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2.  FINANCIAL OBSTACLES HINDERING INVESTMENT BY AND THE

GROWTH OF SMEs

)

' SMEs have a vital role in’ the creation of new employment Their ability to develop new
“business ideas, detect niche markets -and to take advantage of innovationi and new

technologles ensures future competitiveness. A dynam1c SME ‘sector makes a foremost
contrrbutton to the contmuous renewal of the economy as a whole. -

-SMEs often-- face srgnlﬁcant problems in ra1s1ng “finance and  most - SMEs are

undercapitalized. ‘The inadequate.access to finance is-strongly felt in the start-up phase of .

. new firms and is especially true for fast growing technology-oriented' firms. When

secking to establish joint ventures abroad, especially in order- to commercialize
innovation, the financial difficulties of SME:s are exacerbated by the proportionately hlgh-

. cost of the preparatron and 1mplementat1on of cross-border 1nvestment

New firms and SMEs lookmg to expand have partlcular dlfﬁculty in obtammg risk
capital, such as equity and subordinated debt. Whilst some resources are available through

‘national schemes, the role of venture-capital funds as providers of risk-capital to

small firms remains very limited in-most Member States. It is usual for most emerging
SMEs, especially the small ones, to have no access to risk capital other than the personal
resources of the founders. The limited availability of .venture capital in- the .
European Union and in particular the lack of early stage capital may be illustrated by the.
fact that, according to OECD, in 1996 venture capital investments in the US amounted to
ECU 9 billion, of which approximately 37% was accounted. for by investments in

start-ups, Whereas ‘in Europe total venture’ capital investments were only less than

ECU 7 billion and just 12% of the total went to- ‘start-ups. Figures collected by the
European Venture Capital Assocratlon 1nd1cate an: even lower proporlonate share of
start-ups (6. 5%) ' ‘ - -

.The ralslng of debt ﬁnance is also difficult for SMEs as banks are often reluctant to lend

to them.- The lending risk inherent in new firms and firms exploiting new technologies is
high and difficult to assess, and is increased by their usual low capitalization. Loans are
often only available to SMEs against tangible security, making operations such as the
exploitation of ~innovation " and new technology in high-growth sectors and "the -
estabhshment abroad -alone or through Jomt ventures, partlcularly dlfﬁcu]t to ﬁnance

" The modest size of loans sought by the smallest compames does not. make them morc
~ easily available. The costs associated with the making of a loan are broadly the same -

irrespective of loan size, whereas a larger loan generates a hlgher income stream leadmg

. banks to concentrate their efforts on larger compames ' T

To summarize; one of the main obstacles faced by SMEs in developmg their operations, "
in particular those involved in ininovative technology with a high growth potential, is the -
lack of finance. Sources of equity capital are-few, and banks are unwilling to lend because

of the risks involved in firancing small companies. Therefore; the most effectrve methods

of providing support for ]Ob -creating SMEs are those that transfer some ﬁnancmg risk to a

. third party, i.e. guarantees, or those that actually- provide- funds where funds are not -
. avallable from banks Le. venture caprtal and grants '
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EXPLANATORY MEMORANDUM

1. INTRODUCTION

The Amsterdam Council, in the context of measures for the allev1at10n of unemployment,
- invited the European Investment Bank (EIB) and European Investment Fund -(EIF),
inter alia, to -develop a facility to provide venture capital for .high-technology
projects of SMEs. The  EIB and EIF have already responded by creating the
European Technology F ac111ty (ETF).

The European Parliament is intending to make available resources in the Community -
budget for the support of SMEs under its Growth & Employment Initiative. The present .
Commission proposal puts forward a programme for the application of those funds in a
way which complements the Amsterdam initiative and the subsequent EIB action
programme;, -as well as the capabilities of the EIF and current Community instruments.
The proposal gives a-particular emphasis to innovative SMEs, including technology-based
companies, which may be unable to raise finance-from banks or other commercial sources
because. of the risks associated With their particular stage of development notably SMEs
in their growth phase and SMEs establishing cross-border joint ventures in order to allow
them to internationalize their strategies w1th1n Europe

The European Council in Luxembourg on 20-21 November 1997 welcomed the
'European Parliament’s initiative providing for the strengthening of budgetary resources
earmarked- for employment, a move given a positive reception by the Council. It invited
both institutions to formalize their agreement and the Commission to-make proposals, as
soon as possible, for new financial instruments to support innovatory and _]Ob -creating
small and medium-sized enterprises, so that the Council can adopt them speedily.

The Luxembourg European Council of November 1997 - also acknowledged the
importance of the role that large pan-European risk capital markets can play in job
creation and the Commission will report to-the European Council in Cardiff in June 1998 -
on barriers to the development of such markets in the Union, e.g. relating to obstacles to
the listing of SMEs on stock exchanges or differences 1n national -laws and practxces .
including fiscal policies. S

The Community, in its economic policy, acts in accordance with the principle of an open
market- economy with free competition- favouring an efficient allocation of resources..
- Starting point of all efforts is a healthy overall economic framework at Community level,
e.g. in the areas of the completion of the internal market, research and development policy
and competition policy, and alongside with the coordination of national macro-economic,
policies and employment policies. The coordination of Member States’ employment
policies is to be implemented through the adoption of employment guidelines which are
consistent with the broad economic policy guidelines. Furthermore, Community -policies
are systematically examined as regards their possible contribution to the creation of
employment. In support of this general policy framework parallel programmes stimulating
the creation of employment are developed, like the present one in favour of SMEs. The
programme bases itself in the wider context of the improvement of the access to ﬁnancmg
by SMEs and of the need to further develop entrepreneunal spirit in Europe
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3. OBJECTIVE OF THE PROGRAMME

With the objective to help unlock the job-creating potential of high—gfowth and ‘small

' businesses, and in particular those SMEs exploiting advances in technology, the

programme aims to facilitate the establishment and growth of innovative companies, by
supporting -their 1nvestment activity through increased availability of finance, and thereby -
stimulating employment creation. Although there will be no ex-ante conditionality as

regards the new employment created, the Commission will, however, within 48" months -
from the date of the decision, provide an overall ex-post evaluation of the programme,
notably covering its impact on the access to financing by. SMEs, its immediate effects on
the creation of employment and the prospects for the creatlon of employment in the

longterm o : C ‘ : o=

The programme_ aims to foster job-creation by facilitating the establishment and growth of
SMEs through financial instruments which add risk-sharing capacity in those areas of
SME financing where market mechanisms fail to encourage the purely profit driven
financial institutions to supply the adequate financial services to SMEs. It will cover three

. areas where the lack of finance llmltS the growth and employment creation of SMEs and
“will i 1mprove the financing condmons for SMEs by almmg '

.- - - to promote- the creation and ‘early- development of innovative SMEs with high

growth potential by improving access to equity capital for SMEs, acting as a
catalyst in attracting other investors to invest in those companies and by
encouraging the development of the venture-capital markets across the Union. .
~‘Investment in the start-up phase of new- companies is’ a ‘segment of the
venture-capital market which is clearly underdeveloped .in. Europe. It entails the .
~ highest risks ‘which potentially translate into high losses and therefore justifies a
* public sector involvement without which onward investments to early stage and
emerging SMEs will not take place The pubhc intervention will be carefully

targeted in order to provxde leverage while avmdmg any crowdmg ‘out - of _

pnvate mvestment

_ - - to promote the creation of transnat10nal Jomt-ventures by SMEs ‘ within the

European Union, and thereby help' SMEs to benefit from the opportunities of the
- single market through better exploitation.of their limited financial' and human
resources and greater proximity to clients. Because of the reluctance-of financial
institutions to finance cross-border joint ventures between SMEs, very few are
- established. Removal of some of the obstacles for the creation of transnational joint
ventures between SMEs facilitates the creation of new businesses which otherwise -

would not be realized, such as the explo1tat10n of research & development results by - .

transnational research consortia: through joint venture productlon fac111t1es Few
- altematxve sources for comparable ﬁnanclal assistance ex1st



- to improve the conditions for raising debt finance by SMEs across the
European Union by, in particular, increasing the volume of loans available to SMEs,
and by improving access to debt finance for. SMEs by reducing the collateral
requirements imposed by the loan programmes of many lenders, and encouraging
risk-taking in SME lending by banks. This segment of SME lending, especially
non-collateralized lending, including lending to finance intangible assets, entails
risk which commercial financial institutions do not easily accept.

This proposal aims to encourage the development of activities leading to new -
employment by helping to lower some of the financial obstacles impeding the organic
" job-creation accompanying the. establishment and growth of innovative SMEs. By
supporting the emergence and development of new providers of jobs, as opposed to
providing rewards for immediately created new jobs, the proposal is intended to
encourage continuing employment creation by the SMEs benefiting from the schemes .
‘put forward.

There is still considerable diversity between the financial markets in the Member States.
Whilst there has been significant convergence in the segment serving large corporates, the
supply of financial services for smaller companies varies from country to country, as does
the nature of national support schemes for SMEs. The three schemes contained in the
proposa] may thus-encounter different interest in the different Member States. However,
the overall proposal is intended to cover a broad range of needs throughout the
"European Union. :

Given the differences between the financial markets in fhe Mernber States as well as the
different characteristics of the three schemes, it is proposed to allocate funds ﬂexxbly to
the three schemes. »

. The stimulation of risk capltal in Europe might requlre further Commumty attention
' or reportmg :

4. DESCRIPTION OF THE PROPOSED PROGRAMME .

" In line with the objectives stated above, three parallel schemes are proposed, as follows:

- - a risk capital facility, managed by the EIF ‘through investment in relevant
specialized investment funds. The facility will reinforce the European Technology
Facility by targeting a segment of the venture- -capital market with a higher inherent
investment risk, notably SMEs at establishment and early stages;

- the provision of fi nancial contributions, under the management of the Commission,
for the estabhshment of transnatlonal joint ventures . by SMEs W1th1n the
European Union;

- a guarantee facility, managed by the EIF, to increase the availability of '1oans to
small or newly established firms through risk sharing with national guarantee
schemes, mutual guarantee schemes and other approprlate institutions, mcludmg,
the EIB : )



Three parallel schemes are put forward to reach as many growing SMEs as possible. The
use of more than one scheme also helps to ensure that funds can be disbursed rapidly.
This three-pronged approach will also make it easier to-adopt simple structures for the
_individual schemes and to. optimize the impact of the programme ‘through ﬂex1b1e
allocation of funds to the dlfferent schemes during the 11fe of the programme

The proposed programme is fully coherent with other Commumty actions and the'

" operations of the EIB 'and the EIF. The proposed. schemes complement EIF’s own -~

~ proprietary venture capital operations and the risk-sharing schemes being established by

the EIB followmg the Amsterdam Summit, including the ETF managed by the EIF. The

~_risk capital facility, by focusing on a segment of the market with a higher element of risk,
“will reach SMEs which neither the EIB fior the EIF can easily support because of their
‘statutory higher risk criteria. Similarly, the guarantee facility, by targeting businesses
- involving a comparatively.high element of risk, complements the SME operations of the
EIB and the EIF. As regards the scheme supporting-the establishment of transnational
Jjoint ventures, the action complements other schemes for assisting the search of a
business partner for SMEs, namely BC-NET, EUROPARTENARIAT and INTERPRISE,
Aunder the research programmes and under the Innovation - Programme (Cordls
_ Innovatlon Relay Centres, I-TEC PARTNER etc.). :

The proposed programme - respects sub81d1ar1ty and proportlonahty Each of the three

facilities is focussed on extending financial assistance to SMEs at a stage of their

development when the availability of funding from -commercial sources ‘or ‘national.
- schemes is limited. The proposed programme is complementary with other Community.
 measures. Furthermore, it respects the principle of subsidiarity by adding a European
- dimension to the capital markets in the Member States, corresponding to the common
" concerns as regards the evolution' of the markets, and. increases the capacity in the
Member States for SME financing. It i is limited to the minimum necessary to achieve its
objectives and does not exceed what is necessary to thls end, and therefore respects the .
prmmple of proportlonallty -

5. IMPLEMENTATION OF THE PROPOSED PROGRAMME

The three parallel schemes shall be 1mplemented in cooperanon with natlonal and local.
financial intermediaries so as to enable them to be tailored to conform with the specific:
features of a particular national market. This will help maximize the impact of the
schemes as well as help avoid any disturbance of markets. The intermediaries will be
selected in conformity with market practice and in a fair and transparerit manner and

participation in the programme will be open™to all intermediaries willing and able to

comply with the criteria- of each programme. In order to avoid any distortion -of
competition, steps will be ‘taken to encourage a maximum number of . financial
intermediaries to participate in the implementation of the programme. Information on the
existence and operation of the programme will be made widely available; ,both on the
level of ﬁnancral 1ntermed1anes and. potent1a1 beneﬁcranes



ETF start-up

4 rzsk capital scheme managed by the EIF. To be 1rnplemented via investments
in relevant specialized venture-capital funds which, for example, may be smaller
or newly established venture-capital funds, funds operating regionally or funds
focused on a specific sector, - such as information and commumcatlon
technologies, health care, biotechnology or envuonment or venture- capltal funds
linked to research centres and smence parks

Joint European Venture - JEV : '

Financial contributions supporting the establishment of transnational joint-
ventures within the EU between SMEs. To be distributed through financial '
intermediaries under the overall management of the Commission. The maximum
aggregate contribution of ECU 100000 will cover expenses relating to the
administrative and regulatory ‘preparation of a cross- border joint venture,
as foIlows

- A ﬁrst tranche, up-to ECU 50 OOO to cover 50% of eligible expenses
notably for market research and the preparation of the business plan,
environmental impact studies, the preparation of legal documentation and
other expenses relating to the administrative and regulatory preparation of a
cross-border Jomt venture. :

- A second tranche, covering up to 10% of the investment in ﬁxed assets.

This‘scheme will.be built on the pilot initiative adopted by the Commission in its
Decision 97/761/EC of 5 November 1997 launched in the framework of the
third multiannual programme for SMEs in the European Union (1997-2000). .

SME guarantee facility

A guarantee facility managed by the EIF on a trust basis. Budgetary allocation to
cover the full cost of the facility, i.e. EIF’s guarantee losses and management fee.
" which shall be contractually capped at a prespecified level. This cap will be
determined on a case by case basis to reflect the operating environment of each
. intermediary and, indicatively, could amount to 5-10% of the original face value
of the underlying portfolio. There shall be no contingent liability on the
Community budget. By meeting the full cost of the facility from the Community
budget, as opposed to only paying guarantee fees to the EIF, the facility may be
targeted to sectors that the EIF because of its risk/return criteria would not be
able to include in its own risk portfolio.

The SME guarantee facility will be focused on SMEs with growth potential, and
in particular to small or new and emerging companies. The facility, to be made -
availablé through guarantees and counter-guarantees, will leverage the capacity’
of guarantee schemes already operating in the Member States within the public
or private sector, including mutual guarantee schemes. The Facility may also be
used to increase the risk-taking capacity of financial institutions prdtridino ioan
finance io the target SMEs, as well as to support any ncw i xc-shanng
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instruments the EIB may develop By secking to work using existing instruments

" where possible, benefits will be passed on to SMEs through national and/or .

regional schemes de51gned to respond to the needs of companies operatrng in
thelr territory. ~ : » :

6 FINANCING AND EVALUATION %

The proposed ‘Council de01s1on is for a programme recelvmg budgetary allocatrons
" during three -consecutive years, financed by ECU 420 million entered in the
1998-2000 budgets on the new chapter B5-5 “Employment” in partlcular budgetary lines
BS- 5 10 “Technology fac111ty for. SMEs” and B5 511 “Joint European Venture”.

o .Exact yearly allocatlons for eadh scheme may be varied in lme w1th absorptlon ﬁgures,

" _and the efficiency of the schemes in terms of their objectives. An indicative distribution of
40% for the ETF start-up scheme, 20% for the Joint European Venture scheme and 40% -
+ for’ the SME guarantee facility is foreseen S '
- The budgetary appropriations allocated to the ETF start-up scheme will be transferred to -
the EIF into a special Community account. Neither the 1ntermed1ary venture- capltal funds
- nor-the ﬁnal mvestee companles will therefore dlrectly receive Commumty funds. -

The budgetary appropriations covermg the cost of the SME guarantee facility w1ll also be
transferred to the EIF and be credited to a special Community account to secure EIF’s
outstanding risk under the scheme at- any one time. The mtermedlary ﬁnancml 1nst1tut10ns -
- will therefore not dlrectly receive: Commumty funds ‘ v ’

- The Comm1ss1on will report yearly on the 1mplementatlon of this programme to the ,
budgetary authorities and will provide an overall evaluation of the functromng and 1mpact
of the scheme w1th1n 48 months from the date of 1ts adoptlon : '




Proposal for a
' COUNCIL DECISION o ,
' on measures of financial assistance for innovative and Job-creatmg
o - small and med1um—s1zed enterpnses (SMEs) '

THEGRO.WTHAND EMPLOYMENT INITIATIVE -

THE COUNCIL OF THE EUROPEAN UN"ION,

Havmg regard to the Treaty estabhshmg the European Commumty, and in pa.mcular
Amcle 130(3) thereof, :

Havmg regard to the proposal' from the Commis'sio'n‘, ‘

* Having regard to the opinion of the European Parliament?,

. Having regard to,ftlie opinion of the Econoinic and Social Cornmittee3,

(1)

@

" on 20 and 21 November 1997, - welcomed = the ° European - Parliament’s

. ‘Having regard to the opinion— of. the Committee of the Regions“,

“Whereas the European Counell meetmg in Amsterdam on 16 and 17 June 1997 in
- the context of measures for the alleviation of unemployment, invited the
European Investment Bank (EIB) and the European Investment Fund (EIF),
inter alia, to develop a facility to provide venture capital for high- technology
projects of SMEs and ‘oy so doing, acknowledged, not only the link between SMEs,
" innovation and technology, and new Jobs but -also the role of risk- capltal in -
. underpinning job-creation;

Whereas the European Special Counc1l on Employment meetmg in LmembOLUO-

~ Growth and Employment Initiative, prov1d1ng for the strengthening of budgetary
resources earmarked for employment; whereas the FEuropean Councﬂ invited the

- Commission to make proposals, as soon as possible, for new financial instruments ~

‘to support innovative and job-creating SMEs, so that the Council can- adopt
- them speedily; whereas these new instruments must reinforce the

- European Technology Facility, financed by the European ‘Investment Bank and

administered by the European Investment Fund, by opening a "risk capital

_ window”, supporting the creation of transnational joint ventures between SMEs
within the European Union and establishing within the European Investment Fund 2
special guarantee fund to facilitate risk-taking by mstltutlons prov1d1ng ﬁnance for
small and medlum sized enterprises; : :
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Q3)

@ .

- (5).

©

)

Whereas the EIB and EIF have already responded by creating - the :
European Technology Facility (ETF), -which will provide venture-capital
for technology oriented SMEs by us1ng establlshed venture—capltal funds
as‘intermediaries; - -

Whereas, on 9 December 1996, the Council adopted Decision 97/15/ECS on a
third multiannual programme for small and' medium-sized enterprlses in the
European -Union; whereas this programme includes ‘the objectives of improving
" access to loan and risk capital financing, facilitating the development of specific
financial instruments and strmulatmg the development of capital markets. for = -
fast growmg SMEs :

Whereas on 5 November 1997, the Commrssron adopted Decision . 97/761/EC"
approving a support mechanism for the creation of transnational joint ventures by
SMEs' in the European Union, ‘a:financially limited 1n1t1at1ve launched under the
third multlannual programme for SMEs; '

'Whereas, on. 15 December 1994, the Council adopted Decision 94/917/EC7,
adopting a specific programme for the dissemination and optimization of the results
of activities in the field of research and technological. development including
demonstration (1994 1998) which provides for activities to improve the European
environment for financing the exploitation, adaptation and dissemination of

~ technology by appropriate. Community schemes; whereas. the Commission on - o

25 November 1996 adopted a communication on the “First action plan for
innovation in Europe - innovation for growth and employment™8, setting out for -
innovation financing to be facilitated in Europe, 'especially by encouraging
investment in risk capital and equity, particularly in start-up investment and
innovative, high-growth firms, which are a major source of new jobs, and by
reinforcing European Investment Fund action in favour of innovation; whereas this
Decision should be implemented in appropriate coordination _w1th the
abovementioned activities; - :

Whereas the lack of venture capital constitutes a particular difficulty for new firms
and SMEs looking' to expand, especially-those exploiting new technology .and
innovative ideas; whereas this segment of the venture-capital market is
underdeveloped in Burope and entails the highest risks which potentially translate to .
high losses; whereas a determined public ‘sector involvement will assist private
sector operators to make onward investments to early stage and emerging SMEs;

[}

.OJL 6, 10.1.1997, p. 25.

-COM(9_6)»589’>:ﬁI(1"al, 2‘5;1 1.1996.

OJ L 310, 13:11.1997, p. 28.-
OJ L 361, 31.12.1994; p. 101.
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- (8)

)

Whereas SMEs frequently encounter difficulties in obtaining bank financing for the
development of transnational joint ventures because of the higher risk for financial
institutions; whereas the development of joint ventures between Community SMEs
makes it possible to make better use of the opportunities of the Internal Market, to -
increase investment and trade and to have a positive effect on employment and
economic- growth; whereas advances and subsidies constitute the- most suitable
measure to overcome the financial obstacles for SMEs to create transnational
joint ventures; : - g

Whereas bank loans constitute an important source of external funding for SMEs;
whereas the raising of debt finance is difficult for SMEs.as banks are often reluctant
to lend to them; whereas loans are often only available to SMEs against tangible
security; whereas loan guarantees constitute a cost-effective instrument to facilitate
access to loans; whereas both tangible and intangible investments should be eligible -
under the scheme; and whereas a significant leverage effect can be achieved with a
guarantee instrument;

(10) Whereas this Decision constitutes the legal basis for specific measures which are

complementary with other Commupity measures and which cannot be better carried
out at Member State level and therefore respect the principle of subsidiarity; -
whereas the Decision is limited to the minimum necessary to achieve its objectives
and does not exceed what. is necessary to this end and therefore- respects the .
principle of proportlonahty,

(11) Whereas the definition of SMEs as set out in Commission Recommendation

96/280/EC? should be applied in the implementation of this Decision;

(12) Whereas the EIF was sét up in June 1994 to contribute to the pursuit of Community

- objectives by stimulating investment in trans-European networks and small and
medium-sized enterprises; whereas the Community has become a member of the
EIF by virtue of Council Decision 94/375/EC19; whereas the Fund is empowered to
issue loan guarantees and to make equity investments according to its Statute;

(13) Whereas the EIF has indicated its willingness to participate inAthe implementation

of the ETF start-up and the SME guarantee facility schemes under this Decision;

(14) Whereas the Joint ‘European Venture (JEV) scheme will be admiriistéréd by the

Commission in accordance with its Decision 97/761/EC;

(15) Whereas the »measurés financed by the EIB and the EIF do not fall under the

" provisions of the Treaty on State aid; whereas those measures, if they have effects
on beneficiary SMEs comparable to those arising from State aid, have to observe
the limits and conditions laid down for the compatibility of comparable State aid; .

~

-9
10

OJ L 107, 30.4.1996, p. 4.

OJ L 173,7.7.1994, p. 12.
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~ HAS DECIDED AS FOLLOWS:
Atticle1
Objective of the programme

A programme of financial assistance® for innovatory and JOb -creating - small and'
medium-sized enterprises is hereby set up with the aimto facilitate the establishment
and growth of innovative SMEs (hereinafter “the programme”) as _defined in’
- Recommendation 96/280/EC, by supporting their investment activity through 1ncreased S
avallablhty of fmance and thereby stlmulatmg the. creatlon of employment .

Artlcle 2

. Description of the programme
The programme shall consist of three complementary facilities which shall be a.-
risk-capital scheme (“ETF Start-up™) managed by the European Investment Fund (EIF), a
- scheme for financial contributions supporting the creation of transnational joint-venturcs
by SMEs within the European Union (“Joint European Venture”) maraged by the ’
Comm1ss1on and a guarantee scheme (“SME Guarantee Facxhty”) managed by the EIF. -

- ‘ Artlcle 3
The ETF start—up facility

1. The Community shall provide risk-capital participations. in SMEs primarily at their
~ establishment and early stages and/or innovative SMEs through investments - in
relevant specialized venture-capital funds, particularly in smaller or newly: -
" established funds, funds operating regionally or funds focused on specific industries '
or technologies, or venture-capital funds financing the explontatxon of R&D results
e.g. funds linked to research centres and science parks

2. The EIF shall select, make and manage the investments into the venture-capital

~ funds. The detailed terms and conditions for implementing the ETF start-up facility,

including its monitoring and control, shall be laid down'in a cooperation agreement
between the Comm1sswn and the EIF. :

3. The cooperatlon -agreement shall take account of the mdlcatwe outlme set out m_
“Annex 1. ' ’ ' ' '

" Atticle 4
Joint European Venture -JEV

1. The Commumty shall provide ﬁnanmal contributions to SMEs for the settmg up of :
" new transnational joint ventures within the European Union. The Community
contribution is mtended to cover a part of the expenses incurred in the conception
and the setting-up of transnational joint: ventures. The maximum contrlbutxon

per prOJect shall be ECU 100 000 covermg :

12



(a) upto 50% of the eligible expenées, with a maximum of ECU 50 000;
(b) up to 10% of the total amount of investment inadé in fixed assets.

Eligible expenses for the purposes of -point (a) of p.aragraph 1 are those essential
expenses related to the conception and setting-up of a transnational joint venture
defined in point 6 of Annex II and created by European SMEs.

Apphcatlons for contnbutlons shall be channelled to the Commission through,a
- network of financial intermediaries. In the implementation of the JEV the
indicative outhne set out in Annex II shall be taken into account.

Article 5
The SME guarantee facility

The Community shall provide budgetary allocations for the purpose of covering the
cost of guarantees and counter-guarantees issued by the EIF in order to promote an
increase in the availability of loans supported by guarantee schemes operating in the
Member States in the public or the private sector, including mutual guarantee
schemes; the scheme may also support any risk-sharing SME instruments the EIB
or any other appropriate financial institutions may make available.

. . The budgetary allocation shall cover the full cost of the facility, including EIF's
guarantee losses and any other eligible costs or expenses of the facility. The cost of
the facility shall ‘be capped; there shall be no contingent habxllty on the
Commumty budget. ‘

The facility shall be targeted to SMEs with growth and therefore employment
creation potential. Priority shall be given to small enterprises with up to .
'100 employees. The guarantees issued by the EIF shall be partial guarantees; there

shall always be ‘a risk-sharing arrangement between the EIF and the mtermed:ary _ )

ﬁnanclal institution.

The detailed terms and conditions for implementing the SME guarantee facility,
including its monitoring and control, shall be laid down in a cooperatxon agreement
between the Commission and the EIF.

The cooperation agreement shall take into account the indicative outline set out in -
Annex III. -

Article 6
Reporting and eva!uaiinn '

The Commission shall report annuaily to the European Parliament and the Council
on the implementation of this Decision, notably on its impact on the access to
financing by SMEs, its immediate effects on the creation of employment and the
prospects for the creation of employment in the long term. '

13



2. The Comm1ssmn shall w1th1n 48 months at most from the date of its adoption,

provide an evaluation on the programme, notably on its overall utilization, its

immediate effects on the creation of employment and the prospects for the creation
- of employment in the long term, in particular for the purpose of assessmg poss1ble .
) future action beyond the initial penod : :

Article 7
- . Final prouision .
This Demsmn shall enter mto force on adoptxon by. the Councxl and shall cover a

three-year penod

Done at Brussels, =~ = - L o . “For the Council
S ' ) ' The President
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ANNEX I

_'Indicative outlirie of the implementation of the ETF start-up scheme

1._ Introduction

The ETF start-up will be operated by the EIF on a trust basis. The EIF will invest the

Community funds allocated for the scheme in relevant specialized venture-capital funds, .

particularly in smaller or newly established funds, funds operating regionally or funds
focused on specific industries or technologies, or venture capital funds financing the
exploitation of R&D results, e.g. funds linked to research centres and science parks-which
in turn provide risk capital for SMEs. The ETF start-up scheme will reinforce the

European Technology Facility established by the EIB in cooperation with the EIF by

adopting an investment policy involving a higher risk-profile, both as regards
intermediary funds and their investment policies.

2. Intermediaries

The EIF shall use its best efforts to target investments into smaller or newly- .established .

_funds, funds covering specific regions, whether assisted or not, or focusing on specific
industries or technologies, or venture-capital funds linked to research centres and science
parks. The intermediaries will be selected in conformity with best business and market
practice in a fair and transparent manner in order to aveid any distortion of competition,

: hav1n g regard to the aim of working through a wide range of specialized funds.

3.  Maximum investment

The maximum aggregate investment in an intermediary venture-capital fund shall be 25%
of the total equity capital held by the relevant fund, or 35% in exceptional cases such as

new funds which are likely to have a particularly strong catalytic role in the development

of venture-capital markets for a specific technology or in a specific’ region. No
commitment in a single venture-capital fund shall exceed ECU 10 million. The

- intermediary venture-capital funds shall comply with established market practlces with

regard to portfolio diversification. . -
4, Life of the facility -

“The ETF start-up scheme is established as a long-term facmty that will usua!ly take 5 to
12-year positions in venture-capital funds. The EIF shall usc its best efforts to fully
. commit the funds allocated to the facility not later than during the calendar year following
the year in which the relevant budgetary payments are made. In any case, investments will

- . not exceed 16 years from the time of signature of the cooperation. agreement.
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5; . Realization of mvestments

As most of the investments to be made under the ETF start-up scheme will be in -
unquoted, illiquid venture-capital ﬁmds the realization of those investments will be based

on the distribution of the: proceeds recelved by the 1ntenned1ary funds from the sale of

their 1nvestments in SMEs. .

| '6.v ' Remvestment of proceeds from realized mvestments

Proceeds. from reahzed lnvestments may be reinvested durmg the first four _years of the
operations of the scheme. The reinvestment period can be ‘extended by up to three years,
subject to a satlsfactory evaluatlon of the facﬂlty 48 months after its adoptlon

~

7. Trust account

- A separate trust account shall be set up within the EIF to hold budgetary funds
underpinning the scheme. This account shall be interest bearing; interest earned shall be -
‘added to_the resources of the facility. The mvestments made by the EIF under the
" ETF start-up scheme and EIF’s management fees and other eligible expenses. shall be
debited from, and the proceeds from realized investments shall be credited to the
trust account. After the fourth anniversary of the scheme or, provided that the-
reinvestment penod of the scheme is extended, after the end of the ‘extended reinvestment
period, any balances on the trust account, other than funds committed and not yet drawn
down/invested and funds reasonably required to cover ehglble costs and expenses, such as
EIF S management fee, shall be retumed to:the Commumty budget

8. E Court of Audltors

- Appropriate arrangements shall ‘be made to allow the Court of Audltors of the_
. .European Unlon to exermse 1ts mission in order to verlfy the regulanty of payments made
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ANNEX I1
- Indicative outline of the implementation of the 'Joint_E_uropea‘n Venture scheme.

I. Introduction

The Joint European. Venture scheme will provide financial contributions to support the
establishment of transnational joint ventures between SMEs within the European Union.
It is based on the limited initiative launched under the third multiannual programme for
SMEs, adopted by Commission Decision 97/761/EC of 5 November 1997, approving a
support mechanism for the creation of transnational joint ventures by SMEs ‘in the
European Union!!. : '

2. Intermediaries

The scheme will be accessible to SMEs through intermediaries, which may be banks or
other appropriate financial institutions. The -network of financial intermediaries will
comprise financial intermediaries selected in conformity with the abovementioned

- initiative of 5 November 1997, following a new call for expression of interest published in-

the Official Journal of the European Communities. The Commission will check the
eligibility of the apphcatlons in the hght of the programme objectlves : :

3. Appllcatlon procedure

* Applications for financial contributions under this scheme shall be submitted by SMEs to -
one of the intermediaries. The intermediary shall be entrusted with the evaluation of the
" application, and, in the event of a favourable opinion, passing it on to the Commission.
" The Commission shall check the eligibility of the applications in the hght of the
objectives of the scheme, in partlcular the empioyment effect. :

', 4.~ Payment of financlal contnbutlons

The contnbutlons the total of whlch shall not exceed ECU 100 000 shall be paid to the
SME, through the financial 1ntermed1ary which shall pass on all payments without delay
and deductions.

_Payments under the first tranche, up to ECU 50 000, to cover SO% of e]igibl'e expenditure
for the conception and preparation of the joint venture, shall be made in two instalments.
A reimbursable advance of 50% (max1mum ECU 25 000) shall be paid as soon as .
the application has been accepted by the Commission. A second payment of 50%
(maximum ECU 25 000) shall be made on presentation of supporting documents for all
the expenditure incurred and on the basis of a detailed project evaluation report which.
“permxts an assessment of the feasibility of the joint venture as well as the investment. .

W' TOr L 310, 13.11,1997, p. 28.
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envisaged. After acceptance of the documents by the Comm1ss1on the relmbursable
advance will be converted into a grant : :

. | Payment under the second tranche, covering up to 10% of the investment, shall be made
* after receipt by the Commission of satlsfactory ev1dence of completlon of the investment
‘and commencement of the new act1v1ty :

. Any SME benefiting from a payment under the second tranche (10% of the mvestment)
must undertake to submit to the Commission, for a period of five years, information of the
act1v1t1es of the joint venture set up and, in partlcular on the number of _]ObS created. .

-5 External management cost

In the management of the programme recourse shall be made to extemal assistance

specialized in monitoring pro;ects This . assistance ‘shall: be prov1ded by external
- contractors selected following a call for expression of interest. A maximum of 5% of the
budgetary allocation shall be reserved to cover the . extemal management cost ‘of
the initiative. ' ' '

6.  Definition of a Jomt venture

The conCept of a “joint venture” shall be interpreted broadly, that is mcludmg any form of
consortium, partnership or joint venture in the strict sense, which should lead to a new
legal entity, of an mdustrlal servrce commercral or craft nature subject to the followmg

' condmons being met ' ‘ :

V- the project shall create new economic activities, involving investment and -
employment creation within the Community.- Transfers of exrstmg ‘economic’
activities - are not eligible. Slmllarly, purchases of existing enterpnses are
not ellglble :

- the partners shall play an active part in the joint venture and assume an adequate

" measure of responsibility. Any joint venture in which one of the partners owns more -
than 75% will be ineligible. Any change in the holdings’in the joint venture within
three years following the signing of the contract with the ‘Commission must be
.submttted to the Commrsswn for a review of its ﬁnancxal part1c1patlon o

S the joint venture must be newly created by at least two.SMEs from two dlfferent
: Member States :

7. Ehglble expenses

' Ellglble expenses are those. relatmg to the. conceptlon and settmg up of a Jomt venture
~Expenses incurred as part of the preparatory action (markéet surveys, preparation of

the legal ~framework, environmental impact assessment, technical = standards, ~

‘business plan, etc.); expenses for external - -experts-(lawyers, advisers, accountants) fees
based. on actual costs, - transport costs, accommodation and -subsistence expenses
(in accordance with the provrsrons laid down within the framework of the Commission’s
contracts for the provision.of services); expenses for internal experts (relating to travel
abroad): daily allowance, transport costs and accommodation and subsistence expenses
(in accordance with the’ provisions laid down w1th1n the framework of the Comm1ssxon ]
contracts for the provision of serv1ces) '
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For the grant, covering up to 10% of the investment made, an investment is considered to
be any purchase or production of tangible or intangible assets which are accounted for as
fixed assets in the balance sheet of the joint venture and valucd in accordance with
generally accepted accounting standards.

Financing costs and expenses relating to partner search are excluded.
‘8. Obligations of the beneficiaries

Appropriate arrangements shall be made to allow the Court of Auditors of the
European Union or the Commission to exercise their mission in order to verify the
. regularity of declarations made by beneficiaries in support of payment clalms submitted
by them as well as the correspondmg payments made :
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ANNEX III

‘Indicative ..'outline of ilnplementa_tion of the SME guarantee facility’ . -

1. Intreoduction

The SME guarantee facrhty will be operated by the EIF on a trust basis.. Whllst the EIF -
“will provrde counter—guarantees or, where ‘appropriate, co-guarantees for guarantee
schemes operating in Member States, and direct guarantees in the case of the EIB or any °

- other appropriate financial intermediary, its losses from the relevant guarantees shall be

covered by Commumty funds. This will permit the targeting of the scheme to SMEs
with growth’ potential éxperiencing particular difficulty in. raising finance because of
the perceived high I'lSk inherent in lending to them, such as- small or newly
estabhshed compames e o '

- 2.0 Intermedlarles

Guarantee schemes operating in the Member States within the public or private sector, -

L - including mutual guarantee schemes, the EIB or any other appropriate financial institution -

in . connection -with any risk-taking SME facilities they “may make available.
lIntermedlanes will be selected in conformity with best business and market practice in a

- fair and transparent manner, having regard to: (a) the effect on the volume of debt finance o

made available to- SMEs, and/or (b) the effect on the access to debt finance by SMEs
and/or (c) the effect on risk-taking in SME lending by the intermediary concerned. -

3. Eligible SME lending

The ﬁnanmal criteria’ governing the e11g1b111ty of SME lendmg for guarantees under the
" SME guarantee facility- shall be- determined- individually ‘for each intermediary in the-
framework of the guarantee schemes they are already operating, with the aim of reaching:
as many SMEs as possible. These rules-shall reflect market conditions and practices in the

- relevant territory. The guarantees and:counter-guarantees will mainly be available to’

‘cover lendmg to SMEs with less-than 100 employees. Partlcular attentlon shall be given -
to lendmg to ﬁnance intangible assets. ' - ’

4, EIF. guarantees

" ~The guarantees given by the: EIF shall relate -to 1nd1v1dual loans in ‘a specific loan
’ponfoho which may be an existing loan portfolio, where that leads to the expansion of
lending to SMEs, or a loan portfolio to be created within a specific. period of timé. The

guarantees issued by the EIF shall cover a part of the credit risk inherent in the underlying v

loan portfolio with the risk shared with the relevant financial intermediary.
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5.  EIF’s capped manimum cumulative losses

. The EIF’s obligation to pay its share of loan losses to the 1ntermed1ary will continue unt11
the cumulative amount of payments made to cover losses from a specific loan portfolio,
reduced by the cumulative amount of corresponding loss recoveries, reaches a pre- agreed
amount, aﬂer which EIF’s guarantee is automatically cancelled

6.  EIF pari passu with intermediary

. The guarantees given by the EIF shall usually rank parz passu Wlth the guarantees or
where appropriate with the loans glven by the mtermedlary .

7. Trust account

A trust account shall be set up within the EIF to hold the budgetary funds underpinning
the scheme. This account shall be interest bearing; interest earned shall be added to the
resources of the facility. ' :

8. EIF’s rlght to withdraw funds from the trust account

- The EIF shall have the right to debit the trust account for payments to meet its obligations
for the maximum cumulative losses under the guarantee facility, and, subject to
agreement by the Commission, any other eligible costs, for example its .management fees,
eligible legal fees and promotlonal expenses of the scheme.

9. Loss recoveries payable to the trust account

Any moneys recovered from loan losses for whxch payment has been made under -
guarantees called shall be credited to the trust account

10. Duration of the scheme

It is envisaged that the individual SME guarantees will have a maturity of 5-10 years.
“Provided that adequate funds are held in the trust account, the EIF will enter into new
guarantee commitments up to the fourth anniversary of the adoption of the facility. Any
~ amount outstandlng on the trust account at the time of expiry of the outstandmg
R guarantees shall be repaid to the Commumty budget »

. 11. Court of Auditors

Appropriate arrangements shall be made to allow the Court of Auditors of
the European Union to: exercise its mission in order to verify the regularity of
payments made

~
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FINANCIAL STATEMENT

TITLE OF OPERATION i

| _ THE GROWTH AND EMPLOYMENT INITIATIVE

BUDGET HEADINGS INVOLVED

.B5—510V Technology facrhtyrfor SMEs

- B5-511 Joint European Venture

LEGAL BASIS

. Article 130

DESCRIPTION OF OPERATION r

4.1.

42,

43.

. General objective: In keeprng with the Amsterdam Summit conclusions, this

action, in the context of -equal opportunities, is aimed at increasing

_employment and growth by enhancmg the availability to SMEs -of loans or

any other types of medium- or long-term -debt finance and/or equnty The |

“appropriations are intended to give SMEs 1mproved access to finance for,
job-creating investment.

This programme covers, in particular, the financing of:

- participations in inveétment “funds, such as venture-capital fu_nd's,vl ,
. concentrating on investment in newly -established firms and/or high =
technology or innovative SMEs; ‘

-~ expenditure intended to cover part of the conception and set up expenses

incurred during the creation of transnational joint ventures within the

- Community between SMEs, and to cover part of the cost" of the realxzed
transnational investment; '

- . cost of guarantees and counter-guarantees extended by the EIF in order

to facilitate the increase in the volume of loans made and risk bome by
national guarantee schemes, mutual guarantee schemes, the EIB or

~other approprlate ﬁnancml 1ntermed1anes in- connectlon w1th thelr } s

SME operatrons

Period covered: 1998-2000

Arrangements for renewal The Comm1$sron will report on . the )

1mplementat10n of this programme to the budgetary authorities and will

- provide an overall evaluatlon of the functioning and impact of the programme
- within 48 months of its adoptlon Based on this evaluation, the. Commission

will determine whether to propose to the leglslatlve authorlty an extension of

‘the programme.
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CLASSIFICATION OF EXPENDITURE/REVENUE
5.1. Non—Compulsory Expendlture
5.2. k D1ssoc1ated Credits.

" 5.3. Type of revenue involved: proceeds from equity partlmpatlons repayments of
- unused budgetary appropriations

TYPE OF EXPENDITURE OR REVENUES

ETF start-up scheme: The expenditure will take the form of budgetary allocations
for risk-capital investments into SMEs primarily at establishment and early stages
and/or innovative SMEs through. relevant specialized venture-capital funds, for
example in sectoral funds or smaller or newly established ones. The facility shall be
managed -by the EIF, who shall select and make the investments into these .
venture-capital funds. The budgetary allocation shall cover all eligible expendlture, :

including EIF’s management fees and other expenditure, such as promotion cost.

J_oint European Venture scheme: The expenditure will take the form of financial
contributions intended to cover some of the expenses incurred in setting up a
- joint venture. The maximum contribution per project shall be ECU 100 000
covering: (a) up to 50% of the eligible expenses, with a maximum of ECU 50 000;
(b) up to 10% of the total amount of investment made. The budgetary allocation
covers the full cost of the facility, including advances, subsidies and external
management cost (5% of the Community budget) and other eligible expenditure
such.as promotion costs. ECU 1000 per file approved will be reserved for the
remuneratlon of the 1ntermed1ary banks. : :

- SME guarantee facility: The expendlture will take the form of subsidies for the

purpose of paying the cost of guarantees and counter-guarantees extended by the
EIF in order to facilitate the increase in the volume of loans made and risk borne by.
national guarantee schemes, mutual guarantee schemes, the EIB or other appropriate
financial intermediaries in connection with their SME operations.- The budgetary
allocation shall cover the full cost of the facility, i.e. EIF’s guarantee losses and
4m'anageme_nt‘ fee and any other eligible expenditure such as promotion costs The
cost of the facility shall be capped so that the overall cost does not under any
circumstances exceed the amount to be made available in the budget.

Any revenue will be available fer re-use in accordance with Article 27 of
the Financial Regulation of 21 December 1977, as last amended by
Regulation (EC, Euratom, ECSC) No 2335/95.(OJ L 240, 7.10.1995, p. 12).
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EiNANCIAL IMPACT

- 7.1

Method of calculatmg total cost .

- Total cost of the programme is estlmated at ECU 420 m11110n Thxs amount

notably includes all operational _cost (management, administration, control,

: etc.) promoétion costs-a.nd the costs felated to the evaluation of this action. . -

7.2. Dlstrlbutlon of costs (in current approprlatlons)

Itis not poss1ble to rehably foresee the exact amounts to be allocated for each',: e

action in the coming years; the figures given below. for the years 1998-2000. °

are thus only indicative. At the moment, an indicative distribution of 40% for

ETF start-up, 20% for European Joint Venture scheme and 40% for the

'SME guarantee facility is foreseen. The Commission will adapt the allocation

to the different schemes over the three-year petiod to take account of their

absorption and efficiency in terms of the: quality of the projects submitted, -

- their impact on the access to ﬁnancmg by SMEs and their prospects for job-

creatlon in the long term.’ :

- Amountsin. Budget 1998 | Budget 1999 | Budget 2000 - Total

- ECU million’ - ' ' ‘
ETF start-up risk-capital 50 - 50-70 50-70 150-190 |
scheme (venture-capital | (indicative) (indicative) (indicative) (indicative)
investments including : ' ’ '

‘management fees and
promotion cost) -

-Joint European Venture | . 20 - 30-40 30-40 . 80-100
financial contributions (indicative) (indicative) (indicative) | (indicative)
(advances and subsidies ' I o ‘ o
including external
man‘agcment cost, ’ B
management fees and '
promotion costs)

SME guarantee facility .| 50 50-70 50-70 “150-190
- | subsidies for guarantees | (indicative) | (indicative) (indicative) | (indicative)
(losses, management ’ ' '- ’ L
fee, promotion cost)
120 - 150 150 420
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7.3. Schedule of commitment and payment appropriations

| Amounts in 1998 1999 2000 Total
‘| ECU million ‘ '
Commitment. 120 150 150 - 420
appropriations ] : K -
Payment 60 180 180 | 420
appropriations ' :
 ANTI-FRAUD MEASURES -~

ETF start-up scheme: The scheme will be managed by the EIF. EIF will be
responsible for identifying and evaluating opportunities for possible investments in
intermediary venture-capital funds, which will on-invest into the target SMEs, and-
will exercise the same diligence in performing this task as in conducting operations
which involve its own equity operations as well as its operations under the-
European Technology Facility funded by the EIB. Subject to certain.contractual
obligations, EIF will only make minority investments of up to a maximum of 25%
of the capital of each venture-capital fund (or 35% in exceptional cases), so that the
venture-capital funds themselves and other investors in these funds have an interest
in the successful conclusion of the venture-capital operation. The individual
amounts invested in each venture-capxtal fund will be limited to a maximum of

ECU 10 million. g :

Joint European Venture: Subsidies or acceptance of the services and preparatory
work, feasibility studies or evaluations ordered will be ‘verified by the Commission
before payment, taking into account contractual obligations and the principles of
economy and sound. financial or overall management. Fraud prevention measures
(checking, submission of reports, etc.) are included in all agreements or contracts
concluded between the Commission and the beneficiaries of the payments. The
application procedure for the JEV initiative has two phases. The first concemns
expenses related to the creation of the joint venture, while the second concemns
expenses related to the investment. -

In the first phase, a European SME will submit a request for a contribution to a
financial intermediary in the network. The latter will assess the request and forward it
to the Commission scrvices if it meets the cligibility criteria. These services will then
take a unanimous final decision on the award of a Community contribution. One of
the first anti-fraud measures will thus operate at the level of each financial
intermediary, who will assess the economic and financial feasxblhty of the project
presented. As an aid to this assessment, the financial intermediaries will have at their
disposal a users’ guide which includes a list of all the eligibility criteria, as well as
examples of requests for contributions. In addition, each financial intermediary will
have to provide the Commission with a detailed opinion on any consultant employed.
Finally, the fees of any single consultant may not exceed 25% of the eligible expenses
for the creation of the enterprise. In the second phase relating to the investment, the
request will be subject to several checks: by the Commission services, including the
financial services (in particular conceming the verification of the creation of new
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activities and jobs and of accounting records). Finally, it is anticipated that the average
period for processing a request will be six months for award of the initial contribution.
~ The timing of the second contnbutlon w111 depend on the date and type of the
investment made. .

SME guarantee facility: The scheme will' be managed by the EIF. The appraisal,
monitoring and administration of the loans will be carried out by qualified financial
intermediaries and subject to certain contractual conditions imposed by the EIF. The
- guarantee provided by the EIF to the intermediary financial institution will only be a

. partial guarantee. of the exposure of this intermediary, so that the intermediaries
~have-an interest in the successful conclusion of the lending operation as they will
_cover the remaining part of the credit. risk of the loans. The cost of the facility will

.be capped so that the overall cost does not under any circumstances exceed the o

“amount to be: I_nade available in the budget.

Appropriate arrangements shall be made by the mahagers of the schemes with the
relative intermediaries to allow: the Court of. Auditors of the European Union in
collaboration with-Commission services to exercise its mission in order to venfy the
regulanty of payments made.

.'ELEMENTS OF COST-EFFECTIVENESS ANALYSIS
9.1. Specxﬁc objectlves

4The programme aims to fac111tate the establlshment and growth of mnovatlve
companies, by supporting thexr mvestment act1v1ty through mcreased
avaﬂablhty of finance. : :

The ETF start-up scheme will promote the creation and early development of
innovative SMEs with high growth potential through improving the access to
equity capital for SMEs, acting as a catalyst in -attracting ‘other investors:to
invest in those companies and encouraging the development of the
venture-capital market. The Joint European Venture scheme will promote the
creation of transnational joint ventures by SMEs within the EU, and thereby
help SMEs to benefit from the opportunities of the single market through
better exploitation of their limited financial and human resources and greater
proximity to the clients. The SME guarantee facility will facilitate the access
of SMEs to debt finance, and thereby encourage risk-taking in SME lending
by banks, and in partlcular mcrease the volume of bank debt available -
to SMEs : : : SR

‘Target population ‘SMEs as defined in Commission ‘Recommendation
96/280/EC. In the case of the SME guarantee fac111ty, pnonty will be glven to
-~ small enterpnses up to 100 employees : :



- 9.2.

©93.

Justification of the vacﬁon:

The programme consists of three complementary sc_hemes in order to:
- achieve a rapid- distribt’ztien of the beneﬁts;

- avoid delay in reahzmg the correspondmg employn ent;

- reach as many j«:)b-r:reatinty SME:s as possible; and

- ensure that reasom;b:e ehgl‘bxht) rules and rapid dxsbursemunt can
be combined.

ETF start-up scheme: The targeted segment of the venture-capital market is
underdeveloped in Europe and entails the highest risks which potentiaily
translate to high losses, which justifies a strong public sector involvemerit
assisting private sector operators without which onward mvestmcnts io edrly

- stage and emergmg SMEs wﬂl not take place.

Jeint European Venture: Because” of the reluctance of financial institutions to
finance transnational joint ventures between SMEs, very few are created. This
scheme aims at removing the obstacles for the creation of international
joint ventures in the Buropean Union, and hence stimulates new activities and
economic growth, which otherwise would not take place, creating stable and
viable jobs as well as helpmg SMTS to benefit from the opportunities of the

© single market

SME guarantee facility: "l”his segment of SME lending, especially
" non-collateralized lending including lending to finance intangible. assets,

entails risk which commercial financial institutions do not easily accept. The
corresponding employment creation which otherwise would not materialize
justifies public sector involvement.

Monitoring and evaluation of the operation

The following elements will be considered wheh evaluating the overall
effectiveness of the proposed action: -

- the impact on the access to ﬁnancing by SMEs, its immediate effects on

~ the creation of employment and the prospects for the creation of
employment in the long term;

- the overall dem'and fdr the programme;' |

- the aggregate volume of mvestments reallzed in the context of the
present programme;

-, the access by SMEs to the p.rogr'amme;

- the take up of the programme;

27



- 10.

- the effects of the’ programme. on_ the '~_ereetion of enterprises and
- . other beneficiary = effects on SMEs e.g. the improvement " of
their competltlveness ' 3 )

- . .and other factors, e.g. the efﬁc1ency of the programme in terms of

mtermedlanes : '

The budget authonty will be 1nformed of the effects of this initiative. Possible

- extensions of the programme or of individual schemes under the programme

will be examined in the light of the results achieved and the evaluation of the .

initiative, which ‘will be transmitted to the budgetary authority . w1thm
48 months at most ﬁ‘om the date of its adoptlon

ADMINISTRATIVE EXPENDITURE -
The proposed operatlon will not involve any increase in the number of Commlssmn‘
b staff or admmlstratlve expendlture ' :

10.1 Effect on the 'number of posts

Type of post . . - Staff to be assigned to managing - - . Source - v |- Duration:
o the operation ' S
Reunans:m . | Temporary .© . ' Existing resources Additional | i
posts posts in the DG or | resources '
' ; department
concerned
Officialsor - A . - 4 B 0. v 4 . .} -0 - -
temporary staff e - .
B 0 0 - 0 0 0
C 0 0 0 0 0
Other resources | D " U
Toml - . S 4 S0 4 . | o {1 -

10.2 Overall financial impact of additional human resources -

-Amogms o Met_hod of calchlation .
Officials k
) ’ferhpopary staff ) . ) -0
Other resourees’(indi-eate, budget headjng) » o o v 0
Total 4 ‘ S 0
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10.3 Increa_Se in other administrative expenditure as a result of the operation

- ECU
Budget heading ’ i \Amoums Method of calculation
0
Total - ] 0
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