tech manufacturing and lifescience companies. 
	Government, VC, angel and somenew emergingbank funds are also very focused on a smallnumberof high growth,high potential sectors with very fewschemes or funds in place to support SMEs operating inthesectors which are most depressed and employing the largest number of people. There is a debate whether more concentrated funding can encourage innovation and incentivise high calibre teams to start new projects because ofthe perceived availabilityof funds or that the majority ofgovernmentfunding and venture capi
	Whilst no banking schemeshave a specificrequirement for exporting, all business angeland venture capital schemes seek some level / potential to export. 63% of public schemesrequiredthe SME to be an exporter. It should also be noted that the majority of the other public schemeslistedthe potential to export as a qualifyingcriteria. 
	Of non-bankschemes that did not have a specific export potentialrequirement, all required compliance with some specific criteria (such as location within the Gaeltacht,ledbya female entrepreneur, be a micro SME, orbe involved in a specificbusiness such as 
	Of non-bankschemes that did not have a specific export potentialrequirement, all required compliance with some specific criteria (such as location within the Gaeltacht,ledbya female entrepreneur, be a micro SME, orbe involved in a specificbusiness such as 
	crafts or fishing). The success of specific schemes launchedduring 2012, suchas schemestargeted at female entrepreneurs, have also demonstrated how demand can be created through the supply offunding to certainspecifictarget groupings. 

	Almost three quarters (73%) of banking schemes identified did not require a borrower to beincorporated, comparedto 16% of government backed schemes and all business angel or venture capitalschemes require incorporating. Government-backed schemes which do not require incorporation are typically for proof of concept funding which subsequently require incorporation. 
	In terms of cross-border coveragemost schemes operatein one jurisdiction only. Sixof the nine active formalbusiness angel schemes invest primarilyin their local region and one is cross-border. Several additional all-island business angel syndicatesspecialising in food and med techwere planned to be active in 2013. The four specific Northern Ireland seedandstart-up capital schemes invest solelyin one jurisdiction as do the Irish seed and start-up capitalschemes. Most venture capital schemes will review prosp
	To conclude, itisclear that in a number of business sectors, bank funding ormore recently government bank guarantee schemes arethe only external finance optionfor SMEs,in particular for SMEs operating in domestically focused, non-exporting sectors. 



	6. InternationalBestPractice 
	6. InternationalBestPractice 
	6.1 INTRODuCTION 
	6.1 INTRODuCTION 
	In the period following the global financial crisis there was a strongconvergence internationally and particularly withintheEU in the responses of governments aimed at alleviating pressures on SME finance.Arange of traditional measures were introducedbut also some new supplementaryinitiatives and instruments were introduced, comprising loans, guarantees, microfinance, venture capital (VC) and other equity financing measures. 
	In parallelto this theEuropean Commission also focused on the development of aframeworkfor supportingaccess to finance amongst SMEs including, for example, the integration ofthe VC market to allow venturecapitaliststo operate more efficiently across borderswithin the EU and the launch in 2013 ofa new single online portal for all financial instrumentsavailable to SMEs.While both Ireland and NorthernIreland, similar to most othermember states, have drawn down supports underthese measures, continued engagement
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	This section focuses on country-specific responses to access to finance challenges, in order toidentify areas of goodpractice including responses,from both within and outside the EU, which may be of interest to policy makers in Northern Ireland and Ireland. Many are not necessarilynew ideas in themselves or have been around in some shapeor form for a number of years and across many countries. The review of international experience suggests that there are nostandalone silver bullet solutionsin terms ofnew cr
	The responses described below are organisedin the three areasof particular concern for policy makersin Ireland and Northern Ireland: 
	Diversifying 
	Diversifying 
	Diversifying 
	•

	finances usedbySMEs and promotion of these options; 

	Improvingfinancialcapability 
	Improvingfinancialcapability 
	•

	ofSMEs and othersin thefinance forgrowtharea; and 

	Improvinginformation 
	Improvinginformation 
	•

	sources and the accessibility of these. 


	6.2DIVERSIFYINGFINANCING AND THEPROMOTIONOF ALTERNATIVEFINANCING OPTIONS / NON-BANKLENDING 
	In this section the research provides anoverview of some measures which have been introduced in selected European counties: Germany, France and the UK.The countrieswere selected as they all have a wide rangeof measures across the broadSME spectrum (by age, stage, size, growth characteristics). The section finishes with an example of a country-specific approach to promoting the supply and diversification of funding alternatives for SMEs – theUK Business FinancePartnership. 
	43 

	The measures whichhave been introduced in Germany, Franceandthe UK include selected debt, hybrill level their key characteristics include: 
	d and equity options.At an overa

	Arange 
	Arange 
	Arange 
	•

	of classicaldebt instruments -including guaranteed loans, low costloans,etc -aimed at addressing/reducing cost ofcredit,addressing lackof collateral, facilitatingpayment flexibility (e.g. allowing deferralof capitalrepayments). 

	Subordinated 
	Subordinated 
	•

	loansor hybrid packages aimed at supportingSMEs to improve capital structure – aimed at extending the choice of financing options and ultimately supporting SMEs in improving their capital structures. 


	Seeforexample(1)atanoveralllevel -and(2)forindividual countries -/ 
	42 
	http://ec.europa.eu/enterprise/policies/finance/financing-environment/index_en.htm 
	http://www.access2finance.eu

	Examples derived from country reports for Germany and France accessed at: and …….france en.pdf respectively. UK examples derived from Department for Business, Innovation & Skills, SMEAccesstoFinanceSchemes:Measurestosupportgrowth(2013). 
	43 
	http://ec.europa.eu/enterprise/policies/finance/guide-to-funding/indirect-funding/files/fact-sheets/germany_en.pdf 

	Equity products -including seed funds,co-investment funds to support leveraged private investment and later stagefunds -which can targetparticular SME cohorts (e.g. mature organisations indifficulty). 
	Equity products -including seed funds,co-investment funds to support leveraged private investment and later stagefunds -which can targetparticular SME cohorts (e.g. mature organisations indifficulty). 
	•

	The above finance types (debt,equity and hybrid packages) are made available toeither awide cross section of SMEs(e.g. Enterprise Finance Guarantee scheme in theUKavailable to all SMEswith limited exceptions) or to a specificandtargetedpopulation 
	(e.g. start-up businesses – ERPStart-up loans in Germany for youngpeople,Start-UpLoan Programme in the UK forentrepreneurs – variousKfW loans in Germany for high growth, hightech orcompanies of specific sizes).All have various restrictions or conditions including the amount of funding which can be drawn down. 
	Areport onbest practice amongst member states (Centre for Strategy and Evaluation Services,2012a) highlightedtheimportance of building in flexibility acrossinitiatives so that terms and conditions and restrictions can be tailored tochanging circumstances, including increasing investment limitsor changing the profile of qualifying companies. Some ofthe best products from the UK, France and Germany recognise that the characteristics, capitalstructuresandfinancing needs of SMEs can varysignificantly across tha
	Areport onbest practice amongst member states (Centre for Strategy and Evaluation Services,2012a) highlightedtheimportance of building in flexibility acrossinitiatives so that terms and conditions and restrictions can be tailored tochanging circumstances, including increasing investment limitsor changing the profile of qualifying companies. Some ofthe best products from the UK, France and Germany recognise that the characteristics, capitalstructuresandfinancing needs of SMEs can varysignificantly across tha
	light ofthefact that a significant portion of applications for credit arerejected becauseof balancesheet reasons (over-leverage,inappropriate capital structure), ensuring more appropriate capital structures for SMEs becomes moreimportant. 

	In addition,and similar to the new NPRFTurnaround Fundin Ireland, the French Fondsdeconsolidationet dedéveloppementdesenterprisesis aimed at SMEs with growth potential who have been hard hit by the financial crisis and representsan example ofa response specificallytailored to a currentproblem. 
	The useof co-investment funds to stimulate business angel activity across many EU countries is also important tonote whenreferring to diversifying funding sources. The useof co-investmentfunds have also been widely used internationally and a recent evaluation, while cautious due to limited data and evaluations, concludes that they appear to be effective in stimulating the business angelmarket(Centrefor Strategy and Evaluation Services, 2012b). 
	Somecountries are utilising or developing the concept of a businessor development bank to comprehensively and more effectively deliver government support (Canada, Germany, France, UK). Many of the major government programmes in Germany are delivered by the KfW development bank. Equally in France manyof the programmes are delivered by OSEO,soon to be transferred under the umbrellaof a new French Public Investment Bank. The UK government schemes will also transfer to and be delivered by the new UK business ba
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	Alongside the supply ofappropriate non-bank financing there is the need,identifiedin the research, to promote these sources of funding. The UK Business Finance Partnership (BFP), soon to be encompassed within the newbusiness bank, provides ausefulexample of a country-specific approachto promote and better facilitate alternative non-banklending opportunitiesto SMEs.Akey aim of the BFPisto increase the supply of capital through non-bankchannelsandhelp todiversify 

	Due to past experiences with national initiatives, some regions within the UK (notably North East of England and Wales) have expressed concern that the new business bank needs to respond to different regional economic contexts. In light of the poor success of previous national UK initiatives within the region, Northern Ireland will similarly have to engage strongly with this new business bank to ensure that regional needs are addressed and responses can be tailored to ensure maximum benefit. 
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	thesourcesoffinanceavailabletobusinesses includemezzaninefinancefunds,supplychainfinance (DepartmentforBusiness,Innovation&Skills,2013). schemes,specialistfinancingschemessuchasset TheBFP isresponsiblefor investingupto£100m finance,andpeer-to-peer lendersasrepresented in throughnon-traditionalprivatesector lendingchannels Table12below. that lend directly to small businesses. Thesechannels 
	Table 12: UK Channel/ Source of Finance 
	LENDER NAME DESCRIPTION OF CHANNEL/SOURCE OF FINANCE 
	Market Invoice 
	Market Invoice 
	Market Invoice 
	Innovative online platform through which SMEs can raise funds by selling individual invoices to a pool of investors. 

	URICA 
	URICA 
	New supply chain finance platform to provide a consistent channel of cash frominstitutional investors to SME suppliers by enabling early payment of their bills to mid-sized growth companies. 

	Beechbrook Capital 
	Beechbrook Capital 
	Mezzanine fund to lend to SMEs focused on growth capital. 

	Funding Circle 
	Funding Circle 
	Peer-to-peer lender enabling people in the UK to lend money directly to smallbusinesses, offering a more efficient way of helping firms to access loans. 

	Zopa 
	Zopa 
	Online peer-to-peer lender. Through the website investors can lend directly tosmall business, offering a more efficient way of helping firms to access loans. 

	Boost & Co 
	Boost & Co 
	Fund focussed on providing loans to growing and innovative small business. 

	CreditAsset Management Limited 
	CreditAsset Management Limited 
	Provides specialist financing to SME sector – asset finance and professional loans. 



	6.3 IMPROVINGFINANCIAL CAPABILITYTHROuGH AWARENESSOF FINANCING SCHEMESANDTARGETED SuPPORTTO SMEs SEEKING FINANCE 
	6.3 IMPROVINGFINANCIAL CAPABILITYTHROuGH AWARENESSOF FINANCING SCHEMESANDTARGETED SuPPORTTO SMEs SEEKING FINANCE 
	Policy makers need to considerhow bestto provide 
	advice on access to finance to SMEs, including not only 
	the range of alternativefinancing options, but also 
	the range of alternativefinancing options, but also 
	improving awareness of the appropriate funding solution for the specific firm taking into account its capitalstructures and medium tolonger term financing needs.Aligned to this thereisalso aneed to ensure that multiple applications to multiple lenders, an appropriate featureof a competitive lending landscape, is not overly burdensome on SMEs requiringmultiple differentapplication forms and different supporting information. Table 13 provides some relevant examples fromAustralia, New Zealand, the UK and Franc

	INTERACTIVE TYPE COUNTRY EXAMPLE KEY CHARACTERISTICS/ BENEFITS 
	SME Helplines/Hotlines Provision of targeted support to SMEs seeking finance Improved information for lenders 
	Table 13: Awareness of access to finance initiatives 
	Table 13: Awareness of access to finance initiatives 


	•Australia 
	•Australia 
	•Australia 
	-SmallBusinessSupport Line and LiveChat was established in response totheglobal recession andis open 8am -8pm Monday to Friday. It providesinformation onfinance and cash flow management(includingloan and bankingproducts), marketingandpromotion, businessplanning and diagnostic services, legal,accounting and taxationservices. The top call enquiriesincludeGovernment initiatives, grantsandassistance,business planning anddiagnosticservices. 

	•Newzealand 
	•Newzealand 
	-hotlinesimilarto Australianexample above.

	•unitedKingdom 
	•unitedKingdom 
	-Business Link Helpline offers advice and information on financingyour businessand is openMonday toFriday,normal officehours. 

	• 
	• 
	Australia -TheSMEAssociationof Australia (SMEAA)negotiated anarrangement with aprivatesectorgrantsconsultancy,whowillevaluate theentitlementofan interestedSMEto thevarious governmentschemesavailable and then providethem with a writtenreport of eligibility. If the SME appoints thecompanytocomplete applications on its behalf theywill onlycharge asuccess fee (i.e. nofunding, no fee). SMEAAmembers receive a 10%discountoff thesefees. 

	• 
	• 
	France -Recognisingthat front line privatesectorlendersarean importantpoint of contacttoSMEs andplaya pivotal role in advisingand arranging suitable financefor SMEs, OSEO for examplepublishesa “Guide to the banks” in which itsetsoutall its products. This typeofinformationdissemination isimportant as it ensuresthatfrontline lenders are aware of,and can advise on governmentschemes. 


	Central support point. 
	Central support point. 
	Facilitates bespoke support. 
	Interactiveservice/human contact. 
	Supplements informationwebportals which can be difficult to navigate or resultin information 
	overload. 
	SMEScanavail of theservicesof experts of thefinancing landscape to identify grants. 
	SMEscanavail of services of experts to complete applications. 
	Costeffective – nofunding, no fee. 
	Improvesadvice to SMEs throughintermediaries includingfrontlineadviserssuch as banks. 
	Builds awareness ongovernmentschemes through existingsupport channels. 
	Allied to this issue of awareness a significant number of international reports(Audet & St-Jean, 2007) and a recent UK report on business supports(Department for Business, Innovation & Skills,2011)refer to the widespread and substantial underuse of supports by SMEs, even where there is a demonstrable need for support. The UK reportconcludes that only 40% of 
	Allied to this issue of awareness a significant number of international reports(Audet & St-Jean, 2007) and a recent UK report on business supports(Department for Business, Innovation & Skills,2011)refer to the widespread and substantial underuse of supports by SMEs, even where there is a demonstrable need for support. The UK reportconcludes that only 40% of 
	SMEs made useof formal business support assistance in the threeyear periodof the study and itestimateda latent demandacross over a further quarter of the SME population. Thislatent demand included non-users of assistance who did not recognise their needfor assistance despite experiencing problems,those that did recognise their problems butdid notavail and those 
	thatavailedtoanextentbutrequiredfurtherandmore outlinedelsewhereinthisreport,thekeyfindingson extensiveassistance. Duetothe importanceof barrierstousingbusinesssupportsfromtherecentUK improvingthecapabilityandperformanceofSMEs,as studyaresummarisedinTable14. 


	Table14: Barriers to Take Up and use of Business Support 
	RESEARCH TO UNDERSTAND THE BARRIERS TO TAKE UP AND USE OF BUSINESS SUPPORT: KEY FINDINGS 
	Demand side patterns
	Growth 
	Growth 
	Growth 
	•

	plans -SMEswith growthplansweremorelikelytodrawdownassistance than those in survival mode. 

	Age 
	Age 
	•

	-New businesses were morelikelytoavail thanthose aged 6years andover. 

	Size 
	Size 
	•

	-Medium-sized businesses were more likely to seekformal assistance; a highproportion of microbusinessesused solelypublic sources compared to theirsmalland medium counterparts. 

	Sector 
	Sector 
	•

	-SMEsin the hoteland catering sector used support services least. 

	Management 
	Management 
	•

	team characteristics -SMEswithlargermanagement teams and morehighly qualified managers used servicesmost. 

	Actual 
	Actual 
	•

	performance -Thosewho had drawn down support were more likely to have improved (employmentandturnover). 


	Supply side patterns
	Importanceofone-on-one 
	Importanceofone-on-one 
	Importanceofone-on-one 
	•

	contactmethods -BusinessLink, the new UK helplineservice was the mainpublic sector provider of advice with e-mail,telephone and face-to-faceservicesbeing used morefrequently than web-based methods. 

	Higheruseofprivate 
	Higheruseofprivate 
	•

	sector support -Almost30% ofSMEsused privatesectorsupportand 20% used public sector support.Asignificantlygreaterproportion of usersof privatesectoradvice consideredthat thebusiness was performing significantlybetterthan usersofonly public sources. Inadditionthere was a greatertendencytoprovide advice / services bytelephoneorface-to-face by privatesectorprovidersand agreatertendencytoprovide viawebsite amongstpublic service providers. 


	Barriers to accessing support services
	Doubts 
	Doubts 
	Doubts 
	•

	aboutthebenefitsandvalueofassistance inrelationtothe expenseand timeinvolved. 

	Cost 
	Cost 
	•

	-Non-usersof businesssupportserviceswerewillingtopayfor the services butare only willing to pay relatively low rates incomparisonto what is beingpaid by actualusers of suchservices. Costwasa particular issue forthose inthehotel, restaurant and cateringand financialand business services sectors. 

	Difficultiesin 
	Difficultiesin 
	•

	finding the timefor survivalorientatedbusinesses. 

	Notbeingable 
	Notbeingable 
	•

	to trust external advisors. 

	Concerns 
	Concerns 
	•

	aboutexternaladvisors notunderstandingthebusiness. 

	Lackof 
	Lackof 
	•

	confidence to approachbusiness advisors (particularly amongyoungbusiness and less experienced owner/managers). 


	Consultations carried out as part of this exercise wou suggest that the level of awareness and uptake of business support services remains an area which could be improved, especially with the concerns expressed about capability.Although the evidence remains to be collected, it is also likely that the UK trends, in relation to latent demand and in particular 
	ld underuse of business support services by certain types of SMEs and certain sectors, would be repeated in Ireland and Northern Ireland. 
	Thehighuseofone-to-onemethods,asopposedto websites, isan important considerationinservicedesign asitsuggeststhatbespokeand individualisedsupportis 
	Thehighuseofone-to-onemethods,asopposedto websites, isan important considerationinservicedesign asitsuggeststhatbespokeand individualisedsupportis 
	moreappropriateandfavouredbySMEstoa generalisedresponse. Theimportanceofcostasan impedimenttodrawingdownservices isalsoan importantconsiderationand anareawheregovernmentbackedvouchers canplayanimportantrole. 
	-


	Another area of concern is that thosebusinesses who may bein most need of services (in survival, in struggling sectors, small management teams with no formal qualifications) are those who are least availing of business support serviceseither because they are not aware that theyrequire them or for other reasons, including financial and time resources. 
	Another area of concern is that thosebusinesses who may bein most need of services (in survival, in struggling sectors, small management teams with no formal qualifications) are those who are least availing of business support serviceseither because they are not aware that theyrequire them or for other reasons, including financial and time resources. 
	Table15: International Business Development Services 
	Someinternationalfinancingschemeshaveintegrated businessdevelopmentsupportorwrap-aroundservices withthefinanceproducttoleveragethebenefitsofthe funding. Dependingonthenatureofindividual schemes, considerationshouldbegiventothe integrationofboth genericandbespokesupportservicesandwhether,and towhatextent,someservices shouldeitherbe amoregeneralandnon-schemespecificlevel,and takingintoaccounttheresultsoftheUKstudyabove, considerationshouldbegiventocost-effective measureswhichfacilitatethe draw-down ofbespoke 
	mandatedormoreproactivelyencouragedforSMEs.At 


	INTERACTIVE TYPE COUNTRY EXAMPLE KEY CHARACTERISTICS / BENEFITS 
	Business Mentors Programme Vouchers 
	Business Mentors Programme Vouchers 
	New zealand -Business MentorsNew Zealand delivers abusiness mentoring programmethatispartly funded by New ZealandTradeandEnterprise (NZTE) andpartly by theprivate sector. More than 1,400volunteermentorsoffer anextensiverangeofbusiness knowledge, skillsandexperience. Registration for SMEs costs $150, butthere arenoother costs (i.e.there is nocost forthe subsequentconsultationsand drawdownofsupportfrombusinessmentors). 
	united Kingdom -Mentorsme.co.uk isa mentoringgatewaythat links businesses tomentoringorganisationsacrossthe UK to find a mentorthatsuits the business,including specialistfinancialsupport. The British Bankers’ Association hosts the portaland has provided 1,000 volunteer bank mentors recruited from the businesscommunity. 
	Whilevouchershavebeenusedacrossa lot of countries,including Irelandand Northern Ireland,some countries have eithernot restrictedtherangeofserviceswhichcanbe drawndownorhaveexpanded the rangepreviously available. 
	TheNZTE CapabilityDevelopmentVoucher(NewZealand) vouchers maybeusedtohelppayup to 50% of thecost ofservices(max.value of$5,000) from registered providersthatimprove managementcapabilities in the following areas(business planning,marketingstrategies, finance, business systems,managingresources, governance, sustainability, leanmanufacturing/business,operations, exporting,capital raising). 

	•Extensive 
	•Extensive 
	•Extensive 
	•Extensive 
	lowcostsupport option. 

	•Significantprivate 
	•Significantprivate 
	sector support.

	•(Supplementscompetitive 
	•(Supplementscompetitive 
	or grant-basedmentorprogrammesas morewidelyaccessible). 

	• 
	• 
	Facilitatesdrawdown of bespoke supportwithinan extensive range of businessdevelopmentservices(less restrictions). 

	• 
	• 
	Helpaddress widespreadreluctance of SMEsto drawdown professional services (reducedcost). 



	While a numberof countries haveimplemented some form of credit mediation (Germany,Belgium, France, Spain, Ireland, UnitedKingdom), France’s Credit MediationOffice is probably themost extensive. It is based on a significantly differentmodelto that in place elsewhere and is much more heavily resourced than theIrish CROandother international models. It acts as a catalyst totheprovisionof highquality financial advice toSMEs (via public or private sector advisors and intermediaries) oncapital structure,restructu
	Thekey features of the French model include a network which operates at both the local level (with 105 local mediatorsusually the first point ofcontact and whoare often departmental directors ofthe Banque de France) and nationally (with an executive committee supported byanalystsandadministrative staff). The local mediators analyse the financial and strategic situation of the firm,in order to assess thenature of the difficulties to be resolved withthefinancialpartners (banks, creditinsurers, investors, fact
	Themediationapplication processin France is as follows: 
	Company 
	Company 
	Company 
	•

	(or a third party mediator) provides information on their financial position and their funding requirement in a mediation application onthe website. 

	Inthe48 
	Inthe48 
	•

	hours after validation of the on-line mediation application,thelocal mediator contacts the company, informs it as to its decision on whether or not the application is eligible, and develops an action plan with the firm. 

	The 
	The 
	•

	credit institution is notified that mediation proceedings have been initiated and have five workingdays to review theirposition, afterwhich time the local mediator contacts the business tosee how the situationisdeveloping. 

	If 
	If 
	•

	the difficultiespersist, the mediator personallygets in touch with the firm’s financing partners to identify the sticking points. 


	The credit mediation framework is largely built on existing structures and some of itskey strengths are: 
	Thecooperation 
	Thecooperation 
	Thecooperation 
	•

	at a local level between the rangeof financingpartnersand other interested parties (arising from MoUs with banks, credit insurers, investment funds, government/OSEO, SME representativeorganisations, etc). 

	Thegradualextension 
	Thegradualextension 
	•

	of the role of mediation from thefirst iteration dealingwith increased refusals by banks of small loan applications tothe withdrawal of credit insurance cover and the treatment of firms’ equity financing needs. 

	Theclose 
	Theclose 
	•

	cooperation ofmediators with OSEO, through itsloan guarantee programmes, to find financingsolutions for companies is also considered crucial. 

	It 
	It 
	•

	is supported by a complementarynetwork of “thirdparty mediators” which coordinate on the ground actions aimed at advising companies /CEOsabout mediation strategiesand assisting them with implementation of the solutions identified during mediation. 
	-


	Theaccess 
	Theaccess 
	•

	for mediators and companies to a wide range ofsolutions and information/processes in the most complex cases. This can point businesses to themost suitable bodies dealing with, for example, requests to reschedule acompany’s tax and social security liabilities, financing a strategic audit or full restructuring. 


	While itisacknowledged that the model and the level of resources deployed vary significantly as between the French Credit Mediation system and the Irish CRO, consideration canbe given as to how and to what extent the more extensive support provided to French SMEs (in terms ofidentifying, designing and implementing appropriate finance solutions)couldbe provided to SMEson the island. 


	6.4IMPROVINGINFORMATION ON SMEsAND FINANCE 
	6.4IMPROVINGINFORMATION ON SMEsAND FINANCE 
	6.4IMPROVINGINFORMATION ON SMEsAND FINANCE 
	The stridesmade by the Central Bankof Ireland and the Departmentof Financein terms ofregular data collection and detailed research on bothsupply ofand demand for finance by Irish SMEs providesan example of good practice which has continued to develop since 2010. 
	With regard to further improvements in the area of SME datacollection and analysis, the examples of Canada andAustralia areusefulin that they profile a large proportion of the SME population ata granular level, something which stand-alone surveys donot easily facilitate,andprovide analysis atthe country-specific level to informnational/regional policy and allow for ongoing time seriesanalysis. 
	-

	Canada: The Business Development Bank of Canada (whichalso publishes detailed supply side data) conducts ongoing research on the SME demand side including access to finance, SME profiles which can inform demandandtheexploration of specific sectoral and size problems. Recent research in 2013 has included reports onmid-tier firms (includinggrowthplans and access to finance challenges), on the specific access to financing needs of manufacturers and the regular “SMEs at a glance” 
	•
	profile.
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	Australia: TheAustralian Departmentof Industry, Innovation,Science Research andTertiary Educationpublishes an annual report onAustralian smallbusiness which follows the same structure each yearto facilitate trend analysis. Thisalso includes additional specificresearch, for example,in 2012, on early stagestart-ups. The annual reportuses a range of external sources from theAustralian Bureau of Statistics and includes comprehensive detail onthe SME population, including number of SMEs by sector and region; bus
	•
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	See 
	45 
	See http://www.bdc.ca/EN/about/sme_research/ 
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	http://www.innovation.gov.au 
	http://www.innovation.gov.au 




	7. Conclusions and Recommendations 
	7. Conclusions and Recommendations 
	Theconclusionsandrecommendations havebeen preparedonthebasisoftheprecedinganalysisofthe demand andsupplyfactorsimpactingontheSME fundinglandscapeinbothjurisdictionsandonexamples ofbestpracticearisingfrominternationalresearch. 
	Theimplementation of the recommendations will dependon the engagement of individual stakeholder groups involved in supporting SMEs in securing finance or in the provision of that finance to SMEs, including: 
	Banks; 
	•

	Public 
	Public 
	Public 
	•

	policy stakeholders; 

	Equity 
	Equity 
	•

	stakeholders; 

	Business 
	Business 
	•

	representative groups; and 

	Financial 
	Financial 
	•

	intermediaries and advisors. 


	7.1 CONCLuSIONS 
	7.1 CONCLuSIONS 
	KEYOVERALLCONCLuSIONS 
	Demand isat least, if not more important than supply as thekeySME finance issue. The work carriedout as part of this study clearly shows that in IrelandandNorthern Ireland, the supply of finance is no longer the most significantissuefacingSMEs and instead mostpressing problems formost Irish and Northern IrishSMEsisfinding new customersand/or addressing costpressures. 
	It is difficult to say what a normal level of demand for finance is in Irelandor in Northern Ireland, as it was never measured prior to 2009. However, on the basis of Irish total private sector credit figures, demand for credit increased to apeak in 2009 when itwas 120 percentage points higher than in 2003. Demand for finance amongst SMEs in Ireland and Northern Ireland hasfallen significantly since 2009 when its measurement began on asystematicbasis. Where demand currently exists it is primarily to fundsho
	Thedemand for credit amongstthe SME community in Ireland and Northern Ireland has been depressed due to a range offactors including a falloffin domestic demand, lack of consumer confidenceandlegacy debt levels. Indeed, the lowlevelof demand for credit now threatens to become a much greater problem forSMEs in bothjurisdictions than the supply of credit, as the nature and volumeof SME-specific schemes and funds has increased significantly in the periodsince 2011. 
	Nevertheless, while the demand for credit is at its lowest level since 2010,asmeasured by credit advanced to Irishresident SMEs, there remains a concern that ifan economicrecovery were to gain momentum, it could be inhibited or even derailed by a supply sidedeficit. 
	There is adearth of diversityin the financing landscape for SMEs across the island. Thecapital structures,marketandeconomic position of SMEs on the island have adisproportionate reliance on banks for theirfundingneeds. Bankfunding,largelyintheform of overdrafts and loans, accounts for94%of totalSME finance which is comfortably greater thanother European counterparts. 
	Agenerallack of financial literacyexists across the broad financing landscape. Alack of knowledge on alternative funding options is inhibiting the development of amore diverse funding landscapeandthe subsequent use of more appropriate and lesscostly fundingalternatives. Not only is there an overreliance on bank funding but local SMEs arealso more reliant on short-term finance, in particular overdrafts and trade credit, in comparison to the EU average. They also still have a significant dependencyon cheques 
	There is a lack of balance sheet “right sizing”. 
	In general, Irish and Northern Irishbanksneed tobe more engaged in the debt restructuring orwrite offof debt for SMEs who demonstrate sustainable trading positionsbutare over-leveraged due to property or other legacy debt issues. Banks are only veryslowly disengaging from short term forbearance measures, a temporary and short termsolution which, in the 
	In general, Irish and Northern Irishbanksneed tobe more engaged in the debt restructuring orwrite offof debt for SMEs who demonstrate sustainable trading positionsbutare over-leveraged due to property or other legacy debt issues. Banks are only veryslowly disengaging from short term forbearance measures, a temporary and short termsolution which, in the 
	absence ofstrong economic growth,may not address the needfor longterm restructuring ofthebalance sheetsof many SMEs. 

	The Central Bank of Ireland began toengage with Irish pillar banks in 2012 in relation to the restructuring of SME bank debt, but action inthis area remains too limited. The work which hasbegun in this areaneeds to be accelerated anda clearpolicy is required in both Northern IrelandandIreland to address current levels of debt overhangamongst viable SMEs and to “right size” SME balance sheets. This will require fundamental bank debt restructuring, debt write-off, parking anddebt/ equity swap models and,in so
	The Central Bank of Ireland began toengage with Irish pillar banks in 2012 in relation to the restructuring of SME bank debt, but action inthis area remains too limited. The work which hasbegun in this areaneeds to be accelerated anda clearpolicy is required in both Northern IrelandandIreland to address current levels of debt overhangamongst viable SMEs and to “right size” SME balance sheets. This will require fundamental bank debt restructuring, debt write-off, parking anddebt/ equity swap models and,in so
	Inmanycases,current debtlevelscannotbeserviced throughexistingcashflows. Inthosecases,theSME willneverbeabletorepaydebtlevelsinfull,will continuetostruggleandwillnotbe inapositiontogrow ordevelopasabusiness. ForthoseSMEslongterm debtrestructuring(includingwrite-offinsome instances) istheonlyoption. Debtwrite-offorpartialdebtwrite-off shouldonlybeofferedtothosebusinesseswhocan demonstratethe generationofsustainabletradingcash flowsfromnormalbusinessoperationsfollowing restructure. Untilsuchtimeasthebalancesh
	Asustainable SME whose debt hasbeen “right sized” to a level whichthey can service is a better assetto both the bank and wider economy. 
	Alack ofinvestment is potentially damaging SMEs businesses. The economies of Ireland and Northern Ireland are both heavilydominatedby SMEs. The majority of these SMEs are the smallest ofcompanies – micro companies with low levels of turnover, employees andadomesticeconomyfocus. Whilethereare encouraging signs that more are moving to a growth mode,a still significantproportion ofthese SMEs are focussed onsurvivalor stabilisation not on growth or expansion and, as such, are not looking for growth or developme
	Alack ofinvestment is potentially damaging SMEs businesses. The economies of Ireland and Northern Ireland are both heavilydominatedby SMEs. The majority of these SMEs are the smallest ofcompanies – micro companies with low levels of turnover, employees andadomesticeconomyfocus. Whilethereare encouraging signs that more are moving to a growth mode,a still significantproportion ofthese SMEs are focussed onsurvivalor stabilisation not on growth or expansion and, as such, are not looking for growth or developme
	investment in a business ultimately damages that businessandthereforerepresents a systemic and long termrisk to theeconomies of Northern Ireland and Ireland. 

	There is a continued need to leverageEu-wide and uK initiatives. BothIreland and Northern Irelandhave drawn down support underthese EU measures. Ongoing engagement with the EU will remain an important aspect of SME policy to ensure maximum potential is derived from the rangeof EU funding initiatives available to member states, such as the Competitiveness and Innovation programme, JEREMIE and the European InvestmentBank. The list of EU support measureshas been widely documented elsewhere and is not reiterate
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	Additionally, in light of the poor success of previous national UK initiatives withinthe region, the relevant government departments in NorthernIreland (DFPand DETI) will have toengage strongly with the new business bank to ensure that regionalneeds are addressed and responses can be tailored to ensure maximum benefit. Other regions within the UK (North East of Englandand Wales) have similarly expressed concern that,dueto pastexperiences with national initiatives, the business bank needs to respond totheir 
	CONCLuSIONS INRELATION TO THE SuPPLYOFANDDEMAND FOR BANK FINANCE 
	The report provides, for the first time,a picture of the totalsupply of bank finance for both Ireland and NorthernIreland. Asat 31stDecember 2012, total bankfinance of €31.5 / £25.7 billion had been extendedto Irish and Northern IrishSMEs. Of this total €25.7 / £20.9 billionisto Irish SMEs and €5.8 / £4.7 billion to Northern Irish SMEs. 

	Seeforexample(1)atanoveralllevel -and(2)forindividual countries -
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	http://ec.europa.eu/enterprise/policies/finance/financing-environment/index_en.htm 
	/ 
	http://www.access2finance.eu


	Businesses are over-reliant on bank funding. As at 31st December 201294%of total SME financecame from bank funding. Commercial banking cannot and should not be expected to take on all the risk associated with financing SMEs in either jurisdiction. In comparison to European SMEs, Irish and Northern Irish SMEs demonstrate an over-reliance on shortterm bank finance with a disproportionately high use ofoverdrafts. 
	Alackof bank supplydata exists for Northern Ireland. The absence ofregularly reported figures for Northern Ireland presents a significant gap in the analysis of total funding available to SMEs inNorthern Ireland andthus hampers the development ofpolicy responses to funding gaps that might exist inthat market. 
	Therehasbeena fall in both the supply ofand demand for bankfinance. Both the supply of and the demand for bank finance hasfallen significantly inthe period since 2008. In Ireland, the fall in supply has also been impacted by the withdrawalof anumber of providers fromthe Irish market, in both 2010 and 2013. Total outstanding credit to IrishSMEs has decreased from €34 billion at theend of Q1 2010 to €26 billionat theendof Q4 2012. No trend figures are available for Northern Ireland. 
	High levels of bank debt exist forthe largest sectoral employers. Of the four main sectoral employers ineach jurisdiction, three (retail, construction and hospitality) are in distressand are very dependent on the domestic economy, and have high levels of bank debt. 
	Demand for bank finance is focused onshort term working capital needs. Demand for creditamongst SMEs inIreland and Northern Irelandhas fallen significantly since its measurement began on a systematic basisin 2009andthis is now becominga more significant issue than thesupply offinance. Where demand currently exists it is primarily to fund short term working capital and to support cash flow. 
	SMEs with property debt are morelikely to need working capital. SMEs with property debt arethree times morelikely to requestworking capital finance than their counterparts pointing to the difficulty many 
	SMEs with property debt are morelikely to need working capital. SMEs with property debt arethree times morelikely to requestworking capital finance than their counterparts pointing to the difficulty many 
	SMEs are facing in servicing legacy property debt and the slow paceof restructuring programmesfor such debt in mostbanks. 

	Most SMEs areapproved for bank finance when they apply formally. While 7% of SMEs who require finance are afraidto approachtheir bank,all surveys have consistently shown that the majority of SMEs who apply for credit receivea favourable response(Section 4.1.18). Thisfigure is relatively consistent withpatterns shown in similarstudies carried out in other European countries. 
	SMEviews on bank lendingare often notbased on personal experience. SMEs are primarilyforming their view that banks are not lending from the information they receive from the media, business groups or the experience related by peersrather than from direct experience. Banks should encourage SMEs toformally apply for credit or, ata minimum, direct them to mediation support services within the bank to support them with their application. This is a model that has been adopted very successfullyin France where loc
	There is a misconception about SME credit ratings. 
	ManySMEs areconcerned thata declined credit application may impact their credit rating. This is an incorrect assumption and SMEs should be encouraged by policy makers, advisorsandbusiness representative groups aliketo make applications for credit formally (i.e. by completing a formalwritten application form). This is then subjectto internal bank assessment and the decision may also beappealed internally withinthe bank or, in Ireland, tothe CreditReview Office. 
	The average bank decision time is a concern for SMEs. Survey results suggest that the averagetime from applicationto reaching a decision on the loan request is 21working days. In manycases the decision time is much longer and this is a source of concern and, in somecases, distress for SMEs. 
	CONCLuSIONSIN RELATION TO THE SuPPLYOFAND DEMAND FOR PuBLIC FINANCE 
	CONCLuSIONSIN RELATION TO THE SuPPLYOFAND DEMAND FOR PuBLIC FINANCE 
	Direct government funding represents less than 1% of totalSME finance. Asat 31stDecember 2012, direct government funding, not included in equity finance, representsless than1% of all finance extended toSMEs. 
	Poor knowledge offinance schemes exists amongst SMEs and their advisors. SMEs and their advisors, businessrepresentative groups, accountants and otherprofessional advisors are typically unaware of the public schemes andfunds that are available to their clients. The complex and distributed nature of non-bank funding sources and the varied application routes makesthe use of non-bank funding difficult and often expensive for SMEs. 
	Inpractice,fundingschemesarefocusedon exportingSMEsorcompaniestradinginspecific sectors. Onthebasisoftheanalysisofthedatareturns completedbypublicfundingorganisations inIrelandand NorthernIreland, itisclearthatwhilethemajorityof schemesorfundsareopentoallbusinesssectors,the mainbeneficiariesarethoseSMEswhoexportand, thoseoperating inthemanufacturing,andinformation andcommunicationtechnologysectorsandtradeable professionalandscientificandadministrative/support services.Thereis limitedsupportforSMEsoperating 
	The SME support infrastructure ismore developed inIreland. The SME support infrastructure, in the area ofbank finance,has developed significantly in Ireland in recent years. Giventhe similarity in access to finance issues apparent amongst SMEs in Ireland and Northern 
	The SME support infrastructure ismore developed inIreland. The SME support infrastructure, in the area ofbank finance,has developed significantly in Ireland in recent years. Giventhe similarity in access to finance issues apparent amongst SMEs in Ireland and Northern 
	Ireland,there are a number of measures implemented in Ireland in the period since2009 that should be considered inNorthern Ireland either on a cross-border or specific Northern Irish basis. The measures in question can be considered to be primarily emergency measures (as defined by the OECD) inboth jurisdictions. 

	The supportsrequired by SMEs have changed since theeconomiccrisis began inIreland and Northern Ireland. SMEs now require tailored support in the restructuringof balancesheets, in engaging with bankson negotiating sustainable debt restructuring initiatives, in developing fundingstrategiesfor the current economic environment and indeveloping overall solutions to their finance needs. 
	CONCLuSIONS INRELATION TO THE SuPPLYOFANDDEMAND FOR EquITYFINANCE 
	Equity financeis now a significant source for SMEs. The second most significant source offunding is external equity finance as representedbyseed capital, venture capital and businessangel finance. External equity finance,includinggovernment backed equity finance,accountedfor approximately 5.6% of total SME funding at 31st December 2012; the proportion is significantlyhigher in Ireland than in Northern Ireland. The report estimates that a total equity finance of €1.9 / £1.5 billionhadbeen invested inIrish an
	Equity financeis only appropriate for some SMEs. It is generally acceptedthatequity finance will onlyever be suitable for a smallminority of SMEs, oftenstart-ups and/orhigh potential growthbusinesses and more mature companies with short to medium termgrowth or expansion plans. However, it will remain a key source offinance forthis cohort of businesses. 

	Equity finance is focused on a small number of business sectors. In general equity finance is targeted very specifically at a small number of businesssectors, mainly: 
	J: 
	J: 
	J: 
	•

	Information and Communication; 

	M: 
	M: 
	•

	Professional, ScientificandTechnical;and 

	C: 
	C: 
	C: 
	•

	Manufacturing (including Medical Devices). 

	Demand for equity finance islow. Given the above conclusions itisnotsurprisingthatexisting survey data would suggest that the demand for any form of non-bank financeislow in the general SME community in both Ireland and Northern Ireland. Demand for equity is restricted by the factthatgovernment, angeland venture capital investors typically only provide finance to a small number of specific businesses in targeted industry sectorswhich match the investor’s portfolio, risk and return on investment goals. The f

	The 
	The 
	•

	profile of SMEs; 

	Supply 
	Supply 
	•

	side issues impacting demand and confidence in equity; and 

	Lack 
	Lack 
	•

	of awareness and understandingof equity finance amongst SMEs. 


	AsignificantSME finance capability gap exists. 
	Despitesome improvement due toaccess to investment readiness support, early stagecompanies stillrequire support to improve commercial and management skills of investee teams and support in preparing and presenting for follow-on funding. Fund managers cited that people whoapply directly are not as investor readyasthose applying through intermediariesasboth they and their businessplans have not been sufficiently challenged and, therefore, increased focus should be placed on encouraging the useandbenefits ofpr
	There is a vibrant Irish venture capital landscape. 
	The Irishventurecapital (VC) industry has received significant and sustained support from the Irish Governmentover the last fewdecades. In this time, the IrishGovernment, through Enterprise Ireland, has 
	The Irishventurecapital (VC) industry has received significant and sustained support from the Irish Governmentover the last fewdecades. In this time, the IrishGovernment, through Enterprise Ireland, has 
	committed approximately €348m to41 local Seed and VC funds resulting in capital of approximately €1.2 billion for investment in innovative high growth companies (EnterpriseIreland,2013). However,this studysuggestsa number of potentially strongstart-ups might not be able to secure follow-on funding. Due to thesignificant investment inseed funding to date, there is a concern among many consultees about asupply gap or bottle neckpossibly arising where SMEs who have received seed and early stage funding now see

	Supply gaps exist inthe Northern Ireland equity market. Significant additional investment in seed and early stage capital is required in Northern Ireland as a demand stimulant. The vast majority of consultees participating in thisstudyconsidered that there were supply gapsin the current Northern Ireland equity market, albeitthatthere were different viewsasto the nature and extent ofthese gaps. Many acknowledged that demand wasimpacted by otherfactors, including theeconomic profileof NorthernIreland and the 
	The level of angel investing is increasing. The importance of businessangel investing at seed and early stage has received increasing attentiondueto its growthinternationally relative to venture capital investing. The formal angelnetworkshave and are continuing to develop inline with international best practice and the development of formal angel investing has been significant over the last number of years, including theincreaseddevelopment of angel groups/syndicates. Supply statistics onformal angel invest
	The level of angel investing is increasing. The importance of businessangel investing at seed and early stage has received increasing attentiondueto its growthinternationally relative to venture capital investing. The formal angelnetworkshave and are continuing to develop inline with international best practice and the development of formal angel investing has been significant over the last number of years, including theincreaseddevelopment of angel groups/syndicates. Supply statistics onformal angel invest
	levels of investment arealso small but developing, angel investment is in relative terms moreimportant, due to the lowlevel of venture capital activity in Northern Ireland. It was suggested in the course of the study, that a co-investment fund (one is already in place in Northern Ireland) wouldbe an importantfeature in continuingto developbusiness angel investment in Ireland as acomplement to the range of other fundsin place, including the Enterprise IrelandSeedand Venture CapitalProgrammes. 

	The NorthernIreland GrowthLoanFundserves a specific demand. The Growth LoanFund inNorthern Ireland is amezzanine debt product, which primarily allows growth companiesto draw down unsecured loans at higher interestrates based on growth projections.Although primarily a debtproduct, this alternative financing product may have the potential to overcome the reluctance on the part of some growth businesses, as outlined inSection4.3.2, to go down the routeof equity. Thiswould appear to havetapped in to some latent
	The NorthernIreland GrowthLoanFundserves a specific demand. The Growth LoanFund inNorthern Ireland is amezzanine debt product, which primarily allows growth companiesto draw down unsecured loans at higher interestrates based on growth projections.Although primarily a debtproduct, this alternative financing product may have the potential to overcome the reluctance on the part of some growth businesses, as outlined inSection4.3.2, to go down the routeof equity. Thiswould appear to havetapped in to some latent
	The Irish National PensionReserve Fund (NPRF) SME Turnaround Fund should provide a useful policy tool. This new fund, introduced in Ireland in January2013, will invest in underperforming businesses whichare at, orclose to, the point of insolvency but have thepotential for financial and operational restructuring. Demand statistics on this fund including profile of applicants, even where unsuccessful, mayprovide important information for evidence-based policy makingfor such SMEs (potential but hamstrung) and 



	7.2RECOMMENDATIONS 
	7.2RECOMMENDATIONS 
	7.2RECOMMENDATIONS 
	Both the supply of and demand for finance are now at necessarily lower levelsthan the artificially inflated and unsustainablepeaksofafewyearsago. Howeverthe readjustment process hasexposed avery narrow SME financing landscape and provided a window of opportunity to develop abroader and moreinformed financing ecosystemthat will support and notinhibit 
	Both the supply of and demand for finance are now at necessarily lower levelsthan the artificially inflated and unsustainablepeaksofafewyearsago. Howeverthe readjustment process hasexposed avery narrow SME financing landscape and provided a window of opportunity to develop abroader and moreinformed financing ecosystemthat will support and notinhibit 
	economic recovery. Much has already been undertaken in this regard in both Northern Ireland and Ireland to ensure a financial ecosystem that can supporttheneeds of customers, support recovery and growth and avoidthe mistakes of the past. The recommendationsthat follow are consistent with and intended tosupportthework already completedor ongoing. Theyfocusontwoareasthatarecriticalfor the development of a morediverse funding landscape across both jurisdictions. Theseare: 

	Information;and 
	Information;and 
	Information;and 
	•


	Financial 
	Financial 
	•

	capability 


	The report then concludes witha number of recommendations aimed atencouraging the further development of the venture capitalandangel investor markets on the island. 
	INFORMATION 
	The availability and flow ofhigh quality and relevant information is fundamentalto the smooth operation of any marketplace. The following recommendations are designed to address informational deficiencies inthe market forfinance in IrelandandNorthern Ireland. 
	Recommendation R1 – Capturebanklending figuresin Ireland andNorthernIreland 
	The recentEconomicAdvisoryGroupforNorthern Irelandreport(EAG,2013)highlightedthattheabsence ofbank lending datawasasignificant issue forNorthern Ireland. Itstated that “therewasageneralsensethat bankswouldsignuptotheprovisionofregionallending dataforNorthernIrelandontheprovisothattheyallsign uptoitandtheyareconfidentintheorganisation holdingtheinformation”.Onthebasisoftheframework developedinIrelandsince2009,andthefactthat supplydatahadbeenavailablebythemainbanks operating inNorthernIrelandunderthatprocess,
	The recentEconomicAdvisoryGroupforNorthern Irelandreport(EAG,2013)highlightedthattheabsence ofbank lending datawasasignificant issue forNorthern Ireland. Itstated that “therewasageneralsensethat bankswouldsignuptotheprovisionofregionallending dataforNorthernIrelandontheprovisothattheyallsign uptoitandtheyareconfidentintheorganisation holdingtheinformation”.Onthebasisoftheframework developedinIrelandsince2009,andthefactthat supplydatahadbeenavailablebythemainbanks operating inNorthernIrelandunderthatprocess,
	thesupply sidecaptureof SME lending, application, approval and rejection rates should be introduced in Northern Ireland with quarterly returns of datato the Department ofFinance and Personnel. The model which was introduced inIreland in 2009andhanded over tothe Central Bank in 2011 couldbe used inthis itial processof bankdata cleansing and review would be required tosupporttheongoing reporting of SME supply side data in order to ensure theaccuracyandconsistency ofthe dataprovided. 
	regard.An in



	Recommendation R2 – Capturedemand for financeamong SMEs inNorthernIreland 
	A lack of regular and consistent demand-side or lending surveys of Northern IrelandSMEs makes it difficult to analyse the extent of anydemand / supply gap. Regularanddetailedsurveys,alongthe linesof theIrish Department of Finance’s bi-annual demand surveysshouldbe introduced inNorthernIreland. The InterTradeIreland Business Monitor could be used for this purpose with the questionnaire and sample designed in consultation with the newAccess to Finance Implementation Panel. 
	Policy makers alsoneed a clearer profile and better information onthe attributes of theSME population to inform policy development(in addition to dataon lending which receives the most attention). The Australian model referred to in Section 6should be considered in this regard. This datashould be maintained onan ongoingbasis, developed and held centrallyin both Ireland and Northern Irelandand access provided to governmentagencies and policymakers. This data should include: 
	Sectoral 
	Sectoral 
	Sectoral 
	•

	profiles; 

	SMEemployment 
	SMEemployment 
	•

	profiles; 

	Levels 
	Levels 
	•

	of reliance on domestic economy; 

	Levels 
	Levels 
	•

	of distress inspecificsectors; 

	Extentof 
	Extentof 
	•

	impact of property debt overhang; and 

	Characteristics 
	Characteristics 
	•

	of exportbase and identification of potentialexporters. 


	RecommendationR3 –Provision of BetterInformation toSMEsbyFunding Providers 
	All banks and public fundingagencies should endeavour to provide their SME customers with a writtenandclear reason as towhy their formal application forcredit hasnot been acceptedin both Ireland and NorthernIreland. Weacknowledge this is required at present under the Code ofConduct for Lendingto SMEs in Ireland and the need to take into account the difficulties ofcommunicating a negative outcome. The explanation that is currently provided is generally derived from a master systemlist ofreasons and does not 
	In the caseof public funding agencies this written explanation should include some elementof future signposting – i.e. directing the SME to othermore possible alternative finance sources. This follows a model whichhas been successful in France where OSEO publishes a guide to its schemes specifically for banks so that lenderscan directSMEswhose application for credit has been declinedto other funding agencies. 
	RecommendationR4 –EncourageFormal CreditApplications 
	Continuedwork is required to encourage SMEs to proactively and formally apply forcredit. Recent initiatives such as the standardisation of the applicationprocess in Ireland and other awareness campaigns should assist this conversion and should beexaminedfor roll-out in Northern Ireland.Above all, it is important that SMEs are made aware bybanksthat a rejected application does not result in a negative credit rating. 
	-

	RecommendationR5 –PromotingAlternative Sources of Finance 
	Consideration should begiven in Ireland to promoting alternative financing options such as quasiequity/mezzanine products to provide alternatives to those SMEs who do not want to cede control viaa full equity play. While relatively new (late 2012), the Growth Loan Fund in Northern Ireland would suggestthatthere is demand for amiddle ground option such as 
	Consideration should begiven in Ireland to promoting alternative financing options such as quasiequity/mezzanine products to provide alternatives to those SMEs who do not want to cede control viaa full equity play. While relatively new (late 2012), the Growth Loan Fund in Northern Ireland would suggestthatthere is demand for amiddle ground option such as 
	-

	mezzanine finance, albeit that some commentators have suggested that some of this demand may be due to the absence of alternative equity optionsin Northern Ireland. In Northern Ireland, as this is a relatively new fund, there may be potential to increase awareness and education of this fund andsourceof finance at both the demand (SME) and supplysides(front line bank staff, otheradvisors and intermediaries). 

	Arange ofalternativeforms of finance have also been relativelywidely used inother countries asoutlined in Section 6 (Canada, France, Germany, US, UK), as a post-crisis government response to reduced availability of bank debt. Further consideration needs to be given in both jurisdictionsto extending the range of alternative financing options available to SMEs. 
	Arange ofalternativeforms of finance have also been relativelywidely used inother countries asoutlined in Section 6 (Canada, France, Germany, US, UK), as a post-crisis government response to reduced availability of bank debt. Further consideration needs to be given in both jurisdictionsto extending the range of alternative financing options available to SMEs. 
	Asingle public body in both Ireland and Northern Ireland should be charged with the developmentand maintenance ofa single repository of all schemes / supports / funds / credit facilities available to SMEs. This database should include bank,public and equity funding and shouldbe both accessible andsearchable by sub-region and sector. It should bemade available publicly to SMEs, public bodieswho adviseSMEs, business groups and accountants so that the complex SME funding landscape that currently exists with ov
	CAPABILITIES 
	Thefollowingrecommendationsareaimedatimproving financialliteracywithinthebroaderfinancingecosystem which isnecessarytodevelopabroaderbasedmarket withawiderportfoliooffinancingproductsandsolutions. ImprovingthestrategicpreparationofSMEsfordealing withfundingproviderswillbekeytotheexploitationof theopportunitiesofferedbysuchawideportfolio. 
	RecommendationR6 –Non-Financial Support Measures for SMEs 
	SMEs require support in assisting them to become morecompetitive,acquiring the skills toenter new 
	SMEs require support in assisting them to become morecompetitive,acquiring the skills toenter new 
	markets,securing new customers and exporting. However, SMEsalso need to acquire the financial and developmentskills pertinentto the current economic environment. 

	Aseriesofpubliclyfunded,practicaleducational programmesshouldbemadeavailableinIrelandand NorthernIrelandtosupportSMEs,especiallyatthe micro/smallerend.Theseprogrammesshouldfocuson: 
	Navigating 
	Navigating 
	Navigating 
	•

	the funding landscape; 

	Preparing 
	Preparing 
	•

	cash flows for sustainable trading businesses; 

	Preparation 
	Preparation 
	•

	of businessplans in the current environment including stabilization planning; 

	Restructuringof 
	Restructuringof 
	•

	balancesheets / finance positions appropriately (balance sheet “right sizing”); 

	Negotiation 
	Negotiation 
	•

	with banks on restructuring ofdebt; 

	Matching 
	Matching 
	•

	financeneeds with finance products or sources; 

	Management 
	Management 
	•

	of working capital; 

	Developing 
	Developing 
	•

	export capabilities; 

	Analysis 
	Analysis 
	•

	of finance needs (funding mix, appropriate useof longandshort term financeetc.); and 

	Investment 
	Investment 
	•

	readinesspreparation for companies applying for equity or similar forms of finance. 


	InterTradeIrelandhas developed expertise inthe area ofimproving investor readiness for equity finance, through EquityNetwork,and ought to explore the potentialfor expanding these services and solutions for a broader range of financing options including applications to banks. 
	Inparticular the support provided should focus on assisting SMEsin the capitalrestructuringof their balance sheets sothat sustainable trading businessescan be prepared and supportedin approaching their bankor funding institution with a view to securing a fundamental balance sheetrestructure. This typeof supporthastobedevelopedanddeliveredbythose currentlyadvisingSMEs.Theadvisorsneed tobefully conversant withbalancesheet restructuringmodelsand bestpracticeSMEsustainabilitymetricswhichisthe caseforalimitednum
	47 
	48 


	Restructuring refers to a fundamental change in the capital structure of a borrower either by mutual agreement and/or a legal process.Arestructuring can be deemed as sustainable if the borrower is in a position to ultimately repay the restructured debt amount either through amortisation payments or asset sales 
	47 

	Abusiness can be deemed sustainable if it can generate a positive free cashflow before debt service, through the business cycle 
	48 

	In Ireland, the establishmentof the LEO framework (from the conversion of County and City Enterprise Boards) represents an ideal opportunityto implement this recommendation and fundamentally change the skills profile of front line publicly funded support staff advisingSMEs. Therewillalso be the opportunity to promote awareness and use of the voucher schemes, soon to beoperating in both Northern Ireland and Ireland,which are there to supportSMEs improve their financialcapabilities. 
	Consistent with the initiatives inAustralia, New Zealand and theUKoutlined in Section 6 of this document, we suggest that anational helpline be considered to operate on an all-island basis, possiblyco-ordinated by a cross-border body suchasInterTradeIreland. This helpline could followa model similar to the well-establishedAustralian model and could also take account of thenew UK Business Linkhelpline. Whilst we acknowledge that a helpline was considered in Ireland in 2011 and discountedfor cost reasons, we 
	accounting, taxationanddiagnostic services.An a

	Recommendation R7 – SME Voucher Schemes 
	Governmentsin Ireland and NorthernIreland currently have SME Voucher schemes inplace. This report identified a need to enhance the capabilityof a significant number ofSMEs inthe areas offinancialand commercial managementcapability, areas in which therewould appear to be a highrequirementand preference fortailored and one-to-one support. Vouchers represent an important support for SMEs who are currentlyunable to afford professionaladvice in engaging with their banks or in applying for credit or restructuring
	Governmentsin Ireland and NorthernIreland currently have SME Voucher schemes inplace. This report identified a need to enhance the capabilityof a significant number ofSMEs inthe areas offinancialand commercial managementcapability, areas in which therewould appear to be a highrequirementand preference fortailored and one-to-one support. Vouchers represent an important support for SMEs who are currentlyunable to afford professionaladvice in engaging with their banks or in applying for credit or restructuring
	wherethere is clear need for support. These voucher schemes would allow SMEs to procure and pay for professional support in particular to: 

	Analyse 
	Analyse 
	Analyse 
	•

	existing balance sheet orfundingpositions; 

	Develop 
	Develop 
	•

	funding proposals to banks,public funding agency, venture capital orother third party funders; and 

	Support 
	Support 
	•

	the SME inengaging with their bankin restructuring existing debt positions for sustainable SME trading businesses. 


	Demand for such voucher schemes is always high, and they provide an effective wayof both addressing the varied needs oftheheterogeneous population that SMEs represent (micro, small, traditional, hightech, high growth etc.), and allowing individual SMEs tocost effectively draw down bespoke support. The governments should monitor the uptake ofthese and thenconsider their extension, possibly on a joint North/South basis, like the Innovation Vouchers. 
	RecommendationR8 –Further Developmentof theSME Capabilitiesof Banks 
	Consideration should begiven to putting in place a smalldedicated team onsite within each pillar bank in Ireland. This teamwould: 
	Review 
	Review 
	Review 
	•

	rejected SME credit applications for appropriateness and consistency of decline decisions, thereby negating theneed foran SME to separately apply to the Credit ReviewOffice. 

	Explorethe 
	Explorethe 
	•

	options which exist through the full or partialuse of othergovernment backed schemes 


	(e.g. Credit GuaranteeScheme/ Microfinance scheme) thereby negating theneed forthe SME to reapply to each schemeor fund individually, completing differentforms and providing different information ineach case. 
	Reviewing informal applications or enquiries(which themain banks are nowstarting to log) which are not putforward to credit commities bythebank relationship manager to whom the enquiry was made and performing follow upsatisfactioncallsto SMEs making such enquiries. 
	•

	Someof the bankinginitiatives recently introduced by banks in Ireland, partly atthe request of the Central Bankof Ireland and Department of Finance, shouldbe introduced in Northern Ireland, for example: 
	Someof the bankinginitiatives recently introduced by banks in Ireland, partly atthe request of the Central Bankof Ireland and Department of Finance, shouldbe introduced in Northern Ireland, for example: 
	Front 
	Front 
	Front 
	•

	line staff training on cashflow lending, SME funding available, debt restructuring, sustainability assessment; 

	Dedicated 
	Dedicated 
	•

	distressed credit /challenged units; 

	SME 
	SME 
	•

	coaching initiatives; 

	Single 
	Single 
	•

	application form, standardbusiness plan, cash flow model; 

	Autogradingof 
	Autogradingof 
	•

	micro loans; 

	SME 
	SME 
	•

	feedback initiatives; and 

	Dedicated 
	Dedicated 
	•

	SME officers in 2013. 


	Whilst not all the banks operating inNorthern Ireland who lend to SMEs are regulated in Ireland, fora number of them theirprimaryregulator is Irish and they are supervisedunder passportisuch, some ofthese schemes could be supportedor encouraged by the IrishCentral Bank. Howeverthey representbest practicein dealing with SMEsand distressed credit and are being rolledout in many banks internationally and inthe UK. This issue has also beenraisedin the ReviewofAccesstoFinancefor SMEsinNorthernIreland(EAG, 2013).
	ng rules in theUK.As 

	Consideration should also be given tothedevelopment of international trade finance products for SMEs, i.e. export-focused guarantee scheme to support lending underguarantee. We acknowledge thatat the date of publication of this report, this recommendation is being consideredin Ireland by the Department of Jobs, EnterpriseandInnovation. 
	RecommendationR9 –Further Developmentof Credit Review andMediation Services 
	Anumber of recommendations havebeen made in a recent Department of Finance report following an assessment of the operation of the Credit Review Office (CRO) (GrantThornton, 2012). We welcomethose recommendations and suggest that consideration should also begiven to expanding the remit of the CRO to include: 
	Further encouragement ofnon-pillar banks operating in Ireland to engage with the CRO. 
	•

	Consider 
	Consider 
	Consider 
	•

	the extension of the remit of the CRO beyond itscurrent briefto include a credit mediation service following the example of the French credit mediation office. The French modelas(setoutin detail in Section 6) shouldbe reviewed to assess the benefits of a wider and distributed mediation role for SMEs. 

	Quicker 
	Quicker 
	•

	turnaroundtimes as when an SME has a credit problem, time is ofthe essence (the above mentioned reportincludesrecommendationson expeditingthe application process). 

	rejectedbythebanksbutwhichhavenotbeen referredbytheSMEtotheCRO.Thiswillovertime improvethequalityofcreditassessments,encourage bankstofocusmoreonsolutionsthanjustcredit decisionsandultimatelywillprovideincreased assurancetoSMEsontherobustnessofthebank creditapplicationprocess.Alternativelybanksshould referasampleofallrejectedcreditapplicationsacross eachsectortotheCRObytheparticipatingbanks. 
	Sampletestingofcreditapplicationswhichhavebeen 
	•


	amodelsimilartothatdevelopedandrolledout inthe last3yearsinFrance. LocationofaCROofficerin eachpillarbankonanongoingbasis,sothatwhilstthe officerisoperatingindependentlyofthebank,he/she isnonethelessworkingincloserproximityandthus abletodiscusspossiblesolutionswiththebankandto providesignpostingforunderfundingoptions. 
	Considerationshouldbegiventoadoptingaversionof 
	•



	We recommend that the Department of Finance and Personnel andthe Northern Irelandbanks, in conjunction withthe British BankingAssociation and the Independent External Reviewer agree an approach to systematically promote the uptake of the UK Banking TaskforceAppeals Process by Northern IrishSMEsto ensure that existing processes are leveraged to the greatest extent possible. In addition, consideration should be given to an extended independent mediation support for SMEs inNorthern Ireland which incorporates s

	DEVELOPMENTOF THE VENTuRE CAPITALANDANGELINVESTOR MARKETS 
	Recommendation R10 – Continuation ofGovernmentSupportforSeed andEarly Stage Financein Ireland 
	Consideration should be given to the followingin relation to seed and earlystage finance: 
	Introducing 
	Introducing 
	Introducing 
	•

	an investment follow-on fundspecifically targeted atparticipants of seed programmes. 

	Ensuring 
	Ensuring 
	•

	that an appropriate range ofalternative finance options(asper recommendation R5 above and based onexamples insection 6)isavailable to such businesses including entrepreneur loans or hybrid instruments incorporating debt and subordinated tranches. 

	Targeted 
	Targeted 
	•

	venture capital funding, including consideration ofIreland-only or all-islandnon-seed funds, to allow for a lower barfor some emerging viable seed companies who may not competeat the internationallevel in terms offollow on-funding. The five new Enterprise Ireland non-seedfunds (Irelandonly), currently at expression of interest stage, may address some of these issues, albeit that they are focussed on thebroad technology and lifesciences sectors. 
	-


	Continued 
	Continued 
	•

	support and assistance to emerging Irish seedcompanies in competing forcommercial funding from international venture capital funds to raise the standard in terms of financial, commercial, management and presentational skills amongstthis group. 

	Consideration 
	Consideration 
	•

	may need to be given to addressing the lackof diversification in seed and early stage funds(focused primarily onhigh-tech) to ensure that potential high-growth companies whichare not necessarily high techare not dissuaded fromthe equity route (self-selecting themselves due to a perceptionthatthefunds are not relevant to their sectoror company type), or otherwise restricted due to fund restrictions or the specialist focus and preferencesof the VC fund managers. We understand that Enterprise Irelandisin discu


	RecommendationR11 – Support ofAngel Investment across the island ofIreland 
	The establishment of an Irishdedicated co-investment fundor angel fund should be considered where investment selection is initially led by the private investors,who set the terms, but with theremaining funding provided by the co-investment fund. 
	We recognise the existenceof the Co-Fund NIwhich supplied £1.7m infunding to seed and early stage businesses. Co-Fund NI leveraged additional private sector investment of £3min addition to the Invest NI (INI) portionof £1.7m (2012). 
	The establishmentof a co-investment fund or angel fund, which has merit inits own rightto furtherpromote business angel investing, may also promotefurther diversification where initially led by the private investors. 
	The recent establishment of a new all-island food business angel syndicate may demonstrate potential for funding of ‘non-tech’ sectors by equity investment although it is too early to make any detailed assessment of the syndicate. 
	As the visiblebusiness angel market in Ireland is small relative to othercountries and due to the fact that investments through structured vehicles such asthe Seed Capital Scheme (SCS) and the Employment and InvestmentIncentive(EII) scheme show a downward trend in overallinvesting, consideration should be given to the following: 
	Further 
	Further 
	Further 
	•

	promotion and awareness raising of the benefits of the existingSCSandthe EII scheme are required; and 

	Extension 
	Extension 
	•

	of the terms of the EIIrelief in line with the more extensive and attractive UK-based Enterprise Investment Scheme and the Seed Enterprise Investment Scheme. 


	Due tothe increasing relative importance of business angelsas a source offinance forSMEsand, the as yet relativelysmall sizeof the total businessangel market in Ireland and Northern Ireland, we recommend continued public fundingof both the jurisdictional and cross-borderBusinessAngel network infrastructure. 
	RecommendationR12 –AVenture Capital Strategy for Northern Ireland 
	RecommendationR12 –AVenture Capital Strategy for Northern Ireland 
	Echoing the recent ReviewofAccesstoFinancefor SMEsinNorthernIreland(EAG, 2013), we recommend that a comprehensive Venture Capital Strategyis developed for Northern Ireland whichinforms and develops the equity funds under theAccessto Finance Strategy, dovetails with the new Innovation Strategy (to be published in early2014) and supports wider policy objectives tofurther promote entrepreneurial activityin Northern Ireland. This strategy should address medium to long-term considerations including the avoidance
	Two new development capitalfunds of £30m each were awarded in2013 and areunderstoodto be subject to contractat the date of writing. In early 2013, the Invest Growth Proofof Concept Fund (pre-commercial grant), which was fully committedat the end of2012, and the Invest Growth Fund wereextended by £2m each to March 2014,with a view toputting in place increased seed and early stage funding fromApril2014. 
	Recommendation R13 –Investment in Seed andEarly Stage Capital inNorthern Ireland 
	The extension of risk capitalneeds to be supplemented by a range of wider support initiatives topromote innovation and the entrepreneurial environment and providewraparoundservicestostartups. Despite acknowledged success ofsome investment readiness support programmes, it was considered that further work wasrequiredto simplify and streamlinethefull range of supports,promote them in a more user-friendlyandunderstandablemanner, improve the commercial and management skills of early stage company teams, and exte
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	APPENDIX 3: ASSUMPTIONS USED IN COMPILING SUPPLY SIDE DATA 
	Thefiguresused in the compilation of financesupply figures were provided subject to strict confidentiality agreements and were not audited by Mazarsaspartof this research. 
	Thebank stock of lending orcredit exposure figures should bereadin conjunction with the following assumptions: 
	1. IrelandBank exposure 
	-

	Data 
	Data 
	Data 
	•

	returns made totheresearchers were validated against the CentralBank of IrelandTableA14.1 – CreditAdvanced to Irish Resident Smalland Medium Enterprise –as at31December2012. 

	Applications 
	Applications 
	•

	received,approval rates andthe average size offacilities werebased on the data returns. 


	2. Northern Ireland Bank exposure 
	-

	Data 
	Data 
	Data 
	•

	returns made totheresearchers for the main banks werethen grossed up. This wasbased on estimations of market share from responses to the Q3 2012 InterTradeIreland Business Monitor surveys and consultations with the small number of banks wholend tothe SME market in Northern Ireland and whowere not requestedto submitdata. 

	Banks 
	Banks 
	•

	inNorthern Ireland use SIC sectoralcoding. To complete the returns sectoral codes were mapped to the NACE Rev 2codes basedon a best estimate basis. 


	3. Exposurefor venture capitalfirms 
	-

	Representsthetotal 
	Representsthetotal 
	Representsthetotal 
	•

	fundsraisedby SMEsin the period 2008 to2012, based onIrish VentureCapital Association(IVCA) and BritishVenture Capital Association(BVCA) figuresprovided tothe researchers. 

	The 
	The 
	•

	IVCAfigure includes venture capital funds in which Enterprise Irelandhas a vested interest. 

	Whilst 
	Whilst 
	•

	the term exposure is notnormally used for venture capital funding,in this instanceit canbe considered comparable to total bank exposureasan estimateof all monies invested in Irish SMEs where the original venture capital investor has not yet exited. 

	There 
	There 
	•

	is a possibility of some double counting betweenIVCAand BVCAdata but this is not considered to be material. 


	4.Angel and private investment exposure 
	-

	Represents 
	Represents 
	Represents 
	•

	the total funds raised by SMEs inthe period 2008 to 2012 as providedbyHalo Business AngelNetwork, Halo BusinessAngel Partnershipand Halo NI. 

	Afactor 
	Afactor 
	•

	of6.5isused to represent invisible private investment which is not captured in any formal method at present. 


	5. Exposure under Government backed funding 
	-

	Based 
	Based 
	Based 
	•

	on the main public funds targeted at SMEs whichare either repayable to the funding agencyby the SME inquestion orfor which a return is anticipated. 

	Government 
	Government 
	•

	funding inIreland is based on data provided to the researchers. 


	6. 
	6. 
	6. 
	In instances where exposure figures werenot available the balances, as reported onthe latest available set of financial accounts, wasused. Figures were based on gross valuations (i.e. did not exclude provisions). 

	7. 
	7. 
	Due to data limitationsarising from legacy systems and data, it was notpossibleto report for SMEs alone insome instances. In such cases non-SME balances were allocated to SMElending categories on a proportionate basis. 


	8.An exchange rate of 0.8161 as at 31st December 2012 was used unless data was suppliedwith € / £ rates already included. 
	APPENDIX 4: LIST OF CONSULTEES 
	APPENDIX 4: LIST OF CONSULTEES 
	ALL-ISLANDAND OTHER 
	1. 
	1. 
	1. 
	InterTradeIreland 

	2. 
	2. 
	HaloBusinessAngelsNetwork 

	3. 
	3. 
	European Investment Fund 


	IRELAND 
	1. 
	1. 
	1. 
	ACTVentureCapital 

	2. 
	2. 
	Allied Irish Bank 

	3. 
	3. 
	Bank of Ireland 

	4. 
	4. 
	Bibby Financial Services 

	5. 
	5. 
	Central Bank of Ireland 

	6. 
	6. 
	Chambers Ireland 

	7. 
	7. 
	Credit Guarantee Scheme (Capita) 

	8. 
	8. 
	Credit Review Office 

	9. 
	9. 
	Delta Partners 

	10. 
	10. 
	DepartmentofJobs,EnterpriseandInnovation 

	11. 
	11. 
	DepartmentofFinance 

	12. 
	12. 
	DFJ Esprit 

	13. 
	13. 
	Enterprise Equity 

	14. 
	14. 
	Enterprise Ireland 

	15. 
	15. 
	Forfás 

	16. 
	16. 
	Institute of Bankers 

	17. 
	17. 
	Irish Banking Federation 

	18. 
	18. 
	IrishVentureCapitalAssociation 

	19. 
	19. 
	Kernel Capital 

	20. 
	20. 
	Micro Credit Ireland 

	21. 
	21. 
	NCB Ventures 

	22. 
	22. 
	SmallFirmsAssociation 

	23. 
	23. 
	Ulster Bank 


	NORTHERN IRELAND 
	1. 
	1. 
	1. 
	Bank of England 

	2. 
	2. 
	Bank of Ireland 

	3. 
	3. 
	BritishVentureCapitalAssociation 

	4. 
	4. 
	CBI Northern Ireland 

	5. 
	5. 
	ClarendonFundManagers 

	6. 
	6. 
	Crescent Capital 

	7. 
	7. 
	Danske Bank 

	8. 
	8. 
	DepartmentofEnterprise,TradeandInvestment 

	9. 
	9. 
	DepartmentofFinanceandPersonnel 

	10. 
	10. 
	EnterpriseNorthernIreland 

	11. 
	11. 
	E-synergy 

	12. 
	12. 
	FirstTrustBank 

	13. 
	13. 
	Federation of Small Business 

	14. 
	14. 
	Halo Northern Ireland 

	15. 
	15. 
	Institute of Directors 

	16. 
	16. 
	InvestNorthernIreland 

	17. 
	17. 
	NorthernIrelandChamberofCommerce 

	18. 
	18. 
	NorthernIrelandSciencePark 

	19. 
	19. 
	Strategic Investment Board 

	20. 
	20. 
	UlsterBank 

	21. 
	21. 
	Whiterock 
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