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CONSULTANCY STUDY ON ACCESS TO FINANCE FOR SME's 

Strathclyde European Partnership has written to the Chief Executive with the final report of a study 
carried out in preparation for the 1997-1999 European Programme jointly commissioned by Strathclyde 
European Partnership and Eastern Scotland European Partnership. 

The purpose of the study was:- 

1. to ident@ the extent and nature of market failure in the supply of loan and equity finance to 
SME's, quantifying the ranges and nature of investment fundmg required; 

2. 
the 

to identify the optimum structure and mechanism for delivering risk capital finance to SME's in 
Western and Eastern Scotland Programme areas. 

The study was carried out over the five month period from June to October 1996 and the main 
conclusions of the study were that: 

there is a fimding gap inhibiting the growth of SME's; 
the gap is principally in the range 225,000 to 2250,000 
market failure is partly caused by risk aversion of existing public sector funds; 
in order to fill this gap a new Fund should be created in each of the two Objective 2 Programme areas; 
the Western Scotland Fund would require E12 million in addition to the total capital in the existing 
public sector finds which currently provide investment finance to SME's in the above range; 
the new Fund should only make investments in SME's as part of a longer term package of business 
development support. This would have the short term effect of increasing the probability of success of 
an individual investment, and the longer term effect of increasing the growth and competitiveness of 
participating companies; 
the new Fund should be set up as a limited partnership, with the private sector as a partner and 
investor in the Fund. 

On the basis of the above conclusions the following recommendations have been made: 

that two new funds be created, one in the East and one in the West of Scotland, to provide 
development capital to SME's in the range of &10,000 to E100,OOO for loan funding, and &30,000 
to &250,000 for equity funding. 
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the hnds be capitalised at between 210 - 14 million in the West of Scotland. 
*. that the hnd  raises its capital by seeking subscriptions of 30% from the private sector; 40% from 

the public sector, and the remaining 30% from ERDF Objective 2 money allocated to the 
Programme area. 
that the hnd operates two inter-related investment portfolios, one for loans and one for equity, 
which reflect the nature and size of the investments made, and which give f h d  managers the 

*. the management of the hnds be put out to competitive tender, allowing both existing and potential 
new investment groups and companies to bid for the contract, and that guarantees are sought that 
the individual managers appointed will remain independent and dedicated. 

freedom to provide the most appropriate type of finance to applicants. 
I' 

Strathclyde European Partnership have requested the Council's comments on the report's conclusions and 
recommendations. 

It is proposed that the Director of Planning and Development write to SEP raising the issues outlined 
below::- 

* At a workshop organised by SEP to discuss the paper a major obstacle to Council's participating in the 
knd  emerged. It was felt that individual Councils would not be prepared to contribute if hnding was 
not ringfenced to be allocated for their particular area. The ringfencing agreement is in place with 
West of Scotland Business Loans which makes this approach acceptable to participating authorities. 

Decisions would be made by a management committee on a purely commercial basis, without giving 
due consideration to the particular social and economic priorities within the Council, for example job 
creation or safeguarding. 

The study identifies a need for knding over 225,000. However the recommendations show that they 
would propose that the new fund would operate in the range of 210,000 to &100,000 for loan hnding. 
Funding up to 230,000 is already covered by the West of Scotland Loans Fund therefore we feel the 
gap would be above this ceiling. 

If North Lanarkshire Council were to participate in an additional loan or equity fund this would 
require substantial resources at a time of severe financial constraints. 

The Eastern Scotland partnership has been discussing this project for over a year and no agreement 
has been reached on the operation of the hnd, mainly due to the different priorities of the public and 
the private sector. 

A similar hnd  has operated in Glasgow for the past few years and there are problems with the 
timescale in making decisions on investment and the lack of applications that meet the very strict 
criteria set down by the Fund. The decision making process therefore does not meet the needs of the 
majority of SME's. 

There are still many area of uncertainty regarding these hnds and the approaches would have to be 
clarified to the satisfaction of all parties before this project would become a reality. 
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Recommendation 

Committee is asked to note the contents of this report and approve the following course of action:- 

1. That the Director of Planning and Development writes to SEP outlining the issues raised overleaf. 

2. That the Council continues to participate in the dialogue on the fbture of the delivery of risk 
capital finance and the role, if any, for this Council. 

DIRECTOR OF PLANNING AND DEVELOPMENT 

For further information contact Gordon Smith. Head of Economic Development and Property 




