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SUMMARY

This Communication focuses attention on the continuing
problems encountered by SME’s throughout the Community in
obtaining ready access to sufficient funding at
reasonable cost and highlights Mutual Guarantee Schemes
(MGS) as one form of action which should be encouraged as
an effective means to improve the situation.

The main function of MGS is to enable SME’s, by means of
common action, to provide acceptable levels of collateral
to banks. It is recognised that up to date the record in
member states where this type of scheme already exists
has been patchy and it is for this reason that the
proposed actions on the part of the Commission
concentrate on providing technical assistance and advice
with a view to assisting MGS to <cooperate more
effectively at Community level and to identify and adopt
the most appropriate management practices aimed at
achieving maximum effectiveness.

The principal measures proposed are :

- assistance in the establishment of a European Mutual
Guarantee Association:

- institution of a pilot scheme to stimulate the
creation of MGS in those Member States where they as
yet do not exist. ‘

- promotion of seminars and conferences to disseminate
information concerning the objectives, funding and
operation of MGS; 7

- create pilot schemes to identify the most effective
means to improve the funding and management of MGS.

CONCLUSION

The completion of the internal market and developments in
Central and Eastern Europe mean that competition for
scarce financial resources will become even more fierce.

Despite many initiatives in all Member States and at
Community level, representations from SMEs and
independent research points to the continuing problenms
experienced by SMEs in obtaining access to finance and
with regard to its cost.

One of the most effective ways of assisting ‘SMEs in
overcoming these difficulties has been found to be the
Mutual Guarantee System which is a market-oriented
response by SMEs to the problems they face.
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INTRODUCTION

The importance of improving the access of small
businesses to sources of finance was identified first in
the Resolution of the Councill concerning the action
programme for SMEs and further underlined in the
Communication of the Commission® of May 1988 - "An
Enterprise Policy for the Community". Priority was given
initially to schemes for capital formation which led to
the launching of the Seed Capital Pilot Scheme to
‘encourage the provision of equity capital for small
companies at the pre-formation stage of their
development. Currently 24 such funds are in the process
of being created situated in all Menmber States of the
Community. In addition, two further initiatives have been
undertaken to promote the supply of investment capital to
SMEs. The "“Venture Consort" pilot project aims to
encourage the formation of transfrontier syndicates of
investors with a view to providing finance to innovative
projects of European SMEs and the Eurotech Capital Scheme
concentrates on improving the supply of equity capital to
transfrontier projects in the field of high technology.

Although SME’s face financing problems throughout the
Community, these problems tend to be more acute in the
less developed regions, for a number of reasons such as :
the smaller average size of SME’s in these regions, the
less developed financial sector, etc. Within the
framework of regional policies and since the reform of
the Community Structural Funds, the Commission has been
able to assist in the creation of SME’s in depressed
areas. In fact, SME’s has been recognized as instrumental
in the development of local economies, as a means of
generating wealth and employment.

In this context, Community support for SME’s takes three
forms

- cofinancing national schemes of regional assistance
intended to stimulate productive investment;

- supporting the provision of advisory services to
businesses;

- encouraging alternatives to traditional bank 1loan
finance by means of <certain financial engineering
techniques : for example, in addition to the Seed Capital
Scheme which 1is largely financed by the ERDF, the
Commission supports in the assisted regions factoring and
leasing activities, the creation of gquarantee funds,
interest rate subventions, the development of venture
capital and mutual guarantee schemes.

1 Council Resoclution COM(86)445 final of 7 August 1986
2 Communication of the Commission COM (88)241 final of
18 May 1988



Finally, in the Council Decision of 28 July 19893,
measures at Community level were called for to improve
the business environment and encourage the creation and
development of enterprises including the removal of
financial constraints which check the development and
creation of businesses.

It is widely recognized that, despite many initiatives
taken at all levels within the Community, financing is a
critical issue for SMEs which, unlike larger firms,
typically have fewer options available . for obtaining
adequate supplies of funding on a timely basis and at an
affordable cost. Clearly, the ability to secure financing
is important to start-up businesses, yet it also is a
major issue for the smaller or medium-sized businesses
wishing to grow and especially for cooperatives which
tend to have a small minimum equity base. Also, with the
rapid globalization of economies and, in particular, the
greater competition for scarce resources arising from the
completion of the internal market and the development of
the economies of Central and Eastern Europe, the problems
of access to financing are becoming even more important.

Research shows that SMEs tend to encounter the same type
of problems in the area of financing irrespective of
Member State. These relate broadly to the issues of both
cost of and access to financing. However, it 1is clear
that any measures to improve the flow of financing to
SMEs should respect the principles of allocation of
scarce resources which 1is the primary function of the
market. Initiatives should principally aim at improving
the efficiency of the market mechanism by reducing
structural rigidities and imperfections which may tend to
handicap SMEs.

I, Mutual Guarantee Schemes (MGS): An important source
of financing to SMEs

A, FINANCING SMEs

The basic financing problem of SMEs stems from the fact
that a proportionally large increase in capital base is
required to respond to a given absoclute increase in
demand, but their ability to command loan and equity
finance is limited. This is compounded by the fact that,
in general, small firms require finance in a series of
discrete jumps, rather than in regular small amounts. The
financing for such relatively 1large investments soon
exhausts the entrepreneurs’ private resources and small
firms are not 1likely to generate sufficient profits for
investment purposes. A dJgrowing SME will therefore be
heavily dependent on external sources of finance.

3 OJEC L239 of 16 August 1989



In addition, most owners of small firms and partners in
cooperatives are reluctant to give up part of their
independence or statutory interdependence and equality
(social economy enterprises) in return for equity. SMEs,
therefore, are usually dependent on loans from
traditional financiers. Such sources, however, are often
reluctant to finance SMEs because of the perceived
greater risk of default on loans and the relatively high
costs of information and transactions in relation to the
amount of finance involved.

For entrepreneurs Jjust starting in business, these
problems are even more acute. The absence of a track
record is an additional risk factor which further reduces
the opportunities of SMEs to obtain finance. In order to
minimize the risk of losses as far as possible, SMEs have
to meet requests for the provision of securities which
often cannot be met because such securities as are
available have already been pledged, or are considered to
be of insufficient value or are not of a generally
acceptab;%\form.

It is this aspect of a lack of sufficient securities to
guarantee loans which gave rise to the creation of what
are known as Mutual Guarantee Schemes (MGS).

B. DEFINTTYION AND FUNCTIONS OF MGS

1. Definition
A Mutual Guarantee Scheme can be defined as follows:

"Systems of mutual guarantees consist of Jjoint
actions of a number of independent undertakings  in
order to provide each other with the necessary
securities, 1in the form of guarantees, to raise
capital from commercial sources."

2. Functions

MGS can improve the financing opportunities
available to SMEs in the following ways:

L= Spreading the risk over more parties. In this way
MGS can present a balanced spread of risks to
financiers such that the overall balance of risk
remains within acceptable bounds.

- Risk transformation. By this 1is meant that MGS
assess applications on the basis of different
criteria compared to traditional suppliers of
finance (banks). In general, banks rely more on
collateral and personal securities 1in deciding
whether to give loans whereas MGS concentrate on
assessments of the viability of proposals using, to
a large extent, their general experience in risk
assessment . and  their in-depth knowledge of



particular industries. In this way MGS can transform
the results of their own risk assessment procedures
into securities which can be accepted by the banks
and hence improve the financing opportunities of
SMEs. As far as cooperatives are concerned, MGS can
mobilise the social strength and solidarity of
social economy type of companies and transform these
into securities which can be utilised by the banks.

Improving the negotiation position. MGS act as
"countervailing powers" - in negotiations with
financial institutions by the synergy resulting from
the joint action of SMEs, MGS can demand better
conditions in the form of lower interest rates
and/or lower fees.

Efficient distribution of government support. The
close involvement of local, specialised agencies in
MGS such as Chambers of Commerce, professional
bodies, etc., improves the ability of government
agencies to channel efficiently its support to those
areas where it should prove most effective.



cC. ORGANTZATION AND OPERATION OF MGS
1. Scope

MGS exist in seven Member States of the Community -
Belgium, Denmark, France, Germany, Italy, Luxembourg and
Spain. The extent of their operations is summarized at
Annexes 1, 2, and 3. :

The type of sources provided by MGS vary from Member
State to Member State but there are essentially two ways
in which SMEs pay to acquire guarantees:

- a fee, which will usually include an annual charge,
in most cases a percentage of the guaranteed sum. An
initial fee to cover appraisal and administration
costs is also often demanded:

- a participating interest in the risk fund or equity
capital of the scheme. This participation is
generally returned to the SME at the end of the
guarantee period.

2. Organization

A summary of the institutional aspects of MGS in the
Community is given at Annex 4. However, MGS organize
themselves in accordance with the principles of joint
action. This finds expression in the underlying relation
of several separate SMEs with the same organization (the
MGS) and can be direct, (through share-ownership,
membership or fixed contributions), or indirect, (in
which case SMEs are members of an organization that
participates in MGS directly). T

3. Structure

Although details wvary, the basic structures of MGS
consist of:

- General Assembly of representatives of SMEs and
other parties (representatives of shareholders such
as Chambers of Commerce, professional organizations,
etc.) The most important duties of the General
Assembly 1is to nominate and discharge management;
elect, discharge and summon the Supervisory Board;
draw up the general regqulations for the issue of
guarantees.

- Management. The powers of management are laid down
in legislation and in the articles of association.
Management’s powers relate to day-to-day decision
making on the provision of guarantees and the making
of investments.



- Supervisory body. This can be either an external or
internal body and consists of a Board of Supervisory
directors whose function 1is to overview the
operation of the MGS. In some cases the supervisory
board can be an external body which also has the
role of monitoring the use made of public funds in
those cases where MGS receive government funding.

4. Role of government

The general role of government consists of creating the
conditions to enable MGS to come into being, to minimize
obstacles and to stimulate a positive attitude towards
MGS among financial institutions and the general public.

In fact, in almost all cases, government involvement in
the MGS has also consisted of the provision of re-
guarantees. In several Member States MGS have the
possibility to re-guarantee their risks through the
government by:

- re—-guarantees in the form of government support. MGS
can obtain re-guarantees either directly from
government or from specially created government
institutions at a premium which is usually
considerably lower than commercial rates;

- re-guarantees of the government acting as a lender
of last resort. This re-guarantee provides financial
institutions with additional security. If MGS are
unable to meet their obligations, the government
assumes responsibility 1in advance. This type of
function does not provide MGS directly with
financial support but makes them more attractive
partners for financial institutions.

In addition, governments have also supported MGS by the
provision of part of the capital needed to start the
scheme and of subsidies to reduce the costs of guarantees
for SMEs.

D. BENEFITS OF MGS TO SMEs

The successful operation of MGS can be measured in terms
of the benefits they achieve. These can take three forms:

1. Improving the opportunities for SMEs to obtain
finance by the provision of necessary guarantees and
by improving the quality of information to potential
lenders on which financing decision can be made;

2. Reducing the cost of finance;



3. Providing expert advice in all areas of business
including production, management, accounting and
marketing.

Research has shown that, in general, throughout the
Community, the performance of MGS in all of these areas
could be improved. But as a measure of the need to
improve the access of SMEs to sources of finance, the
extensive use which SMEs make of the service of MGS in
those Member States where it 1is available is an
indication of the extent to which MGS have played an
important and necessary role in facilitating access to
finance - see Annex 2. This is achieved by improving the
securities available to lenders by spreading the risk of
default over a wider number of borrowers. This takes
place in two different ways:

- In the first system, MGS issue guarantees up to a
maximum of 100% of the loan but often for very small
amounts. The bank then bears the risk for the
percentage of finance which 1is not guaranteed. 1In
these cases, the securities of SMEs are held
directly by the lenders and can provide collateral
for additional loans (in addition to those
guaranteed by the MGS).

- In the second system, MGS provide guarantees for up
to 100% of the finance provided by the financial
institutions but the securities of the SME are held
directly by the MGS. For these cases, the securities
are not available as collateral for additional
loans.

A further role played by MGS is to create a more powerful
negotiating position for SMEs. This can be effective both
in terms of obtaining access to finance and also by
reducing, or limiting, the costs of finance. It is
unclear from the research, however, as to how effectively
this negotiating power has been used in the past. The
involvement of banks as direct investors in MGS and the
sectoral and geographically limited extent of most MGS
have tended to limit the effectiveness of the negotiating
strengths of MGS.

As far as the cost of finance 1is concerned, it is
difficult to identify any significant effect of MGS in
reducing such costs to SMEs. The cost of finance obtained
through MGS is increased by the fees and other costs
involved in their operation. In practice, there is an
important trade-off to be made between the increased
access to funding and the reduction in its cost. The
available information suggests that the extent to which
this trade-off has been controlled has been limited.

Cne of the reasons for this is the lenders’ policy
towards 1limitation of losses arising from bad debts by
refusing to accept risks above a certain 1level
irrespective of the level of interest rate. Therefore, a



reduction of risk by means of MGS guarantees has made it
easier for SMEs to obtain finance but it has not reduced
the costs to the same extent. It has however, been noted
that, in practice, it is in those Member States where the
negotiating power of the MGS has been strongest due to
its organization and expertise (Italy and Luxembourg)
that an actual reduction in the costs of finance to SMEs
has been achieved.

An additional service of MGS is the provision, at minimal
cost, of practical professional advice in the areas of
economics, finance, legal matters and sometimes even
technical help. The fact that the majority of MGS supply
information and advice in one form or another indicates
the interest of the MGS in protecting its investment and
the need of SMEs to have access to such assistance.

IY. FUTURE DEVELOPMENT OF MGS IN THE COMMUNITY

A. Organization

One of the main advantages of MGS 1is their detailed
knowledge of the business of the enterprises with which
they deal. This results from two aspects, the first is
the specialised knowledge of a particular sector of
industry for which an MGS has been established and from
local knowledge of the region in which an MGS is based
(most MGS are organized sectorally and regionally). It is
this capacity for MGS by the pooling of their accumulated
experience and knowledge of different trades and business
sectors to provide technical assistance and advice which
distinguishes their contributicon to SME development from
that of other financial institutions.

The second aspect relates to the emphasis on detailed
analysis and presentation of information of SMEs’
proposals upon which the decision of the MGS to issue or
refuse a guarantee 1is based. In fact this stress on
evaluation of the proposal based on projections of future
viability is in contrast to the criticism often levelled
at banks with regard to the over-reliance on availability
of collateral rather than on an objective project
appraisal.

The advantages based on expertise and 1local knowledge
have been especially stressed by MGS based in Luxembourg
and Denmark. On the other hand, those MGS operating in
Germany point to the trend towards an increasing
combination of their operations on a national level. The
reason given for this 1is that it enables risks to be
spread more widely over a greater number of participants
and over a larger number of sectors. This spread of risk
is Dbelieved to make MGS less sensitive to cyclical
fluctuations in the economy and also to allow them to
operate more efficiently.
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However, within the German system a special body has been
created known as the "Fachkammer" consisting of
representatives of the Chambers of Commerce and
professional organizations. This body has the function of
providing the 1local knowledge and expertise to SMEs
within the larger organization to which it belongs. In
this way it is hoped to gain the advantages of a national
organization while at the same time keeping the benefits
of local sectoral knowledge.

In fact, central organizations of one form or another
exist in Belgium, France, Germany, Italy and Spain
indicating the general perception of the need for and
value of such bodies. Their general functions relate to
risk distribution, research, representation and lobbying
and the supply of information. In addition, public
authorities may delegate certain supervisory duties to
these central organizations. Such duties normally involve
regulatory aspects as well as general administrative and
legal requirements.

Practical experience would appear to indicate, therefore,
that some form of central body at national level is
essential if the full benefits of MGS are to be realised.

B. Relationship with banks.

A good working relationship between banks and MGS
increases the value of the guarantees by boosting the
confidence of the Dbanks. Such relationships vary
considerably from Member State to Member State. Some of
the schemes work exclusively with one bank (France),
others have agreements with several banks (Italy) while
in Germany, the banks may own shares in MGS.

Each of these forms of cooperation has its advantages and
disadvantages but the following general observations . can
be made:

- Proposals from SMEs should always be presented
initially to MGS for primary evaluation rather than
directly to the banks so as to avoid only
exceptionally high risk SMEs being offered by banks
for purposes of guarantee.

- Working only with one bank means that MGS are too
dependent on one source of finance except if this
source of finance is specifically designed for them
e.g. social economy finance institutions. This can
make negotiations between the parties difficult,
especially with regard to possible reductions in the
costs of funds.

It 1is evident, therefore, that for MGS to operate

effectively they must ensure that they do not become

dependent on only one source of financing. Negotiating
specific deals with particular banks in certain sectors
and regions may, however, be appropriate as long as this
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is the result of a bargaining process from which the SMEs
can benefit from the negotiating strength of the MGS.

C. Role of government

Up to now the role of governments in relation to MGS has.
been:

- "legislative, often with the aim of stimulating the
start-up of MGS;

- supervisory, often delegated to special bodies;

- provision of subsidies, mainly through re-guarantee
facilities and the provision of direct grants either
to start the fund or contribute to operating
expenses.

In general, it is believed that the role of government
should be limited to the establishment of the legal and
regulatory background to enable MGS to be set up and to
operate {(where appropriate, governments should ensure
that MGS are not penalised by a too strict application of
banking legislation to what are, in effect, not credit
institutions); to the commencement phase by providing
technical assistance and, in certain cases, start-up
capital and contributions, for a limited time, towards
operating costs. The provision of re-guarantee facilities
can only be Jjustified in the short-term to enable a
sufficient fund to be built up by MGS to enable them to
become independent and self-sufficient. In the long term,
the spreading of risk and the critical application of the
expertise built up by MGS in the evaluation of proposals,
should ensure that they become self-financing.

ITII. The Community dimension
A. Background

The creation of MGS can be seen as a practical response
to the perceived need of SMEs to obtain access to finance
in situations where such scarce resources have been
allocated, not as a function of price, but more in
accordance with the recipients’ ability to provide
sufficient collateral.

The experience of many such schemes throughout the
Community has been that some form of on-going government
assistance has been beneficial in assuring their
continued successful operation. The reasons for this are
diverse and vary from one Member State to another.

However, such assistance should be aimed at ensuring
that, together with other contributors, the 1initial
capital base of an MGS should be sufficient to enable a
solvent fund to be established and running expenses met.
Once this 1is achieved, proper management and application
of the expertise and 1local knowledge 1in assessing
proposals should ensure that losses are minimized and a



successful MGS should be able to remain solvent and
expand its operations in line with demand. A
transitionary period where government re-guarantees loans
may be necessary, but once the MGS 1is operating
successfully, this type of assistance should no longer be
necessary.

B. Possible measures at Community level

Given the continued criticism levelled by SMEs throughout
the Community against financial institutions with regard
to the claimed over-reliance on collateral requirements
rather than evaluations of proposals, it is clear that
SMEs continue to suffer from a lack of ready access to
funding which then overall importance in the European
economy would justify.

In addition, studies continue to show that even where
adequate collateral is available, SMEs continue to be
charged interest rates substantially in excess of those
paid by larger companies.

In this context, the operation of MGS in the community is
recognized as responding to the necessities of the market
and should be encouraged and supported as much as
possible. In fact, in those Member States where MGS are
unknown, see Annex 5, the need for some form of guarantee
scheme in favour of SMEs is recognized by the existence
of government funded schemes which aim to provide the
same service as that of MGS.

The evidence suggests that, given the existence of local
knowledge and expertise in MGS, this type of market-
generated response to the perceived need is preferable to
a somewhat remote, government funded  schene. The
successful operation of MGS can prove powerful engines
for the mobilisation and application of local expertise
and thrift in collaboration with relevant local
authorities.

The Commission will stimulate the expansion and operation
of MGS within the Community by means of the following
measures:

- assist in the establishment of a European Mutual
Guarantee Association grouping together
representatives of each of the national mutual
guarantee Federations with the following main
objectives:

1) the promotion of Mutual Guarantee Schenes
throughout the Community:

2) the establishment of MGS in those Member States
where they currently do not exist;

3) the collection of information from members of
the Association.  for dissemination on a
Community-wide basis;



4) a contribution to the identification and
development of best practice and its
implementation throughout the community.

- institute a pilot scheme involving two or more
Member States, at least one of which should not have
an existing MGS with a view to promoting the
establishment of a viable MGS in that Member state.
.The pilot scheme would involve assistance in the
establishment of an MGS structure by means of

a) a Community contribution towards the capital of
the scheme;

b) a contribution towards the running expenses of
the scheme during a defined period;

c) technical assistance relating to the
establishment of the MGS in terms of the legal
form, administrative, accounting and other

technical matters relating to the operation of
an MGS (the experience of those national bodies
in managing existing MGS would prove invaluable
in this process).

- promote a series of seminars and conferences with a
view to the dissemination of information concerning
the objectives, funding and operation of MGS. Such
seminars should have as one of their objectives the
identification of best practice and exchange of
experiences between Member States;

- initiate pilot schemes with the aim of identifying,
as far as possible, the most effective means to
improve the operation of MGS as far as their effect
on the cost of finance to SMEs is concerned (for
example, by improving their negotiating procedures})
and by suggesting the most efficient means of
funding and managing MGS.

Iv CONCLUSION

The completion of the internal market and developments in
Central and Eastern Europe mean that competition for
scarce financial resources will become even more fierce.

Despite many initiatives in all Member States and at
Community level, representations from SMEs and
independent research points to the continuing problems
experienced by SMEs in obtaining access to finance and
with regard to its cost.

One of the most effective ways of assisting SMEs in
overcoming these difficulties has been found to be the
Mutual Guarantee System which is a market-oriented
response by SMEs to the problems they face.
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ANNEX 1

Mutual Guarantee Scheumes in the Community;
number of schemes and names

Member states |Number of (Name of MGS
MGS's
Belgium 18 ‘Maatschappijen voor onderlinge
borgstelling’ operating under
auspices of the ‘Nationale kas voor
beroepskrediet’ ('Caisse natilonal
de credit professional”)
Denmark 12 ‘Kautionsinstitut’, ‘Finansierings-
fond‘, ‘Finansieringsforeninger”,
‘Finansieringsinstituc’
All of which operate for a
specific branch
France 286 ‘Societé de cautionnement mutuel’
Germany 28 ‘Kredietgarantiegemeinschaftren’
Icaly 642 ‘Consorzio fidi”
‘Co-operative di garanzia’
Luxembourg 2 ‘Hlutualicé de cautlionnement et
d’'aide aux commercants’
‘Mutualite d'aide aux avtisans’
Spain 23 ‘Socictas de parantla reciproca’




ANNEX 2

Average amount of guaranteed finance by MGS's in six Member States.

Member State No. of guarantees Total guaranteed Average amount{
capital annually of finance :
(1 Million ECU) guaranteed ECU:
_______________________________________ U SN
Belgium 6,000 average annually 112 18,700 §'
(1977-1983)
France! 663,000 2,065 11,260
(31-12-1986) (current level
7,770)
Germany 4,000 346 86,500
(31-12-1986) :
Italy2 1985: Total members: No figures available;
295,000 estimation: 3% of total
Agriculture: 1,300 (0.03% financing of SME's.

of total agricultural SMEs)
Craftsmen: 191,000 (21% of
total craftsmen SMEs)
Commercial: 61,000 (4.5% of
total 'commercial' SMEs).
Industrial: 42,000 (25.5% of
total Industrial SMEs)

Luxembourg 2,700 42 15,560
(31-12-1986) :

Spain 7,300 257 35,200
(31-12-1986)

1 Total number of clients at 31.12.86
2 bue to the wide despersion of MGS in Italy it is difficult to obtain
statistical information onthe total amount of finance guaranteed.
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ANNEX 3

Area of activity o MGS*s in the EC

tfember state

Geographical

Industcy

Central Ocganizatloa

Belgium

Denmark

France

Germany

Ivaly

Luresmoury,

Spatn

Organfized locally often parallel

with Local Credit Associations

tostly regional, otherwise

national

Usually local or regional.
Approx. 1/6 of all MGS‘s
operate nationally; partly
second level MGS*s

Organized regionally (Bundesland)

Pro~incial (local) mostly

cegional in their operations.

NHelionatl

nal, castly ons 155

cagion with erception of
{of 17} and

furions Lwo

natioval 557 s

All bcanches of industry

Industocy:
- bakery’s industcy
- pharmacists

- etc.

Industry:
- graintraders
-~ transportecs

- etc.

ALL lines of industry divided
into four groups:

- manufacturing
- crefrsmen

- trading

- resteuranis, elc.
Sranches of industry:
- craf{isman

- industriel

- coomarcisl

- agricultural

Teo branches of industcy:

* crealtomen

- Lrade

£11 branches of industries for

ragionsal t+GS"s; the Lwo nationally

OpMcating ST
T road tranipart

S oconsteuction indusiry

local MGS’s have re~guaranteeing
facilities at a central level

(WHF, NKBK) (1)

None
Affiliated to professional orga-

nizations

Limlted, second level #MGS*'s, and
re-guaranteeing facilities for
limited groups: CEfHME and those
MGS*s associated with the Bangues

Populaires (2.)

Umbrella organizations for MGS's
each branch or industry; one
inter-professional umbrella

crganization.

Second level #5S°s; for indLer‘,'
and trade thicd level t+GS's,
Of{ten representation by

politically linked organizations.

Nonea

Hon«e, For the two natiocnally

oparating M35°s, the professional

organitations are sponsacs (3).




ANNEX 4

Soma institutional aspects of MGS*'s in the

B

Lurambourg

co-operative/consortium.
4ostly e participaticn ia the guarantee

capitel of the co-operative (4-57)

Tor Craftsmen moembership it is elrost
obligetory to acquire finance: the SMC's
hold shares (1Y of finance, with a
marxizan of 100 shares).

of iha

‘ianhershuip, eccess Lo bodies

co-opsrative, participation in zhz

Juarantes Capital

Hember-state Relation betwaen SME’'s and MGS*'s and Body which decides about issuing Y
financial fovolvement of SME‘s in an $GS|guaranteas
Belgium The eoquity capital is pcovided by Credit assessment is maialy done by the
credit associations, professional orga- }Bank. Dacislon is made by the Board of
alzatlions, etc,and SME's(not obligatocy). |Dicectocs, Managoment or other bodies.
tost SME"s pay only a guacantee fee.
Derwnark tfambership of professional organization. }JBoard of the scheme.
France Participation in the guarantee capital |[Genecal Asseably chooses Executive
of the fund of &1 Councll, with often a special comittee
to make decisions. In reality the
tfanagement. takes the decisions in a
nusber of schemes._
Germany SE"s are represented by their represen- |Special committee (Bﬂrgséhaftausschuss)
tative organizations, Chapbers cf decides on guarantees: mambers are banks
Coowerce which owm part of the shares of|professional organizations and
the schemes. representatives of the public sector.
Itaty Mecbership access to bodies of the Board of the schome.

211 members (incl. non-guaranteed
meabers) have their representatives:
Also often representatives of

the Chambars of Comnerce, regional or
provincial authorities. experts,

HManagoemant MGS.

oard of Divectars oc Executive Council:

puaraniaag;
© heavw gasadrecs
Tuchnical Coomitess:

appraisal Copuatts
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ANNEX 5

Govarnment schemes or other measures which may act as a substitute for HMGS*s.

tdomber state

Govermment Guarantee Schexe

Other meaxzuces

Detail

Grecce

Ireland

The

Netherlands

Portugal

United

tangdon

Two state guarantee schemes:
Decree 197 {(national level):
Dacree 1262 (regional level).
LLettecs of guarantee provided
by EQtEX for SME's to under-
take major construction projects

(limited).

A small programme which is
currently being completed:
Development Finance Scheae

(DFS).

- Kredietregeling Midden-
en kleinbedrijf (KB -
mainly loan finance.

- Carentierasgaling Parcticipatie
Maatschappijen (PiM s):

equity {inance.

Guarantees Lo enterprises

in eciractive end processing
(faivZh).

(LG3)

Ceanranitaa Schiene

S

Thace are special finance
schemes for SME"s from EOCT{EX
and banks (also for expocts;
State approval needed).

[Government grants and
stimulation programmes.

(BES, EDP, EIB loans, IDA)Y.

Several subsidy schomes aimad
at special types of

fnvestment .

Regional develoymant

incentive (JaitiZl}.

(FOvarrenant Lar oo

{EZS}.

The guaranteed I of the
regional scheame depends on
the region (1, Z, 3 or 43.

Low interest or interest free
loans with no guarantees neaeded

are offered by EO(MEX.

DFS:

401 guarantee (bad high

5 - 7 #Hill. Icl L.
(1588 2 Mill)

risk top)
annually

financed.

- %B: SoI
(31.12.86):
Dfl.

guarantee

1.8 billion guaranteed
for 13,000 enterprises
0.71

fee: annually;

PE4: 50 %
DL,

DEL.

- Guarantee

4934-19s57:

guarantee;

guarantee
300 million
600 million

tnance ) |

1.8 10T suarantee; budgat

avarlaile L 90 Mill. untal
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FINANCTIAL STATEMENT

Part 1 : Financial Implications

Title of action : The role of Mutual Guarantee
Systems in the Financing of SME’s, in the European
Community.

Budget lines concerned : B : 5320

Legal basis : Council Decision of 28 July 1989

(89/490/EEC) on the improvement of the business

environment and the promotion of the development of

enterprises, and in particular small and medium-

sized enterprises, in the Community.

Description of the action

4.1 Specific objectives of the action : To promote
the role of Mutual Guarantee Schemes (MGS) 1in
the financing of SME’s in the Community :
proposals are made to finance studies
conferences and pilot projects with a view to
improving the scope and effectiveness of MGS.

4.2 Duration : Three years - 1991, 1992, 1993.

4.3 Target population of the action : Existing and
potential MGS throughout the Community.

Classification of the expenditure or income

5.1 DNO

5.2 CD

5.3 Type of income envisaged : ﬁone

What is the nature of the expenditure or income:

- Technical assistance in the form of studies,
seminars, conferences and pilot projects.

- Other
- If the action 1is an economic success, is a

partial or total reimbursement of the Community
assistance envisaged? NO



7.

A

Does the proposed action imply a modification
of the level of income? If so, what 1is the
nature of the modification and what type of
income is envisaged? NO

Financial impact on the budget
(part B of the budget)

7.1

Indicate the means used to calculate the total
cost of the action : :

Based on experience in similar fields a total
budget of ECU 400,00 has been foreseen
allocated as follows

ECU
Pilot actions o 200,000
Studies 100,000
Conferences 100,000

400,000

Indicate the part of the "mini-budget" in the
total. cost of the action. Explain the mode of
calculation :-None

Indicative calendar of commitments and
payments:
ECU
1991 : 250,000
1992 100,000
1993 50,000
400,000

This expenditure is entirely covered within the
existing amounts deemed necessary for the 1990-
1993 SME action programme and therefore does
not require additional appropriations.

What anti-fraud provisions have been taken in the
proposed action?

Usual controls applied by Financial Control.

Part 2 : Administrative Expenses

Does the proposed action imply an 'increase in the
number of staff of the Commission? If so, how many?

No



D

Indicate the amount of operational and personnel
expenditure generated by the proposéd action.
Explain the method of calculation. None

Part 3 : Cost effectiveness analysis

Objective and <consistency with . the financial
programme.

Specific objective of the proposed action. It should
be quantified as far as possible and presented for
each of the vyears concerned if it concerns a
pluriannual programme.

The specific objective of the proposed actions is to
provide assistance in the creation of a European
Association of Mutual Guarantee Schemes, to identify
best management practices to collect and disseminate
appropriate information, and to promote the spread
of MGS in the Community by means of pilot actions.

Is the action envisaged in the financial programming
of the DG for the years concerned? YES

Indicate the more general 6bjective defined in the
financial programming of the DG to which corresponds
the objective of the proposed action :

To improve the access of SME’s to sources of
finances.

Justification of the action. The justification will
be analysed vis a vis an alternative course of
action which <could achieve the same results
according to three criteria : cost, derived effects,
multiplier effects.

The costs involved in the proposed. actions +- ECU
400,000 are minimal compared to the expected
benefits of providing an impetus to the existing and
foreseen MGS 1in expanding and improving their
opportunities to assist SME’s to obtain ready access
to bank finance at a reasonable cost. The
identification of best practice and its
dissemination throughout the Community should have
multiple benefits for MGS and for SME’s served by
them.
a

Other courses of action aimed at improving the
supply of finance are possible eg. expansion of
third tier equity markets, identification of nmnore
flexible loan instruments, etc. These are not seen
as alternatives but rather as complementary actions
to those currently being proposed and DG XXIII is
currently studying how best these complementary
actions can be encouraged.
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Follow-up and evaluation of the action
Performance indicators selected

The main indicator of success will be the successful
establishment of a European Association of Mutual
Guarantee Schemes together with a measureable
increase in the activity and scope of Mutual
Guarantee Schemes throughout the Community.

Methods and periods of evaluation envisaged :
The studies plained in the actions will include the
collection of appropriate data and 1its eventual

evaluation.

Principal factors of uncertainty which may affect
the specific results of the action :

The major areas of uncertainty concern the general
economic situation in the Community.





