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Summary
Background to the Review
i.

Regeneris Consulting were commissioned by the three English JEREMIE funds to undertake
the mid–term review of the SME finance projects. JEREMIE (Joint European Resources for
Micro to Medium Enterprises) is a joint initiative between the European Commission’s ERDF
Structural Fund and the European Investment Bank. The three JEREMIE projects cover the
North East, North West and Yorkshire and Humber regions of England.

ii.

The three public sector backed JEREMIE projects provide equity and loan finance to start-up,
growing early stage companies and to larger companies with ambitions for strong growth. Its
underpinning rationale is the need to address the market failure which arises due to the
reluctance of private sector lenders and venture capitalists to provide finance to these classes
of investment. The upshot of this market failure is that economic growth at a sub-national
level is constrained and this is especially an issue in those areas where economic performance
is lagging.

iii.

The provision of this finance to SMEs helps the regions to achieve a range of economic
development objectives, including increased enterprise, innovation, business growth and
ultimately regional economic growth, as well as encouraging a better functioning market for
SME finance. Key measures of the success of these projects are therefore the additional
wealth created (measured through Gross Value Added) and job creation, as well as a suite of
other relevant indicators.

iv.

In order to deliver the JEREMIE projects, each of the three northern regions established a socalled ‘fund of funds’ to deliver a mix of loan and equity finance to SMEs:

v.



Finance Yorkshire: a £90m Holding Fund managed by Finance Yorkshire Limited (FY)
which is being invested via three sub-funds;



North East Finance: a £125m Holding Fund managed by North East Finance (NEF)
which is being invested via seven sub-funds; and



The North West Fund: a £155m (originally £185m, but subsequently revised) Holding
Fund managed by North West Business Finance Limited (NWBF) which is being
invested via six sub-funds.

The purpose of the report is to provide an independent assessment of the development and
implementation, progress and performance, and governance of the three JEREMIE funds. This
has informed the overarching policy and delivery lessons and recommendations in Section
One, which will guide the development of the approach to the use of financial engineering
instruments for SME finance over the 2014-20 EU funding period.

Development of the JEREMIE Funds
vi.

The three northern English regions have a strong track record of using ERDF backed Venture
Capital and Loan Funds (VCLFs), although historically on a fragmented basis spatially within
their regions and in terms of various delivery approaches. The RDAs were quick to explore the
opportunity presented by the launch of the EC’s JEREMIE initiative, considering its advantages
and disadvantages for their regions (subject to what was known about it at the time). The
RDAs played a key role in the respective regions in developing and setting up the funds,
meeting the substantial development costs and providing staff expertise.
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vii.

JEREMIE was seen as being important for the regions for a number of key reasons including:
the scope to establish large funds to meet the substantial finance gaps identified; the
availability of a substantial source of pre-match funding for the JEREMIE projects provided by
the EIB; the scope to adopt a more integrated and coherent approach to the provision of
public sector backed SME finance; the flexibility of the fund of funds model to tailor finance
to the needs of SMEs in the regions; and the scope to re-size the sub-funds to reflect changing
demand and economic circumstances.

viii.

The review has concluded that the JEREMIE model was appropriate for all three regions.
Whilst there have been major changes in economic and political circumstances since the
Funds were developed, they are judged consistent with current policy and appropriate and fit
for purpose given the changes in these conditions. If anything, the financial crisis and
economic recession has meant that the funds have played a much more important role in
addressing the finance needs of SMEs in their regions, in the face of the reduced lending of
the banks and withdrawal of some equity investors from regional markets.

ix.

The development of the funds was underpinned by good evidence bases which were used to
inform the focus and structure of the funds (although the North West would have benefited
from a full formal market assessment given for example its requirement to invest 40% of the
fund in Merseyside and the decision to develop sector funds). However, the development
process was stronger for some of the funds than others (this was particularly rigorous for the
North East fund), mainly in terms of having sufficient clarity about how the sub-fund structure
responded to a combination of economic development and market need, the options for the
operation of the fund and testing of risks. This is important as it is a key determinant of the
underpinning investment and delivery strategy, both overall and by sub-fund.

x.

All three funds adopted the fund of funds model - where regions have identified the need for
a large SME finance project, a fund of funds approach is advantageous in many regards.
However, they differ in terms of the mix and types of sub-funds, the ways in which fund
managers are organised in the regions (co-located in the case of Finance Yorkshire and
dispersed for the other two regions) and the marketing and delivery of the service to SMEs.
There are advantages (and some potential disadvantages) for all of these approaches and
indeed the review has identified very different models in Finance Yorkshire and North East
Finance that are proving effective (the North West Fund model has in a number of regards
been helpful in enabling changes to be made to address a range of operational challenges).

xi.

A key aspect of the fund of funds model is the flexibility it provides to reallocate resources
between sub-funds in light of changing market conditions. This has in practice been a valuable
tool, allowing funds experiencing slower investment to reallocate resources, to target initially
unallocated resources to areas of high demand and to adapt the investment strategy to
particular issues. This has certainly assisted the North West Fund in addressing performance
issues. The North East Fund has also been able to use part of its unallocated pot to match with
additional ERDF and RGF funding for investment activity for an extended investment period,
helping to avoid a potential hiatus in investment following the completion of the existing
investment period.

Progress
xii.

North East Finance commenced investment activity on time in January 2010 (with first
investments made in April), whilst the other two funds experienced delays in their approval,
launch and commencement of investment activity. North East Finance has had the strongest
progress, investing £74.2m up to 2013 Q2 – whilst this is around 10% below the original
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business plan target of £82.0m at this stage, much of this shortfall is accounted for by the
strategic decision to hold back £7m for follow-on funding in 2014/15.
xiii.

Both the North West Fund and to a lesser extent Finance Yorkshire experienced delays in their
launch, in large part due to the UK government elections and the knock-on from changes in
government policy (including most notably the abolition of the RDAs). These, but also other
delivery issues, have led to both funds renegotiating their business plans with their funding
partners and making changes to their investment strategies (and requiring the cooperation
and a lot of ongoing support of DCLG and CfEL1). Finance Yorkshire has extended its
investment period by 12 months and switched resources from its equity to its loans sub-fund.
The North West Fund has downsized its investment target (£185m to £155m) and adjusted its
sub-fund strategy to better reflect demand.

xiv.

The result is that Finance Yorkshire has invested £45.9m up to Q2 2013 compared to a revised
target of £50.7m for the period (original target for the period of £70.8m). The North West
Fund had invested £58.9m by Q2 2013 which is around 38% of its lifetime investment target
(32% of its original target)2.

xv.

All of the JEREMIE funds are confident about their prospects of achieving their lifetime
investment targets, although they all need to increase the investment rate over the next two
to three years to do this. On balance, the risks facing Finance Yorkshire and North West Fund
are greater. The main area of risk for Finance Yorkshire is its equity sub-fund and it has put in
place an action plan in conjunction with the fund manager. Whilst the North West Fund is now
in a stronger position following the amendment to the investment strategy, it still faces a
number of key investment challenges mainly around the Energy and Environmental Fund and
the new mezzanine sub-funds. There may be a need to make further reallocations and the
Holding Fund is aware of the need to carefully monitor progress and respond quickly to underperformance in the remainder of its investment period.

xvi.

The ability to meet the lifetime financial performance targets remain uncertain, with each
fund facing particular areas of risk and uncertainty. In terms of EIB repayments, North East
Finance and Finance Yorkshire are both ahead of schedule and have sufficient reserves built
for the next 12 months, whilst the North West Fund should now be in a stronger position to
meet repayments having revised its contract with the EIB in mid-20133, and it is on schedule
to meet its 2013 repayment requirement. In terms of the legacy to the ERDF and Single
Programme investments4 into the funds, the risks of not achieving the full public sector legacy
target are considered to be moderate for all three funds (although there is also a potential
upside in terms of higher levels of returns).

xvii.

The survey of SME beneficiaries provided helpful evidence on the SMEs’ experience of the
service provided by the three funds and their levels of satisfaction (although this only covered
SMEs which had received finance). Overall, the findings are very positive for all three funds,
especially in terms of the key indicators (eg the overall quality of the service – an average of

1

From 1 October, CfEL’s operations and staff were brought into BIS to join the British Business Bank programme, which is
currently run directly by the Department for Business, Innovation and Skills. It is expected to transfer in its entirety to the
British Business Bank plc, which will operate as a government-owned financial institution, in 2014.

2

The original target for Q2 2013 was not available to the reviewers, which limits the comparability of investment data with
the other two funds.

3

Based on the information available to the reviewers

4

Plus the contributions from the legacy returns for the NWBIS fund in the case of the North West Fund
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4.2 out of 5 across the three funds; knowledge and professionalism of staff – average 4.3 score
out of 5). Slightly lower scores were provided around aspects of customer service (although
these appear relatively high compared to how banks score on similar measures).

Emerging Economic Impacts
xviii.

Progress in terms of the economic development targets is broadly in line with the level of
investment (and the North West Fund negotiated selected reductions in their targets to reflect
the changes to the project, whilst Finance Yorkshire reduced the SME assists target which had
been incorrectly calculated at the outset). The three funds are already making major
contributions in terms of providing substantial levels of finance to SMEs in their regions, which
is generating jobs and wealth creation, as well as making wider contributions in terms of
enterprise, innovation and regeneration.

xix.

The analysis of the SME beneficiary survey has also informed an initial assessment of the
emerging net additional economic impacts (allowing for finance deadweight and economic
displacement) and the associated value for money. The limitations of the analysis and the
survey data it uses need to be borne in mind and hence the estimates should be interpreted
with caution. The analysis indicates that the unit costs associated with the achievement of job
creation and gross value added are reasonable at this stage in the life of the funds, but offer
considerably better value for money than grant finance or soft loans.

xx.

The review has suggested that the funds have played a very significant role in providing
finance to SMEs, which would probably not have been forthcoming in such challenging
economic and market conditions. The funds have played a role in stimulating a more active
private corporate finance sector in the regions (especially in the North East), but this has been
less than might have occurred if the market conditions were less challenging.

Next Steps
xxi.

The review has concluded that the JEREMIE and the fund of funds approach provides an
effective model which can and should be replicated more widely in the next programming
round. For reasons of efficiency and effectiveness, these funds should be a minimum of
£100m in size (and the EIB has indicated its desire for this to be a minimum investment
threshold for the funds it invests in).

xxii.

By implication, the funds would need to cover large geographical areas, with sizeable business
bases. This will require LEPs to collaborate across their areas, with the merits of the proposed
area being clearly justified in market and delivery terms through the business planning
process. Section One of the report provides more comprehensive recommendations for the
LEPs, their stakeholders and the current holding funds in developing new funds.
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1. Conclusions and Recommendations
Conclusions
Design of the Funds
Appropriateness of the JEREMIE Initiative in the Northern Regions
1.1

All of the three northern English regions have a strong track record of using ERDF backed
Venture Capital and Loan Funds (VCLFs), although historically on a fragmented basis spatially
within their regions and in terms of various delivery approaches. They were quick to explore
the opportunity presented by the launch of the EC’s JEREMIE initiative, by considering its
advantages and disadvantages for their regions (subject to what was known about it at the
time). Indeed, the JEREMIE initiative was to some extent seen as the ‘only game in town’ for
those seeking a large SME investment fund since it was the approach being proposed by the
EC and EIB.

1.2

JEREMIE was seen as being important for the regions for a number of key reasons:

1.3



The scope to establish large funds (the EIB indicated a desire for the projects’ overall
investment pots to exceed £100m) to meet the substantial finance gaps which had
been identified by the RDAs;



The availability of a substantial source of pre-match funding for the JEREMIE projects
provided by the EIB, overcoming the considerable challenges at the time (and
currently) of securing private sector match from UK commercial or other public sector
sources;



The emphasis on establishing a fund of funds model, enabling different finance subfunds or products to be tailored to the identified needs of the SMEs in the regions
(contributing to different strands of the RDAs’ competitiveness strategies);



The flexibility available through a fund of funds model in terms of re-sizing funds to
reflect changing demand and economic circumstances, whilst simultaneously
ensuring full deployment of ERDF grant during the programme period;



The scope to adopt a more integrated and coherent approach to the provision of
public sector backed SME finance across each region (avoiding the fragmentation of
the past).

There were a number of potential disadvantages of the JEREMIE approach depending on the
circumstances, including the complexity and cost of the fund of funds model, the costs and
seniority of the EIB debt financing (although EIB financing costs were highly competitive versus
commercial banking options at the time), the potential lead-in times for developing and
securing approval of the projects, and uncertainty at the time about various delivery aspects
of JEREMIE (eg the legal implications of the RDA involvement in the holding funds and legacy
bodies where they were proposed). These were not considered to be insurmountable issues
in the three regions and the RDAs subsequently played a key role in the respective regions in
developing and setting up the funds, meeting the substantial development costs and providing
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considerable staff expertise (support which will not be available for the successor funds).
1.4

The review has concluded that the range of options for addressing SME finance constraints
were carefully considered by the three regions and that JEREMIE was the appropriate route
for these regions.

Role of JEREMIE in Addressing Market Failure and Economic Development Needs
1.5

The partners in all three regions were able to draw on a good understanding of the issues
facing SMEs in accessing development and expansion finance in their regions. The RDAs were
able to draw on the knowledge and skills of staff who specialised in SME development and
finance issues in particular. The RDAs in the North East and Yorkshire regions commissioned
detailed market assessments, which helped to strengthen their understanding of the main
finance gaps and provided the evidence base to underpin their business planning. The North
West drew directly on the experience of delivering VCLFs in the region, analysis of national
and regional data on SME finance needs and evaluation studies of VCLFs. It also engaged
directly with fund managers and banks to stimulate interest in the Fund and test the market.

1.6

The development of the three funds and the underpinning fund structure was shaped by a
combination of the regional economic development priorities, the evidence of market need
and the scope to deliver finance effectively and efficiently to SMEs. On the whole, this was
underpinned by a good evidence base, which was used to inform the focus and structure of
the funds.

1.7

However, the development process and underpinning evidence was stronger for some of the
funds than others (this was particularly rigorous for the North East fund), mainly in terms of
the thoroughness of the market assessment, the clarity about how the sub-fund structure
responded to a combination of economic development and market need, and the testing and
resulting robustness of key assumptions. This is important as it is a key determinant of the
underpinning investment strategy, both overall and by sub-fund. We comment further on the
possible implications of this for delivery later in the section.

1.8

One factor which has limited the ability for the JEREMIE funds to meet the needs of SMEs in
the regions was the approach to State Aids, with all three funds pursuing the General Block
Exemption Regulation (GBER) route rather than a specific notification. In each case, the
decision not to notify reflected the extended delays (typically 18-24 months) expected for the
notification route and the knock-on implications for deployment within the timeframe of the
programme period. This resulted in limited scope to assist medium sized businesses in nonassisted areas, less scope for large levels of follow-on activity and no scope for the funds in
their own right to make investments in the range £2m to £3m (an identified need in some
regions, especially following the financial crisis). The impact of these constraints prompted
the three holding funds in 2011 to approach the European Commission to try to secure
improvements via a new notification, although it proved impractical to complete the process.

1.9

The manner in which the funds operate geographically does not always reflect the market
need, although this is principally a function of ERDF rules and therefore outside the control of
the programme designers. The split in ERDF between Transitional and Competitiveness
programme areas in the North West programme area (and their differential levels of ERDF
funding) has led to a mismatch between the available funds for investment and SME demand
for finance (i.e. too much resource given the SME base in the Transitional area and too little
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in some Competitiveness areas). It is a particular issue for some but not all of the North West
Fund sub-funds in Merseyside.

Adequacy of Business Planning for the JEREMIE Funds
1.10

In general, the approach to assessing the market for SME finance and the business planning
for the JEREMIE funds was thorough and applied many of the lessons from the previous
funds. In the case of the North East the business planning underpinning the development of
the North East Fund was of a very high standard, whilst that in Yorkshire and Humber was also
thorough and robust.

1.11

The original North West Fund business planning, which is understood to have been
independently tested twice, was ambitious in terms of its scale and expected financial
performance. It subsequently faced the considerable challenge of business planning for a fund
whose structure was amended in response to the requirements of the UK Treasury and the
European Investment Bank, then to the initial stages of procuring fund management and the
implications of the change in UK government.

1.12

However, it should be borne in mind that the funds were developed in very challenging
circumstances, often in the face of uncertainty regarding the JEREMIE rules and regulations
(evolving during the development process), the very demanding approval processes (in some
regards, unnecessarily complicated) and significant changes in the UK political and economic
development landscape.

1.13

Future project developers need to be mindful of the vulnerability to both external risk factors
(eg economic performance, changes in policy) and internal factors (eg changes in fund
management teams), the potential for optimism bias in assumptions of investment and
financial performance, and the need for flexibility to adjust investment strategies easily in the
face of these challenges (subject to the rules under which they operate). North East Finance
is a good example of where project developers dealt effectively with these considerations
(through independent review and stress testing of the assumptions, but also a cautious
approach to the setting of a number of key investment and financial performance assumptions
and targets) and where there is scope for others to learn lessons from their approach.

1.14

On this latter point, both the North East Finance and the North West Fund took the
opportunity to introduce a degree of flexibility through retaining an unallocated investment
pot. This was to be allocated to sub-funds depending on changing demand and emerging
portfolio investment needs. This is a good example of the way in which the funds need to
consider how they can allow for risks and uncertainty, as well as driving higher levels of
investment performance.

Appropriateness of the Fund Structures Adopted by the JEREMIE Funds
1.15

The review has concluded that on balance the fund structures were appropriate, although
this is subject to a number of caveats which are set out below. Where market or
performance issues have arisen, the funds have been able to adjust their strategies but this
process can be time consuming and costly to negotiate and implement.

1.16

The structuring of the JEREMIE funds on the basis of a fund of funds model – consisting of a
holding fund and separately managed sub-funds - is now well tested amongst public sector
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backed VCLFs in the UK (including use by Capital for Enterprise with its ECF programme)..
Where regions have identified the need for a large SME finance project, a fund of fund
approach offers an advantageous model in many regards (and indeed, the holding fund
model is also widely used in the private sector).
1.17

Other English regions have pursued approaches other than the JEREMIE model, typically
multiple smaller finance specific funds. Whilst these approaches might have been justified,
they limit the scope to establish large investment funds (£100m+ in total) and to improve the
coordination of investment and legacy management.

1.18

Although the structuring of the JEREMIE model is broadly similar across all three funds, there
are a number of differences in terms of the organisational architecture. One key difference is
the use of an integrated organisational structure (eg Finance Yorkshire, with the co-location
of holding fund and fund managers, as well as shared corporate functions) as opposed to a
devolved structure (eg North East Finance and North West Fund, in which the fund managers
are not co-located and operate mostly their own business systems). There are advantages and
disadvantages to both approaches and the review has demonstrated the models working well
in Finance Yorkshire and North East Finance respectively. Aspects of the devolved model have
also worked well in the North West, with the North West Fund being able to use the flexibility
of its sub-fund structure to reallocate resources more easily than might otherwise have been
the case. Indeed, both models can work well providing the underpinning rationale for the
approach and the associated strategies are clear and the holding fund provides strong
leadership.

1.19

Another difference in the North East is a parent company - North East Access to Finance
(NEA2F) - which was established by the RDA to co-ordinate and manage the re-deployment of
legacies from the region’s historical investment funds for the benefit of SMEs. The role of
NEA2F has been limited with respect to direct delivery of the JEREMIE fund; its role has been
in holding the legacy funds and supporting local bodies with future policy development.
Similar organisations were not established in the North West and Yorkshire regions, which
preferred to manage the legacies in the respective JEREMIE holding funds.

1.20

A feature of the JEREMIE funds is the use of a mix of ERDF and other public sector grant (and
in the case of the North West Fund, legacy returns from previous funds), which are matched
with a loan from the EIB. An important feature of the way the EIB has provided finance to the
projects is that as they generate returns, the EIB loan is repaid first. This is a condition of the
EIB loan (and indeed would be a condition of any commercial loan of this size) and in some
regards it is sensible in that it is minimising the cost of the EIB loan to the funds. It should be
noted that, whilst the EIB is owned by the member states, the Bank raises capital through the
markets and is required to operate as a fully commercial lending institution.

1.21

Whilst the use of EIB funding in this way is largely a requirement of the JEREMIE model, it
raises a number of issues. It places the balance of risk associated with the performance of the
funds upon the public sector investors (ERDF in particular), although this is a reflection of the
use of substantial debt financing in the model. It significantly reduces the attractiveness of
private equity investment into the fund alongside the EIB and ERDF, and the project
developers’ investigations at the time confirmed this (although this also reflects the perceived
returns that the funds generate). Also some of the JEREMIE funds (North West Fund) were
required to introduce the entire EIB loan at the start (due to match funding considerations
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linked to the drawdown of ERDF), which increases the lifetime costs of the loan finance
(compared to introducing the loan in tranches). In the North West’s case, it has generated
higher than forecast treasury income to offset the Fund’s costs, in part the result of this initial
draw down of the full EIB loan and the interest it earns on the large cash deposit it represents.

Appropriateness of the Sub-fund Structures Adopted by the JEREMIE Funds
1.22

All three regions have used a mix of sub-funds which focus on different parts of the SME
market and differ in the type and scale of finance they provide. These differences are
explained by a combination of their market assessment evidence, their economic
development objectives and, in the case of North East Finance, a specific desire to use the
fund structures to stimulate competition in the market, improve the service to SMEs and
incentivise stronger performance amongst SMEs.

1.23

Finance Yorkshire adopted a simple sub-fund structure, having just a loan, seedcorn and
equity sub-fund. The evidence suggests that this structure has worked well in the region,
providing the mix of finance required by SMEs in the most part and being linked to their
economic development priorities. The issues which have arisen are mainly associated with a
need for larger loans (now addressed through a change in investment strategy) and the
restrictions on types of investment imposed by State Aids.

1.24

As noted earlier, North East Finance adopted a structure consisting of seven sub-funds,
reflecting the perceived market need, a desire to strengthen the SME finance market and
specifically to encourage greater choice for SMEs, and incentivise fund manager performance
through competitive forces between fund managers (with the strongest performers having
opportunities to draw down additional capital from the unallocated sums, and the least strong
performers at risk of having capital taken away and redeployed elsewhere). Overall the
number and mix of funds has worked well for the North East JEREMIE project, given the
objectives it sought to achieve. The most significant downside to the approach is that the
larger number of sub-funds has resulted in higher operational costs.

1.25

The North West Fund also sought to attract new fund managers to the region, thereby
strengthening the SME finance market. It was also the only fund to introduce sector specific
funds (three sub-funds, covering biomedical, digital and creative, and energy and
environment), being driven in large part by the regional economic development strategy and
by market testing of fund managers which had shown the former NWDA the potential to
deliver such funds. The use of sector specific sub-funds needs to be carefully considered,
bearing in mind not just the economic development rationale for the sector focus but also the
scope to deliver efficiently in light of the scale of demand for finance and the ability to source
the necessary investment expertise.

1.26

The evidence to date in the North West suggests that this route was well justified in two of
the three cases. The Biomedical sub-fund built on a strong platform in Merseyside, while the
Digital and Creative Sub-fund was targeted at a rapidly growing sector where appetite for
growth was reflected in behaviour of SMEs. The Energy and Environmental sub-fund
represented a riskier proposition with the sector not well developed in the North West in
terms of established SMEs and limited early stage output from universities. Investment
performance has consequently lagged to date.

1.27

Only the North East originally introduced a micro-loans fund (at the specific request of the
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Regional Development Agency), whilst the North West identified this type of sub-fund as a
possible use of part of their unallocated performance reserve, but had opted to address this
market through Community Development Financial Instruments (CDFIs). The North West Fund
are due to launch a micro-finance fund shortly, in the face of strong demand from microbusinesses, which has been accentuated by the sharp reduction in lending to this part of the
market by high street banks. Whilst there is undoubtedly a need for micro-loans, or microfinance more generally, they benefit from having a decentralised approach to delivery.
1.28

The manner in which different types and levels of finance are used within the funds is a key
aspect of meeting the finance needs of SMEs, but a very important consideration in the
performance of the financial model underpinning the JEREMIE funds. This usually requires a
mix of debt and equity finance, with debt providing the certainty of a steady stream of returns
to enable the repayment of the EIB loans, whilst the returns from equity investments generate
the legacy returns. This ‘mixed instrument’ model is best practice in the private sector. The
focus on equity based investment in the North East fund presents a riskier proposition in terms
of securing the short-term flow of returns to meet the schedule of EIB repayments. However,
this has not proven to be a problem to date with the North East meetings its EIB repayment
schedules (whilst the other two funds initially faced challenges in this regard), mainly due to
the returns generated to date in NEF’s portfolio from mezzanine investments.

1.29

All three funds included sizeable equity sub-funds and to a lesser extent mezzanine based subfunds. The evidence from all three reviews has pointed to the challenge of selling the benefits
of equity and mezzanine investment to SMEs. It stems from a combination of a preference
for debt finance, resistance from traditional SME owners and a lack of understanding of the
finance types. There is a perception that mezzanine finance in particular is more complex,
and that this has an impact both on deal flow and the time taken to complete the investment
process. As noted later, the demand for equity finance has also fallen sharply in the current
recession. Clearly, the challenges of investing equity and mezzanine finance in line with the
investment strategy is important to generating the financial returns which underpin the
JEREMIE model and longer term legacy returns.

Implementation and Delivery
Progress against Investment, Financial and Economic Development Targets
1.30

All three JEREMIE funds experienced delays in their approval, launch and commencement of
investment activity, although to varying degrees. The greatest initial delays affected the North
West Fund and to a lesser extent Finance Yorkshire (roughly twelve and six months delays in
investment activity commencing). Both the funds have also faced a number of delivery issues,
having to make changes in the investment strategies and business plans which have required
approval by their respective funding partners (and requiring the cooperation and a lot of
ongoing support of DCLG and CfEL):


The North West Fund reduced its fund size from £185m to £155m in 2012 and took
the decision to create new mezzanine products by reallocating its Development
Capital Fund. It established a stand alone mezzanine fund, and extended its Loan Fund
to provide debt based mezzanine funding up to £750,000.



Finance Yorkshire has extended the duration of its investment period by twelve
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months to the end of 2014 and switched £5m from the equity linked finance sub-fund
to the business loans sub-fund (where demand has been stronger).


North East Finance also reduced the allocation from one sub-fund and increased the
allocation to three other sub-funds in response to market demand and sub-fund
performance and undertook minor output re-profiling largely relating to the later
introduction of the Microloan Fund (commencing a year later than the other funds).

1.31

A common aspect of the performance of the funds has been weaker demand for expansion
equity finance, whilst demand for debt has been strong. Although this is in part explained by
fund specific considerations, it has also been heavily influenced by the nature of the economy
(dampening demand for equity and limiting the supply of debt through high street banks).

1.32

Given the challenges which Finance Yorkshire and the North West Fund have faced, they are
now making good progress in their investment activity but they are both slightly behind their
revised investment targets (and of course much further behind what would have been the
original targets).

1.33

Turning to each fund in turn, the key points are:

1.34



Finance Yorkshire has invested £45.9m up to Q2 2013 compared to a revised target
of £50.7m for the period (original target of £70.8m) and a £90m lifetime target (91%
and 51% of the targets respectively). The main source of underperformance against
the revised target has been the Equity Linked Finance Fund, where investment activity
was disrupted by changes in fund management arrangements, but also weak demand.



North East Finance has invested £74.2m up to 2013 Q2, around 10% below the original
business plan target of £82.0m at this stage. Much of this shortfall is accounted for by
the strategic decision made to hold back £7m of the originally unallocated capital so
it could be invested in follow-on funding in 2014/15.



Roughly halfway through its investment period, the North West Fund had invested
£58.9m by Q2 2013 which is around 38% of its lifetime investment target (32% of its
original target). Investment performance has lagged against profile in the
Development Capital sub-fund (which was subsequently closed), the Energy and
Environmental sub-fund, while the new mezzanine fund is still at an early stage in its
investment period.

All of the JEREMIE funds are confident about their prospects of achieving their lifetime
investment targets. Our assessment is:


On balance, we would expect Finance Yorkshire to achieve its lifetime investment
target for the Business Loans and Seedcorn funds, although the target for the Equity
sub-fund is more challenging. To meet the challenges facing the equity sub-fund and
avoid some of the potential pitfalls, an action plan has been agreed between the fund
manager and Finance Yorkshire.



North East Finance is in a strong position to achieve its lifetime target, however it
needs to increase its investment rate over the final 18 months of delivery up to
December 2014. The strategic decision to hold back £7m of its unallocated pot for
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investment in follow-on funding for its star performers across the sub-funds will help
to make this investment target more achievable.


Whilst the North West Fund is now in a stronger position following the amendment
to the investment strategy, it still faces a number of key investment challenges mainly
around the Energy and Environmental Fund and the new mezzanine sub-funds. There
may be a need to consider further reallocations and the Holding Fund is aware of the
need to carefully monitor progress, maintain a strong investment rate through the
remainder of the investment period, and it has taken action to address underperformance.

1.35

Whilst the economic recession and financial crisis has impacted on the scale and nature of
demand for finance from SMEs which the funds are witnessing, it has also affected the types
of SMEs which have approached them seeking finance. In simple terms, the funds appear to
be providing finance to SMEs which have stronger underlying business performance and
better investment propositions. The upshot of this is that the finance is being provided at
lower risk, write-offs to date have been lower and there is the possibility of stronger future
returns (although this remains very uncertain at this stage given the volatility of the economic
recovery and challenging trading conditions SMEs in the regions face).

1.36

The ability to meet the financial performance targets remains uncertain, with each fund facing
particular areas of risk and uncertainty. In terms of EIB repayments, North East Finance and
Finance Yorkshire are both ahead of schedule and have sufficient reserves built for the next
12 months, but beyond that it is significantly dependent on future equity realisations which
creates an aspect of uncertainty. The repayment profile for the North West has been extended
reflecting the revised investment profile, and the value of interest payments is projected to
be higher than originally expected over the lifetime of the Fund. However, its EIB cash holdings
are also enabling it to generate higher than forecast treasury income which is seen as
offsetting this. In the longer term, this reinforces the importance of the Fund investing and
generating returns to meet a revised set of milestones and payment targets with the EIB.

1.37

In terms of the legacy to the ERDF and Single Programme investments into the funds, the risks
of not achieving the full public sector legacy target is considered to be moderate for all three
funds, although the extent of the potential for underachievement varies between the three.

1.38

The three JEREMIE funds set economic development targets which were mostly sensible,
although it proved necessary to amend a number that were out of line with changes to the
size and structure of the Fund (the North West Fund) or which were incorrectly set originally
(eg Finance Yorkshire’s SME assisted target). The funds are performing reasonably well against
many of their targets, although each has aspects of underperformance:


Finance Yorkshire’s private investment leverage target is very challenging and is in our
opinion unrealistic in the current market. The GVA target is also challenging and the
basis of its measurement needs to be agreed with the CLG delivery team (it is currently
measured on the basis of turnover).



North East Finance’s progress is broadly in line with its investment performance to
date and there are no major causes for concern at this stage. Most notably it is slightly
behind its target for SMEs assisted to date (-6%) and slightly ahead of target for jobs
created (+9%).
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1.39

The manner in which the North West Fund reports some of its economic outputs (with
a time lag) makes it difficult to judge its performance on job targets. On the face of it,
the jobs created target appears challenging although NWBF has now agreed with the
ERDF programme on a change of approach to the way job creation is captured that
should both increase the number achieved to date and ensure that future results are
captured sooner after the investment is made.

Whilst all three JEREMIE funds face various challenges, on the whole they are aware of the
key areas of underperformance or aspects where there is scope for improvement. Finance
Yorkshire has been effective in identifying a few areas of underperformance and risk and has
put in place plans to address these issues. North East Finance has performed strongly and has
been proactive in tweaking its strategy to better address the needs of SMEs in the region and
to put in place transitional arrangements for the end of the investment period in 2014. The
North West Fund has faced some of the greatest performance issues and it has established a
set of processes and milestones to address under-performance, including the reallocation of
funds.

Extent to which the Funds have been able to Reconcile Commercial and
Regeneration Objectives
1.40

This is an important issue for the JEREMIE funds as they need to balance a requirement to
invest with SMEs on a commercial basis and generate an acceptable rate of return, whilst
addressing market failure in the provision of SME finance and the achievement of economic
development goals.

1.41

The business planning process and the investment strategies which guide investment activity
are crucial in achieving the balance that all partners seek and for clearly communicating these
goals. The JEREMIE holding funds by and large understand these trade-offs and their
implications for the operation of the funds much better than their predecessors. They are
also more clearly set out in the business plan and strategy documents for the funds.

1.42

However, the balance between these objectives and their implications are often not as clearly
set out or communicated to fund managers, the local finance community or to local economic
development stakeholders as they should be. The message about the rationale for and
importance of economic development benefits is often overlooked amongst the finance and
business community, whilst the economic development community can lose sight of the
commercial objectives of the funds.

1.43

The extent to which the JEREMIE funds have been effective in communicating their progress
with the wider economic development community has varied, with the North West Fund
being the least proactive in its early stages (although this has been prioritised by them since
changes to the Fund in 2012). This communication is now very important for the funds, given
the role of the LEPs in the future strategy for potential successor funds.

1.44

The expected investment and financial performance of the JEREMIE funds suggests that they
may be able to generate returns which could secure private sector investment in the future.
However, this is critically dependent upon private sector investors receiving preferential
returns over public sector investors (in the same way that the EIB does in the current JEREMIE
funds).
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1.45

Given the economic development objectives of these funds, it is also highly likely that the
public sector will continue to realise legacy returns lower than its initial investment of capital
and revenue grant. This reflects the higher risks and costs it needs to bear in order to invest
in this part of the market and to address market failure issues. Nevertheless, the chance of
receiving a legacy reduces the net costs of providing the finance to SMEs well below that of
comparable grant or soft loan schemes.

SME Satisfaction with the Service from the JEREMIE funds
1.46

This is another aspect of the ability of the JEREMIE funds to reconcile their commercial and
economic development objectives. It is important that the Funds recognise that they are
providing a service to SMEs and put in place the systems and procedures which ensure high
standards of service.

1.47

Although not central to this review, it did touch on the manner in which the Funds engage
with and ensure minimum standards of service. It identified examples of good practice –
Finance Yorkshire, for example, has a customer charter which sets minimum standards of
service throughout each stage of the customer journey.

1.48

The survey of SME beneficiaries also provided helpful evidence on SMEs’ experience of the
service provided by the three funds and their levels of satisfaction (although this only covered
SMEs which had received finance). Overall, the findings are very positive for all three funds,
especially in terms of the key indicators (eg the overall quality of the service – an average of
4.2 out of 5 across the three funds; knowledge and professionalism of staff – average 4.3 score
out of 5).

1.49

The funds tended to score lower on ease of applying for the finance (3.7), the availability of
further advice and guidance (3.5) and overall value for money (3.5). This is in turn reflected in
the SMEs’ suggestions for the areas in which the Funds could improve their service (at least a
half of the SMEs suggested improvements for each of the Funds), although the picture varies
between the Funds. The common theme across all three Funds was a desire for lower finance
costs or the related burden, as well as an improved speed of service (more marked for the
North West Fund and North East Finance) and simplified procedures (the North West Fund in
particular).

Fit with and Contribution of the Funds to the ERDF Operational Programmes
1.50

Generally there remains a good fit between the investment focus and activity of the three
JEREMIE funds and the regional ERDF operational programmes through which they are part
funded. Whilst there have been changes in the operational and investment strategies for the
North West and Yorkshire funds, these have not undermined the major contributions the
projects will make to the operational programmes. In the North East, the DCLG team has
indicated its strong confidence in NEF, and are currently negotiating additional ERDF funding
to extend the programme to the end of 2015.

1.51

However, the slower investment performance overall in Yorkshire and the North West and for
some sub-funds in particular, has reduced the rate at which particular economic outputs are
achieved. Also whilst the scale of anticipated job creation may not arise, the extent to which
the funds have been able to safeguard employment has been greater than expected. Also the
extension of the investment period of Finance Yorkshire could delay the achievement of some
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economic outputs, with a greater likelihood they will arise outside the eligible period for ERDF
monitoring.
1.52

The recession has reduced the scope of the funds to have wider benefits in terms of the
presence and functioning of the private sector finance market and investors in the northern
regions (although BVCA data shows the North East more buoyant than the other two, although
the scale of NEF is one factor in driving this). However, in the absence of these funds, the level
of investment in SMEs and the wider activity of the corporate finance sector would probably
have been significantly less. Linked to this, the level of private sector leverage which the funds
have been able to secure is less than expected, reflecting the challenges of finding suitable
and willing co-investors for larger or more risky equity deals5.

Likelihood of Achieving ERDF/Single Programme Legacies
1.53

The legacy targets are the level of lifetime investment return that the funds expect to secure
once all other financial commitments have been met. These returns can be reused for the
benefit of the regions in future SME finance initiatives. The three regions originally predicted
very different targets for the legacy return, although these are now much closer in relative
terms following the North West Fund’s amendment of its original fund targets. The current
targets are: £44.5m for Finance Yorkshire compared to an original legacy target of £50m
(based on a £90m investment target and public sector capital funding of £45m and revenue
funding of £10m); £88.2m for North East Finance (£125m investment target and public sector
capital funding of £62.5m and revenue funding of £31.9m); and £87m for the North West Fund
compared to an original legacy target of £181.6m (based on a revised £155m investment
target and public sector contributions of £77.4m capital and £33.8m revenue including £20m
NWBIS legacy).

1.54

It is still very early days to judge the likelihood of the JEREMIE funds achieving their forecast
legacy returns. However, there are a number of both positive and negative factors which could
influence this including:

5



The slow rate of investment for the equity funds focused on SME expansion, from
which the majority of the legacy returns will be generated. This has resulted in some
funds reallocating resources away from underperforming equity funds (to debt based
funds) and increased pressure on fund managers to increase the investment rate
could result in less attractive investments being made.



The potential for a legacy of poorly performing investments where there has been a
major change of fund management arrangements.



The better performing SMEs and quality of investment propositions that all three
funds appear to have been able to attract given the changes in the finance market.



Economic conditions may extend the timescale and dampen the realisations which
can be achieved (and the need to achieve realisation to meet EIB repayments might
force exits earlier than optimum). However, economic recovery could improve

In the case of NEF, leverage to Q2 2013 was £5m greater than originally profiled to that point although this was accounted
for primarily by just one sub-funds with the others being behind profile.

Page 15

● Mid-Term Review of the English JEREMIE Funds ●
prospects for the securing of equity realisations during the realisation period.
1.55

The other key consideration is the strength of the procedures which the funds have in place
to manage their portfolios and drive realisations and returns. Looking across the three funds,
North East Finance established its approach early on – the Advisory Board, which comprises
two former Chairs of the BVCA and four practising private equity and venture capital
professionals, provides regular expert oversight on portfolio management and exit planning.
Finance Yorkshire has established an Investment Advisory Panel more recently and it is now
playing an active role in investment strategy and portfolio management. The North West
recruited sector specialists in addition to the representative from the BVCA. In the North
West, the Holding Fund now carries out monthly reviews of the portfolio, with valuations
carried out annually and individual sub-funds reporting on valuations in their quarterly PMRs.

1.56

On balance, our review suggests that the risks of not achieving the full legacy target associated
with the ERDF and Single Programme contributions are moderate for all three funds.

Effectiveness of the Management and Governance Structures for the Funds
1.57

Finance Yorkshire has very effective investment and performance management systems and
procedures in place, underpinned by a strong management team and governance structures.
The governance arrangements have been strengthened more recently through the
establishment of a separate Investment Advisory Panel. The senior management team and
the board chair have worked well together in dealing with a number of significant challenges,
however the lack of an operations director has arguably seen it under resourced.

1.58

The integrated approach with the co-location of the holding fund and fund managers is seen
by the reviewers to be a particular strength of the fund. It has created a strong Finance
Yorkshire team ethos, which has been beneficial for both in terms of overall fund management
and to a lesser extent investment activity.

1.59

The overall structures and processes for managing and delivering North East Finance have
been very effective and remain fit for purpose. Key factors in the success of this have included:
the retention of experienced personnel from previous financial instrument interventions as
part of the Holding Fund team; effective recruitment of expert advisors to the Board and
Investment Advisory Board and strong relationships being retained with all key stakeholders,
including EIB, DCLG and CFEL. The performance management culture instilled by North East
Finance achieves a good balance between ensuring fund managers deliver against key targets,
while avoiding any excessive interference with their delivery.

1.60

Following a review of governance and management of the North West Fund during 2012, the
overall picture is now a more positive one. The Fund has strengthened its relationship with
key stakeholders and reinforced the role of its Board and Investment Advisory Panel.
Performance management is a priority for the Holding Fund Executive, and there is extensive
engagement between NWBF and the individual fund managers, including a common CRM
system in which NWBF invested to strengthen this aspect of fund management. These
improvements will be critical both in meeting its obligations to the EIB and in driving
realisations for the legacy fund.
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Emerging Market and Economic Impacts
Impact of the JEREMIE Fund upon their Finance Markets
1.61

This is a challenging aspect of the design and operation of the JEREMIE funds on which to
gather robust evidence. In drawing our conclusions we have drawn on the design of the three
Funds and their investment strategies, the review of the operation of the funds, consultations
with financial intermediaries and advisors, and a survey of the SMEs receiving finance.

1.62

As noted above, the investment strategies of the funds have been well designed in order to
address some of the key aspects of market failure facing SMEs in securing early stage and
growth finance. They are not able to address all aspects of this failure, but their design and
the regulatory regime within which they operate targets their activity towards the key aspects
of failure in their regions. The evidence from our consultations suggest that these market
failures remain in all three regions and indeed have worsened in terms of the availability of
debt finance (following the financial crisis and withdrawal of the high street banks from parts
of the market).

1.63

The survey of SME beneficiaries provides helpful evidence. It suggests that all three funds are
operating in the manner which would be expected in terms of:


Meeting the finance needs of SMEs which had initially explored private sector sources
and largely failed to secure their requirements on acceptable terms and cost in this
way (ie. the market failure justification for intervention and the lender of last resort);



Achieving a high proportion of assisted SMEs that would have not proceeded with
their proposed investment without the finance from the funds, or downscaled or
delayed their plans (ie. the principal of economic additionality in justifying public
sector support);



The extent to which SMEs highlighted their desire for the funds to provide finance on
a lower cost basis (ie an indirect indication that the funds are providing finance on a
commercial basis).

1.64

The review has found little evidence that the JEREMIE funds are crowding out the private
sector. Some SMEs might have been a good prospect for banks in better economic conditions
(and without current constraints) but have come to the Fund having been unable to secure
finance. The funds and intermediaries have pointed to the withdrawal of venture capitalists
and angel investors who would previously have been equity co-investors with the funds
(incidentally resulting in lower levels of private sector leverage), especially with the riskier
parts of the market.

1.65

However, in the absence of the JEREMIE funds, which account for a significant proportion of
overall venture capital investment in their regions (especially in the North East), the survey
and intermediary consultations suggest that much of this activity would not have occurred.
Many of the fund managers would not continue to operate in the regions whilst others would
not have established operations. Also, there would be potential for a decline in corporate
finance activity in general, as there would be fewer opportunities for co-investment without
the JEREMIE funds.
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1.66

There is also little evidence that the funds are market making yet, although there are some
positive signs that they have encouraged some venture capitalists and angel investors to come
into early stage investments (eg the IP Group and North Star Group in the North East, BioMedical Fund in the North West). Our consultations with intermediaries and professional
firms in the regions did not indicate that the corporate finance sector is more active in any of
the three regions as a result of JEREMIE investments, although the likelihood of this occurring
is heavily constrained in the current economic climate.

1.67

The JEREMIE funds are seen by intermediaries as playing a useful role through the
thoroughness of their scrutiny of investment propositions. This facilitates co-investment both
because it covers the costs that small investors (eg. angels) might not otherwise be able to
meet, and sends a positive signal to banks and other investors (assuming that the investment
performs well).

Emerging Additional Economic Impacts and Value for Money
1.68

Whilst it remains relatively early in the life of the three funds, the review has gathered a range
of evidence to inform an initial assessment. The assessment is further complicated by the
complex bundle of economic benefits that the funds are set up to achieve, including
improvements in the functioning of finance markets and the achievement of economic
development benefits (such as enterprise activity, research and innovation, and job and
wealth creation).

1.69

In terms of the benefits which the funds are achieving around the functioning of finance
markets in their regions, the evidence is currently unclear and it is too early to judge. On the
one hand, the funds have undoubtedly brought major improvements in the scale and
organisation of the provision of finance to SMEs, at a time when private sector providers have
withdrawn or reduced their involvement in these market in these regions. The funds have also
played a major role in enabling SMEs to continue to secure finance, without which many will
have faced significant operational and investment constraints. The beneficiary survey
provides useful evidence of this.

1.70

The funds have also been able to strengthen the finance infrastructure within the regions to
some extent, in particular through developing a high profile and delivering a more integrated
approach to finance for SMEs (which by and large complements the private sector). This is
most marked in the North East, where public sector backed VCLFs have formed part of a very
active SME finance strategy. The three JEREMIE funds have also achieved strong regional
identities and brands which on the whole are proving to be beneficial in communicating clear
messages to SMEs and intermediaries. However, given the economic climate the funds have
had less of an impact in stimulating a more active private sector finance market in the
northern regions. There are examples of this but they are limited at the current time.

1.71

The assessment below is focused on the core economic outputs of job and wealth creation.
Most fundamentally, the funds have been able to provide large amounts of finance to SMEs
that have a genuine need for it and use for in growing their businesses. The survey (see Section
Seven) provides positive evidence in terms of the additionality of the finance and the ways in
which the SMEs use the finance to start-up, grow or enhance the competitiveness of their
businesses.

1.72

Linked to this, the funds are generating key (gross) economic outputs such as jobs created and
Page 18

● Mid-Term Review of the English JEREMIE Funds ●
safeguarded and gross value added. A number of the outputs lag behind the targets, but there
are reasonable prospects these will be addressed. Some aspect of underperformance will,
however, need to be reconsidered, as they are due to unrealistic targets or changes in the
nature of the market (eg Finance Yorkshire private sector leverage target).
1.73

1.74

The analysis of the SME beneficiary survey has informed an initial assessment of the emerging
net additional economic impacts (allowing for finance deadweight and economic
displacement) and the associated value for money. However, the limitations of the analysis
and the survey data it uses need to be borne in mind. The analysis indicates that the unit costs
associated with the achievement of job creation and gross value added are reasonable at this
stage in the life of the funds. For example, assuming that the expected returns for the sample
of beneficiaries do materialise in the future:


The capital investment per gross job of £28,000 expected across the funds at their
outset will be closer to around £19,000.



The public sector grant required per gross job created will be around £12,000.



The capital investment per net additional job will be around £50,000.



The public sector grant required per net additional job created will be around £32,000.

We have not taken account of the potential legacy to the public sector in calculating these
estimates due to the high level of uncertainty. However, the realisation of any legacy will
reduce the unit costs – the larger the legacy the lower the unit costs, to the point where it
becomes zero cost to the public sector. It is worth remembering that if finance was provided
to SMEs in the form of grant, there would not be this potential to generate legacies which can
be reinvested for the benefit of their regions.

Recommendations
1.75

The recommendations have been split between the current JEREMIE funds and the scope and
approach for ERDF backed successor funds and the role of the LEPs for the 2014-19
programming period.

Current JEREMIE Funds
1)

The North West Fund and Finance Yorkshire (and to a lesser extent North East
Finance) face challenges in addressing slower investment rates than expected for
particular sub-funds and have or are putting in place strategies to get investment back
on track. These strategies need to be implemented and carefully monitored over the
next 6-12 months.

2)

With this in mind, the North West Fund and Finance Yorkshire need to be prepared
over this period (depending on the circumstances) to take or implement decisions
about reallocating finance away from sub-funds which continue to under-perform to
other sub-funds which offer better prospect of delivering investment and economic
benefit. Working alongside the funding partners and fund managers, the holding
funds need to be decisive to making these changes.

3)

North East Finance needs to increase its annual investment rate over the last 18
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months of delivery in order to achieve its overall investment target by December
2014, which will require close performance management by NEF and a strong
proactive approach by sub-fund managers to meet their individual investment
targets. The follow-on facility should help in the full deployment of these resources.
4)

Steps need to be taken by the North West Fund to increase the investment rate in the
Merseyside City Region, where it is underperforming against the investment target
for a number of sub-funds. Actions have been agreed with the fund managers and
progress is being carefully monitored. We recommend that this is reviewed in 9-10
months’ time and that NWBF is decisive at that time in seeking to reallocate resources
between sub-funds in Merseyside (in the first instance).

5)

Related to Recommendation 4 above, Finance Yorkshire and North East Finance need
to monitor (in conjunction with DCLG, who have an interest in this issue) the
effectiveness of steps they have taken to increase the investment rate in sub-regions
where investment to date has been disproportionately low and take further action if
necessary.

6)

We consider the holding fund for the North West Fund to have had an underresourced team, and our assessment is that to a lesser extent Finance Yorkshire is also
currently under-resourced. The North West Fund is expanding its team and will need
to assess whether these changes provide the senior operational capacity it needs as
it moves into the second half of the investment period and its realisation period. In
the case of Finance Yorkshire this should be considered as part of the strategic
planning for a successor fund.

7)

The economic climate and consequent slower investment performance has reduced
the progress against some of the economic output targets and also drawn into
question the realism of others. Finance Yorkshire should have discussions with their
respective CLG Delivery Teams where adjustments need to be made.

8)

All of the funds are now carefully considering how the needs of SMEs in their areas
will be met in the future, both in terms of a successor ERDF programme and the
transitional arrangements to minimise the risk of an investment hiatus. This needs to
also include consideration of the role that the holding funds can play in the successor
funds. In the North West, the holding fund needs to be more proactive in
communicating the progress it has made to the LEPs and what the holding fund can
contribute to a successor fund. This recommendation is addressed in much more
detail below.

Future Successor Funds
EU Structural Funds and FEI Context
9)

The EC has clearly identified the need for the Managing Authorities to include an exante assessment of the suitability and appropriateness of financial engineering
instruments in the new ERDF programme for England. Given the guidance which has
already been issued to LEPs about the merits of using FEIs to deliver finance to SMEs,
it is crucial that this aspect of the ex-ante appraisal is completed by CLG as soon as
possible and any implications are communicated to the LEPs and existing holding
funds. Each proposed fund will also need its own economic appraisal, the
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requirements of which will vary depending on its scale or innovativeness.
10)

The European Commission’s detailed guidance for the successor FEIs to the current
JEREMIE initiatives and the associated rules and regulations are not yet available,
although some of the expected changes in terms of their strategic focus and delivery
are emerging. It is important that the details of the proposed FEI schemes are
finalised by DG Regio as soon as possible and that CLG communicates these to the
range of partners involved in developing new initiatives.

11)

Linked to Recommendation 10, there is an important role for CLG in the sharing of
EC guidance and related information with project developers, coordinating queries
and developing its own guidance if appropriate. This may require CLG to secure
additional in-house support. There is also an important role for CfEL in sharing best
practice from existing delivery models and working with LEPs in respect of the sue of
legacy funds from RDA funds.

12)

Given the indication that there will be a successor to the current JEREMIE initiative,
there is a need to explore ways of addressing one of the challenges of the current
JEREMIE funding model. That is, the EIB’s insistence on the treatment of its loan to
the holding fund as senior debt which prejudices potential private sector equity
investment. CLG and CfEL need to liaise with EC and EIB to explore ways in which EIB
debt finance can be used in these funds without unduly restricting the potential for
other sources of matched funding (equity in particular) or the structure of the funds.

13)

Linked to this, there is the need for UK Government (CLG and BIS in particular, given
their respective responsibilities for ERDF and SME finance policy respectively) to
provide as much clarity as possible on the project development, appraisal and
approval process for SME finance initiatives which will be seeking significant
amounts of ERDF funding. This needs to include the range of supporting documents
which they will be expected to produce.

Strategic Planning
14)

Notwithstanding the procedural requirements noted above, there is a very strong
case for the use of FEIs as vehicles to use ERDF to provide finance to SMEs as part of
the English ERDF programme. If they haven’t done so already, all LEPs and their local
partners should consider the need to address SME finance gaps as part of their
growth strategies and the potential role for FEIs as part of the European and
Structural Investment Plans.

15)

Related to this, LEPs and their local partners (including the existing funds) need to
consider collaboration across boundaries given the scope to secure the scale and
critical mass which is a key factor in the efficient and effective delivery of the projects
providing repayable finance to SMEs.

16)

Most of the current ERDF backed venture capital and loan funds will be reaching the
end of their investment periods by the end of 2014 (some continue into 2015). It is
imperative that LEPs and their local partners which wish to use ERDF backed funds,
now commence the detailed planning of the successor arrangements to the current
funds and put in place arrangements to minimise the risk of a hiatus in investment
activity (the North East Fund is already putting this in place through a top up ERDF
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grant and RGF grant funds). Some of the current funds or legacy bodies will be
receiving legacy income from previous funds which could be utilised to support
investment in the interim period if necessary.
17)

SME finance initiatives serve to address both gaps in the provision of finance and a
range of economic development priorities including stimulating enterprise, research
and innovation, employment and regeneration. In developing new funds, it is
important to ensure the relationship between these two dimensions are absolutely
clear, as they have a direct and very important influence on ways in which finance
is targeted at SMEs and the rates of return which can be expected. The evidence
suggests that clarity in these aspects provides a stronger foundation for successful
delivery. We recommend the use of intervention logic chains as a helpful tool to
ensuring this clarity.

Market Assessment and Business Planning
18)

As LEPs and their partners consider future VCLF activity, they should consider
whether this development activity could be underpinned by joint research, legal
advice and even negotiations with funding partners such as EIB. This could be
undertaken on a pan regional basis in some cases.

19)

There are few ERDF backed projects where the robustness of the market assessment
and business planning is so important to successful delivery. Partners engaged in the
project development process need to prepare detailed market assessments and
business plans to inform the robust development of their projects. This should
include demonstrating how they have responded to the particular lessons with regard
to the robustness and realism of business and financial planning, the challenges of the
appraisal and approval process, and achievable timescales.

20)

Related to this, in order to ensure a rigorous business and financial planning process,
it is essential that independent review is built in at key points in the development
and implementation of the project. This is particularly important earlier in the
process when key decisions are taken about the design of the project and can be
undertaken by independent experts or external consultants. It also occurs again
through the involvement of major external funders and the procurement of fund
managers, with each stage offering a further opportunity to test underpinning
business plan assumptions.

Fund Design
21)

The current JEREMIE fund of funds approach provides a good model which can and
should be replicated in the next programming round. For reasons of efficiency and
effectiveness, these funds should be a minimum of £100m in size (and the EIB has
indicated its desire for this to be a minimum investment threshold for funds it invests
in). By implication, the funds would need to cover large geographical areas, with
sizeable business bases. This will require LEP areas to collaborate across their areas,
with the merits of the proposed area being clearly justified in market and delivery
terms through the business planning process.

22)

The three English JEREMIE funds have established themselves in their northern
regions, in terms of valuable skills and expertise, market profile and awareness, and
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investment infrastructure. There is a very strong rationale for successor funds in
these areas building on this expertise and infrastructure, including the ability to
develop and implement new funds more quickly and cost-effectively. LEPs should
work closely with the holding funds in these areas.
23)

The existing JEREMIE funds have tested a range of different approaches delivering
investment to SMEs from which partners developing successor funds can learn a great
deal. Whilst there will continue to be scope for tailoring these delivery approaches
to local circumstances, it is paramount that the preferred approach can be delivered
cost-effectively (well within recommended cost norms). Adopting more simplified
investment, fund management and corporate service strategies and structures is one
way of achieving this efficiency and points to having a maximum of 4-5 funds of a
minimum size and not using sector specific sub-funds unless there is a very good case
for doing so.6

24)

However, there may be clear benefits associated with having more sub-funds than
this in order to encourage competition between fund managers. Indeed, this has been
an approach adopted in the North East during the 2007-13 programme period. Where
project developers propose these approaches for new funds, they need to
demonstrate the benefits (over and above the costs) of doing this.

25)

As noted earlier, the proposed mix of sub-funds or finance products needs to reflect
the finance gaps and the underpinning economic development objectives. However,
it is also very important that the number and mix ensures: that SMEs are able to access
the finance they need and have a degree of choice in doing this; the viability of the
fund, in terms of servicing EIB repayments if this is used, early returns to cover holding
fund and fund management costs; and to deliver sufficient economic development
impacts and legacy to provide value or money to the public sector. There are lots of
trade-offs in this regard and project developers need to demonstrate that they have
robustly assessed this through their business planning.

26)

Other delivery models which are not based on the fund of funds approach may be
more appropriate in other areas where partners wish to adopt, for example, a smaller
scale or more focused approach. This could be in terms of a targeted equity fund.
However, it should be noted that the EIB will not wish to invest in funds on this scale.
In these instances, project developers should clearly demonstrate why this route is
preferred over a fund of funds approach, how it will be match funded and the ability
to operate on a large enough geographical and investment scale7 to achieve critical
mass and cost-effectiveness.

27)

Project developers need to explore the range of potential options for match funding
ERDF contributions into these funds. This will include the EIB (through a successor
scheme to JEREMIE), the high street banks, private sector equity, institutional
investors and ERDF legacies from previous funds. They will need to be able to
demonstrate that all reasonable funding options have been considered, clearly set

6 Based on at least a

£100m fund combining debt and equity sub-funds covering early stage and expansion investments, with
equity based funds of at least £20-25m.

7

A minimum size for an equity based fund should be £20-£25m (although it could be less if focused on early stage seedcorn
funding) and £15-20m for loan funds.
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out the reasons for pursuing their preferred matched funding route and justify any
preferential returns associated with this. However, it is worth bearing in mind that
the possible funding options may be limited in practice.
28)

Unlike for the current funds, there is no ready source of revenue grant funding which
can be used as a contribution towards the set-up and operational costs of the funds.
Project developers will need to carefully consider the manner in which they can
secure the substantial resources (including expertise) required to develop, set-up
and meet the holding fund costs and management fees of these funds.8 They will
also need to demonstrate how the operational costs will be funded throughout the
fund life and that the associated risks have been carefully considered.

29)

Related to the previous point, it is unlikely that the new ERDF guidelines will allow for
the full draw down of the committed ERDF to the successor funds, with capital grant
being drawn down in tranches in line with investment performance. Project
developers must carefully consider the implications of this change in terms of the
ability to meet the holding fund and fund management operating costs. They may
need to be prepared to vary existing structures if necessary to accommodate this
change.

30)

State Aids is an important factor in determining the scope of the funds to invest with
SMEs, as it can impose a range of restrictions in terms of the proposed investment
strategies. If project developers wish to make investments with SMEs outside of the
General Block Exemptions (new GBER is due in 2014), they need to secure a State Aid
notification. This is a more time consuming process and requires the development of
the detailed investment strategy at an earlier stage. Specialist State Aid advice should
be sought as soon as the investment strategy starts to take shape during the project
development process, ensuring there is sufficient time to secure a notification if this
is the preferred route.

Delivery

8

31)

The involvement of the LEPs in the design and development of the successor funds is
an advantage in that it offers the potential to more closely reflect the local needs of
SMEs in the design of these funds. However, it also brings potential risks. Project
developers need to avoid undermining the overall flexibility and cost-effectiveness
of funds which operate cross border in order to meet specific localised needs. If
localised investment targets are to be set (at a LEP level), they need to reflect the
balance of the availability of ERDF resource and the identified scale of the business
base and finance gap.

32)

The evaluation of the current JEREMIE funds and previous SME finance initiatives has
demonstrated the benefits of developing a strong brand identity and coordinated
marketing for public sector backed finance advice and provision. Where these brands
exist already, the partners involved in designing the new delivery arrangements
need to build on these approaches and the awareness where they are proving
successful. Where they don’t exist, they should pursue these coordinated

Legacy returns from previous public sector backed funds (and returns from the new funds themselves) could provide a
source of revenue funding, however there are strict regulations concerning how these returns can be used in the new
funds.
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approaches in collaboration with partners across boundaries.
33)

The fund of funds model provides important flexibility to move resources between
sub-funds in response to changes in market need and opportunity and the
performance of the sub-funds (as North East Finance has been able to do in its current
fund through a retained pot for future deployment). It is very important that all
project developers consider how they can secure this flexibility, effecting changes
with minimum cost and disruption. The EC’s proposals for the tranched payment of
ERDF into funds will also provide a further opportunity for switching resources to
where it is most needed by sub-funds. This needs to be coordinated at an EC and
national level.

34)

Securing fund managers who have the appropriate expertise and will deliver high
quality fund management services is vital to the success of VCLFs. Project developers
need to be aware of the strict procurement rules, but also have a well-defined
strategy which sets out how they will use the procurement process to ensure they
secure the skills they need and to deliver value for the funders. This may include
building on the expertise and knowledge that already exists amongst Fund Managers
in the region and/or drawing in new expertise which is not currently available. A
lesson from the North East and North West JEREMIE funds is the creation of a
framework panel for funds managers for the larger funds with multiple sub-funds.

35)

Proposals for new ERDF backed funds at a sub-national level need to be carefully
aligned not only in terms of the finance gap but also the national initiatives under the
new Business Bank. There is a need to ensure complementarity rather than
duplication in these activities, although based on the Business Bank’s current
strategy there may be little overlap at the regional level. The potential to join up the
marketing of the respective offers across these providers should be exploited,
including cross referral where appropriate.

36)

In addition, there is a need to ensure that the funds are aligned with other parts of
the local business support network (but also national initiatives delivered locally),
especially in terms of providing SMEs with investment readiness and postinvestment support. The linkages need to be clearly set out in project proposals.

Management and Governance
37)

The operational management of investment funds (as opposed to investment
undertaken by fund managers) requires a high level of expertise and a considerable
level of resource, especially for the larger and more complex funds (such as the
JEREMIE funds). Whilst the approach and extent of the responsibilities can vary,
there is a need to ensure these activities are adequately resourced, especially during
the investment period (subject to ensuring value for money is attained).

38)

Whilst being wholly funded by public money, the JEREMIE funds are managed by the
private sector. This brings challenges of governance and accountability, with the
need to balance the responsibilities of public sector funding with a commercial ethos.
This is an important principle in ensuring that the funds both establish and maintain
credibility with the private sector, and that they deliver the objectives set by their core
funding partners. It is important that there are cleared and shared understandings
of fund structures and objectives from the outset, and that these are fully reflected
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in reporting arrangements.
39)

Working on behalf of UK Government (and in particular, the Department for Business,
Innovation and Skills), Capital for Enterprise Limited has been required to work closely
with the funds to ensure they achieve their objectives and high standards of
governance. This has been a major resource commitment by CfEL and demonstrates
the desire of Government to see these structures succeed. It is important to build on
this expertise and the continued input of CfEL as partners consider future FEI
arrangements.

40)

There is extensive and helpful guidance on the governance arrangements for
investment funds, including HMG and BVCA guidance. The review has reiterated the
value of having a separate management board and an investment advisory group
(which advises on the overall investment strategy), although there is some value in
common membership between the two.

41)

Whilst instilling a performance management culture is critical to the success of the
funds, it needs to achieve a good balance between ensuring fund managers deliver
against key targets while avoiding any excessive interference with their delivery.
Project developers need to carefully consider how they can best achieve this,
including governance and management structures and the systems and processes
they put in place. This needs to be explicitly addressed in the preparation of the
business plan, the procurement process and the development of systems.

42)

Given the changes in responsibilities for economic development strategy subnationally, the membership of the management boards for future funds needs to
include LEP representatives (but these should not also be represented on ERDF
programme LMCs). In the case of the current JEREMIE funds, there is merit in
broadening membership now to LEP representatives, or at least including them as
observers.
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2. Introduction
Background to the Review
2.1

In July 2013 Regeneris Consulting were commissioned by the English JEREMIE projects to
undertake the mid–term review of the SME finance projects. JEREMIE (Joint European
Resources for Micro to Medium Enterprises) is a joint initiative between the European
Commission’s ERDF Structural Fund and the European Investment Bank. The three JEREMIE
projects cover the North East, North West and Yorkshire and Humber regions of England.

2.2

The JEREMIE projects provide equity and loan finance to start-ups, early stage companies and
larger companies with ambitions for strong growth. Its underpinning rationale is the need to
address the market failure and gaps in finance provision for SMEs due to the reluctance of
private sector lenders and venture capitalists to provide finance to these classes of
investment. This failure arises due to the risky nature of investing in these types of businesses,
but also what the private sector typically views as the disproportionate costs of establishing
and costing these risks given the relatively small amounts of capital involved. Although not
strictly a market failure, there are also additional costs incurred in running experienced
investment teams close to the ‘coal face’ in each region, which many venture capitalists are
reluctant to bear. The upshot of the market failure is that economic growth at a sub-national
level is constrained and this is especially an issue in those areas where economic performance
is lagging.

2.3

The provision of this finance to SMEs helps the regions to achieve a range of economic
development objectives, including increased enterprise, innovation, business growth and
ultimately regional economic growth and enhanced competitiveness. Key measures of the
success of these projects are therefore the additional wealth created (measured through
Gross Value Added) and job creation and support.

2.4

In order to deliver the JEREMIE projects, each region established a so-called ‘fund of funds’
delivering in most instances a mix of loan and equity finance to SMEs:

2.5



Finance Yorkshire: a £90m fund managed by Finance Yorkshire Limited (“FY”) which
is being invested via three sub-funds, with a mix of debt and equity finance;



North East Finance: a £125m holding fund managed by NEF which is being invested
via seven sub-funds, providing mainly equity finance; and



The North West Fund: a £155m (originally £184m) holding fund managed by North
West Business Finance Limited (“NWBF”) which is being invested via six sub-funds,
providing a mix of equity and debt finance.

The design and implementation of JEREMIE is intended to reflect the needs of the local
business community and the finance markets. As explored in Section 5, the three JEREMIE
projects have responded to the differing needs within their regions by tailoring their approach
to the financial products and sub-funds.
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Terminology
2.6

A full glossary of terms is provided at the start of the document. The reader should note the
following use or meanings of a number of specific terms:


We use the terms JEREMIE project and JEREMIE fund interchangeably in the report.
JEREMIE is the formal name of the SME finance initiative established by the European
Commission as part of their Structural Funds, in cooperation with the European
Investment Bank. The European Commission sets out the regulatory requirements for
the operation of the funds in the Common Provisions and FEI guidance and
regulations.



In the case of the three English JEREMIE funds, they are all established as fund of
funds, consisting of an overall holding fund and a series of sub or product funds.



The holding funds are responsible for the overall strategic and operational
management of the JEREMIE funds, ensuring that fund managers meet their
contractual obligations, the effective management of the monies which funding
partners invest in the fund, re-payment of loan interest and capital to the EIB,
reporting to stakeholders, and meeting the regulatory and compliance requirements
of the monies they receive.



The fund managers are appointed by the holding fund to invest particular types of
finance in specific types of categories of SMEs, as agreed in their investment strategies
and informed by the European Commission’s ERDF, financial instrument and State Aid
regulations and guidance.



The performance of the JEREMIE funds as a whole (and indeed the sub-funds) is
closely monitored by the holding funds and its funding partners, on the basis of a
comprehensive range of investment, financial and economic lifetime and quarterly
profiles targets. These targets are set out in the business plan and contractual
agreements with each funding partner.

Scope of the Study
2.7

The study has undertaken individual fund reviews to provide independent standalone
assessments of the development and implementation, progress and performance, and
governance of the funds. All three reviews have informed the overarching report and its
recommendations, in due course feeding into the development of the approach to the use of
financial engineering instruments in SME finance over the 2014-2020 funding period.

2.8

The specific objectives of the summary report were to:


Assess the extent to which the funds are effectively addressing market failure and
crowding out or encouraging the development of the private sector finance
provision;



Consider the extent to which demand and the financial models underpinning the
structures and mix allocations of resources across product funds remain relevant to
the market;
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Consider the effectiveness of the operation of the funds, including their ability to
reconcile commercial and regeneration objectives;



Identify the extent to which the funds are delivering against its investment and risk
strategies and maximising returns for all investors;



To establish whether the funds are on track to meet their investment, financial and
economic targets and the factors explaining variation from this;



The extent to which the funds continue to fit with and contribute to the results and
outcomes of the Operational Programme under which it has been funded;



Assess the effectiveness of management and governance structures and actions to
improve / strengthen governance, including whether the legacy arrangements are
fit for purpose;



To assess whether there is a need to change the design, delivery or management of
the Funds in response to performance issues;



As far as possible at this stage in the life of the funds, to consider whether they will
secure additional economic impact and provide value for money;



Identify good practice and lessons from the implementation of the funds and to
inform the development of the initiatives to meet the finance needs of SMEs in the
next European programming period.

Approach to the Review
2.9

The review has been informed by the following research and consultation activities:


A comprehensive review of the three Funds’ business planning, monitoring and
management documents;



The collection and analysis of comprehensive investment, financial and economic
performance data for the three Holding Funds and their respective sub-funds, using
a common structured proforma;



Consultations with the management of the Holding Funds and the fund managers of
the sub-funds, as well as the respective Management Boards and Investment
Advisory Panels;



Consultations with a wide range of key stakeholders in the three funds, with a focus
on a range of policy, strategy, delivery and performance issues;



Consultations with intermediaries within the three regions in order to explore the
demand and supply of finance, market failure and rationale for intervention, as well
as the effectiveness of the fund delivery;



A desk-based analysis of the economic and business conditions in the regions, as
well as an assessment of the market for SME finance (also informed by the
consultations noted above);
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A telephone survey of 300 SMEs which have received finance from the three English
JEREMIE funds.

Structure of the Report
2.10

The remainder of the report considers:


The strategic, economic and business context within which the project was
implemented and changes which have occurred over the last 3-4 years;



The history of the Fund, including its design, development and initial
implementation;



The investment and financial performance of the Fund to date against the lifetime
targets and prospects for the future;



Emerging economic impacts and value for money.
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3. Rationale and History of ERDF Backed VCLFs
The Finance Gap
Information Failures
3.1

Failure in the market for business finance is generally understood in terms of imperfect
information: the risk of failure and write off is not known by the investor and there are costs
associated with gaining the information to assess these risks. Information is not only imperfect
but it is asymmetric: firms seeking finance, in general, know more about the true risks of
failure than investors and can undertake actions that affect the chances of repayment and
return which the investor cannot easily monitor. Imperfect and asymmetric information gives
rise to scenarios where the market does not provide adequate investment for firms, even
when individually they might offer a good return on investment.

3.2

Where information on the risk of the investment is imperfect, this market clearing point may
not be reached. The investor is likely to deal with imperfect information by dividing the market
into classes of investment for which average failure rates are known. Marginal classes of
investment, where average risks of failure are on average too high and returns too low to
justify investment, will be excluded from the market.

3.3

There are likely to be many firms
Figure 3-1: Supply and Demand for Finance for Marginal
in what are considered to be
Classes of Investment
marginal classes of investment
which are reasonable profitable
investment
prospects,
but
imperfect information means
they cannot be distinguished from
other riskier investments at
reasonable cost. This is rational
for investors since if they relaxed
their conditions and allowed
credit for the risky group of firms
they would make losses equal to
the area shaded blue in Figure 3.1.
It is debateable whether this is in Source: Regeneris Consulting
practice a market failure, as
opposed to investors just acting in a rationale manner that might not be in the best interests
of society.

3.4

This type of scenario can be used to explain why banks tend not to make unsecured loans to
small start-up firms with no collateral to secure a loan, as on average these firms represent
too great a risk. It can also be used to explain why venture capital is not provided in smaller
quantities, given that uncertainty over risks of investment and relatively high due diligence
and management costs mean that investments below a certain level become prohibitively
costly.
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Demonstrator Effects
3.5

There is a second type of information failure in credit markets. It may take some considerable
time before the net returns that can be realised from any class of investment are established
by the market. While net returns are underestimated, risk-averse investors will fail to provide
finance for profitable classes of investment.

3.6

This type of argument can be applied to small venture capital investments in particular. There
is a high degree of uncertainty over the returns that can be expected from this market over
time, in part because returns are realised over a number of years, are highly dependent on
the skills of particular venture capitalists, the strength of local markets, and may be highly
variable between funds. The public sector could in principle address this failure by working
with the private sector in the short term to demonstrate that viable returns can be made from
a certain class of investment.

Economic Development Benefits
3.7

There are also economic development and regeneration arguments for the public sector
intervening to provide additional business finance for SMEs in the finance gap. There is a
generally recognised need for government support to raise levels of enterprise, research and
innovation, employment and regeneration in the UK. It can be argued that investments which
support these types of impacts will generate positive spillovers – benefits that accrue to the
wider region, above and beyond that reaped by the fund.

3.8

These are market failures as described in the HM Treasury Green Book. Market failures are as
follows:


Technology and Innovation Spillovers – firms which develop or commercialise new
technology will tend to generate economic returns beyond the firm as the technology
or innovation is imitated. There is a strong rationale for supporting new or existing
firms to develop and commercialise new technology.



Enterprise Spillovers – enterprise, through the creation of new and innovative firms,
generates benefits for the regional economy beyond those reaped by the firm. This is
through spurring greater productivity, innovation and creating employment.



Employment and Regeneration Spillovers – in regions where there is a need to
support employment, worklessness and deprivation creates negative spillovers on
others in families and communities. There is a strong market failure as well as equity
argument for supporting employment in relatively deprived areas. This type of
argument is likely to be more important for Funds providing mezzanine or loan finance
to established firms, or non-technology start-ups rather than equity funds. It is likely
to be more important in a recessionary macroeconomic climate.



Regional Development and Lock-In Arguments – firms and regional economies can
become ‘locked into’ low or high growth trajectories. This is a form of market failure,
since firms which contribute to a ‘better’ trajectory confer benefits on others in the
future. Sub-national policy is often predicated on the basis of developing knowledge
or technology-based sectors in regions with relatively low productivity. Publically
backed funds tend to directly support the growth of these sectors and as such are
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potentially valuable tools of regional economic development policy.
3.9

In general we regard the private sector as providing finance up to the point where net returns
of finance are at least as large as the net costs. In order to justify public venture capital and
loan funds, economic returns need to outweigh the costs of subsidy. This means in effect that
net public sector costs per job created, per firm started, turnover created or technology
supported must compare favourably against other uses of these public resources.

The Role of ERDF Backed Venture and Loan Funds
3.10

The use of Structural Funds resources, in particular ERDF, to address issues of market failure
in the provision of finance to SMEs has a long history. Whilst ERDF was initially used in the
form of non-repayable grant to support the development of SMEs, the focus shifted in the
mid-1990s to the use of repayable forms of finance.

3.11

The first structured financial engineering instruments were set up in the UK in the 1993-2000
programme period, based on a desire to achieve a scale of operation and level of
professionalism necessary to operate effectively in this challenging area of business support.
Since 2000 a large number and a wide variety of VCLF (venture capital and loans funds)
projects were developed across the UK. The 2000-06 ERDF programmes in England supported
VCLFs with investments pots totalling a little less than £400m

3.12

VCLFs have become an increasingly important feature of the overarching strategy of Structural
Fund programmes throughout the United Kingdom and beyond. In light of the experiences
during this period, the JEREMIE initiative was jointly developed by the European Commission
and the European Investment Bank in order to ensure a more strategic approach, sufficient
scale of operation and degree of consistency in the structure, operation and management of
the funds on a pan European basis.

3.13

The use of VCLFs has attracted considerable interest amongst policy makers and programme
managers at an EU and UK level for a number of reasons:


Strong evidence of major finance gaps across and within the regions. As outlined
above, there is strong evidence – both anecdotal and research based – of major gaps
in the access which SMEs have to finance (in both loan and equity markets) across the
United Kingdom. The ERDF backed FEIs provide an additional mechanism for providing
substantial levels of early stage and expansion capital to the geographical areas where
the market failure (as commonly understood) and hence the need of SMEs is greatest.



High Levels of leverage. A marked feature of many SME finance FEIs is their ability to
lever in substantial additional investment, both in the creation of the fund (drawing
in institutional investors such as the EIB in the case of JEREMIE) and also through
individual investments in SMEs on a deal-by deal basis (as gap funders, VCLFs typically,
although not always, invest alongside other funding partners such as banks, venture
capitalists, factoring companies etc.).



Potential to generate substantial economic impacts at modest cost. Linked to the
ability to achieve high leverage and to address a fundamental constraint on business
(and economic) growth, the FEIs offer the potential to achieve good value for money
when compared to many other SME financial support and business services funded
Page 33

● Mid-Term Review of the English JEREMIE Funds ●
through Structural Funds and other programmes.

3.14



Potential to generate legacy funds. In addition to the opportunity to generate
substantial economic impacts and to achieve good value for money, the FEIs also offer
the opportunity to create so-called ‘legacy return’. That is, the recycling of the potential
returns from the investment of ERDF capital grant with SMEs, ensuring that the
potential impact of Structural Fund programmes is extended well beyond their
operational life. The potential for these legacy returns depends critically upon the
effectiveness of the investment and portfolio management strategies and practice of
the funds.



Opportunity to stimulate the private sector. The JEREMIE funds in the three regions
represent a concerted effort to adopt an integrated approach and critical mass in
addressing market failure and the needs of SMEs for finance, working alongside the
private sector in a way which is intended to be complementary. As such, it provides
the opportunity to demonstrate to the private sector the investment opportunities
which exist in these regions, stimulating a more active private finance sector in these
regions.

As outlined in the Section Five of the report, the three regions in England choose to adopt the
JEREMIE model, as well as the Welsh Government in Wales. Most other regions in England
adopted separate and typically smaller projects to deliver loan and equity finance (eg West
Midlands).
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4. Strategy, Economic and Market Context
Introduction
4.1

ERDF backed venture capital and loan funds have longer project lives than most ERDF
supported projects, typically consisting of a 4-5 year investment period and a similar
realisation period. The three English JEREMIE funds are not due to complete until the end of
2019, three years after the official completion of the 2007-13 ERDF programme. It is therefore
imperative that the implications for the projects of changes in the performance of the UK and
regional economies, finance markets serving SMEs, and economic development policy and
strategy are carefully considered at regular intervals.

4.2

Indeed, much has changed since the three northern JEREMIE funds were first conceived in
2007 and launched during 2010-11. A deep and prolonged recession triggered by a global crisis
in the investment banking industry led to a significant contraction of activity in the banking
sector. There has been a sharp fall in business confidence along with a corresponding decline
in survival and formation rates of businesses and associated business investment.

4.3

The UK Government has launched a number of schemes aimed at tackling the contraction in
the supply of finance to SMEs with mixed success and a major new initiative, the Business
Bank, is due to be launched in April 2014. These financial initiatives have taken place alongside
other macro and micro economic measures, but the recovery from recession nevertheless
continues to be slow and patchy regionally.

4.4

There was also a change of Government in 2010, with the Conservatives and Liberal
Democrats forming a coalition government. A new programme for economic growth was
accompanied by the major changes in the approach to sub-national economic development.
Most notable was the abolition of the Regional Development Agencies and the Business Link
network, which removed an important strand of business support for SMEs in the regions.

4.5

This section considers whether the JEREMIE funds continue to fit with and contribute to
current government strategies and their relevance in a significantly altered macro and
regional economic and market environment. It draws on data on the performance of the
economy and financial market conditions across the UK and regionally, as well as a review of
current policy documents.

Changes to the Economic Context
Recent Economic Performance
4.6

Consistent with the trend seen across the UK, all three northern regions have experienced a
substantial decline in economic activity following the downturn in 2007-08, both in terms of
economic growth, business activity and employment.

4.7

The three regions had a combined GVA of £257bn in 2011 (representing more than 19% of the
UK’s GDP), down from around £273bn in 2007 in real terms – a reduction of 6%. This
represents an unprecedented period of economic contraction in modern times. In the
preceding five years, the regions’ economies expanded by 13% in real terms, averaging 2.5%
GVA growth per annum. The recession gained momentum in 2008-09 when each region
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recorded a decline in its economic output of over 4%.
4.8

After a slight recovery into positive growth in 2009-10, the following year output fell back to
negative growth in each region at a time in which the overall UK economy experienced minor
yet positive growth.
Figure 4-1: Regional GVA Growth, 2006-11, UK and Northern English Regions

Source: Regional GVA NUTS1, ONS. Adjusted for inflation using GDP Deflator. 2011 figures are provisional.

4.9

The decline in overall economic growth has, as would be expected, been accompanied by a
shrinking business base. Across the three regions there were 5% fewer SMEs in existence in
2011 than there were in 2008 (a loss of over 26,000 businesses). Almost all size bands have
experienced a decline in the stock of businesses, but the decline in the larger medium sized
businesses (100-249) have resulted in the greatest fall in employees. The stock of SME
businesses in the northern regions has yet to recover to anywhere close to their pre-recession
(2007/8) level.
Figure 4-2: Percentage Change in Business Base by Business (Employees) Size Band, 2008-11, UK
and Northern English Regions

Source: UK Business Size, Activity & Location 2008-11 (ONS). Business base defined as number of local units in
VAT and/or PAYE based enterprises
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4.10

Looking at VAT registration data, business births outweighed business deaths every year since
2004, except in 2009-2010 when business failures outnumbered businesses registering for
VAT in all three regions. Whilst 2011 saw a return to the pre-recession trend, the latest
Experian business insolvency data9 shows that there were 31% more insolvencies in the North
East in October 2012 than in October 2011 and 64% more in Yorkshire and The Humber. In
contrast, the North West saw 24% fewer failures. The implication is that there are mixed signs
of economic recovery leading to stronger business performance, although there is a time lag
in the data.

4.11

The poor macro-economic conditions have also led to deterioration in business survival rates.
The percentage of businesses surviving for longer than one year after start-up has fallen
steadily in recent years, declining from an average of 96.6% in 2006 to 87.1% in 2010 across
the three regions. More recent data is not available.

4.12

The fall in the stock of businesses has been accompanied by a decline in the employed
workforce. The three northern regions have experienced large falls in employment in totality
and across a broad range of sectors between 2008 and 2011 (the latest year that data is
available for). Overall employment fell by 3% in the North West (lower than the UK average),
4% in Yorkshire and The Humber and 6% in the North East, almost 250,000 jobs in total across
the three regions.

4.13

Manufacturing has seen large falls in employment in the North East and Yorkshire and Humber
regions (of 13% and 8% respectively) - a loss of over 36,000 jobs in total. The employment falls
in construction have been proportionally even greater, with the North West and Yorkshire and
Humber losing around 20% of jobs in this sector over the three years. Reductions in public
sector expenditure have particularly affected employment in the North East where there are
now 10% fewer public sector employees. In contrast, the growth sectors have been
professional services and health and social care. Over 67,000 jobs have been created in these
sectors in total across the three regions since 2008, despite the effects of the economic
recession.

4.14

All three regions have experienced a dramatic rise in the level of unemployment in the working
age population. Using the ILO measure of unemployment, the Labour Force Survey shows that
the proportion during 2012 averaged close to 10% of the working age population, up from just
below 6% in 2007 (see Figure 4-3). The rise has been sustained since 2007, bar a slight drop in
the North West between 2009 and 2010. Across the three regions currently around 680,000
adults of working age are unemployed. This is an increase of over 275,000 since 2007. Except
for a slight fall in 2010, the unemployment rate has consistently increased year on year.

9

October 2012 Experian Insolvency Report
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Figure 4-3 Unemployment Rate in the UK and Northern Regions (% aged 16-64)
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Source: Annual Population Survey; ILO measure of unemployment.

Economic Prospects
4.15

10

There are signs of UK economic recovery but it remains tentative, whilst the outlook for SMEs
remains precarious:


An average of forecasts from September 2013 indicates that economic growth will be
1.3% in 2013 and 2.1% in 2014. The OECD has recently raised its UK economic growth
forecast for 2013 to 1.4% from 0.8%. Recognising that the economy has started to
gain momentum and that business confidence is building, the CBI predicts 1.2%
growth for the current year and 2.3% growth for 2014.



A UK exporters’ business confidence index10 recording the balance of firms who
expect their turnover to increase in the next 12 months rose from a significant
negative balance of -30% in Q3 2008 to +50% in 2012, though it has fallen slightly in
early 2013.



The Federation of Small Businesses’ Voice of Small Business Index recorded a threeyear high in business confidence in Q2 2013, after a period of decline in 2012. The
balance of firms expecting to increase staff levels has also increased, by 4 percentage
points over a year.



A British Chambers of Commerce Trade Confidence Index survey conducted in Q1
2013 indicated export growth of 5% compared to previous year in Yorkshire and The
Humber, but a decline in the other two northern regions by a similar amount.



Markit Economics’ latest Purchasing Managers Index from Q2 2013 indicates that
business activity (output) is at a 16 month high in Yorkshire and The Humber. The
North East is showing the strongest output for three years, and the output index in
the North West has reached its highest ever level.

DHL/BCC Trade Confidence Index, Q2 2013
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Recent Trends in Regional Finance Markets
4.16

The business plans for the three JEREMIE projects were initially developed over the period
2006-08, in a very different economic and financial climate. The demand and supply for SME
finance across the UK and the three northern regions has changed significantly since the start
of the recession and the Holding Funds have had to respond to the challenges this has
presented.

Debt Finance
4.17

4.18

11

The last five years have been
unprecedented in recent history in
terms of the limited availability of
debt finance to UK businesses.
There was a sharp decline in the
availability of loans and overdraft
facilities being made available
through high street banks, as well
as a worsening of the terms and
conditions of the finance available
as banks became more cautious in
their approach to lending and seek
to rebuild their balance sheets
(linked to the international Basle
Three requirements).

Figure 4-4: Growth in the Stock of Lending to UK
Businesses*

Source: Bank of England Trends in Lending Data, April 2013
*Excludes real estate businesses which account for around 40% of
the stock of loans to UK businesses

Access to debt in sufficient
Figure 4-5: Quarterly % Change in Demand among Small
volume and on reasonable terms
Businesses for Unsecured Lending11
remains a major constraint for
businesses across the UK. Having
reached an annual growth rate of
nearly 24% prior to recession in
March 2008, the stock of lending
to businesses fell sharply over the
following two years. Despite
some recovery towards zero
growth, lending to businesses
continues to contract. Indeed,
this contraction gained pace
again in the last quarter of 2012

Lenders who report that credit conditions have changed ‘a lot’ are assigned twice the score of those who report that
conditions have changed ‘a little’. Scores are then weighted by lenders’ market shares. The results are analysed by
calculating ‘net percentage balances’ — the difference between the weighted balance of lenders reporting that demand
was higher/lower. The net percentage balances are scaled to lie between ±100.
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having dropped from -3.9% to - Source: Bank of England Quarterly Credit Conditions Survey, 2013
5.6%. In absolute terms the level Q2
of lending to just businesses has dropped from £11.3 bn to £10.2 bn (-9.7%) between 2011 Q2
and 2013 Q112.
4.19

HM Treasury and the Bank of England have prioritised increased lending to businesses in
general, but especially SMEs. The Funding for Lending scheme (FLS, introduced 2012)
described below is designed to provide more funding on cheaper terms to those banks
demonstrating a strong lending performance. Whilst the latest figures show that banks
withdrew £16.5 bn from the programme since it began in Q3 2012, in the opinion of parts of
the business community this is not translating into higher volumes of lending13.

4.20

The most recent Bank of England Credit Condition Survey highlights how demand among small
businesses can be volatile quarter to quarter as well as the sharp decline in demand which
materialised through 2010 into the first half of 2011 when demand fell by more than 27% in
just one quarter. Demand has bounced back quickly however, registering a 10.6% increase
over the second quarter of 2013 versus the previous three months.

4.21

The BDRC SME Finance Monitor which surveys SMEs directly (as opposed to the Credit
Conditions Survey which surveys banks) and finds from its 2013 Q2 survey that 44% of SMEs
used external finance, up from
39% in the previous quarter which Figure 4-6: Perceptions of Credit Availability and Affordability
was the lowest proportion among Small UK Businesses, Q2 2012/13
recorded since the Monitor Credit Availability
started in 2011. Loans, overdrafts
and credit cards were used by 33%
to of SMEs to finance their
business with bank loans used by
8% of SMEs.

4.22

The Federation of Small Business
conclude (based on their 2013 Q1
‘Voice of Small Business’ survey)
that although increased lending
has been provided to thousands of
small firms in the first six months
of the scheme, the impact is not
yet great enough to change
business perceptions about the
availability of credit (Figure 4-6).
Indeed, businesses seem to
highlight a positive impact of FLS
in the mortgage market but
slower flow of funds in business

Credit Affordability

Source: Federation of Small Businesses (2013). ‘Voice of Small Business
Index’. Quarter 2 2013. Based on 2,402 responses.

12

Bank of England Trends in Lending (July 2013); Gross Lending to SMEs.

13

Federation of Small Businesses (2013). ‘Voice of Small Business Index’. Quarter 2 2013.
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lending.
4.23

The only regional data on lending to businesses is provided by the British Banking Association
(BBA), based on returns from the banks involved in Project Merlin, the HM Treasury initiative
introduced in February 2011 to encourage lending to SMEs14. The available data covers the
period of the last quarter of 2011 to the second quarter of 2013, hence a lengthy time series
of loan supply is not available. Some of the key points are:


Lending to business in the North West is at a rate which is consistent with the national
average, given the scale of its economy and business base. In the year to 2013 Q2,
lending to SMEs in the region totalled £1.74 bn. Between 2011 Q3 and 2013 Q2, the
number of loans approved in the North West has fallen by 290 (-6.2%) per quarter
while the overall value of new loans has fallen by £44 m (-6.7%) per quarter.



Total lending to SMEs in the North East was £703 m in the year to 2013 Q2. Figure 47 shows that loan value as a proportion of GVA (1.7%) and the number of approved
loans as a percentage of the total business base (11.8%) place the region as the most
supply active market in Great Britain in terms of the volume of loans to SMEs. While
2013 Q2 saw an £40.3 m (25.4%) increase in loans to SMEs, the number of loans
approved in the North East remains 336 (-11.2%) below that recorded in 2012 Q1 with
the overall value of new loans £37.9 m lower (-16.0%).



Loans totalling £1.45 bn (1.6% of GVA) were delivered in Yorkshire and Humber in the
year to 2013 Q2. However, between 2011 Q3 and 2013 Q2, the number of loans
approved in Yorkshire and Humber fell by 186 (-5.7%) per quarter while the overall
value of new loans fell by £23 m (-2.3%).

Figure 4-7 Value and Volume of New Loans to SMEs as a Proportion of Economic and Business
Base, 2012/13

Source: BBA, Banks Support for SMEs, Q3 2012 to Q2 2013; ONS Regional GVA Data, December 2012; ONS
Business Demography, 2011
14

Project Merlin is an agreement between the UK Government and four major high street banks (Barclays, Lloyds Banking
Group, the Royal Bank of Scotland and HSBC) on a number of matters including lending to British businesses, which
includes lending targets.
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4.24

The BIS Small Business Survey is a good source of evidence on the need for and ability of SMEs
to access finance over time. It is also based on a large sample, covering over 5,000 SMEs in
2012. It shows that 24% of SMEs sought finance in 2012 (624,000 SMEs when applied to the
latest ONS business data15). The rate at which SMEs have sought finance has fluctuated slightly
year on year, but has remained broadly between 23% and 26% since 2006/7.

4.25

However, the general view amongst SMEs appears to be that credit has been harder to secure
post-recession and that it remains hard to come by at an affordable price (see Federation of
Small Businesses ‘Voice of Small Business’ survey – Figure 7-6 above). In Q2 2013 67.5% of
SMEs viewed the availability of loans as either poor or very poor16. This is particularly true for
those early-stage businesses unable to offer security against their borrowing needs. However,
this represents a notable decrease from a year previous when 72.8% saw this as the case.

4.26

Nonetheless, the number of applications for loans continues to fall; one fifth (20.3%) of SMEs
applied for credit from a bank in 2013 Q2, compared to 22.7% one year previously. This may
in part reflect a move by small firms towards using directors own resources or less traditional
non-bank finance such as peer to peer lending and crowd funding. In addition, the proportion
of firms unsuccessful in their credit application has risen slightly, from 41.1% to 42.2%.

4.27

The same source suggests the view on affordability has also improved over the last year 14.1% of firms report that they find credit affordable in 2013 Q2 (up from just 12% a year
previously), while 54.8% report that loans are unaffordable (down from 61.5%).

4.28

A change in business outlook is evident when looking at the reasons SMEs cite for seeking
finance. Since 2006/7 a far higher proportion of SMEs seeking external funds are doing so in
order to support on-going operational costs and/or their cash flow and liquidity position. At
the same time, fewer businesses are looking to fund the purchase of capital items or land and
buildings, pointing at a reduction in the expansionary plans of many businesses (although this
will change as the economy starts to grow again). This is a trend which has continued up until
the latest 2012 Small Business Survey, suggesting business confidence remains fragile
following the recession and financial crisis.

Equity Finance
4.29

The provision of private equity and venture capital finance expanded rapidly up to 2007, to
the point where investment was almost £12 bn in companies in the UK. However the
downturn in economic conditions in 2007/8 affected private equity markets significantly.
Venture capital funds have tended to focus their investments on their existing portfolio
companies leading to a decline in investment in new companies. This has meant that publicly
backed funds such as JEREMIE have had an increased role in providing stability in the market
for these investments17.

4.30

Between the peak of 2007 and 2012 the level of annual investment halved, falling from £12bn
to a little under £6bn. Consultations with corporate finance advisors and intermediaries as
part of this review suggest that both demand for and the supply of equity finance remains

15

ONS Business Activity, Size and Location 2012.
Federation of Small Businesses (2013). ‘Voice of Small Business Index’. Quarter 2 2013. Based on 2,402 responses
17 NESTA (2010). ‘Venture Capital: Now and After the Dotcom Crash’. Yannis Pierrakis.
16
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fragile. Whilst demand is now strengthening nationally, especially in London and the South
East, there is little evidence to suggest this is yet feeding through into completed deals.
4.31

It is important to realise when looking at patterns of private equity at an aggregated level that
much of the trend is dictated by a relatively small number of large equity deals, for example
through management buy outs. Analysis below of early stage and expansion deals provides a
more focussed assessment of the equity deals flowing to SMEs.
Figure 4-8: Volume and Value of Equity Investment Across the UK to 2012

Source: BVCA Private Equity and Venture Capital Reports on Investment Activity; 2012 and 2007

4.32

The latest regional data shows a more complicated picture (see Figure 4-9). There has not
been such a clear year on year decline in levels of investment in the three northern regions
since 2007 as nationally (with the public sector backed funds helping to maintain supply). The
pattern has been is highly variable across the three regions, in part influenced by a few very
large equity deals. Our consultations with finance advisors and other intermediaries in the
regions suggest that whilst actual investment activity remains volatile, demand is
strengthening.
Figure 4-9: Value of Equity Investment Regionally (£ ms)

Source: BVCA Private Equity and Venture Capital Reports on Investment Activity; 2012 and 2007
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4.33

This is especially the case in the North East where JEREMIE investments and the extra funding
that they have leveraged will have had an impact on these figures, with the JEREMIE
investments alone representing between 5-20% of equity investment in 2010-12.

4.34

Figure 4-10 shows investment in three year averages for venture capital18 and expansion
equity investment, the two main markets for equity investment which the JEREMIE funds
focus. Expansion investment is unsurprisingly greater in scale than typically earlier stage
venture investment and hence dictating the direction of the overall market to a greater
degree. MBO/MBI activity and replacement capital deals – which tend to account for the
larger deals - are excluded.

4.35

he data shows very different patterns across the three regions. Venture capital and expansion
investment has growing steadily over the period, whilst the exception of a sharp increase in
expansion investment in the final period due to an unusual level of activity in 2012 (c£380m
in 10 deals). In the North West venture capital investment has dropped slightly over the
period, whilst expansion investment has grown over the period. In Yorkshire, early stage
investment has been modest but fairly steady, whilst the trend in expansion investment has
been downwards.
Figure 4-10: Amounted Invested in Venture Capital and Expansion Deals: Rolling Three Year Annual
Averages, 2007-09 to 2010-12 (£m)

Source: BVCA Private Equity and Venture Capital Reports on Investment Activity; 2012 and 2007

4.36

There is no published regional data available relating to seed, high technology or sectoral
investment patterns.

Advisor and Intermediary Perspectives
4.37

18

Our consultations with intermediaries in the three northern English regions explored their

The BVCA definition of venture capital investment covers seed, start-up, early and later stage venture investments.
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perceptions of the changing economic environment. Although based on a relatively small
number of consultations, they provided some helpful pointers:


There is general recognition that the economy is improving but consultees in
Yorkshire were generally not as upbeat as consultees in the North East and North
West regions.



The economic and financial downturn was seen by intermediaries to have led to
higher quality and less risky investment proposals approaching the funds than would
normally have been the case. This points to a broadening of the market failure and
a shift in the types of SMEs being assisted by these funds, although this does not
appear to be a fundamental shift in focus. The underpinning rationale is still being
addressed.



General agreement that the banks are continuing to fail to provide sufficient lending
to SMEs other than on a low risk high security basis, even as the economy emerges
from recession and following a number of high profile Government led campaigns
and initiatives. Cash flow lending is still not in evidence to any significant extent and
this has had the practical implication of making it easier for the Loan fund to invest.



The consultees did not believe that the economic recovery would lead to a return of
any significance of the high street banks (i.e. until the banks have secured their
balance sheets and met regulatory requirements) or the smaller VC investors back
to this part of the market in the foreseeable future, although this perception was
based upon current perceptions in an increasingly changing economic climate.
There is a belief that a finance gap remains and runs up to an upper limit of £2.5m
to £3m.



The three regions have benefitted from having a genuinely regional fund at a crucial
time in terms of the reduction in finance from the private sector, albeit with
constraints imposed by the nature of the ERDF grant. A number of intermediaries
commented that the momentum that this has generated must not be dissipated by
failure to have a successor fund and that efforts for new funds should be
concentrated upon availability as soon as practicable, working to common standards
across the three regions as far as that was possible.

Changes in the National and Sub-national Policy Context
4.38

The combination of the change in UK Government in 2010 and the economic recession has
had a significant impact on the policy context in which the three JEREMIE funds are operating.
Across the UK and the European Union, national governments have implemented measures
in response to the interrelated issues of the financial crisis, rising levels of public sector debt
and shrinking economies (and hence falling tax revenues). At the same time, economic policy
in the UK remains in a state of flux with key programmes under considerable pressure as cost
savings are implemented.

4.39

Governments are also faced with considerable pressure to respond to the wide ranging effects
of recessionary conditions. Rising levels of unemployment, weak business confidence and the
sharp tightening in lending by banks are amongst the key challenges for economic policy
makers.
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UK SME Finance Policy and Approaches
4.40

The financial and economic crisis which began in 2007/8 hit business confidence while a
reduction in bank lending and other forms of finance limited their potential to invest.
Requiring a strong response, central government has set about developing a number of new
schemes and adapting existing schemes aimed at filling the expanding gaps in the market for
a range of finance types, primarily through the Department for Business Innovation and Skills.

4.41

The latest government strategy for delivering finance to SMEs is embodied within their plans
to deliver finance in a more coherent and simplified way through the joint management of a
number of existing loan and equity schemes under one programme; the Business Bank. The
Business Bank19 will bring together £2.9bn of existing commitments alongside an additional
£1bn to increase finance for SMEs and will be managed by CfEL alongside policy teams in BIS
and private sector providers. It is estimated that these interventions will lever another £5.6bn
of contributions from the private sector to generate £9.5bn overall. The objectives of the
Business Bank programme are to:


Support the development of diverse debt and equity finance markets for businesses,
promoting competition and increased supply through new finance providers;



Increase the provision of finance to viable but underserved businesses, in particular
improving the provision of long term finance;



Bring together the management of the Government’s existing business finance
schemes, creating a single portfolio and simplifying access for businesses;



Consolidate the provision of and increase the awareness of available support and
advice to high growth businesses and those needing specialist support;



Function on commercial terms to use taxpayers’ funds most effectively.

4.42

The additional finance supplied through the Business Bank is intended to be directed either
side of those existing schemes which are delivering finance of between roughly £25,000 and
£1 m, ie towards both early stage and larger amounts of long-term capital investment.

4.43

The existing initiatives which the Business Bank will integrate represent a wide ranging set of
national finance initiatives, covering numerous schemes providing finance direct to SMEs, but
also major initiatives seeking to indirectly increase the flow of finance to SMEs from banks (eg
through guarantee schemes such as the Enterprise Finance Guarantee). The summary boxes
in Appendix A provide details of each of these main initiatives across both equity and loan
finance that BIS and CFEL have established and managed.

4.44

The JEREMIE funds (and other ERDF backed schemes in the English regions) are an important
part of this landscape, being designed with the particular economic and business needs of
these regions in mind and with an emphasis on localised delivery. Therefore they look to
target those sectors and businesses which are most affected by the gap in the commercial
provision of finance or which are best able to drive economic growth locally. They also operate
across a spectrum ranging from small scale loans and start-up finance up to larger equity

19 BIS (2013). ‘Building the Business Bank: Strategy Update’. The Business Bank’s programmes will start operating from within

the Department of Business Innovation and Skills from autumn 2013 and the bank itself is expected to fully operational by
Autumn 2014.
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investments (up to £2m).

Sub-national Economic Development Policy
4.45

The change of government in 2010 brought with it a new approach to delivering economic
development, characterised by a decentralisation of control to a sub-national level. Key to the
new approach was the abolition of the Regional Development Agencies that previously had
responsibility for directing economic development policy sub-nationally and, importantly in
this context, SME finance in the regions20. Public-private Local Enterprise Partnerships (LEPs)
were established across sub-national areas that were thought to better reflect functional
economic areas with shared economic drivers21.

4.46

The abolition of the RDAs brought a number of significant challenges for the emerging
JEREMIE funds in all three northern regions, including clarifying the financial commitment of
the RDAs’ proposed contributions and the future strategic responsibility for the Holding
Funds. The financial issues were resolved in August 2011 and overall responsibility for the
English JEREMIE funds was transferred to Capital for Enterprise Ltd (CfEL) which also manages
a large proportion of the UK government’s finance schemes22. As a result CfEL has been active
in the strategic management of Finance Yorkshire and North West Fund in particular through
membership of their Boards and IAPs (CFEL has not have membership of the NEF Board,
although it does have observer status on the Advisory Board alongside DCLG and the EIB).

4.47

LEPs now play a lead role in setting the strategy for economic growth locally and have a
responsibility for the development of finance for SME initiatives at the sub-national level.
Furthermore, LEPs are expected to have a more central role on developing and delivering the
2014-20 ERDF Programme. This clearly implies a central role in the next round of successor
funds. Indeed, the JEREMIE Holding Funds are currently in discussion with the LEPs in the
regions they cover about future arrangements for public sector led SME finance provision.
Indeed, in each of the current JEREMIE fund regions, LEPs have expressed a clear desire to
build on the funds where they have been successful23. For example, in Yorkshire and Humber,
Finance Yorkshire is now meeting the three LEPs on a regular basis inputting into the
preparation of their Growth Strategy and the EU Investment Plan.

4.48

The latest guidance to LEPs on developing financial engineering instruments such as JEREMIE
through the EU Structural and Investment Funds provides the following key points indicating
the likely nature of the LEP role in regard to the provision of finance for SMEs:


In the pursuit of economies of scale and efficiency LEPs should seek to collaborate
across broader geographic areas, although in exceptional circumstances LEPs can set
up their own funds;



To achieve a critical mass the minimum fund size would need to be around £100 m;

20

RDA responsibilities were officially transferred on the 30th September 2011.

21

That is, not restricted to standard administrative boundaries, instead being shaped by shared local labour and housing
markets and supply chains and commuter flows.

22

The Enterprise Capital Funds, UK Innovation Investment Fund, Enterprise Finance Guarantee, Aspire Fund, Business Angel
Co-investment Fund and Business Finance Partnership.

23

UK Government (2013). ‘The Development and Delivery of European Structural and Investment Funds Strategies:
Supplementary Guidance to LEPs’.

Page 47

● Mid-Term Review of the English JEREMIE Funds ●


LEPs should consider the local need for the following types of funds: co-investment,
angel, early stage, loan, mezzanine, proof of concept or in conjunction with the Startup Loans Company;



LEPs should seek to define clear objectives in regard to the scale, range and type of
finance provided, and SME targeting (by size and sector and requirement for
particular financial products).

The Wider Business Support Offer
4.49

The JEREMIE projects were intended to be part of a wider network of public sector supported
business support, shaped by the regional economic development strategies prepared by the
regional development agencies (and the Business Support Simplification process led by BIS)
and delivered through Business Link. The regional approach to business support was scrapped
in 2010 and responsibility for shaping the business support offer sub-nationally now lies
principally with LEPs (although local authorities get involved in delivery at a more localised
level).

4.50

Publicly backed business support schemes are now managed across a number of government
departments and are managed locally and regionally as well as centrally. A fragmented
landscape of around 900 support providers in total24 makes directing SMEs to appropriate
support challenging.

4.51

Nationally, the £200 m Growth Accelerator project which provides support across wide
ranging areas to businesses with the potential to double in size over three years is funded in
part by BIS but delivered by a special purpose vehicle which also draws on private funds. The
part-ERDF funded Manufacturing Advisory Service (MAS) and a number of ERDF backed
business support projects which has remained in operation since 2002 is also supported by
BIS but delivered nationally by a private-led consortium as is Get Mentoring which is delivered
by the Small Firms Development Initiate. BIS also co-ordinates the Business in You website
which acts as a portal for directing businesses on to relevant support. However, the role
played by BIS now principally relates to access to finance as detailed in the previous section.

4.52

This change of approach is slowly bedding down within the three northern English regions.
The Growth Accelerator is establishing itself and major initiatives such as MAS continue to
operate successfully. There are a range of more locally orientated, local authority backed
enterprise agencies and business support agencies in all three regions, although there is no
particular coherence in the range of services or the spatial areas targeted. Whilst the JEREMIE
funds collaborate with many of these business support providers, they are not usually a main
source of SME referrals (although the JEREMIE fund managers often refer unsuitable finance
enquires to these providers) or providers of investment readiness or post finance support,
given their limited resources.

Conclusions
4.53

24

The economic context in which the three JEREMIE funds operate has changed substantially
since their creation. Recession and a slow recovery have had an impact on most sectors of the
economy, with SMEs facing a tough operating environment. There are signs of economy

Centre for Cities (2013).’Support for Growing Businesses: A Policy Briefing’.
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recovery, although this remains patchy and sluggish regionally and amongst many sectors.
4.54

Our consultations suggest that this recovery is slowly feeding through into stronger business
confidence and, anecdotally, a stronger demand for finance for early and later stage
expansion but this uplift remains volatile. This appears to be the case in all three regions, with
the fund managers and intermediaries reporting a slow but steady improvement in economic
conditions and strengthening in demand for finance.

4.55

The financial crisis and recession had a number of major implications for the JEREMIE funds,
considerations which are fairly common across all three regions:


The overall level of demand for finance from SMEs has declined, as the business base
has decline shrunk, many businesses have put investment plans on hold and they have
sought to strengthen their own balance sheets;



Although the demand for equity finance has fallen amongst SMEs, the demand for
debt finance has grown as risk averse high street lenders in particular have reduced
lending, withdrawn credit arrangements and toughened the requirements on
borrowers to secure loans;



The JEREMIE funds have tended to attract more viable businesses seeking finance
than would have previously been the case, which has contributed to the performance
of the funds (covered in Section 6);



The private sector has been far less active in these market areas across northern
England, reducing the potential for co-investment and syndicated investment.

4.56

The performance of the economy has, to some extent, had other implications for the funds.
Slow economic growth may make it harder for the funds to exit their investment in the next
5-6 years than would otherwise have been the case, although there remains a lot of
uncertainty about exactly what the economic trajectory might be between 2015 and 2019.
The economic climate has reduced the potential for job creation given the volumes of finance
being provided by these Funds.

4.57

The changes in sub-national economic development policy and the associated delivery
arrangements have left a significant gap in the provision of business support and a fragmented
network of delivery organisations compared to the previous arrangements. The removal of
Business Link has resulted in the loss of SME investment readiness support in some areas. LEPs
are now picking up this agenda, with a much lower level of resource and plans which are being
shaped at the current time.

4.58

The financial crisis and recession has, we believe, strengthened the market failure arguments
for public sector intervention in SME finance through the JEREMIE funds. There also remains
a good strategic fit between the three JEREMIE funds and national and sub-national economic
development and SME finance policy. We conclude that the JEREMIE projects still have an
overall good strategic fit and relevance.
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5. Design of the English JEREMIE Funds
Background to SME Finance in the Regions
5.1

The northern English regions standout for their proactive approach to the use of public sector
backed VCLFs over the last 10-15 years. The reasons they have pursued these approaches
were noted in the previous chapter, including a particular concern about the extent of market
failure in the provision of SME finance (especially more specialist and riskier forms of venture
capital) and the desire to seize the opportunity to stimulate economic development activity
by addressing a key barrier to growth in these regions.

5.2

However, the track record of the three regions in developing and managing these funds does
vary quite significantly. In some regards the North West and Yorkshire and Humber led the
way through their earlier Objective One Umbrella funds (in Merseyside and South Yorkshire
respectively), although the North East has been very proactive in lobbying for a more
comprehensive approach to what was seen as a major weakness in the region’s SME finance
market. Table 5-1 provides a short description of the history of the use of these funds in each
region.

Table 5-1: Track Record in the Use of Public Sector Backed VCLFs in the Northern Regions
North East
ERDF Backed
Funds 2000-06

Other Public
Sector Backed
Funds

Over £100m (of which £83m
public funding) invested in a
range of SME finance
interventions in the North
East over 2003-10 – covering
previous ERDF funded
activity, and interim (mainly
RDA-funded) interventions
prior to JEREMIE launch.
These funds in total were
invested in around 1,000
SMEs, leveraged a further
£150m of private finance,
created or safeguarded
around 10,000 jobs and are
set to create a legacy fund of
£70m in total (median
estimate).

North West

Yorkshire and Humber

Around £130m invested
£85m investment funds in
between 2002 and 2008.
South Yorkshire (SYIF) and the
Enabled the North West to
Objective Two areas (PIF) of
build experience of delivering
Y&H. South Yorkshire
large scale funds, with NWDA
Investment Fund built up a
providing strategic thrust for
strong track record and
FEIs. Funds generating
expertise (building on activity
legacy for North West.
in an earlier ERDF programme),
but a fragmented picture
 Merseyside Special
across the region as a whole
Investment Fund
and no single brand identity
(£106m)
presented to SMEs. SYIF in
 NW Business Investment
particular providing legacy
Scheme (£23m)
returns
for the benefit of the
 Transitional loan and
region.
venture capital funds
established 2009
North West had £58m of
Various small scale loan funds,
other VCLFs operating over
often local authority funded
the same period mainly
and operating in tightly
funded by the NWDA.
defined geographical areas.
Primarily equity funds
Usually funded by non-EU
targeting early stage SMEs
resources, including LEGI.
and growing businesses.
Some smaller scale specialist
funds, including University of
Manchester scheme, plus
local authority/local area
based CDFIs.

Source: Regeneris Consulting
Note: the analysis covers the ERDF and Single Programme backed venture capital and loan funds.
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5.3

The use of public sector backed VCLFs across the other English regions is more mixed than
across the northern regions. Some regions such as the West Midlands have been very
proactive, given a significant mismatch between SME finance demand and private sector
provision, and the strategic leadership of Advantage West Midlands. In contrast, the approach
has been more targeted in London for example, in response to a large proactive finance sector
meeting many of the mainstream needs of SMEs and a desire to use public sector backed
financial instruments to tackle specific economic development issues (such as enterprise
amongst deprived and minority communities for example).

5.4

The financial crisis triggered in 2008 and the recession that followed provided a common
stimulus for SME finance instruments across many English regions. Even where JEREMIE
projects were being developed, several RDAs responded alongside the Government with
interim or transitional loan funds, including the Northern regions. In part these funds served
as a bridge to JEREMIE, underlining the scale of demand for debt finance and strengthening
the rationale for a long term mechanism to address the lack of private sector finance.

Development of the JEREMIE Projects
5.5

When the European Commission announced its suite of financial engineering instruments as
part of the 2007-13 Structural Fund programming period, all three of the northern regions
explored the suitability of using JEREMIE as a vehicle for providing finance to SMEs in their
regions. The underpinning economic analysis and regional economic strategies for all three
regions pointed to a continued need for substantial public sector intervention in the provision
of finance to SMEs and the use of financial engineering instruments which built on their earlier
experience and structures as far as possible.

5.6

The RDAs rigorously examined the case for using JEREMIE and this was set out in business
plans and supporting economic appraisal documents. The main factors leading the regions to
pursue the JEREMIE model were:


The scope that JEREMIE provided to establish very large funds (the EIB indicated a
desire for the projects’ overall investment pots to exceed £100m) to meet the
substantial finance gaps which had been identified by the RDAs.



The availability of a substantial source of pre-match funding for the JEREMIE projects
provided by the EIB, overcoming the considerable challenges at the time of securing
private sector match from UK commercial or other public sector sources.



The scope to establish a fund of funds model, enabling different sub-funds or products
to be tailored to the identified needs of the SMEs in the regions. The approach would
allow the RDAs to address a number of strands of their business competitiveness
strategies in which inadequate access to finance was seen as a major constraint for
businesses.



The scope to adopt a more integrated and coherent approach to the provision of
public sector backed SME finance across each region (subject to ERDF funding rules
and State Aid considerations, which are discussed in more detail below), avoiding the
fragmentation of provision which had previously been a characteristic of the previous
approach in all three regions.
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5.7

There were a number of perceived disadvantages of the JEREMIE approach, including the
complexity and cost of the organisational model, the costs and implications of the EIB debt
financing (eg seniority of EIB to other investors and hence discouraging private equity-based
investment into the funds), the potential lead-in times for developing and securing approval
of the projects, and the uncertainty at the time about various operational aspects of the
JEREMIE approach.

5.8

The three northern RDAs concluded that, on balance, there was a significant overall benefit
to their regions from pursuing the JEREMIE approach. However, to some extent, JEREMIE was
the ‘only show in town’ for any region which was serious about implementing a large scale
public sector backed SME finance project.

Market Assessment and Business Planning
5.9

There is now an extensive body of evidence on the challenges facing the designers, managers
and partners in the public sector backed VCLFs, gathered from a decade of practical delivery
experience. This evidence points to a number of key lessons in terms of the development of
the new funds:


For the financial analysis to be underpinned by a thorough and extensive market
assessment of the financial needs of different types of SMEs and the nature of the
market failure affecting this provision.



The need for the business planning process to be rigorous, the financial analysis to be
thorough and independently reviewed, including detailed consideration of the risks,
uncertainties and scope for optimism bias.



For realistic assumptions to be made about the timescales for development, approval
and commencement.



For clarity in the commercial and economic development objectives of the funds,
including the potential trade-offs between the different objectives.



Consideration of the potential for events outside the control of the partners involved
in the project to significantly constrain any and all aspects of development, approval
and implementation.

5.10

Having reviewed the evidence bases and business planning which underpinned the
development of the three JEREMIE projects (and the Welsh JEREMIE as well), we conclude
that many of the lessons from the previous programming period were learnt. Indeed, the
project development work in the North East was of a very high standard. It was also extensive
and thorough in Yorkshire and Humber. The North West drew on both a substantial body of
secondary evidence and dialogue with Fund Managers and banks in developing its fund.

5.11

Looking further than just the three northern English JEREMIE funds, there continue to be
common issues which project developers encounter, some of which are outside of their
immediate control:


In the case of EU backed FEIs such as JEREMIE, the full set of rules and regulations
governing their design and operation are rarely fully developed when the project
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development process commences. This is a particular issue for regions which are
earlier adopters, with the rules being tested, determined and refined as the project
development process takes place.


Bearing in mind that initiatives such as JEREMIE originate in the European Commission
rather than UK Government, it can require important policy and strategic delivery
decisions to be taken by the relevant Government departments and occasionally
requiring endorsement by Ministers. Although an important part of the process, this
inevitably delays project development and approval.



A lack of clarity about the commercial and economic development objectives of the
funds and hence the implications for the investment strategy. Whilst the funds need
to provide finance to SMEs on a commercial market basis, their economic
development objectives mean that they often operate in parts of the market where
investments are riskier, failure rates are higher and returns lower. It is very important
that their economic development objectives are clearly stated and the implications of
this for the market focus and investment strategy.



As with other major public sector capital investments, there is a general tendency to
seek the largest possible investment fund size and for optimism bias influencing the
investment assumptions. However, being realistic in business and financial planning
helps to avoid unnecessary delays in negotiations with other key project partners.



Ambitious and occasionally unrealistic timescales for the development, approval and
set-up of the funds. Even where partners have a strong track record and knowledge
of public sector backed VCLFs, the complexity of activities and public sector approval
process mean that 18-24 month timescales are not unusual. Looking to the future
however, there is the need to reduce these timescales in a consistent and reliable
manner for all project developers.



Reflecting some of the considerations above, insufficiently comprehensive and
rigorous analysis of the development and delivery risks and uncertainties. These are
complex projects with lots of risks – developers and appraisers can fail to hone in on
the key areas of risk and examine the potential implications thoroughly. The
experience of the last two decades points to a combination of the sensitivity of the
models to external risk factors and, with this in mind, a significant element of
optimism bias.



The complex issues associated with designing and setting up new organisational and
legal structures for the funds which are compliant with the range of EU and UK
regulations, as well as being best suited to making investments with SMEs and
delivering returns to investors.



The challenges in identifying and (if appropriate) procuring fund management even
while the project is still in the process of securing approval. While testing the market
for potential fund managers is sensible and useful, it incurs costs and there is a risk
that uncertainty about the project may send the wrong signals to the market.



The loss of the strategic policy and delivery role of the RDAs from 2010 onwards,
having played a key role in the establishment of the JEREMIE funds.
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Organisational and Legal Structures
5.12

Given that the English JEREMIE funds are designed and set-up as standalone fund of funds,
the organisational structures which have been put in place in the three regions are broadly
similar. They consist of the following key aspects:

The Holding Fund:


The role of Finance Yorkshire, North East Finance and North West Finance is to set
and oversee the investment strategy, to performance manage the fund managers and
the overall fund, to hold fund managers to their contractual commitments, and to
manage the relationships with key investors and stakeholders. In some instances (eg
Finance Yorkshire) but not all, it is also responsible for the legacy returns and as such
has a role in shaping the future strategy for SME finance and the use of legacy returns
in this regard.



The Holding Funds in the three regions are private limited companies. The Holding
Funds have independent management boards and typically a separate investment
advisory panel and audit committee.



Contracts and partnership agreements between the holding funds and the funding
partners (namely CLG, CfEL, and the EIB).



Other agreements such as the State Aid approvals which govern how the funds invest
with SMEs of different sizes, sector and locations.

Product or sub-funds:


The Holding Funds make allocations of specific pots of funding to a range of sub-funds
with clearly identified market foci and underpinning investment strategies to guide
how the available money is invested with SMEs. The number of sub-funds vary; three
for Finance Yorkshire and seven for North East Finance and the North West Fund.



Each sub-fund is managed by independent FCA approved fund managers, who are
appointed through a competitive procurement process.



The use of partnership agreements between the holding fund and the fund managers,
as well as investment strategies to guide the investment and portfolio management
activities.



In the case of the North East Finance, the responsibility for the stewardship of legacies
from the region’s historical investment funds and the current JEREMIE fund rests with
a separate organisation (North East Access to Finance or NEA2F). NEA2F may also
participate (subject to stakeholder approval) in the development of the strategy for
SME finance in the region and the role of the public sector in addressing market failure
issues. The precise role of NEA2F in this respect, given its lack of experience in VCLF
delivery, is currently under discussion with stakeholders.
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Figure 5-1: Overview of the JEREMIE Fund Structure in the English Regions

Organisation of Delivery Functions
5.13

Whilst the roles and responsibilities of the JEREMIE holding funds and their fund managers
are similar across the three Funds, the organisation of these does vary. There are two main
models in use:


An integrated model, as operated by Finance Yorkshire, with the Holding Fund and
fund managers operating from a single operational base and using common corporate
systems (including IT, CRM, performance monitoring, marketing). As such, there are
various areas in which there is a need for clarity in terms of the respective roles and
responsibilities of the Holding Fund and the fund managers. In the case of marketing
activity for example, the Holding Fund is responsible for brand development and
corporate marketing activities with intermediaries and SMEs, whilst the fund
managers are responsible for the direct business development.



A dispersed model, as operated by the North West Fund and North East Finance, in
which the holding fund and fund managers are not co-located and their corporate
functions and systems are separate. Even in this model, some activities such as
branding, marketing and PR will be undertaken for the fund as a whole by the holding
fund rather than the fund managers, although fund managers may nevertheless carry
out targeted activity of their own and develop their own brands (and potentially
create separate private sector funds) in parallel with their JEREMIE activities.
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5.14

Underpinning these models is the way in which holding funds view their roles. The holding
fund which is primarily managing its investments in the sub-funds would leave the fund
managers to use their own corporate functions and system, whilst those that see themselves
as also having a facilitating role would take an active role in setting up and operating a range
of corporate systems. The contracts between holding fund and the fund managers differ
slightly between these models, reflecting the differences in structures, relationships and costs
incurred.

5.15

The review has suggested that there are advantages and disadvantages to both models and
the balance in these will vary between regions, depending on their particular circumstances.
The review of Finance Yorkshire (and Finance Wales) highlighted that the integrated model is
working effectively in this case, providing a range of benefits including:


The development of a strong regional identity for Finance Yorkshire as a whole and
communication of consistent messages about the fund’s role and activities;



The development of strong working relationships between the holding fund’s
management team and the fund managers, including a strong Finance Yorkshire team
ethos;



Effective performance management and monitoring systems, underpinned by robust
procedures and high quality data.

5.16

In the case of Finance Yorkshire, the integrated model appears to have proved effective due
to a genuine desire on the part of the key fund partners to develop a distinctive strong identity
for Finance Yorkshire, a relatively straightforward fund structure (a holding fund and just three
sub-funds) and a strong executive management within the Holding Fund. This approach might
not work so well in other circumstances and provides little opportunity to promote a more
dynamic market in venture capital through fund managers competing against each other and
providing alternatives for SMEs.

5.17

The evaluation has pointed to a number of advantages from the dispersed model including:

5.18



The degree to which both differentiation and an element of healthy competition
between fund managers for SMEs features in investment activity. This is intended to
stimulate a more dynamic market for finance and a higher level of service for SMEs.



The ability for Holding Fund to use competition between the funds as carrot and stick
– with the threat of fund withdrawal / potential for additional allocation for each fund.



The clear separation of functions between the holding fund and sub-funds, allowing
sub-funds to get on with delivery but also ensuring the relationship is not too close
and the Holding Fund can challenge performance of its sub-funds and take robust
remedial action if required.



The ability of Fund Managers to exploit their individual networks of contacts and
profile in the market to develop business as well as to complement the wider
marketing and brand development work of the Holding Fund.

There are potential disadvantages of this model but these will depend critically on the
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approach to and effectiveness of the holding fund management. These disadvantages could
include a higher level of input required of the holding fund to manage the sub-funds, less joint
working between the fund managers, a weaker brand identity and potentially higher
management costs.

Financial Products
5.19

5.20

The financial products which the funds offer and the targeting of these to SMEs in their regions
should be driven by a mix of economic development strategy, finance market and operational
considerations:


The underpinning economic development rationale for public sector based SME
finance;



The analysis of the needs of the SMEs in the region and the gaps in the provision of
finance by the private sector;



Given the scale and differing finance needs of SMEs, the organisation into finance
products or sub-funds which can be managed, marketed and delivered in a costeffective way to businesses, whilst meeting the financial commitments of the holding
fund.

Table 5-2 summarises the sub-funds, finance type(s) and market focus of the three English
JEREMIE funds.
Table 5-2: Market Focus, Finance Types and Sizes by JEREMIE Fund and Sub-funds
Market Focus

Finance Type

Finance Levels

North West
Venture Capital
£30m fund run by
Enterprise Ventures

Targets a broad range of Equity based fund with £50k up to £2m maximum per company

proof of concept, pre-start up and
NW priority sectors, with EV operating as
seed capital, with specific activity to
technology emphasis.
partner in business
target sub-£100k
Excludes sectors

early stage venture capital including
invested in by specialist
working capital for initial growth
sector funds.

Ability to follow early stage
investments up to GBER limit
Loans Plus
Established SMEs in
Loan finance
£50k up to £750k

Repayment typically 3.5-5 yr
£35m loan fund run by FW eligible sectors with
repayment period
Capital
some focus on
Subordinated debt

Sub £100k investments now
£10m mezzanine loan fund manufacturing. Provides with premium on
specifically targeted
run by FW Capital and
growth capital to SMEs
interest rate

Variable rates linked to security and
branded as ‘Loans Plus’
with trading history.
performance of SME
alongside the Loan Fund
Mezzanine
Provides growth capital Equity based
£750k to £2m

Initial investments expected to be
£10m fund delivered by
to established SMEs
mezzanine
£750k+
Enterprise Ventures
investments
Bio-Medical
£25m fund run by Spark
Impact

Targets start-ups
developing products and
processes in bio-medical
industry ranging from
new to early stage

Equity based
investment, including
finance to support
proof of concept/IP
investment, prerevenue development
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£50k to £1.5 m
Fund segmented to focus larger
investments on small number of investees

£50k pathfinder in new start-ups with
potential to follow-on up to £200k

£750k in SMEs in more advanced
commercial position
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Digital and Creative
£15m fund run by AXM
Venture Capital

Targets early stage and
Equity and mezzanine
more established SMEs
across extensive range
sub-sectors, with focus
on growth potential
Energy and Environmental Targets ‘clean tech’
Equity and mezzanine
£20m fund run by 350
SMEs (energy
Investment Partners
generation, fuel,
transportation of energy
supply, waste treatment,
recycling). Mix of SMEs
developing technology
and supply chain.
Finance Yorkshire
Business Loans Fund
Covers a broad range of Loan finance (includes
businesses, ranging from use of interest rebates
early stage (but normally to encourage prompt
Originally £27m but
with revenues),
payment and provision
increased to £32m fund,
established or growing
of monitoring data)
managed by Finance South business.
Yorkshire (part of
Enterprise Ventures)
Seedcorn Fund
Early stage innovative or Primarily equity based
technology-based
investment, with the
£15m fund, managed by
ventures which have the potential to use debt.
Enterprise Ventures
potential to become
“beacon companies” for
the region
Equity Linked Finance
SMEs with strong growth A mix of debt with
Fund
potential, ranging from
profit participation to
early stage businesses to straight equity.
Originally £48m fund but
more mature profitable
revised to £43m fund,
enterprises
managed by Braveheart

North East Finance
Micro Loan Fund

A high volume, small
loan fund, available for
£5.5m fund, managed by
investment in all eligible
Entrust
sectors and for both
early and late stage
investments
Proof of Concept Fund
A high volume, high risk
fund for investment in
£15m fund, managed by
early stage technology
Northstar Ventures
companies
Technology Fund
A fund for investment in
early and late stage
£25m fund, managed by IP technology companies
Group

£50k to £1.5 m

Majority with 4-5 year exit

Smaller investments £50k-£100k to
support final stage product
development
£50k to £2m

SMEs with initial product
demonstrated requiring final stage IP
investment

Established SMEs seeking growth
capital
 Project led investments (eg.
renewable energy & social housing)
Overall £15k- £250k:

£15k to £50k for early stage SMEs

£15k to £75k for established SMEs



Up to £250k for established and
profitable businesses.

Up to £780k over the lifetime of the
investment; in companies that show the
most potential for commercial growth,
with exit sought in 3-6 years.

£100k up to a maximum of £2m per
company:

Profitable SMEs with turnover >£5m,
focus on loans with profits typically
between £400k and £1m

Established with turnover less than
£5m – mix of equity and loans
typically between £250k to £750k

Early stage, equity investments
typically between £100k to £500k.

Loan finance

Unsecured loans of between £1,000 and
£25,000.

Primarily convertible
loans and equity

Investments generally between £20k and
£100k but with the ability to follow-on
above this level.

Primarily equity and
quasi-equity
investments

Investments between £50k and £1.25m.
Anything over £750k must have pari passu
co-investment by a private investor for at
least 15% of the Fund’s aggregate
investment.
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Accelerator Fund
£25m fund, fund managed
by Northstar Ventures
Angel Fund

A fund for early stage
investments across all
eligible sectors

Primarily equity and
quasi-equity
investments

Investments between £50k and £750k.

A fund for early stage co- Primarily equity and
Investments generally between £50kinvestment with angel
convertible loan
£150k but scope to go above this level.
£7.5m fund, managed by
investors, across all
investments
70% of value to be matched by coRivers Capital Partners
eligible sectors
investors on pari passu basis.
Growth Fund
A higher volume, lower
Primarily equity and
Investments between £50k-£400k.
value fund for later stage quasi-equity
Average investment expected to be £154k
£20m fund, fund managed investments across all
investments
per SME.
by NEL Fund Managers
eligible sectors
Growth Plus Fund
A lower volume, higher
Primarily equity and
Investments between £350k-£1.25m.
value fund for later stage quasi-equity
Expected to invest an average of £570k
£20m fund, managed by
investments across all
investments
per SME, expecting to syndicate total
FW Capital
eligible sectors
investments of around £1-2m.
Note: A further £12.5m was originally kept in reserve for allocation to sub-funds with the greatest demand / strongest
performance. To date £5m has been allocated to the Accelerator Fund and £0.5m to the Microloan Fund (these sums are
included in the figures above). The remaining £7m has been ear-marked for allocation to funds on a deal by deal basis for
follow-on investments into the strongest portfolio companies, during mid-2014 to mid/late 2015.

5.21

Finance Yorkshire stands out for the relative simplicity of its sub-fund structure, with just three
funds (heavily shaped by the approach of the earlier SYIF and PIF funds). The approach was
driven in part by a desire to clearly communicate the offer to SMEs and for the efficient
management of the holding fund as a whole and the fund managers.

5.22

The North East Finance approach was designed with an aim to create a market for SME finance
in the North East, allowing competition between providers in order that SMEs could get the
best deal, and seeking to ensure fund managers had as much scope as possible to provide the
best finance package for SMEs (eg no sector limitations, flexibility around types of finance
used).

5.23

The North West’s Fund structure reflected its core objective of providing a broad mix of equity
and debt based investment spanning investment requirements ranging from early stage, prerevenue companies developing new innovations to established SMEs. Alongside a
development capital fund for established SMEs, a venture capital fund and a loan fund, the
Holding Fund established three individual sector funds. This responded to a decision to create
a fund explicitly targeted at priority sectors in the North West, and to a procurement process
that enabled the Fund to appoint individual specialist fund managers for the three sectors
rather than a single Fund Manager.

5.24

Fund of funds provide a degree of flexibility to respond to changing market circumstances,
although it can be time consuming where it is necessary to negotiate reallocation between
sub-funds with funding partners. However, as noted earlier, a helpful innovation introduced
by North East Finance and the North West Fund was the retention of a pot of money with the
intention of allocating this to the sub-funds on the basis of need and fund manager
performance. In general, this is a useful approach which enables the investment strategy to
be relatively easily adjusted to market need or opportunity. Needless to say, it can raise issues
where the fund as a whole and sub-funds are underperforming, and where the decision to reallocate the reserve is delayed beyond an optimum point in time.
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State Aid Position
5.25

The ability of the JEREMIE funds, as with other EU funded VCLFs, to invest in SMEs is also
informed by the State Aid rules and regulations, which are intended to prevent the public
sector from competing with or displacing private sector activity.

5.26

Prior to commencing investment activity, the funds need to be clear about how they are going
to ensure they invest in ways which are consistent with the State Aid rules. There are two
routes, either from seeking a formal State Aid Notification from the European Commission or
through using the General Block Exemptions Regulations (a set of agreed rules for particular
types of public sector investment, such finance for SMEs in this case).

5.27

The English JEREMIE projects adopted a joint approach to seeking State Aid approval, although
separate submissions were eventually made. In light of advice from the BIS State Aid Unit,
they sought an approval under the GBER rather than a specific State Aid Notification (unlike
the Welsh JEREMIE project which secured a State Aid Notification25). The rationale for this
route was the prospect of extensive delays (in terms of launching the funds and meeting the
needs of SMEs) if the funds pursued the notification route.

5.28

In the North East, two of the funds were set up under de minimis (POC and Angel), however
this changed to GBER partway through delivery. This was primarily due to the introduction of
SEIS which in boosting angel match funding and being subject to state aid, would tip
investments over the de minimis threshold. The Microloan fund was also set up under de
minimis regulation and still operates in this way.

5.29

Key features of the State Aid scheme were:

5.30

25



Risk capital investment in small enterprises (fewer than 50 employees) restricted to
seed, start up and expansion capital;



Risk capital investment in medium sized enterprises (50-249 employees) in nonassisted areas limited to seed and start-up capital, and excludes expansion capital;



Exclusion of investment in firms defined as in need of rescuing or restructuring (this
can have implications for seed and early stage investments in some circumstances);



An investment limit of around £2 m over a three year period in non-assisted areas and
c.£2.8 m for enterprises in assisted areas.

In broad terms, the outcome was three funds which largely responded to the identified need
in the market, was consistent with the scale and characteristics of the finance gap identified
in market analysis and met the economic development objectives identified across the three
regions. However, compared to the State Aid notification received by Finance Wales, the
scheme in the three English JEREMIE funds is more restrictive and therefore early notification
might be considered for future fund if appropriate (it requires the allocation of funding for

Wales benefitted from advance prior commitment from the Welsh Assembly of grant for its JEREMIE fund, which meant

they knew well in advance of set-up the proposed level and focus of investment activity. This provided the certainty about
investment strategy and timescales to seek a notification at that point in time.
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venture capital to be made as far as possible in advance of the anticipated launch date to give
sufficient time to notify the project).
5.31

The constraints were immediately apparent to all three JEREMIE funds, who collaborated in
2011 to try to secure a waiver of the constraint on investing in medium sized enterprises
located in non-assisted areas. The research which was commissioned was to provide evidence
that market failure in the supply of venture capital applies equally in assisted and non-assisted
areas. DG Competition stated that specific provisions of GBER could not be waived but instead
a full notification would be required, and so the approach was dropped based on timescale
and other considerations.

Marketing, Branding and PR
5.32

The JEREMIE funds have all sought to develop a strong brand identity within which the subfunds can operate on a regional basis. This has been an important aspect of the JEREMIE funds,
given the proliferation of public sector backed regional funds which occurred in the previous
programme period in some regions. The introduction of the new Business Bank, which is
streamlining the BIS sponsored funds, might also help to communicate clear messages to
SMEs about the options they have for accessing development finance.

5.33

The three JEREMIE funds have adopted slightly different approaches. Finance Yorkshire has
placed more emphasis on the primacy of its own brand and the need for the fund managers
to use this at the heart of their own marketing and business development activities with SMEs
and intermediaries (eg the fund managers are not named on the Finance Yorkshire website).
The potential downside to this approach is that the new fund managers might not be able to
develop distinctive identities in the region, although in this instance all three are well
established.

5.34

In the other two regions, the JEREMIE funds have sought to also capitalise on the reputations
of the appointed fund managers (many of whom have strong reputations regionally or
nationally) and hence they feature more prominently in corporate marketing materials using
their strong fund brands. Whilst this can be a sensible approach, it can lead to confusion where
fund managers also promote their sub-funds through their own general websites (which is the
case in the North East).

Key Fund Metrics
5.35

The next section sets out a selection of key metrics for the three JEREMIE funds. Given that
various amendments that have been made to underpinning business plans and hence some
of the key metrics for two of the funds (North West Fund and Finance Yorkshire), we have
presented both original and revised data where appropriate. A comparison of the original and
revised metrics is presented at the end of the section. Section 6 then examines the progress
which has been achieved to date against these metrics.

Size, Scale and Mix of the Funds
5.36

The three JEREMIE funds have an overall investment target of £370m, which represents a total
level of investment of £830m when private sector leverage is included (including the SMEs
own investment). The intended level of investment is:
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5.37

North West Fund £155m
(originally £185m); North East
Finance £125m; and Finance
Yorkshire £90m.



The level of proposed investment
by the JEREMIE funds as a share
of regional GVA varies from
0.27% of the regional GVA in the
North East to 0.1% in Yorkshire
and Humber.



Overall,
around
£285.5m
invested in equity led investment
sub-funds with SMEs and £75m
in debt led investment subfunds26.

Whilst the investment pot in the North
East is relatively larger compared to the
other two regions, the private sector
finance community and the associated
finance in the region is comparatively
smaller.

26

Source: Revised JEREMIE Business Plans; ONS
Regional GVA Data
Note: based on the revised investment target for
NWF (£155m compared to £185m originally)
Figure 5-3: Equity and Debt Finance Mix for the
JEREMIE Funds

Investment Periods and Rates
5.38

Figure 5-2: Proposed Lifetime JEREMIE Investment
as a Percentage of Regional GVA

The three JEREMIE funds are operating
on the basis of slightly different
investment time periods (allowing for
when they were approved and revisions
in timescales):


Finance Yorkshire - up to end
2014, a four year and five month
investment
period
(the
investment period was extended
at the end of 2012 by a year);



North East Finance – also up to GVA Data
the end 2014, a five year investment period (note however an extension with
additional capital investment is being sought to the end of 2015); and



North West Fund - up to the end 2015, a five year investment period from the Fund’s

Source: Revised JEREMIE Business Plans; ONS Regional

This includes re-allocations since the finalised business plans but excludes £9.625 million of funds that remain unallocated
to a particular sub-fund. Therefore the sum of equity and loan focused funds here does not equal the £370 million covered
across all three regional funds.
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launch in 2011, a reduction of one year compared to the original business plan.
5.39

The implied annual average investment rates vary widely between the three JEREMIE funds
as a whole and the sub-funds27, reflecting market need, investment periods, the allocations to
these sub-funds and fund management capacity. The North West Fund has the highest target
annual investment rate (£31.8m; originally £30.8m), followed by North East Finance (£26.3m)
and Finance Yorkshire (£20m, down from £22.5m originally). On the basis of the size of the
regional business base and the annual investment target, the North East Finance target looks
the more challenging. However, the economic appraisal indicated that it was realistic given
the long history of public sector VCLFs that NEF was building on and strong demand in the face
of SME need and the gaps in private sector provision.

5.40

The annual average investment rate targets for the sub-funds are judged to be reasonable for
most of the sub-funds (an overall average of about £4.4m), providing of course that the funds
commence on time and are not adversely affected by operational issues. In terms of the
original annual targets, the rates for the Finance Yorkshire Equity sub-fund (c£12m), the North
West Development Capital sub-fund (c£8m) and a number of the sector sub-funds in the North
West standout as challenging.

5.41

The revisions to the original targets for Finance Yorkshire and the North West Fund sub-funds
has occurred for slightly different reasons:

27



In the case of Finance Yorkshire, the reallocation of monies between the equity and
loans sub-fund (and the one year extension) reflects both underlying demand and a
number of delivery issues faced by the Fund. The revised targets are judged to be
more balanced and achievable.



Most of the targets for the North West Fund sub-funds has shifted upwards slightly
due to loss of one year of investment from the late start, as well as the replacement
of the Development Capital sub-fund by new mezzanine sub-funds (comprising two
products: a separate mezzanine fund delivering equity based investments and a
mezzanine loan product integrated with the existing Loan Fund, and packaged as
Loans Plus).

It should be borne in mind that the sub-funds will have a specific investment profile which may well vary from the annual
average for the fund as a whole over the investment period.
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Figure 5-4: Annual Investment Rate Across Sub-Funds
Original Business Plan Targets

Latest Revised Targets

Source: Original and Revised JEREMIE Business Plans.
Note: the annual investment rates for the sub-funds are estimated using the overall investment period for each JEREMIE Fund

5.42

5.43

28

Across all three funds the average total investment per firm is £182,000. As would be
expected, average investment across the loan sub-funds is much lower at £52,500 compared
to £406,000 for the equity sub-funds. The variations for each Fund (based on revised business
plans for Finance Yorkshire and the North West Fund) are summarised below:


The North East Finance average is £147,000 and ranges from £17,000 for the microloan fund to £417,000 for the Accelerator and Technology funds and up to £571,000
for the Growth Plus fund (which compares to £182,000 for the Growth fund).



The North West Fund target average investment per business is £236,000 ranging
from £115,000 under the £35 m business loan fund to over £1.4 m across 14
businesses under the Energy and Environmental fund28.



Average investment for Finance Yorkshire of £171,000 per business. Again the
average is lowest for the Loan fund at £76,000 compared to £500,000 for Seedcorn
and £566,000 for Equity.

Business plan estimates of the extent of follow-on investment are available across most but
not all JEREMIE equity sub-funds. An estimated £89m of follow-on investment across those
funds for which we have been able to obtain data equates to average follow-on per
investment of £111,000. This ranges from:


Close to or below £100,000 for proof of concept and seed funds (eg an average of
£75,000 and £106,000 respectively for the North East Proof of Concept fund and the
Finance Yorkshire Seed fund);



Larger amounts for the early stage funds but typically below £200,000 (eg an average

Follow-on estimates for the North West have been taken from the original business plan and so do not necessarily reflect
the most up to date picture.
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of £137,000 for the North East Finance Angel Fund and £139,000 for their Growth
Fund);


Up to and in one instance in excess of £300,000 for the growth orientated funds (eg
an average of £211,000 for the Finance Yorkshire Equity Linked Finance fund, and
£284,000 for the North East Finance Technology fund and £330,000 for the Growth
fund).

Operating Costs
5.44

The estimated gross operating costs of the three JEREMIE funds set out in the projects’
business plans are summarised in Table 5-1 below. These cover the set-up, holding fund and
fund management costs, but exclude any costs associated with the costs of the EIB loan. These
are £23.8m, £46.6m and £51.2m respectively for Finance Yorkshire, North East Finance and
North West Funds. On various metrics, Finance Yorkshire’s gross operating costs were
expected to be the lowest including total costs as a proportion of funds under management
(26%), fund management fees per annum (1.6%) and operational costs per SME supported
(£45k).

5.45

Total gross operating costs were expected to vary between 26% of funds under management
(Finance Yorkshire) and 37% (North East Finance). The operating costs of North East Finance
were expected to be higher due to use of a larger number of sub-funds, although this
additional cost can been justified on the basis of investment and fund management strategies
which will drive better performance for SMEs and investors. Experience from elsewhere
suggests that total operating costs for large fund of funds have tended to be between 35-45%
of funds under investment and should be at or below 40% (unless there is a very good reason
for exceeding this).
Table 5-1: Estimated Lifetime Gross Operational Costs (Business Plan)
North East Finance

North West Fund

Finance Yorkshire

£ 000s

£ 000s

£ 000s

1,800

% of
Total
4%

500

% of
Total
2%

Set up

N/A

% of
Total
0%

Holding Fund Costs

14,500

31%

18,500

36%

9,300

39%

Fund management fees

32,100

69%

30,900

60%

14,000

59%

Total

46,600

100%

51,200

100%

23,800

100%

Total as a % of funds under
management
Total cost per SME supported

37.3%

33.0%

26.4%

54.8

77.9

45.2

Source: Revised JEREMIE Business Plans

5.46

Total operating costs per investee firm were also expected to vary, with the range being £45k
(Finance Yorkshire) to £78k (North West Fund). Whilst the higher unit cost is certainly
explained by the proportionately higher cost base of two of the Funds, in the case of the North
West Fund it is also due to the relatively smaller number of SMEs assisted in total as a result
of the focus on equity investment.
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Revenue Income
5.47

The holding funds earn revenue income from a variety of possible sources, including interest
on the treasury management of monies held (i.e. capital grant income held prior to investment
or the returns and realisations from SME investments) and possibly arrangement and
monitoring fees associated with investments with SMEs (depending on the agreements in
place with fund managers).

5.48

The respective business plan forecasts were £19m for the North West Fund (just based on
treasury income), £4.1m for Finance Yorkshire (including arrangement and monitoring fees)
and £1.5m for North East Finance (just treasury income).

5.49

The North West Fund has capitalised on the full initial draw down of its EIB and ERDF capital
investment to secure returns on its bank deposits above base point interest rates. It has also
been boosted by a slower rate of investment, since capital to be invested generates additional
treasury income.

Write-offs
5.50

The three JEREMIE funds made widely differing assumptions about the lifetime level of writeoffs, which partly reflect the different mix of sub-funds and finance types, but also their
perceptions and experience of the risks of the market focus.

5.51

The North West Fund has the more buoyant forecast – a forecast of 18% for both the original
investment target of £185m (i.e. £34.8m) and the revised investment target of £155m
(£27.9m). Given the large amount of early stage and development venture capital investment
within the Fund, this may well have been an optimistic assumption at the time (although as
explored in Section six, this may be closer to reality in the current economic climate). A
number of the early stage funds, such as the Digital and Creative equity sub-fund, have much
higher write-off rates (45% in this instance).

5.52

North East Finance assumed lifetime write-offs of £45.8m (36.6%) of investment. The writeoff rates are broadly similar across the sub-funds, although as expected it is much higher for
the Proof of Concept fund (c52%) and slightly higher for the early stage Accelerator sub-fund
(38%). The lifetime write-off rate for the microloans sub-fund was 25%.

5.53

The original Finance Yorkshire lifetime write-off rate was 38% (£34m), although this was
subsequently revised to 30% (£27.3m). A clear allowance has been made for the higher risks
of early stage equity investment, with an assumed a write-off rate for the Seedcorn sub-fund
60% (c£9m).

Page 66

● Mid-Term Review of the English JEREMIE Funds ●
Figure 5-5: Revised Lifetime Write-off Rate Targets

Source: Revised JEREMIE Business Plans and Monitoring Data

Expected Investment Performance & Return to Investors
5.54

Table 5-3 shows the expected lifetime returns for the three JEREMIE funds, with the key
metrics shown being the net internal rate of return and the legacy returns related to the ERDF
and Single Programme contributions. The indicators are based on the revised business plans
for Finance Yorkshire and North West Fund, although changes to the original returns are noted
below.
Table 5‑3: Revised Lifetime Financial Performance Indicators for the JEREMIE Funds (undiscounted)
Public Sector Contributions
Overall Net IRR
Legacy Returns *
North East Finance

£94.5m (£62.5m capital & £32m
£88.2m
-0.85%
revenue)
North West Fund
£111.2m (£77.4m capital, £33.8m
£87.5m
-2.19%
revenue incl. £20m NWBIS legacy)
Finance Yorkshire
£55m (£45m capital & £10m
£44.5m
-1.91%
revenue)
Source: JEREMIE Business Plans
*Note: the legacies are associated with ERDF and Single Programme contributions, as well as the
legacy returns from previous funds in the case of the North West Fund; the NIRRs are calculated on
the information provided by the JEREMIE funds for money paid into the holding fund and the forecast
of the returns to be paid out to investors.

5.55

The key points are:


The net internal rates of return (allowing for all paid in capital and forecast lifetime
returns to the funding partners) are broadly similar between the three funds, ranging
from –0.85% (North East Finance) to -2.19% (North West Fund);



Given that the ERDF/Single Programme contributions are subordinated to the EIB, the
implication of the negative NIRRs is that the returns to ERDF/Single Programme are
expected to be less than their original contributions (in cash terms). This reflects the
targeting of riskier parts of the SME finance market.
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The expected legacy returns are £87.5m for the North West Fund (the legacy was
originally £181.6m; based on £112.2m public sector contributions including NWBIS
legacy), £88.2m for the North East Finance (based on £94.5m ERDF/Single Programme
contribution) and £44.5m for Finance Yorkshire (based on a £55m ERDF/Single
Programme contribution).

Economic Development Benefits
5.56

Table 5-44 presents the lifetime economic development targets for all three JEREMIE funds
for the number of SMEs supported, jobs created and safeguarded, and private sector leverage.
The original and revised business plan targets for Finance Yorkshire and North West Fund are
included in the table, so the changes can be easily compared. The table also provides the
gross unit cost on the basis of the total investment made as well as the net unit cost (i.e. once
returns, operational costs and write-offs have been factored in) – for ease of presentation,
these are presented on the basis of the revised business plans only.
Table 5-4: Lifetime Outputs and Results and Indicative Gross and Net Unit Costs
Revised Lifetime
Target

Return on Investment
Return on Net
(Investment per SME support Investment Cost
job created/safeguarded and
(incorporates returns on
leverage per £1 public money investment, write-offs
investment)
and operational costs)
Investment £125m; Net Investment Cost £62.0m

North East Finance
SMEs Supported

850

£147,100

£73,000

Jobs Created

5,017

£24,900

£12,400

Jobs Safeguarded

2,801

£44,600

£22,100

Private Investment Levered

£120.45m

£0.96

£1.94

North West Fund

Investment £155m; Net Investment Cost £47.8m

SMEs Supported

657; original 800

Jobs Created

Finance Yorkshire

5,285 (to 2017);
£29,300
£9,000
original target 7,000
3,735; original target £41,400
£12,800
7,000
£123 (to 2017);
£0.65
£2.12
original £83.5m
Investment £90m; Net Investment Cost £38.6m

SMEs Supported

526; original 718

£171,100

£73,300

Jobs Created

3,999

£22,500

£9,600

Jobs Safeguarded

1,775

£50,700

£21,700

Private Investment Levered

£237.2m

£2.64

£6.15

Jobs Safeguarded
Private Investment Levered

£235,900

£72,700

Source: JEREMIE Business Plans

5.57

On the whole, the revised economic output targets are sensible and appropriate given the
level and nature of the investment strategies. A number of things stand out however:


The North West Fund has the highest average investment per SME supported,
although this reflects the greater use of equity investment across the fund. It also has
the lowest job creation target given the level of investment, again shaped by the focus
on equity investment. The Fund’s assumed private sector leverage was set at a
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relatively low level in the original business plan, but Fund Managers committed to
securing a much higher level of leverage through the procurement process (although
it still appears to be low).


5.58

Finance Yorkshire has a very high private sector leverage target which is much higher
than for the other two funds. It appears challenging in the economic climate in which
the fund is operating. The predicted lifetime gross and net unit costs look reasonable
for all of the funds, given their investment focus and associated economic outputs.

There is a significant variation in the cost per job created, with the North West Fund having
the lowest (£9,000 net) and the North East the highest (£12,400 net). Whilst the unit costs for
the North East is higher due to the relatively higher expected net costs, it would nevertheless
provide good value for money if it could be achieved (see also section 8, which provides initial
findings on actual net unit costs based on survey evidence).

Changes in Business Plan Assumptions and Targets
5.59

As the discussion above illustrates, the holding funds for both Finance Yorkshire and the North
West Fund have had to make a number of significant changes to their business plans. There
are no been no changes to the original business plan for North East Finance, although a
number of minor changes have been made in response to operational requirements. Table
5.5 provides, in one place, an overview of these changes.

Finance Yorkshire
5.60

Finance Yorkshire sought changes to its business plan in the latter half of 2012. The need for
the changes were the culmination of the slower start in investment activity than expected (a
roughly a six month period), as well as changes in the fund management arrangements
affecting the Equity Linked Finance fund in particular during 2011.

5.61

Neon, the NEL/Northstar collaboration was put up for sale in December 201029. The eventual
sale of NEON to Braveheart, a Scottish fund manager with a range of existing fund
management operations in Yorkshire, took a year to complete. The uncertainty arising from
the sale disrupted the investment activity of the investment managers, led to the loss of key
staff and was a major drain in the time of the senior Holding Fund managers and board chair.
This contributed to a much slower investment rate.

5.62

Finance Yorkshire also took the opportunity to amend a number of other aspects of the fund
as set out in the table above.

North East Finance
5.63

29

North East Finance developed its original business plan drawing strongly on wide ranging
experience of SME finance intervention delivery in the region over the previous decade. It
broadly set targets and projections that were realistic, and remained on the conservative side,
based on previous fund achievements. As such, they have been able to retain these original
targets, despite the challenging delivery context, aside from a minor reprofiling of economic

The same sales process also affected a number of NEF’s funds, three of which are managed by Northstar and NEL.
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development targets, allowing for later realisation of these targets, though not changing
overall quantities.
Table 5-5: Revisions to the JEREMIE Fund Business Plans
Funds Under
Management

Finance Yorkshire
No change to £90m Pot
(although original proposal was
for a £120m fund pre-approval)

Sub-funds

£5m switched from Equity
Linked Finance sub-fund to the
Business Loans Sub-fund
(approved end 2012).
Also introduction of a larger
loans element of the loans fund
(£150k to £250k)

Investment Period

Original period extended by 12
month to end 2014
(approved end 2012)
Reduction from £34m to
£27.3m, with greatest
reductions being for the Loan
and Seedcorn sub-funds
Increase from £24.1m to
£28.7m, mainly due to an
increase in Holding Fund costs

Write offs

Operational Costs

Returns and
Legacy
Economic
Development
Targets

Reduction in the public sector
legacy from £49.3m to £44.5m
No. of SMEs assisted reduced
(718 to 526)

North East Finance
No change to £125m fund.
Potential for investment into a
one year extension to the end of
2015 ( utilising potential
additional top up ERDF grant) is
currently being explored.
£12.5m (10% of total fund) was
originally kept in reserve. In
2013, £5m of this was allocated
to the Accelerator fund, and
£0.5m to the Microloan fund –
based on demand levels and
performance of these funds.
£3m was re-allocated from the
‘Growth Plus’ to the ‘Growth’
Fund based on demand levels.
£7m has been earmarked with
stakeholder support for a 20145 follow on facility.
No change from original period
of January 2010 – December
2014
Unchanged from original
projection.

North West Fund
Original BP for £185 m Fund of
which £170 allocated. Revised to
£155m in 2012.

Initially 6 sub funds
£35m Dev Cap Fund
£20m Dev Cap reallocated to
mezzanine funds (£10m to mezz
loans branded as Loans Plus and
managed by FW Capital as an
extension to the Loan Fund; £10m
to Mezzanine Fund managed by
Enterprise Ventures)
Energy and Environmental Fund
£20m
Bio-Medical Fund £25m.
New micro-finance fund of £3m
being procured
Originally mid 2010-2015 but
commenced 2011.

£34.75m based on fund of £185m
at 18.8% failure rate. Forecast
£27m for £155m fund at same
rate
Unchanged from original costs Reduction in both estimated costs
but potential for existing grant
of holding fund (£18.5m to
to support management costs
£14.7m) and Fund Management
for 2015 extension period
Fees (£31m to £27.7m), plus
increase in estimated treasury
income
Unchanged from original
Reduction in legacy from £181m in
projections.
original business plan to £87m
Quantification unchanged from
Reduction between original
original targets, although minor
business plan revised (2013):
reprofile to push back target
Jobs created: 7,000 to 5,285
achievement timescales in 2011. Jobs safeguarded: 7,000 to£18.5
3,735
Business supported (investments)
800 to 657
Private leverage £83.5m to £123m
Improved performance (GVA) £704m to £346m
Businesses created 181 to 142
Introduction of businesses
assisted (225) and start up support
(162)
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5.64

The only other changes have been reallocations between funds, utilising the flexibility of the
performance reserve to respond to changing market demand and variation in the
performance of different sub-funds.

North West Fund
5.65

Initially the North West Fund was to be based on four sub-funds under a single fund manager,
with the Holding Fund established as an NWDA owned LLP. A combination of dialogue with
the European Investment Bank over the risks of a single fund manager approach and the LLP,
the decision to establish instead a private company Holding Fund and an initial procurement
process which stakeholders assessed as sub-optimal led to a redesign of the fund structure.
The six sub-funds were procured using a framework approach to appoint a panel of Fund
Managers from which preferred suppliers would be appointed.

5.66

The initial investment period for the Fund was to be 2010 to 2015. However, delays in the
completion of the procurement process (contracting with Fund Managers) led to a launch at
the start of 2011. While the investment period is still to be completed at the end of 2015, the
Fund will report on its outputs and results to the ERDF programme through to 2017.

5.67

The overall size of the Fund was reduced in 2012 from £185m to £155m. This followed the
Development Capital Fund Manager’s hand over of management of the fund in 2012 and the
reallocation of the fund to create new mezzanine funds. Following an initial slow start to the
investment period in 2011 after delays to its launch, the Fund’s decision to reduce the
investment pot reflected the outcome of a review of its investment position and revised
forecasts.

5.68

The North West Fund agreed a revised output and results profile with the North West ERDF
programme in mid-2013. This followed revisions to its forecasts to reflect the performance of
the Fund to date and the reduction in the total size of the Fund.

5.69

Both the Holding Fund’s estimated operating costs and fund managers fees have been
reduced, while estimated treasury income is higher than the business plan (£19m v. £21.2m).

Conclusions
5.70

The need for and decision to adopt the JEREMIE approach was well considered across all three
regions. This particular route is judged by the evaluators to be appropriate in all cases,
underpinned by a strong rationale.

5.71

In general, the approach to assessing the market for SME finance and the business planning
for the JEREMIE funds was thorough and applied many of the lessons from the previous funds.
The business planning undertaken by North East Finance is judged to be particularly thorough
and an example of good practice.

5.72

There were some weaknesses in the design work, although these are by no means common
across all three:


A tendency to be too ambitious in overall size of fund, the scale of some specific subPage 71
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funds, implementation timescale and assumptions about the potential returns (an
issue for the North West Fund in particular);


Insufficient consideration of some risks and designing in flexibilities to adjust
operational and investment strategies to allow for these.

5.73

It should also be borne in mind that the funds were developed in very challenging
circumstances, often in the face of uncertainty regarding rules and regulations (in some
regards, evolving during the development process), very demanding approval processes (in
some regards, unnecessarily complicated) and changes in the UK political landscape.

5.74

Some of the funds have introduced a helpful innovation, namely the retention of an
unallocated pot of funds which can be allocated to sub-funds depending on need or
performance of the fund managers.

5.75

Although the structuring of the JEREMIE model is broadly similar across all three funds, there
are a number of differences in terms of the organisational architecture. One key difference is
the use of an integrated organisational structure (eg Finance Yorkshire, with the co-location
of holding fund and fund managers, as well as shared corporate functions) as opposed to a
devolved structure (eg North East Finance and North West Fund). There are advantages and
disadvantages to both approaches and the review has demonstrated examples of both models
working well in Finance Yorkshire and North East Finance respectively (and it is working
effectively in some regards in the North West). Indeed, both models can work well providing
the underpinning rationale for the approach and the associated strategies are clear and the
holding fund provides strong leadership.

5.76

The approach to the number of sub-funds and their market focus also differs, with Finance
Yorkshire having a fairly simple structure and the other two adopting a larger number (7-8).
North East Finance stands out for the strategy underpinning its use of seven sub-funds,
reflecting the perceived market need and a desire to strengthen the SME finance market and
provide alternatives (eg by attracting new fund managers to the region), and incentivise
performance through competitive forces between fund managers (with the strongest
performers having opportunities to draw down additional capital from the unallocated sums,
and the least strong performers at risk of having capital taken away and redeployed
elsewhere). Overall the number and mix of funds has worked well for the North East JEREMIE
project, given the objectives it sought to achieve. The most significant downside to the
approach is that the larger number of sub-funds led to higher operational costs.

5.77

The three funds decided to pursue the General Block Exemption Regulation route for State
Aids. Whilst this may have secured a quicker decision compared to the alternative Notification
route (a consideration which was important to the funds and their key stakeholders at the
time), this has resulted in a number of constraints in terms of their ability to invest with SMEs.

5.78

The analysis of the key fund metrics emphasises the different approaches the three JEREMIE
funds have adopted and the underpinning assumptions. Some of the key conclusions are:


The gross and net operating costs of the three funds are all consistent with the
operational models they have adopted.



The expected net internal rates of return and legacy targets (revised in the case of the
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North West Fund) are judged to be broadly in line with what would be expected of
funds of this nature and their underlying investment strategies. The North West Fund
has significantly downscaled its target legacy to reflect the slow start and a previous
target which was in our view too optimistic – the revised target it is now more
achievable. However, the funds are all operating in challenging economic
circumstances, especially for equity investment, and this may constraint their ability
to achieve these lifetime returns.


The fairly realistic economic development targets which are now in place for the
funds, although the North West Fund in particular has had to revise these to take
account of the downscaling of the fund. A small number of current targets
nevertheless appear very challenging (eg Finance Yorkshire’s leverage target).
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6. Comparative Fund Performance
Commencement of Investment Activity
6.1

The three English JEREMIE funds were approved, launched and started investing on slightly
different timelines. North East Finance commenced investment in January 2010. The other
two funds progressed to these key milestones slower than planned.
Table 6-1: Key Dates for the Three Funds
Approved (ie. key
approvals in place)
Fund Managers
Appointed
Officially Launched
Investment Commenced
Effective Investment
Periods

Finance Yorkshire
December 2009

North East Finance
November 2009

North West Fund
Autumn 2010

February 2010

January 2010

July 2010

March 2010
September 2010

January 2010
April 2010
(first investment)
Up to end 2014
(four years nine months)

December 2010
January 2011

Up to end 2014
(four years five months)

Up to end 2015
(five years)

6.2

All three Funds were, in varying ways, adversely affected by delays arising from the 2010
General Election and the change in Government. These initial delays were most significant for
the North West and Finance Yorkshire Funds as they were less progressed with their
development, with the Purdah period prior to the election delaying important aspects of their
project development activity.

6.3

The new Government’s programme for change also raised significant issues for all three Funds
due to the abolition of the RDAs and uncertainty about their Single Programme contributions.
In addition, the hiatus at the start of investment activity had put Finance Yorkshire and the
North West Fund into a default position with the EIB. After a period of sensitive negotiation
between the UK Government, the EIB and the JEREMIE funds, this issue was resolved in July
when the Single Programme contribution was confirmed.

6.4

After a delay of five months from the launch of Finance Yorkshire, it commenced investment
activity in September 2010. The North West Fund commenced investment activity in January
2011. Our consultations with intermediaries in these regions indicate that the delays which
occurred in the commencement of the investment activity did cause some damage to the
reputation of these fledging organisations.

Overview of Performance
Investment Activity
6.5

Overall, the three JEREMIE Funds invested £179.0 m compared to the revised target of £192.9
m for the period up to Q2 2013. Investment performance has varied across the three funds
and their sub-funds.

6.6

North East Finance has made the strongest progress to date against its lifetime investment
target, having invested £74.2m up to 2013 Q2 (i.e. roughly two thirds through its investment
Page 74

● Mid-Term Review of the English JEREMIE Funds ●
period which will end in 2014) and nearly three fifths (59%) of the £125m fund. Whilst this is
around 10% below the original business plan target of £82.0m at this stage, this shortfall is
accounted for by the strategic decision to hold back £7m for follow-on funding in 2014/15.
Progress by sub-fund has been varied:


The Accelerator fund is significantly ahead of its original target, with £18.0m invested
against a target of £13.3m to date and with 89.9% of the original £20 m overall fund
value already invested. In 2013, a further £5m of the previously unallocated £12.5m
in the JEREMIE fund was allocated to the Accelerator Fund, in light of its strong
performance and market demand.


The three other funds with a focus towards micro and early stage investments are
ahead of target including £11.3m invested by the Proof of Concept fund (111% of
target to date), £5.5m invested by the Angel Fund (108% of target to date) and
£3.2m invested by the Microloan Fund (107% of target to date). A further £0.5m
was been allocated to the Microloan Fund in 2013, reflecting stronger market
demand than originally anticipated for this fund.



The three funds with a focus towards equity or later stage investments are behind
target, including £14.0m invested by the Technology Fund (82% of target to date),
£11.9m invested by the Growth Fund (88% of target to date) and £10.4m invested
by the Growth Plus Fund (76% of target to date). In light of the weaker early
performance of the Growth Plus Fund, and relatively stronger performance of the
Growth Fund, £3m was reallocated in 2013 from the Growth Plus Fund, to the
Growth Fund.

Figure 6-1: Overall Investment to Date (Q2 2013) as a Proportion of Lifetime Investment Targets:
Funds and Sub-Funds

Source: JEREMIE Monitoring Data
Note: the progress against lifetime targets are based on the revised targets for the North West
Fund and Finance Yorkshire and reallocations between sub-funds in the North East.

6.7

As has already been detailed in this report, a difficult start to the investment period in the
North West led to some changes in fund management and investment strategy, as well as a
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profiling of investment targets. Whilst the North West Fund only started to invest in 2011,
around a year after the other two funds, it will invest for one year longer than the other two
funds (although NEF have now agreed extension funding for 2015).
6.8

6.9

6.10

Roughly halfway through its investment period in June 2013, the North West Fund had
invested £58.9m (38.0% of its revised lifetime investment target and 32% of the original). The
Fund has predicted that the rate at which it investments will gather pace in the final two and
half years. Performance by sub-fund varies:


The loan, venture capital and bio-medical sub-funds have all performed above the
overall fund average investment rate. At mid-2013 the Venture Capital Fund had
invested 104% of its revised target for the period, with the Bio-Medical Fund
achieved 100% and the Loan Fund 95% of the revised targets.



Although the Digital and Creative Fund has invested at a rate below the Fund
average, it is performing more strongly and had a good 2012. It stood at 92% of its
revised investment target for the period.



The Energy and Environmental Fund has made slow progress and stood at 75% of its
revised target for Q2 2013 mid-2013. Its investment rate has lagged behind its target
requirement from the outset.



It is too early to assess the progress of the mezzanine funds, although both have had
a slow start to the investment period.

Finance Yorkshire has invested £45.9m up to Q2 2013 compared to a revised target of £50.7m
for the period and a £90m lifetime target (91% and 51% of the targets respectively). Key points
for the sub-funds are:


The Loan Fund has made good progress and is broadly on track with £17.8m invested
(just £100k short of the target). This minor slippage is largely due to the recent
introduction of a larger loan facility and the time it takes to process and approve the
first applications.



The Seedcorn Fund has performed broadly in line with the targets during 2010-12,
but fell back slightly in the first two quarters of 2013. Up to mid-2013, £8.6m has
been invested compared to a target of £9.4m (91%).



The progress of the Equity Fund has been more variable which reflects a slow start,
stronger performance in 2011 and 2012 (but still below target) and a dip in the first
half of 2013. A total of £19.6m has been invested compared to a target of £23.4m
(83%). This under-performance is in a large part due to the hiatus caused by the sale
of the incumbent Fund Managers (Neon), but also the inevitable time it has taken
for new managers to commence investing and the variability in their quarterly
investment rate to date (that is, a mix of a number of good and poorer quarters).

Figure 6-2 summarises the average number and size of investments across the three Funds.
These patterns should reflect the underpinning investment strategy for the funds and are
important aspects of their contractual framework (especially for ERDF).

Page 76

● Mid-Term Review of the English JEREMIE Funds ●
6.11

In the North East, the volume of investments is ahead of target (765 compared to a target of
683 overall), with much of this over-performance taking place in the Microloan funds,
although there have been fewer investments in the Growth and Growth Plus Funds.
Correspondingly the average size of investments is slightly lower than originally anticipated.

6.12

Finance Yorkshire’s volume of investments is running at 86% of its revised target (396
compared to the 460 target to 2013 Q2), whilst the average investment size is slightly higher
(£116k compared to £110k). This is primarily due to fewer but slightly larger loans being made
by the Loans Fund (but also to some extent the Seedcorn Fund). The target for the number of
investments was revised at the end of 2011 in order for it to be more closely aligned with the
intended investment strategy.

6.13

Data for the target number and average size of investments up to Q2 2013 was not available
for the North West Fund, but the Fund has been making fewer and larger investment across
most of the sub-funds (an average of around £200,000). This reflects a combination of the
strong demand for higher levels of finance in parts of the market, as well as a significant focus
on equity investment (requiring larger investments).
Figure 6-2: Number and Average Size of Investments to Date (Q2 2013) against Q2 2013 Targets
Average Size of Investment (£ 000s)

Number of Investments

Source: JEREMIE Monitoring Data
Notes: the targets shown for Finance Yorkshire are the revised targets; the revised targets for the
North West Fund were not available.

6.14

The ability of the JEREMIE funds to make follow-on investments with their investee companies
is an important aspect of the investment strategies for the equity based funds in particular
and a key aspect of their ability to secure good financial returns. To date, follow-on investment
as a proportion of the overall investment (as an average for all the equity based funds) has
been similar across all three JEREMIE funds, being between 24-28%.

6.15

In general, the early stage equity based funds have to date tended to invest a higher
proportion of their resources through follow-on investment (North East Finance Technology,
Angel and Accelerator sub-funds, the Finance Yorkshire Seedcorn sub-fund and the North
West Biomedical sub-fund).
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Figure 6-3: Value of Follow-On Investment as a Proportion of Total Investment to Date (Q2 2013):
Fund Averages and Sub-Funds

Source: JEREMIE Monitoring Data

Operational Costs
6.16

Table 6-2 summarises the operational costs incurred by the three JEREMIE funds incurred to
date. The gross costs incurred up to Q2 2013 are £17.5m, £16.1m and £9.4m for the North
East Finance, the North West Fund and Finance Yorkshire respectively. If EIB related costs are
included, these costs are £22.4m, £22.8m and £12.2m.

6.17

There are of course various ways of interpreting this progress. Operational costs incurred by
North East Finance are less than those anticipated in the business plan, while Finance
Yorkshire’s are broadly in line with their revised projections. Whilst the North West Fund’s
gross operating costs are also broadly in line with expectations, it has not yet achieved a level
of investment which is on par with these incurred costs. However, the Holding Fund has a tight
grip on its cost base and the rate of investment is expected to increase significantly over the
next two years.
Table 6-2 Gross Operating Costs: Lifetime and Incurred to Date (Q2 2013) (£m)
North East
Finance
£46.6

North West
Fund
£51.2

Finance
Yorkshire
£23.8

Lifetime Operating Costs Including EIB Costs

£53.4

£62.0

£28.7

Operating Costs to Date

£17.5

£16.0

£9.4

Operating Costs to Date Including EIB Costs

£22.4

£22.8

£12.2

Operating Costs to Date as a % of Lifetime

38%

31%

39%

Operating Costs inc. EIB Costs to Date as a % of
42%
37%
Lifetime
Source: JEREMIE Business Plans and Monitoring Data
Note: revised target for Finance Yorkshire and the North West Fund shown

43%

Lifetime Operating Costs
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Operating Revenues
6.18

Table 6.3 summarises the operating income which the funds have generated to date,
compared to their expected position at Q2 2013. The sources of income do vary between the
funds, although the largest source is the interest earned on idle funds. Both North East Finance
and the North West Fund have had higher levels of operating income than expected, arising
through higher levels of earned interest on treasury deposits. Revenues have been slightly less
than expected to date for Finance Yorkshire.

6.19

These operating revenues clearly need to be considered alongside the gross operating costs
noted above.
Table 6-3: Operating Revenues to Date against Q2 2013 and Lifetime Targets (£m)
Lifetime Target

Target to 2013 Q2

Position at 2013 Q2

Finance Yorkshire

£4.12m

£2.51

£2.28

North East Finance

£5.0

£1.35

£4.52

North West Fund

£19.0

£7.17

£12.32

Source: JEREMIE Business Plans and Monitoring Data
Note: Revised business plan target shown for North West

Financial Returns on Investment
6.20

Table 6-4 shows the scale of gross investment returns to the three JEREMIE funds up to Q2
2013. This covers a range of incomes sources from the investments which the funds make
with SMEs, including the repayment of loans and the associated interest, as well as the
realisations from equity investments.

6.21

It is still very early days for the funds, especially in terms of realisations form equity
investments. The realisations from risk finance and early stage ventures in particular typically
emerge over a much longer timescale than has passed to date and therefore progress against
target to date should reflect as much upon the targets themselves, which should be seen as
stretching especially over the early stages of the funds’ lifetime. Nonetheless fund managers
will be keen to start seeing more significant returns on their investment over the next year or
so.
Table 6-4: Investment Returns to Date Compared to Q2 2013 and Lifetime Targets (£m)
Finance Yorkshire

North East Finance

North West Fund

£90

£125

£155

Lifetime Returns Target

£104.1

£159.1

£177.3

Target to 2013 Q2

£10.8

£12.4

£4.6

Achieved at 2013 Q2

£11.3

£12.9

£5.0

Achieved as % of Q2 2013 Target

104%

104%

110%

Achieved as % of Lifetime Target

10.8%

8.1%

2.6%

Lifetime Investment Target

Source: JEREMIE Business Plans and Monitoring Data
Note: investment returns include all capital repayments, capital gains and interest payments on loan
and equity investments; the targets for the North West Fund and Finance Yorkshire are based on
their revised business plans.
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6.22

Finance Yorkshire and North East Finance are both ahead of their targets to Q2 2013,
reflecting a stronger stream of repayments from Finance Yorkshire’s loan fund (and a lower
write-off rate) and steady progress with realisations respectively. The investment income for
the North West Fund against its revised profile has also been stronger than expected, but the
returns to date reflect the slower and later than expected level of investment.

Investment Write-Offs
6.23

The other side of investment performance is the extent to which the fund managers put
financial provisions for potential losses against their investments and indeed have to write off
their loans and equity investments. As noted in Section 5, the JEREMIE funds are investing in
a relatively risky part of the market and this is reflected in relatively high levels of write-off.

6.24

However, the value of write-offs incurred to date are well below both the expected level up
to Q2 2013 and the lifetime estimates. Finance Yorkshire’s write-offs are just 3% of their
investment to date and North East Finance’s are 4% of investment to date. The North West
Fund has not written off any investments to date, although its specific provisions amount to
8% of their investments made by Q2 2013 (the specific provision for the other two funds are
in line with write-offs to date).

6.25

This better than expected performance reflects a number of considerations. On the one hand,
the funds have tended to be more cautious in their business plans about the expected rate of
write offs, which is in general a sensible approach. More significantly however, the evidence
gathered as part of this review suggests that the three Funds have all been investing in better
performing SMEs with stronger investment proportions, reflecting the recession led
reductions on private sector activity.

6.26

At a sub-fund level, write-offs tend to be proportionately higher for the loan funds (where
investment has been strong and the flow of write-offs tends to be steadier) and the higher
risk early stage investment. Otherwise, there have been few write-offs of larger equity
investments, although this undoubtedly will change over time. As outlined in Section 5, the
fund managers have good portfolio management strategies, which together with the
emergence of the economy out of recession, could help to ensure write-offs remain much
lower than originally forecast.
Table 6-5: Investment Write Offs To Date (Q2 2013) Compared to Targets
Expected Write off
up to 2013 Q2

Actual Write offs
to 2013 Q2

Actual as a %
of Expected

North East Finance

21.52

2.97

14%

Actual as % of
Investment to
date
4%

North West Fund

5.87

-

-

-

Finance Yorkshire

6.41

1.18

18%

3%

Source: JEREMIE Monitoring Data
Note: 2013 targets have be pro-rated; expected write-offs for the North West Fund are based on the
revised business plan

Economic Development Outputs
6.27

The three JEREMIE funds set economic development targets which were mostly sensible,
although it proved necessary to amend a number that were out of line with changes to the
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size and structure of the funds (the North West Fund in particular) or which were incorrectly
set originally (eg Finance Yorkshire’s SME assisted target). The funds are performing
reasonably well against many of their targets:


Finance Yorkshire’s private investment leverage target is very challenging and is in our
opinion unrealistic in the current market. The GVA target is also challenging and the
basis of its measurement needs to be agreed with CLG (it is currently measured on
the basis of turnover). The method of counting jobs safeguarded has been revised
following a CLG audit and the achieved jobs will be significantly downscaled using the
new methodology.



The manner in which the North West Fund reports some of its economic outputs (with
a time lag) makes it difficult to judge its performance on job targets. On the face of it,
the jobs created target appears challenging although NWBF has now agreed with the
ERDF programme on a change of approach to the way job creation is captured that
should both increase the number achieved to date and ensure that future results are
captured sooner after the investment is made.

Table 6-6: Selected Outputs and Results Achieved to Date (Q2 2013) Compared to Lifetime Targets
Original
Revised Lifetime
Achieved to
Achieved to
Lifetime Target
Target
Date (2013 Q2) Date as a % of
(if relevant)
Lifetime Target*
North East Finance
SMEs Supported

850

514

60%

Jobs Created

3,958

829

21%

Jobs Safeguarded

2,801

1,796

64%

Investment

£125m

£74.2m

59%

Private Investment Levered

£121m

£86m

71%

The North West Fund
SMEs Supported

764

657

210

32%

Jobs Created

7,310

5,285 (to 2017)

431

8%

Jobs Safeguarded

6,660

3,735

631

17%

Investment

£185m

£155m

£58.9m

38%

Private Investment Levered

£205m

£123m (to 2017)

£43m

35%

Finance Yorkshire
SMEs Supported

719

526

282

54%

Jobs Created

3,999

2,171

54%

Jobs Safeguarded

1,775

5,282

298%

Investment

£90m

£45.9m

46%

£85m

36%

Private Investment Levered

£306m

£237m

Source: Original and Revised JEREMIE Business Plans and Monitoring Data
*Note: % based on revised estimates for Finance Yorkshire and North West Fund
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6.28

North East Finance’s progress is broadly in line with its investment performance to
date and there are no major causes for concern at this stage. It is slightly behind where
it expected to be by Q2 2013 on SME Assists, but slightly ahead of its jobs created
target by this stage (although in practice this is relatively low at the current time due
to the lag in recording job creation).

Whilst all three JEREMIE funds face various challenges, on the whole they are aware of the
key areas of underperformance or aspects where there is scope for improvement. North East
Finance has performed strongly and has been proactive in tweaking its strategy to better
address the needs of SMEs in the region and to put in place transitional arrangements for the
end of the investment period in 2014. Finance Yorkshire has been effective in identifying areas
of underperformance and risk and has put in place plans to address these issues. The North
West Fund has faced some of the greatest performance issues and it has established a set of
processes and milestones to address under-performance.

Future Prospects
Investment Rates

Figure 6-4: Annual Investment Rate to Date
(Q2 2013) and Rate Needed to Achieve
Lifetime Target

6.29

Figure 6-4 shows the annual investment rate
achieved to date across the funds compared
to the rate which needs to be achieved to
reach the lifetime investment target. In overall
terms North East Finance is broadly on track to
achieve its lifetime investment target,
although the investment rate needs to
increase. The risks of not achieving this whilst
maintaining the quality of investment activity
is considered to be fairly low (£29.2 m per
annum required, as well as the additional £7m
follow-on funding to be invested during 2014
and 2015).

6.30

Whilst Finance Yorkshire has made reasonable
Source: Original and Revised JEREMIE Business
progress, the investment rate needed to Plans and Monitoring Data
invest the full fund is challenging (£29.4 m per
annum). The revised lifetime investment target for the Equity Linked sub-fund (£28m
following the reallocation of £5m to the Business Loans sub-fund) is viewed as challenging but
achievable. An action plan has been agreed between the fund manager and Finance Yorkshire
to ensure this is achieved in a sensible way. Whilst the necessary investment rate for the
Business Loans fund looks challenging given its extra £5m allocation, there is strong demand
for the finance and the risk of it not being achieved is fairly low.

6.31

The North West Fund is now making much better progress with investment, although the rate
of investment that is required to achieve the lifetime target is challenging (£36.4 m per
annum). However, changes to the investment strategy which have been made will put the
fund on a stronger footing. The main sources of risk are the Mezzanine sub-fund given its
recent establishment and the available resource to be invested, as well as the Environment
and Energy Fund which will need action to be taken in the near future if the underPage 82
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performance persists (it has been agreed that any underperformance at the end of December
2013 will be reallocated).
6.32

The ability to meet the financial performance targets remains uncertain (see Table 6-7), with
each fund facing particular areas of risk and uncertainty. In terms of EIB repayments, North
East Finance and Finance Yorkshire are both ahead of schedule and have sufficient reserves
built for the next 12 months, whilst the North West Fund is now in a much stronger position
to meet repayments.

6.33

The current forecasts of the lifetime net internal rates of return remain broadly the same. That
is, an NIRR forecast of -0.45% for North East Finance compared to an original forecast of 0.85%, hence a slight improvement. In the case of Finance Yorkshire, the current forecast of
-1.91% is the same as the original. The latest estimate for the North West Fund is -1.94%,
which is also a slight improvement (note: the NIRR estimate in table 5-3 is based on the revised
legacy target not the original business plan estimate).

6.34

The original, revised (where relevant) and current forecasts for the legacy returns associated
with the ERDF and Single Programme contributions to the funds. All of the funds are confident
of achieving their current targets, although North East Finance is the only fund to have
retained their original target. Finance Yorkshire has down scaled their original target slightly,
whilst the North West Fund has substantially down scaled its target. Given the current
economic conditions, the risks of not achieving the full public sector legacy targets are
considered to be moderate for all three funds

Table 6-7: Forecast Rates of Return and Public Sector Legacies
Public Sector
Funding
Contribution
North East Finance
North West Fund
Finance Yorkshire

£94.5m
£111.2m
£55m

Public Sector Legacies
Original Business
Plan Target
£88.2m
£181.6m
£49.9m

Latest Revised
Lifetime Target
n/a
£87.5m
£44.5m

Current Lifetime
Forecast
£88.2m
£87.9m
£43.7m

Current Net
IRR Forecast
-0.45%
-1.94%
-1.91%

Source: Original and Revised JEREMIE Business Plans and Monitoring Data
Note: the legacy forecasts are based on the total public sector contributions to the three funds, including capital and revenue
grants (and the use of legacy funds from the North West BIS fund in the case of the North West Fund); the NIRRs are
calculated on the information provided by the JEREMIE funds for money paid into the holding fund and the latest forecasts of
the returns to be paid out to investors.

Conclusions
6.35

North East Finance commenced investment activity on time in January 2010, whilst the other
two funds experienced delays in their approval, launch and commencement of investment
activity. North East Finance has had the strongest progress to date, investing £74.2m up to
2013 Q2 – whilst this is around 10% below the original business plan target of £82.0m at this
stage, much of this shortfall is accounted for by the strategic decision to hold back £7m for
follow-on funding in 2014/15.

6.36

Both the North West Fund and to a lesser extent Finance Yorkshire experienced delays in their
launch, in large part due to the UK government elections and the knock-on from changes in
government policy. These, but also other delivery issues, have led to both funds renegotiating
their business plans with their funding partners and making changes to their investment
strategies. Finance Yorkshire has extended its investment period by 12 months and switched
Page 83

● Mid-Term Review of the English JEREMIE Funds ●
resources from its equity to its loans sub-fund. The North West Fund has downsized its
investment target (£185m to £155m) and adjusted its sub-fund strategy to better reflect
demand.
6.37

The result is that Finance Yorkshire has invested £45.9m up to Q2 2013 compared to a revised
target of £50.7m for the period (original target for the period of £70.8m). The North West
Fund had invested £58.9m by Q2 2013 which is around 38% of its lifetime investment target
(32% of its original target)30.

6.38

All of the JEREMIE funds are confident about their prospects of achieving their lifetime
investment targets, although they all need to increase the investment rate over the remaining
investment period. On balance, the risks facing Finance Yorkshire and North West Fund are
greater. The main area of risk for Finance Yorkshire is its equity linked finance sub-fund and
it has put in place an action plan in conjunction with the fund manager. Whilst the North West
Fund is now in a much stronger position following amendments to the investment strategy, it
still faces a number of key investment challenges mainly around the Energy and
Environmental Fund and the new mezzanine sub-funds. There may be a need to consider
further reallocations and the Holding Fund is aware of the need to carefully monitor progress
in the remainder of its investment period.

6.39

The ability to meet the financial performance targets remain uncertain, with each fund facing
particular areas of risk and uncertainty. In terms of EIB repayments, North East Finance and
Finance Yorkshire are both ahead of schedule and have sufficient reserves built for the next
12 months, whilst the North West Fund is now in a much stronger position to meet
repayments. In terms of the legacy to the ERDF and Single Programme investments into the
funds, the risks of not achieving the full public sector legacy target are considered to be
moderate for all three funds (although there is a potential upside in terms of higher levels
returns than those forecast).

6.40

The survey of SME beneficiaries provided helpful evidence on the SMEs’ experience of the
service provided by the three funds and their levels of satisfaction (although this only covered
SMEs which had received finance). Overall, the findings are very positive for all three funds,
especially in terms of the key indicators (eg the overall quality of the service – an average of
4.2 out of 5 across the three funds; knowledge and professionalism of staff – average 4.3 score
out of 5). Slightly lower scores were provided around aspects of customer service (although
these appear relatively high compared to how banks score on similar measures).

30

The original target for Q2 2013 was not available to the reviewers.
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7. The SMEs’ Perspective
7.1

This section provides a summary of the evidence from the survey of SME beneficiaries which
have received finance from one of the three JEREMIE funds between 2010 and the end of
2012. The results are presented on a fund by fund basis for comparative purposes. No subfund analysis is presented due to the small sub-samples, although the survey results are
reported by finance type in a few instances.

Awareness of the Funds

Figure 7-1: How SME Beneficiaries First Heard of the JEREMIE
Funds

7.2

Figure 7-1 identifies the range of
ways in which SMEs first heard
about the JEREMIE funds. The
picture is diverse between the
funds, reflecting the strength of
the
professional
and
intermediary networks in the
regions, the extent to which the
funds have pursued direct
marketing channels and indeed
word of mouth from SMEs
themselves. The one common
factor across the three funds, is
that the public sector business
support network has not been
an important source of referrals
(although the funds often refer
unsuitable enquiries to these
organisations).

7.3

Given their receipt of EU money, Source: Regeneris Consulting Beneficiary Survey, August 2013. Question 8
the funds have a responsibility Base = 300 interviews across all funds. Regional sample sizes and associated margins
to clearly communicate the of error (at the 95% Confidence Level) are as follows: North East – 127 (+/- 8%), North
West – 73 (+/- 9%), Yorkshire and Humber – 99 (+/- 8%).
support of the European Union
to SMEs seeking assistance. Although public sector backed VCLFs usually present themselves
as commercial providers of finance, they are nevertheless obliged to make clear to SMEs that
they are EU backed. The survey suggests all three funds have done this effectively (100% of
SMEs assisted by the North West Fund were aware of EU support, 97% for Finance Yorkshire
and 89% for the North East Fund).

Motivation for Seeking Finance
7.4

SMEs highlighted a number of reasons for seeking finance from the three JEREMIE funds,
reflecting the mix of companies surveyed receiving debt, seedcorn and equity finance. The
most common reasons were (in no particular order) to expand and establish the company, to
improve working capital and to develop specific new services, products and processes. There
is a distinct pattern between the three JEREMIE funds in a few regards, which mainly reflect
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the mix of sub-funds they operate. For example, as there is a micro-loans sub-fund in the
North East so considerably more SMEs were seeking finance from the North East Fund to startup a new company.
Figure 7-2: SMEs’ Objectives in Seeking Finance from JEREMIE

Source: Regeneris Consulting Beneficiary Survey, August 2013, Q.13. Note: respondents were able to
Base = 300 interviews across all funds. The sample size for Yorkshire and Humber is 99.

7.5

The survey respondents were asked about the extent to which their intended investment or
business plans could have gone ahead in the absence of finance. On average, a significant
proportion of businesses (39%) indicated that they would not have been able to proceed.
More than half of respondents indicated that in the absence of finance, they might have gone
ahead with the investment in a modified form (18% delayed investment, 10% smaller
investment, 17% on less favourable terms). There is little significant difference between the
three JEREMIE funds or type of finance received.
Figure 7-3: SME Views on Likely Consequence of Not Securing Investment

Source: Regeneris Consulting Beneficiary Survey, August 2013, Q26 and Q35.
Base = 300 interviews across all funds. The sample size for Yorkshire and Humber is 99. This sample carries an
indicative margin of error of +/- 8% at the 95% Confidence Level.
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7.6

This paints a reasonably strong picture of additionality of the finance provided and provides
some evidence that the funds are all operating in a part of the market significantly affected by
market failure. Whilst one in seven of the companies (15%) indicated that they would have
been able to go ahead with a similar investment using finance from a different source and on
similar terms if the finance had not been available, this is to be expected.

7.7

The consequences for those SMEs which indicated that they may have proceeded in some
form in the absence of finance from the three funds were also explored in the survey (see
Figure 7-4 below). This suggests that the SMEs would, on the whole, need to significantly delay
or down scale their investment or other business plans (or invest on less favourable terms and
hence at greater expense to the business).
Figure 7-4: SMEs Views on Likely Implications of Not Securing Investment

Source: Regeneris Consulting Beneficiary Survey,
August 2013
Note: the charts in this figure are based on small
samples of respondents routed to particular
questions. Sample sizes are below 50 for all charts
and should therefore be treated as indicative and
interpreted carefully.

JEREMIE Fund Contributions to the Funding Package
7.8

One of the perceived advantages of public sector backed funds such as JEREMIE is their ability
to lever in additional resources from the private sector. This is not inconsistent with the role
of these funds in addressing market failure, in that they can help to share risk with other
investors hence making the investment as a whole more attractive to all investors.

7.9

A little less than three fifths (56%) of the surveyed SMEs indicated that this finance was part
of a larger investment. On average, respondents report that the finance provided by JEREMIE
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represented 50% of the total funding package they received, although taking into account the
size of the investments the overall leverage achieved is £3 of non JEREMIE finance for every
£1 invested. As indicated in Section 4, this picture suggests lower levels of leverage than
reported in the monitoring data for these funds (set out in Section 6), although it should be
borne in mind that the survey can underreport leverage for a number of reasons.
Figure 7-5 Extent to which Finance from JEREMIE Funds was Part of a Larger Investment Package

Figure 7-6 Average Proportion of Investment Package Finance by JEREMIE Funds

Source: Regeneris Consulting Beneficiary Survey, August 2013. Question 12
Base = 168 businesses across all funds indicating that the finance from JEREMIE was part of a larger
investment package. Sample sizes within the regions are 72, 33, and 63 for the North East, North West and
Yorkshire and Humber respectively.

7.10

There is a fairly distinct pattern in terms of the sources of matched funding amongst the SMEs
receiving finance, with directors own capital, retained profits and bank borrowing being the
most common. The extent to which businesses in Yorkshire and Humber relied on retained
profits and bank borrowing stood out compared to the other two regions’ JEREMIE funds.
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Figure 7-7: Sources of Match Finance

Source: Regeneris Consulting Beneficiary Survey, August 2013. Question 11
Base = 168 businesses across all funds indicating that the finance from JEREMIE was part of a larger
investment package. Sample sizes within the regions are 72, 33, and 63 for the North East, North West and
Yorkshire and Humber respectively. This data is therefore subject to large margins of error and should be
treated indicatively.

Additional Assistance Provided
7.11

Although not a core aspect of the service provided by the three JEREMIE funds, the holdings
funds or the fund managers can provide assistance to SMEs that enquire about finance and in
due course proceed to application for debt finance or develop their plans for equity
investment. This helps to ensure that where finance is provided, it is the most suitable option
for both the SME and the fund. However, this assistance is typically provided on an informal
basis, although in some instances it can be provided through a linked business support project
(such as Entrust in the North East).
Figure 7-8: SMEs in Receipt of Assistance from Fund Managers in Considering Finance Needs

Source: Regeneris Consulting Beneficiary Survey, August 2013. Question 15
Base = 300 interviews across all funds. Regional sample sizes and associated margins of error (at the 95%
Confidence Level) are as follows: North East – 127 (+/- 8%), North West – 73 (+/- 9%), Yorkshire and Humber –
99 (+/- 8%).
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7.12

A little over two fifths (42%) of the SMEs receiving finance from the three funds reported
receiving this type of assistance, of which the vast majority found it to be very helpful (91%
and 9% quite helpful; no SMEs found it unhelpful).

7.13

As is clear from Figure 7-9, SMEs received a broad range of other support in addition to the
finance from the funds, although this varied across the three regions. The main types of
assistance were ad hoc business advice or referrals to other providers of business advice and
related services. Guidance related to the appointment of non-executive directors or
membership of company boards was more common for the North West Fund, due in part to
a higher proportion of businesses receiving equity investment in the same.
Figure 7-9: Type of Other Assistance Received by the Investee SMEs

Source: Regeneris Consulting Beneficiary Survey, August 2013. Question 17
Base = 300 interviews across all funds. Regional sample sizes and associated margins of error (at the 95%
Confidence Level) are as follows: North East – 127 (+/- 8%), North West – 73 (+/- 9%), Yorkshire and Humber –
99 (+/- 8%).

SME Satisfaction
7.14

7.15

Figures 7-10 to 7-11 summarise the reported satisfaction of the surveyed SMEs with the
service they received from the three funds and the scope to improve the service. Overall, the
findings are very positive for all three funds, especially in terms of the key indicators:


The knowledge and professionalism of staff – average 4.3 score out of 5 across the
three funds;



Overall quality of the service – an average of 4.2 out of 5;



Speed and efficiency of the service – an average of 4.0 out of 5.

The funds tendered to score lower on ease of applying for the finance (3.7), the availability of
further advice and guidance (3.5) and overall value for money (3.5). This is in turn reflected in
the SMEs’ suggestions for the areas in which the funds can improve their service (at least a
half of the SMEs suggested improvements), although the picture varies between the funds:


The common theme across all three funds is a desire for lower finance costs or the
related burden, especially for North West Fund (possibly related to the terms of equity
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deals);


An improved speed of service (more marked for the North West Fund and North East
Finance) and simplified procedure (North West Fund in particular);



Improved standards of customer care in general (Finance Yorkshire) and aftercare
specifically (North West Fund).
Figure 7-10: Survey Respondents Satisfaction With Elements of the Service Received

Source: Regeneris Consulting Beneficiary Survey, August 2013. Question 47
Base = 300 interviews across all funds. Regional sample sizes and associated margins of error (at the 95% Confidence Level)
are as follows: North East – 127 (+/- 8%), North West – 73 (+/- 9%), Yorkshire and Humber – 99 (+/- 8%).

Figure 7-11: Survey Respondents Views on How the Service Could be Improved

Source: Regeneris Consulting Beneficiary Survey, August 2013. Question 49
Base = 147 businesses across all funds who indicated that the service could be improved. Sample sizes within the regions
are 68, 37, and 42 for the North East, North West and Yorkshire and Humber respectively. This data is therefore subject to
large margins of error and should be treated indicatively.

Page 91

● Mid-Term Review of the English JEREMIE Funds ●

Conclusions
7.16

The survey of investee SMEs provides a helpful source of information on various aspects of
their search for finance, their experience of the three JEREMIE funds and the expected
consequences of not gaining finance from the fund. The survey consisted of 300 assisted SMEs
in total. Consequently, care needs to be taken in interpreting the results.

7.17

Bearing this in mind, the results are positive for all three funds, indicating that they are
operating in the manner which would be expected in terms of:

7.18



Meeting the finance needs of SMEs which had initially explored private sector sources
and largely failed to secure their requirements on acceptable terms and cost in this
way (ie. the market failure justification for intervention and the lender of last resort);



Achieving a high proportion of assisted SMEs that would have not proceeded with
their proposed investment without the finance from the funds, or downscaled or
delayed their plans (ie the principal of economic additionality in justifying public
sector support);



Securing very high levels of satisfaction amongst the SMEs receiving finance, although
some provided helpful suggestions around strengthening the customer service (ie.
operating in a professional manner);



The extent to which SMEs highlighted their desire for the funds to provide finance on
a lower cost basis (ie an indirect indication that the funds are providing finance on a
commercial basis).

The survey provides some evidence on the extent to which other sources of finance are used
alongside the JEREMIE Fund’s financial contribution. Although there is the need for caution,
this suggests that leverage is not as extensive as SMEs are reporting to fund managers and is
worthy of further investigation.
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8. Emerging Economic Impacts
Introduction
8.1

The JEREMIE funds are designed to achieve a range of benefits in terms of access to finance
by SMEs and the functioning of finance markets in the regions, as well as the economic
development benefits of increasing the flow of start-up, early stage and expansion finance to
a broad range of firms.

8.2

This section presents an assessment of the emerging business related economic impacts
secured by investments made by the funds to date and those which can reasonably be
expected to materialise in the future. The analysis in this section is based on the survey of
investee businesses carried out in August 2013 and the funds’ own monitoring data.

8.3

Within the time and budget constraints of this review, a survey of SMEs which received finance
from the three JEREMIE funds was one of the most accessible and practical means of gathering
data about the current and expected impact of the finance on business performance.
However, there are some limitations to using survey data for this purpose including:


Sample size: The survey achieved a sample of 300 interviews, representing a
response rate of 30%. The sample carries with it an overall margin of error of +/- 5%
at the 95% Confidence Level (although margins of error are broader when the data
is disaggregated to the region level as shown in Table 8-1). The 300 interviews cover
£60 m in investments (representing 33% of total investments made to date).
Table 8-1: Overview of Survey Sample Sizes and Representativeness by Region
Total Beneficiaries
(provided)
Number of Interviews
Margin of Error
% of population
% of sample

North East

North West

Yorkshire

Total

535

188

276

999

127
8%
54%
42%

74
9%
19%
24%

99
8%
28%
33%

300
5%
100%
100%

Source: Regeneris Consulting Beneficiary Survey, August 2013. Base = 300 interviews



Sample Representativeness: As Table 8-1 shows, the sample is skewed slightly
towards respondents in Yorkshire and Humber and the North West. The sample is
broadly representative of the population in terms of the type of finance, which is
more likely to play a role in determining the scale, type and timing of impact.



Accuracy and Reliability of Survey Data. The analysis is dependent on the accuracy
and reliability of information provided by survey respondents. Sense checks have
been applied to identify and exclude what are perceived by the researchers to be
any significant outlier results where we have reasons to suspect the impacts
reported could be erroneous. It is not however possible to systematically allow for
optimism and pessimism bias for investees responses to questions of impact.
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Expected Performance of Investments
8.4

Respondents were asked about the change in business performance they expected as a result
of the finance, with a particular focus on employment and financial turnover. As Figure 8-1
shows, the majority of respondents expected an increase in employment (79%), a much
smaller proportion expected an increase in turnover (57%). This may appear counter intuitive,
but it usually reflects a time lag between investing in capital, R&I and workers, and the
resulting increase in turnover (especially the case for pre-revenue businesses, which some of
the funds support).

8.5

Businesses appear to be realising benefits at different rates. More than a quarter of
beneficiaries (26%) indicate that they have already realised all of the anticipated business
benefits, but 16% also indicate that they have not yet realised any of the changes in business
performance they expected at the outset.
Figure 8-1: Expected Changes in Business Performance when Finance was Received and Proportion of
Expected Changes Realised to Date

Source: Regeneris Consulting Beneficiary Survey, August 2013. Base = 300 interviews

8.6

The majority of respondents are optimistic about the potential future performance of the
investments – 61% and 54% of respondents expect to meet or achieve their projected changes
in turnover and employment arising from the receipt of finance.
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Figure 8-2: Beneficiary Views on Likelihood of Securing Expected Improvement in Business
Performance from Receipt of Finance: Turnover and Employment)

Source: Regeneris Consulting Beneficiary Survey, August 2013. Base = 300 interviews

Net Additional Impacts
8.7

Two main adjustments were made to these gross changes in business performance observed
and projected by businesses responding to the survey to convert these into estimates of net
additional economic impact; deadweight and displacement.

8.8

An adjustment for deadweight to account for changes in business performance that investees
would have realised (or expect to realise) without the JEREMIE investment. The adjustments
draw primarily on business views on the proportion of gross change in performance that is a
result of the investment from JEREMIE (shown in Figure 8-3). These charts point towards two
important points:


Across all regions, the role played by the investment in stimulating changes in business
performance appears to be slightly greater for turnover than employment



For a large proportion of businesses the JEREMIE investment is expected to continue
to play a role in determining future turnover and employment change but the role is
less critical than for changes realised to date.

8.9

The second dimension of the deadweight adjustment is businesses’ views on whether the
investment (or change it facilitated) could have gone ahead in the absence of the JEREMIE
investment. A significant proportion of businesses (39%) indicated that they would not have
been able to go ahead with the investment or business change without the finance received.
This paints a reasonably strong picture of additionality but it is notable that 15% of businesses
indicated that they would have been able to go ahead with a similar investment using finance
from a different source and on similar terms if the finance had not been available.

8.10

The second adjustment is for displacement and reflects the extent to which reported changes
in performance may have occurred at the expense of the SME’s regional competitors.
Responses from beneficiaries point towards a low level of displacement overall - only a small
proportion of businesses are trading in local markets and overall, businesses indicate that 31%
of their competitors are based within their region.
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Figure 8-3: The Role of Investment from JEREMIE Funds in Gross Changes in Business
Performance

Source: Regeneris Consulting Beneficiary Survey, August 2013. Base = 300 interviews

8.11

8.12

Table 8-2 provides a summary of the estimated gross and net additional economic impacts
reported by all survey respondents, including both the impacts achieved to date and the
longer terms impacts which are attributable to the financial assistance received. This suggests
reasonable levels of gross and net economic additionally in totality and per beneficiary in the
longer term:


Total gross turnover of £437m, GVA of £209m and 3,129 jobs;



Total net additional turnover of £188m, GVA of £87m and 1,190 jobs.

These totals and averages presented here are skewed by the small proportion of respondents
who report net additional impacts together with the tendency for a large proportion of
beneficiaries to report modest impacts (current or expected). For example, when survey
respondents are ranked according to the net additional total lifetime employment impact they
report, the impacts reported by the top 5% of respondents account for 40% of the total.
Similarly, the top ranked 5% of respondent for total lifetime net additional GVA impacts
account for almost half (48%) of the total. This is a common pattern for these types of
interventions, which is reinforced in this instance by the current economic recession leading
more of the beneficiary SMEs to use the finance to consolidate their activity rather than
expand, at least in the short term.
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Table 8-2: Overview of Gross and Net Impacts Reported by Survey Respondents: All Regions
Achieved to Date
Gross

Average Annual Impact
Cumulative Impact

£52
£89

Average Annual Impact
Cumulative Impact

£41
£63

Average Annual Impact
Cumulative Impact

596
944

Net
Additio
nal

Achieved to Date Plus Expected in Next
Three Years
Overall Average Gross
Net
Overall Average
Adjustm Net
Adjustm Net Impact
ent
Impact
ent
Per
Per
Business
Business

Turnover Impacts:
£39
-25%
£0.2
£64
-28%
£0.3
GVA Impacts:
£25
-39%
£0.1
£37
-41%
£0.1
Employment Impacts:
352
-41%
1.7
544
-42%
2.0

£168
£437

£79
£188

-53%
-57%

£0.5
£1.1

£90
£209

£36
£87

-60%
-59%

£0.2
£0.5

1,324
3,129

477
1,190

-64%
-62%

4.7
3.2

Source: Regeneris Consulting Beneficiary Survey, August 2013. Base = 300 interviews; Regeneris calculations

Value for Money
Job and GVA Returns on Capital Invested
8.13

On the basis of just the capital investment in businesses (i.e. excluding management costs),
the three business plans for the three JEREMIE funds indicate that they were collectively
expecting to invest £28,000 per gross job created. Although the investment per gross job
appears to exceed this by some margin based on business impacts that have been realised to
date (as shown in Figure 8-4), value for money improves markedly when the further impacts
that survey respondents expect to realise in the future are taken into account. The overall
level of investment per gross job created will fall to a level significantly below that which was
originally expected.
Figure 8-4: Investment in Beneficiary Businesses per Job Created

Source: Regeneris Consulting Beneficiary Survey, August 2013. Base = 300 interviews; Regeneris Consulting
calculations. Note: Charts relate to capital investment per job created only.
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8.14

The analysis presented in Figure 8-4 assumes that returns expected in the future by the sample
of beneficiaries will materialise and that the survey sample is representative of the wider
population, which it appears to be in broad terms. This suggests that taking into account the
lifetime achievements expected:


The total investment per gross job created will fall to around £19,000.



The total investment per net additional job will be nearer £50,000.

8.15

The GVA value for money analysis Figure 8-5: GVA per £1 Invested in Businesses
presented in Figure 8-5 does not include
estimates of the overall GVA returns
expected at the outset or reported to date
as this information is only collected for two
of the three funds. The impacts reported
by businesses participating in the
beneficiary survey suggest that £1.1 gross
GVA and £0.6 net additional GVA has been
created to date per £1 invested in
beneficiary businesses.

8.16

Once impacts expected in the future are
taken into account, beneficiary businesses
expect to create £3.50 gross GVA and £1.50
net additional GVA per £1 investment
received.

8.17

Source: Regeneris Consulting Beneficiary Survey, August 2013.
Base = 300 interviews; Regeneris Consulting calculations.

Figure 8-6 suggests that loan finance
generates net additional job creation at a lower cost per job than equity investment. This is
the pattern of return on investment we would expect between these two types of finance,
given the greater focus of equity investment on more innovative companies for which
business growth is longer term (that is, more in line with the j curve for growth).
Figure 8-6: Return on Investment by Type of Finance: Net additional Cost per Job Created

Source: Regeneris Consulting Beneficiary Survey, August 2013. Base = 300 interviews; Regeneris Consulting
calculations

Page 98

● Mid-Term Review of the English JEREMIE Funds ●

Public Sector Return on Investment
8.18

The total cost to the public sector per job created takes into account the contributions of both
ERDF and Single Programme grant (and the investment of legacies from previous funds in the
case of NWF) to the funds and the manner in which this is used to make investments with the
surveyed SME beneficiaries. Figure 8-7 shows the overall public sector cost per job based on
all public sector capital and revenue contributions to the funds. This chart indicates that:


Based on job created reported to date by the surveyed SME beneficiaries, the cost to
the public sector per net additional job created to date is £69,000;



Taking into account the jobs that survey respondents expect to create in the future
(and assuming that these materialise), the public sector capital and revenue
investment per job created will fall to £32,000.

Figure 8-7: Public Sector Cost per Gross and Net Additional Job Created

Source: Regeneris Consulting Beneficiary Survey, August 2013. Base = 300 interviews; Regeneris Consulting
calculations. Note:

8.19

8.20

The gross and net additional GVA return
per £1 of funding contribution from the
public sector is presented in Figure 8-8.
This does not include estimates of the gross
GVA returns expected at the outset or
reported to date. The impacts reported by
businesses participating in the beneficiary
survey suggest that £1.7 gross GVA and
£1.0 net additional GVA has been created
to date per £1 invested in beneficiary
businesses. Once impacts expected in the
future are taken into account, beneficiary
businesses expect to create £5.50 gross
GVA and £2.30 net additional GVA per £1
public sector invested.
The funds therefore appear, in our opinion,

Figure 8-8: Gross and Net Additional GVA Impact
per £1 of Public Sector Funding Contribution

Source: Regeneris Consulting Beneficiary Survey, August
2013. Base = 300 interviews; Regeneris Consulting
calculations.
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to be making investments which will achieve reasonable public sector cost per job created,
however a number of factors need to be borne in mind:


The conclusion is based on survey evidence which, although useful, does have
shortcomings in assessing these types of business performance impacts over time. It
is also based on businesses perceptions of how the assistance has affected their
business performance, which by its nature can be subject to inaccuracies and errors.



The analysis presented here is only based on two particular economic development
measure, namely gross value added and job creation. The funds will support a much
wider basket of economic development benefits, including the stimulation of business
start-up activity, encouraging R&D activity and new products and processes to be
introduced, enabling businesses to achieve a stronger trading position in the longer
term, and helping to tackle some of the weaknesses in regional finance markets.



The calculation of the unit cost does not take account of the longer term financial
legacy which the funds may provide to the public sector. Although the scale of the
realised legacy is subject to a lot of uncertainty at this stage, these Funds provide the
potential for a legacy return which is not the case with grant funding to SMEs. If all of
the funds realise their legacy targets, the cost per job created would decrease
substantially. Taking both realised and expected future economic impacts into
account, we would expect the total investment per gross job created to decrease to
circa £8,000 and the investment per net additional job to decrease to approximately
£21,000.

Conclusions
8.21

The analysis of emerging economic impacts and value for money helps to paint a clearer
picture of the impacts which the funds are achieving in terms of the performance of its
investee businesses and benefits for the regional economies (especially in terms of financial
turnover, GVA and job creation). However, the limitations of the analysis and the survey data
it uses need to be borne in mind.

8.22

The analysis in this section indicates that the unit costs for creating jobs are reasonable at this
stage in the life of the funds. For example, assuming that the expected returns for the sample
of beneficiaries do materialise in the future:

8.23



The capital investment per gross job of £28,000 expected across the funds at their
outset will be closer to around £19,000.



The public sector grant required per gross job created will be around £12,000.



The capital investment per net additional job will be around £50,000.



The public sector grant required per net additional job created will be around £32,000.

We have not taken account of the potential legacy to the public sector in calculating these
estimates due to the high level of uncertainty. We estimate that if all of the funds realise their
legacy targets, the cost per job created would decrease substantially. Although subject to this
uncertainty, the potential realisation of a legacy would not be possible if the projects provided
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grants to SMEs rather than repayable finance. The larger the legacy the lower the unit costs,
to the point where job creation could be achieved at zero cost to the public sector. It is too
early to judge this potential, although we have noted in Section 6 that there are significant
risks of achieving lower legacies than originally forecast for some of the funds (and historically,
this has been the case with the VCLFs).
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Appendix A
Public Sector Backed Equity Finance Schemes31
The government has committed £237 m through 12 Enterprise Capital Funds (ECFs)32 which will
rise to £413 m with the introduction of the Business Bank. The ECFs are managed by private fund
managers and are designed to deliver equity investments to high growth technology focussed SMEs
at under £2 m. Public funds are used to attract private investment that would see investors achieve
the type of return they might achieve in a later stage investment. Up to December 2012 £166 m
was invested in 144 businesses and several strong exits have been achieved33. Under the Business
Bank an additional £25 m will extend ECF to include a new venture capital Catalyst Fund.
The Business Angel Co-Investment Fund was created using a £50 m Regional Growth Fund grant. It
provides equity finance of between £100,000 and £1 m to high growth potential SMEs by coinvesting up to 49% with business angel syndicates. Its core aim is to spur business angel syndicate
formation. In its first year £24 m was invested in 18 businesses and every £1 invested has levered
£3 from business angel syndicates. The 2013 budget confirmed that the fund would expand to £100
m.
The £150m UK Innovation Investment Fund (UKIIF) invests through a fund of funds model in
technology businesses across all stages of development in strategically important science and
technology sectors (including life sciences, digital and clean technology and advanced
manufacturing)34. The funds into which UKIIF has made £2.2 billon available to SMEs to fund
growth. Government funding is now fully committed into UKIIF, but there is potential to manage
further rounds of similar funding.

Public Sector Backed Debt Finance Schemes35
The Enterprise Finance Guarantee Scheme (EFG) provides a 75% loan guarantee for lending to SMEs
lacking the security or track record for a commercial loan. It is available to SMEs with less than £41
m in turnover on loans between £1,000 and £1m. It is delivered through 43 accredited lenders
(including all the UK’s high street banks, Community Development Finance Institutions and invoice
finance providers). It is estimated that EFG supports £1.7 bn of loans that would not have been made
otherwise. Under the Business Bank, EFG will also support trade credit through Kingfisher plc as well
as loans to businesses looking to secure less than £25,000.
The £1.2bn Business Finance Partnership (BFP) promotes non-bank finance through co-investment.
It is split into two tranches: one focused on supporting senior and mezzanine debt funds, seeking
institutional investment into mid-sized firms; and a second focused on developing channels of
lending to SMEs by supporting new sources of finance such as peer-to-peer lending and online
receivables platforms. A £300 m programme of investment is planned under the Business Bank to
succeed BFP, although the exact details of this investment are still emerging.
The £110m Start-Up Loans programme targets debt finance to young entrepreneurs looking to set
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up a business.
The Funding for Lending Scheme (FLS) was introduced in August 2012 following the National Loan
Guarantee Scheme (NLGS). FLS (which has been extended to run until January 2015) is aimed at
reducing the cost of credit and boosting the demand for finance among both households and
businesses. It allows banks and building societies to borrow at cheaper rates from the Bank of
England for periods of up to four years. Participating banks can borrow up to 5% of their stock of
existing lending to the real economy. That is, for every pound of additional lending an institution
advances, an additional pound of access to the scheme will be permitted for that institution. For
institutions maintaining or expanding their lending the fee will be 0.25% on the amount borrowed.
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