[image: image1.emf]Spend Profile - Investor Readiness Support Product

0

20

40

60

80

100

120

140

April

MayJuneJuly

August

SeptemberOctober

NovemberDecember

JanuaryFebruaryMarch

April

MayJuneJuly

August

SeptemberOctober

November

2009 2010

Spend (£000)


Business Product Review 
Investor Readiness Support
Final Review Report
March 2011
CONTENTS











Page

1
INTRODUCTION







1

2
PRODUCT RATIONALE AND DESCRIPTION


3
 




3
REVIEW PROCESS AND TOPICS



6
4
REVIEW DISCUSSION





7
5
CONCLUSIONS AND SUGGESTED ACTIONS

14
APPENDIX 1: ATTENDEES 
APPENDIX 2: INVESTOR READINESS SUPPORT – PRODUCT USER GUIDE
APPENDIX 3 : INTRODUCTORY PRESENTATION
1 INTRODUCTION
This report records the conduct and findings of a Review of the Investor Readiness Support Product delivered to relationship managed and other growth companies within the Strategic Development Intervention Framework.  
The Review was conducted by MWC (the Consultants) in accordance with SE guidance on the management and development of Products and was designed to:
· Validate the delivery of the Product against specification; and

· Identify potential for improvement of service and effectiveness of the Product.

The objectives of all Product Reviews are to assess the Product’s continuing fitness for purpose by considering:
· The market failure being addressed and its continued relevance;

· The strategic rationale for the product and its continued relevance, in particular the fit with the Government Economic Strategy, Scottish Enterprise’s Business Plan and emerging Scottish Enterprise policies in such areas as Commercialisation as appropriate;

· Product performance/usage;

· Performance against objectives;

· Contribution to key sector priorities;

· The product’s continued  relevance;

· An assessment of  delivery against the specification contained in the User Guide;

· The quality of delivery by suppliers, to the agreed specification; 

· Benefits to the company and outputs achieved;

· Length of time for the product to have an economic impact on the company and an assessment of the persistence of the intervention (short, medium or long term);        

· Identifying  any improvements to product delivery;

· Other product dependencies within the delivery pipeline;  

· The appropriateness, relevance and quality of the management information being collected; and

· Evidence, both qualitative and quantitative as to impacts and the extent to which management information enables impacts to be assessed, however tentatively.

The Review process consisted of:
· An initial briefing meeting between the Consultants and a senior manager in the SE Products team.
· Consultation with SE Appraisal and Evaluation Team.
· A review of relevant information consisting of:

· The Investor Readiness Support Product User Guide. 

· The Investor Readiness Support Product Gate 3 Paper (2006).
· Data on the drawdown of the Product over the period 2009-2011
· The conduct of a facilitated discussion amongst the Product users and implementation managers.
· The preparation of this report.

The SE executives attending the facilitated session are listed at Appendix 1.   Comments made in the course of the discussion are recorded on a non-attributable basis in accordance with good practice in securing meaningful contributions. 
2 PRODUCT RATIONALE AND DESCRIPTION
2.1 RATIONALE

The continuing rationale for this product was identified in a Gate 3 paper submitted in 2006.  This referred to approval of the original Product, introduced in 2002, and identified the core Product objective going forward as being:

“To help businesses to raise capital for growth so that those businesses can secure a greater and faster rate of growth than would otherwise happen.”

The rationale for the Product was founded on a market failure which is consistent with information failures and barriers to market entry – the market in question being the market for corporate finance.
The market failure was characterised as being an inability amongst businesses seeking investment to prepare and present an investment case in a format, and with supporting evidence, to secure a range of development funding.  Allied to this was an inability to fund, from cashflow, the appointment of appropriately qualified advisors to prepare an optimal case for investment.
This paper also specified limits on the Core Module of a 50% intervention rate and a maximum SE Contribution to any single business of £10,000.  The paper also stated that the IRS Product was a designated “universal” product and available to all businesses meeting the Product criteria.  Whilst the Product was not to be used exclusively for equity there was an expectation that there would be a strong emphasis on raising equity.
Improved business performance in the SME sector is an essential requirement for the sustainable increase in GDP growth which lies at the heart of the Government Economic Strategy (GES). Access to finance for SMEs is central to facilitating growth in turnover, developing products and services and accessing new markets. Many SMEs lack the skills and resources to resolve the issues which will determine their success in securing development finance.
Long term market adjustment would see SMEs able to access, without further assistance, the finance necessary to sustain and grow their business. 
2.2 DESCRIPTION
First delivered in its current form in 2006, the IRS Product was based on a previous iteration delivered between 2004 and 2006.  It is designed to support companies in preparing for investment, primarily in the form of equity but with an expectation that a proportion of funding raised would comprise debt.  

The IRS Product at the date of the Review comprised three modules:

· The Core Module;

· Module 1, Viability, Restructuring and Turn-around

· Module 2, Financial Review and Action Plan.

The Core Module has existed since the introduction of the revised IRS Product in 2006. It provides for payment of a contribution of up to 50% of the cost of professional advisors to assist the client business in preparing and presenting the information necessary for raising investment.  The maximum contribution form SE is £10,000.  The assistance is provided in the form of a re-imbursement of monies expended by the business in purchasing the services of the advisor(s).  The contract for service provision is between the assisted business and the advisor(s) and the assisted business must pay for the services in advance of claiming reimbursement from SE.
The Product Guide states that the Core Module is for use with account managed and growth pipeline companies to support preparation of:

· Business Plans

· Financial Projections

· Deal Structuring

· Funding and Legal Agreements

Modules 1 and 2 were introduced in December 2008 in response to the economic downturn of 2008-10.  The Core Module can continue to be used without prior use of these supplementary Modules.  Where Module 1 and 2 are used it is with the expectation that this may lead to use of the Core Module for the purpose of raising finance to sustain and grow the business.
Module 1, Viability, Re-structuring and Turn-around, aims to provide the assisted business with an independent assessment of their current financial status, ongoing viability and potential for re-financing.  The Module is designed to support 3 to 4 days of independent advisor support and can be funded up to 100% by SE, with a contribution cap of £2,000.  The advisor is identified and paid directly by the assisted business. In exceptional circumstances SE can fund the advisor direct.  The outcome of the Review is in the form of a written report with recommended actions for the business.

Module 2, Financial Review and Action Plan, is designed to assist a business which lacks the expertise to understand its current financial position. It provides for up to £1,000 support at an intervention rate of up to 50% for a business to understand their current financial position in the context of an economic downturn.  The module allows for 3 to 4 days of independent advisor support to provide:
· Confirmation of the business’ current financial position.
· A review of the options for the business  in  an economic downturn

· An  ‘Action Plan’ for implementation by the business, based on the identified options
· If appropriate, informing the next stage of a submission for Core Module IRS.
In all of the above case the advisors are employed by the business and are not procured directly by SE.  Where the business comes to SE with an existing advisor the expectation is that this advisor will be retained where they have an ongoing positive relationship with the business.  Where no advisor has been appointed by the business SE will advise on a series of potential providers and require the business to secure competitive quotations. In contrast to some other Products, where SE procures advisor services direct, there is no pre-qualified panel of advisors for the IRS Product.
Analysis of the monthly take up of the IRS Product between April 2009 and November 2010, based on data provided by SE, is illustrated in Figure 1.
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The average monthly draw down of funds for the Product is £43k per month although this masks a significant range of values with a minimum of £5k in May 2009 and a maximum of £119k in March 2010. Total expenditure in the financial year 2009/10 was £544k.
Delivery of the IRS Product is co-ordinated by the Investment Specialists Team located in each of the SE Regions.  The Investment Specialists work on a collaborative basis with the Account Managers in each region who identify potential client businesses. The Account Mangers are closely involved in delivery of the Product and in taking forward the recommendations and suggested actions for the future financing of the businesses.
3 REVIEW PROCESS AND TOPICS
PROCESS

Following an initial meeting with the Products Team a series of topics was prepared for discussion in the course of a two hour workshop session conducted on 2nd March 2010.  A brief introductory presentation was provided by the Consultants, which also identified seven core topics around which to frame discussion.  A series of questions were provided to stimulate discussion of each theme. 
A copy of this presentation is included at Appendix 3.  A record of the session was prepared by the Consultants.

TOPICS
The topics presented for facilitated discussion in the course of the workshop were:

· Client Businesses
· Client Identification and Referral 

· Module Content and Integration.

· Delivery and Quality Control

· Measuring Success

· Rationale and Market Adjustment

· Evolution in Design and Delivery
In the following section of this report we summarise the discussion and any consensus of opinion under each of the topics.

Suggestions for improvement in the performance of the Product were sought under each topic and by way of summary and conclusion the participants were also asked towards the end of the session to identify priorities for evolution of the design and delivery of the Products. 
4 REVIEW DISCUSSION 
4.1 INTRODUCTION

In the following sections we summarise the discussion and any consensus of opinion amongst the participants in the workshop session.  As previously noted, comments made in the course of the session are not attributed to participants.
4.2 TOPIC 1: CLIENT BUSINESSES
Participant Business Profile

Attendees agreed that there was no such thing as a “typical” client business.  Assistance was provided to businesses from a range of sectors.
It was suggested that businesses assisted had usually grown to a scale where they had finance requirements which necessitated supporting materials beyond basic management accounts.  Demand from start-up businesses was generally lower, as fewer such businesses had an immediate requirement for support under IRS.  
Demand for IRS was not restricted to growth sectors. Businesses operating in more mature markets still had requirements for re-financing, acquisition and significant levels of new capital investment which could benefit from application of the IRS Product.
It was suggested that recently there had been a higher proportion of longer established businesses using IRS, reflecting restrictions in the general availability of corporate finance from both debt and equity providers.

Importantly, it was stated that 80% of businesses enquiring about support through the IRS Product did not ultimately use the Product. Many were referred to other more appropriate sources of advice and support. Attendees suggested that the IRS application and review process provided a useful diagnostic test which could identify other more appropriate responses to the immediate requirements of the business.
Expectations of Participant Businesses

Attendees agreed that businesses taking up the IRS product expected it to result in their securing the necessary finance to sustain and grow their business.  Success for the client businesses was measured in terms of receipt of necessary funding, although there was recognition of the value of the Product in strengthening the management and interpretation of financial information.
Despite instances where funding was not secured following receipt of IRS, the attendees reported no instances of negative feedback from participant businesses.  

Expectations of the client businesses were managed through ongoing relationships with the Account Manager (with DRM users) and early and continuing involvement of the Investment Specialist throughout the process.

Attendees also reported that the signposting to sources of advice through IRS was also valued by client businesses, many of whom had limited experience in identifying and working with appropriately experienced advisors.

4.3 TOPIC 2: CLIENT IDENTIFICATION AND REFERRAL
Referral of Participating Businesses
Attendees were asked to identify where the IRS client companies were referred from.  The bulk of referrals came through Account Managers and Business Gateway.  There were also instances of referral from applicants to the Scottish Seed Fund and from third party financial advisors and client businesses’ banks.

The expectation, based on the eligibility requirements stated in the Product User Guide, would be that successful applicants for the IRS would be Account Managed or Growth Pipeline businesses.  Where an applicant was identified as likely to benefit from IRS, but did not meet these eligibility criteria, it would first be required to be registered as “growth pipeline”.  

When asked about variations in the suitability of referrals to the IRS Product attendees suggested that there were a number of issues with referrals from Business Gateway.  

Investment Specialists will meet with all referrals from the Business Gateway.  It was noted that there was a higher level of non-suitability amongst BG referrals on account of their scale, market focus and potential for growth.  It was further suggested that there were variations in the level of screening of businesses by BG before referral to IRS, potentially increasing the number of non-eligible or unsuitable referrals to SE.  This issue was complicated by variations in approaches amongst the regional BG contractors.  

Concern was also expressed over limitations in the capacity of BG to advise businesses pre-referral or after their unsuccessful referral to SE for IRS.  In particular it was suggested that there may be an “advice gap” for businesses which were not SE Account Managed or classified as “growth pipeline” but which had exhausted the opportunities for support provided through BG.  It was recognised by all attendees that this was an important gap, which was highlighted by the application of IRS, but reflected more fundamental issues in the landscape of business support to be addressed elsewhere.

It was suggested that the application of a set of criteria for potential IRS clients (e.g. current turnover, business sector, amount of finance being sought) might assist in sifting referrals.  Whilst this was considered to have some merit in reducing the numbers of unsuccessful referrals, there were concerns that pre-IRS businesses,  and their BG advisors, might not be wholly aware of the businesses’ market potential and finance requirements. 

Our group did not regularly receive referrals from the Key Sector teams within SE.  Whilst at face value this may appear unusual it needed to be placed in context:

· many AM companies referred to IRS are within the key sectors; and

· the SE Sector teams focus on co-ordinating businesses and supporting infrastructure and relationships with and across the sector, rather than providing direct assistance to individual companies
The attendees reported strong linkages between the Investment specialists and the processing and appraisal of applications to the Scottish Seed Fund.  The Investment Specialists act as a gateway to the Seed Fund for AM companies. Where applications form non-AM companies are received by the Seed Fund which would benefit from the IRS Product these are referred back to the Investment Specialists.

Attendees were asked if they considered there may be other potential sources of referral which might not be fully explored or developed.  It was recognised that other potential sources, such as the Chambers of Commerce, were not being actively canvassed. However, it was considered that the referrals from BG and SE sources provided adequate market coverage, particularly as current capacity to manage the delivery of IRS was considered to be at or near its limit.

It was suggested to attendees that the application of the IRS Product might be made a pre-requisite for businesses seeking investment through SE.  On reflection the group considered that this was not desirable as applicants for SE funding could be at various stages in their development with some having already secured first-round funding and a well-developed approach to securing finance.

4.4 TOPIC 3: MODULE CONTENT AND INTEGRATION
Attendees were first asked what they perceived the core offering of the IRS to be.
All agreed the core purpose of IRS was “to help businesses to raise finance”.  This was qualified to reflect the fact that, whilst the end goal was to raise finance, there was an initial requirement for IRS to establish the basic viability of the business.  This was the rationale behind Module 1 and 2 interventions.

We interpreted this comment to reflect the significant number of more recent IRS cases which related to the need to raise finance to sustain businesses through the economic downturn at a time when finance from all potential sources was constrained.
The Product Guide for the Core Module includes within its eligibility criteria “SME companies seeking to raise new finance with a significant equity element”.

Criteria for supplementary Modules 1 and 2 are specifically tailored to providing support to companies in considering current and future financing at the time of an economic downturn.  

One attendee emphasised that support was always provided in Stages with Modules 1 and/or 2 used to identify potential options for the business and the core Module used to deliver an optimal funding option. It was also stated that the Core Module was “not always about investment”.

Discussion moved on to consider how the IRS product was applied to a range of cases, based on the experience of the attendees. It emerged that the Module 1 and 2 Products were being used for a range of supporting actions to businesses, particularly where those businesses were deemed to be at significant risk of failure.  Attendees clearly valued the flexibility of the Module 1 and 2 products to respond to individual client requirements.  Where the required intervention deviated from the Product Specification, clearance was always sought from senior managers to allow this.
Attendees also suggested that receipt of IRS by a business could be beneficial in maintaining the commitment of existing funders, providing them with confidence that independent advisors were reviewing the businesses’ performance and options.
Attendees all valued the flexibility of the Product, aided by the potential through Modules 1 and 2 to address specific issues facing individual businesses which could impact on their survival and future growth.

There was concern over a proportion of cases where, because of the nature of the Product Specification, certain businesses found it difficult to engage with delivery.  This related to the requirement for the IRS product costs to be defrayed in advance by the client business subject to re-imbursement at the intervention rate agreed with SE.  In certain instances – most notably young high growth businesses or businesses with short term cash flow issues, this could be difficult to achieve.
4.5 TOPIC 4: DELIVERY AND QUALITY CONTROL
The IRS Product is differentiated from other Products by being delivered by third party suppliers who are contracted to the assisted business.  This is the case for the Core Module and Modules 1 and 2.
This has potential to lead to variations in the cost and quality of the service delivered to assisted businesses.  Attendees did not consider this to be a significant issue and the Investment Specialists were alive to the potential for “fee inflation”.  Proposals from retained advisors were compared against market rates and the suggested reasonable day rate of £600 referred to in the Product User Guide.  Where rates were considered to be above average levels the intervention rate for SE assistance was lowered to reflect this and lower the effective cost to SE to rates nearer the suggested level.

Investment Specialists were largely satisfied with the skills and experience of the existing advisors brought to the process by IRS recipient businesses.  Many were known to the Specialists through their day to day working in the sector.  This same market knowledge allowed the Specialists to suggest several potential advisors to provide proposals to those businesses which did not have existing relationships with potential advisors.

Discussion did, however, suggest that ongoing dialogue between Investment Specialist team members based across SE regions, on their experiences with suppliers, would further improve the consistency of quality and price.

Attendees were asked whether a pre-qualified panel of service providers would address these potential issues. There was universal rejection of this approach, as many businesses seeking support under the IRS Product have established relationships with advisors.  Requiring the business to suspend or change this relationship could be detrimental to the business and would introduce delay and potential additional costs to the review process.

We asked the AMs and Investment Specialists about engagement in the process and the effectiveness of communications and working relationships in delivering the IRS Product.  All attendees described the relationship as supportive, positive and constructive with mutual support and understanding in meeting the requirements of the client business.

As previously reported there was, however, limited communication on the IRS product with the HGSU.

4.6 TOPIC 5: MEASURING SUCCESS
Attendees were asked to suggest what the core performance measures for the IRS product should be.  These were identified as being funds raised, turnover increased and jobs created/safeguarded.  
It became apparent through discussion that there was an ongoing pilot exercise to capture outputs and outcomes from IRS.  This was being designed and applied locally by an Investment Specialist in the West with a view to being rolled out across the team.

The analysis to date had demonstrated a ratio of £87 of finance raised for each £1 spent by SE through IRS.  This was considered a strong performance.

There was no specific attempt to measure GVA, although turnover figures for assisted businesses were being logged, providing one potential basis for future assessment of GVA.  
Data from he pilot exercise is currently being collated in a standalone database using Microsoft Excel software.

To date measurement of success has been restricted to collation of monitoring data and there has not been an evaluation of the Product to assess levels of additionality through a process of attribution and assessment of second round effects on competitors and suppliers.

The discussion also highlighted a number of issues which are common to assessing the economic impact of interventions through specific products including:

· Attribution of benefit to one Product from businesses benefiting from several Products.
· Issues over apportioning benefits between the Product and overall assistance provided to an Account Managed business and resultant potential for double counting.
The Product Guide identifies the following performance targets for IRS:

· Companies assisted (activity measure)

· Companies completing the IRS Process (output measure)

· Companies showing improved business performance (outcome measure)

It might be anticipated that a core performance measure of the IRS would be the amount of funding ultimately secured by the client business following completion of the process and subsequent successful applications to funders.

4.7 TOPIC 6: RATIONALE AND MARKET ADJUSTMENT
Attendees were first asked if they considered there to be a continuing demand for the IRS Product. All agreed there was a continuing need for the product based on a shortfall in the capacity of businesses to approach funders or successfully engage with advisors with appropriate skills.  It was felt that, in the absence of the Product ,only some of the client businesses would have the capacity to approach funders.  For those that did it was considered likely that:
· The process would take longer

· Less funding would be secured; and

· Fewer funded businesses would be sustainable in the medium to long term.

In essence the attendees were identifying:

· absolute additionality(businesses securing funding who would not otherwise do so)

· time additionality (businesses securing funding sooner than they otherwise would (of particular importance in fast-developing markets or businesses under threat)

· scale additionality (securing funding at a scale appropriate for needs and opportunities)

· and quality additionality (securing the correct type and scale of funding to sustain the business based on expert knowledge and advice) 

These observations are based on direct experience of the attendees but would be subject to verification by participating businesses through a process of evaluation.

Attendees further suggested that, by providing support to companies, they created an imperative and timescale to complete the tasks necessary to prepare a case to put to investors.  As the company was contributing to the cost they had a tendency to prioritise important tasks that might otherwise be displaced by urgent demands from day to day business.  

It was suggested that demand for the Product had been increasing, driven mostly by re-financing requirements at a time of general restrictions on credit.  This was happening in the face of a relatively in-elastic capacity to supply, with constraints not from Product budget, but the capacity of the Investment Specialists to manage applications and live cases.

It was also suggested that whilst demand was up this did not wholly reflect the actual requirement for the IRS product – businesses were interested in the Product because it was a potential route to finance – but it was only suitable for a minority of leads generated  as reflected in the 20% conversion rate of leads to cases.

It was further suggested that the Product was of interest to many companies but was not accessible due to the requirement for up-front commitment to at least 50% of the Product cost.  

It was suggested to attendees that a higher rate of intervention might be appropriate in certain situations – for example with younger businesses in key sectors.  This met with general interest and support. 

There were also concerns over the imposition of limits on the total cost of the IRS assistance.  It was not clear to attendees whether the limit of £10,000 contribution limit from  SE was self imposed.  It was suggested that the “once only” limit on IRS could be restrictive where a business was involved in serial applications for funding.
4.8 TOPIC 7: EVOLUTION IN DESIGN AND DELIVERY

The attendees were asked to suggest any specific improvements they would like to see applied to the Product or its delivery.

The suggestions made related to two specific issues:

· The removal of Module 2 based on low levels of take-up and low intensity of assistance.
· The removal of the perceived £10,000 cap on SE assistance to a single business – particularly in relation to serial applications relating to funding rounds.

In relation to the second of these points it was recognised that there may well be a process of market adjustment, where the business could support increasing proportions of the total advisor cost with a consequent reduction in the SE intervention rate.

5 CONCLUSIONS AND SUGGESTED ACTIONS
5.1 OVERVIEW

The Product Review confirmed high levels of satisfaction with the IRS Product amongst both AMs and the Investment Specialists. The attendees at the Review also reported positive feedback on the Product from client businesses.
Particular strengths of the Product identified included:

· The flexibility of the Product, allowing its application to support a wide range of businesses in meeting their financing requirements.
· The discretion provided to executives and managers allowing the Product provide bespoke solutions to individual client businesses with specific finance requirements.
· The potential to apply the Product to businesses faced with very different financing issues, including, for example, growth capital, working capital, merger or acquisition or re-financing.
· The capacity to provide additional support under Modules 1 and 2 to businesses facing particular issues in times of economic downturn.  Module 2 also provides for a valuable diagnostic of the viability of the business which may lead to a more appropriate course of action than the core IRS Module.
· Clear understanding of the roles and contribution of AMs and Investment Specialists in delivering the Product and evidence of positive collaborative working to deliver services to client businesses.

· High reported levels of additionality of the Core Product.
The main weaknesses of the Product identified were:

· The requirement for client businesses to engage and pay advisors in advance of securing reimbursement from SE.
· Restrictions on re-application of the Product to businesses undertaking several rounds of financing in response to rapid growth or a staged development pathway.
· The potential for variations in the quality and consistency of service provided to client businesses across the SE operating area. This potential exists due to the direct engagement by client businesses of a wide range of advisors at varying day rates and varying rates of intervention.
· Potential for the Product to be diverted from its core purpose of raising finance for growth, and in particular equity finance, in the light of shortfalls in the supply of loan finance from the banking sector.
· The absence of any specific criteria against which scarce resources might be allocated between competing demands from potential client businesses, compounded by the absence of a specified budget for the Product.

· No clear sectoral focus in the application of the Product.

· Low rates of conversion of Product referrals into live applications of the Product – suggesting that sources of referral either lack understanding of the Product, are mis-selling it to potential clients or are failing to effectively filter initial expressions of interest.

· Some evidence of lack of application of the Product by SE Key Sector Teams and the HGSU.

· Lack of comprehensive information on the specific contribution of the Product to SE core performance measures and the Government Economic Strategy.
Throughout the session attendees were asked to provide their suggestions for improving the design and delivery of the IRS Product. 

The suggestions we received have been interpreted and collated into a series of potential improvements relating to:

· Improving Referral
· Core Module Purpose and Focus

· Supplementary Modules
· Measuring effects on Businesses
· Targeting Assistance

· Delivery and Procurement

5.2 Improving Referral
It is clear that a significant proportion of referred cases are not progressed to application of the IRS Product.  In particular there was a reported variation in the quality of referrals from BG and variations in the capacity of BG contractors to vet and filter potential users of IRS in advance of referral.
This issue is complicated by the undertaking given by the Scottish Government to assist businesses affected by the economic downturn and restrictions on the availability of credit.  This has stimulated demand for the Module 1 and 2 Products, where the outcomes may suggest a course of action other than the Core Module.
This issue is of particular importance given the capacity issues reported by the Investment Specialists.

Improving referral may require the introduction, and communication to all referring organisations, of explicit criteria on eligibility for the IRS Core Product Module.  These criteria might relate to applicant business sector, business size and stage of development, proposed application of finance being sought and scale of funding being sought.
5.3 Core Module Purpose and Focus
The Product Guide states that a significant proportion of the funding raised through the IRS should be in the form of equity.  The extraordinary restrictions on all forms of credit in the period since 2008 has clearly impacted on this expectation. IRS has been used to raise loan finance for a wide range of reasons including rationalisation, merger and acquisition and provision of working capital.
Whilst this activity reflects corporate finance market conditions and has contributed to business survival it has potentially displaced activity focussed on raising equity for growing businesses.
Whilst Modules 1 and 2 are focused on businesses impacted by the economic downturn it remains important to maintain momentum and focus on the purpose of the Core Module.  

This may require consideration of segmentation of the market for the Product – with Modules 1 and 2 used for a wider range of businesses facing short term financing issues and the Core Module used for expanding businesses in priority sectors requiring equity finance to facilitate growth.
5.4 Supplementary Modules

Modules 1 and 2 were introduced as a response to the economic downturn to assist businesses facing immediate or near future issues in maintaining financial sustainability.  They have been used to provide a range of services essential to the survival of businesses and have demonstrated the requirement for actions other than the Core Module.
Our attendees suggested that Module 2 was under-utilised and superfluous to requirements.  This reflected the low (£1,000) ceiling of SE contribution and the requirement for a minimum 50% contribution from the assisted business.

There was unanimous support for the retention of Module 1 as it provided the option to wholly fund up to £2,000 of support and allowed quick response to emergent issues in client businesses.
Whilst it may have been administratively expedient to introduce the supplementary modules as part of the IRS Product there is potentially a case to re-brand the Module 1 Product as a financial health check available to a wide range of businesses.  This might provide an opportunity to disconnect the Modules and provide for greater selectivity in defining eligibility for the Core Module. However, it would be essential to restrict access to any “Financial Health Check Product” to businesses assessed by SE as being in a survival or early turn-around situation as a result of issues in the wider economy 
It will become increasingly important, as the banks return to widespread provision of business loan finance, to recognise that, in cases where the outcome of Modules 1 or 2 lead to support under  the Core Module, the expectation of raising equity finance is retained. 
5.5 Measuring Effects on Businesses
The importance of recording and assessing the impact of the Product on business performance was recognised by all attendees.  It was apparent that the pilot project being run by the Investment Specialists in the West region was considering collection and analysis of a range of measures to assess the performance of the Product.

It will be important for the measurement to reflect the activity, output, outcome and impact measures adopted by SE for business growth interventions.  Given the core purpose of the Product is to equip businesses with the capacity and supporting information to secure finance, key outcome measures should record the levels, sources and applications of finance ultimately secured by the assisted business.  It will also be important to monitor the type of finance secured given the emphasis in the Core Product of raising equity investment.
5.6 Targeting Assistance
The IRS Product has, to date, been operated on the basis of responses to referrals received.  In common with other European supported SE assistance to Business there are certain restrictions on the sectors which can access the Product.
Whilst there has not been, to date, an explicit budget for the Product, and no consequent requirement to ration provision, this may become necessary as SE, in common with other public sector providers, is required to deliver more outcomes for less inputs.

Where the core SE organisational performance measure is economic impact  - measured as the ratio of Net Additional GVA delivered per £ of SE input - there are choices to be made in the allocation of SE investment.  In order to raise net additional GVA it is important for assistance to be targeted on businesses which are operating in growth sectors and new markets, with significant potential for sales in overseas markets. 
Whilst accurate assessment of Net Additional GVA is dependent upon ongoing monitoring and future evaluation of the performance of assisted businesses - and cannot be predicted at the time of investment - the selection of businesses in sectors as specified above will serve to maximise potential net economic impact.

At present there are no explicit criteria on specific sectors or business types on which the IRS should be prioritised, beyond those required as a result of European funding.  This may need to be revisited if resources across the organisation are to be focussed on generating the highest potential levels of economic impact.  

5.7 Delivery and Procurement

There are very good reasons why the IRS Product provides for the employment of third party advisors by the assisted business.  Not least amongst these is the ability for the business to maintain relationships with existing advisors.  We found no enthusiasm or strong argument for any change to this approach to procuring services.  However there is potential for this approach to lead to lack of consistency in the quality and value of service provided to the client businesses.
Currently this is managed by the Investment Specialists, based on their knowledge of the corporate advisory market in their regions.

There may be an argument for ensuring that the existing community of practice amongst the Investment Specialists provides for sharing of information and knowledge on advisors.

We noted that Investment Specialists also seek to moderate value provided to SE by varying the intervention rate on assistance, where advisors generate proposals with day rates above average for their profession.  We are aware of levels of reasonable day rates referred to in the Product Guide in relation to the supplementary Modules. It might assist Investment Specialists in determining consistent intervention rates if ceiling day rates were established for a range of advisors across the SE operating area.
Attendees expressed a desire for removal of a perceived cap on serial intervention and an overall cap on SE assistance at £10,000.  There would be an expectation that a successful funding application might incentivise a business to fund future IR activity internally (as well as providing a funding base to do so).  However there may be cases where young or rapidly growing businesses need to pass through several stages of growth and require funding to progress at each stage.  There may therefore be an argument for providing for serial assistance as an exception on a case-by-case basis.
There was also concern expressed over the requirement for businesses to fund the advisor in advance – particularly where the business was young or experiencing cash flow issues.  It was further suggested that there may be a case for 100% funding of the Core Module for businesses in particular sectors or at a particular stage in their development.  Again this might be considered as an exception on a case by case basis but subject to tests on the businesses ability to pay and their current or historic use of related Framework Products.
Where these case-by-case exceptions for serial assistance, 100% assistance, or assistance in advance were proposed explicit provision would need to be made in the Product eligibility criteria to prevent excessive or speculative referrals.

5.8 SUGGESTED ACTIONS
As a direct consequence of the completion of the Review the Consultants suggest that the following actions be implemented:

· Consideration is given to discontinuing the Module 2 Product based on low levels of reported take-up and the low intensity of assistance provided.
· Consideration is given to re-defining Module 1 as a Financial Health Check and using this as a diagnostic to signpost next steps for the business – removing the expectation that the Core Module might be a logical next step.
· Consideration is given to prioritising resources towards delivery of the Core Module on businesses with greatest potential to generate net economic impact.
· The importance of the Core Module in providing access to equity is restored as the mainstream business loan finance market strengthens.
· Consideration is given to preparation of a Monitoring and Evaluation Framework for the Product based on current initiatives to measure performance. Any Framework should be consistent with any overarching M&E Framework for SE Products and specify the inputs, outputs and outcomes for the IRS Product.  This should include identification of the responsibility for data collection (including that to be collected by assisted businesses) and the frequency of data collection.

· Consideration is given to providing higher rates of intervention on a case-by-case basis, with particular focus on younger high-growth businesses in priority sectors and subject to tests of additionality of the IRS Product.

· Consideration is given to providing for serial applications at decreasing intervention rates to priority sectors, on a case by case basis, and subject to tests of additionality of the IRS Product.
· Consideration is given to providing specified day rate caps for advisor services to allow greater consistency in the intervention rate across the SE operating area.
· Consideration is given to providing a forum for Investment Specialists to share information on the performance and suitability of advisors they have worked with.
· Exploration of ways to improve the consistency and relevance of referrals – particularly from Business Gateway, including consideration of criteria for the filtering of referred businesses.  This might also involve input to the future specification of services contracted from Business Gateway.
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	Product Name

	Investor Readiness Support



	Relationship to Intervention Framework(s) 

	Strategy Framework 




	Description of the Product

	· The Investor Readiness Support (IRS) provides support to companies in order to prepare them to successfully raise new investment into their business. This investment should predominantly relate to a significant equity element, but will also inevitably include loan financing and financial reviews.

· For the core IRS product, this is a grant, available for up to £10,000 or 50% whichever is the less. Note: a 50% contribution is a maximum figure and those using this product should be aiming for an average intervention in the order of 33%, if possible.

· It is a product to be used with account managed and growth pipeline companies.

· The product is grant aided support, to assist with the preparation of business plans, financial projections, deal structuring, funding and legal agreements, so that the company assisted can be prepared to enable it to attract new investment finance. The grant is paid following completion of the IRS deliverables.

· In a direct response to the economic downturn, use of the IRS can be preceded by two, complementary modules;

· IRS Module No.1 – Viability, Restructuring & Turnaround – Up to £2000, 100% funded by SE, to produce an Action Plan addressing sudden/dramatic changes to a company’s structure or trading position.

· IRS Module No.2 – Financial Review & Action Plan – 50% funding, up to £1000 to  confirm the current financial position, options and an Action Plan for implementation.
· If appropriate, a company can make use of the core IRS product without using either IRS Modules No.1 or 2. The three component parts of the IRS product can be used individually or combined as appropriate to the company’s needs. 

· Modules No.1 & 2 should only be undertaken, where the customer is clear that these are the first stages of a potential comprehensive IRS project.
Viability, Restructuring and Turnaround

Module No.1 – Investor Readiness Support Product

Description of Module:

· This module is an additional part of the established Investor Readiness Support Product. It was developed to address specific issues faced by SME businesses during an economic downturn and should be discussed and delivered as the lead into potential Investor Readiness Support.

· It is a grant, 100% funded by SE and available for up to, say 3/4 days work, by an external contractor up to a maximum of £2,000. In very exceptional cases SE could fund the adviser direct. This would be available through discussions with the regional Investor Readiness Support manager.

· In very exceptional circumstances SE could fund the adviser direct. This would have to be with approval from the regional company growth director.

· The aim is to assist companies supported through this module, to assess their current financial status, ongoing viability and potential for re-finance.  

· This module should only be used in exceptional circumstances for a company rescue, restructure (including MBO’s) or a turnaround and relevant, related cases may be possibilities.

· Designed for use when a company requires an immediate intervention in response to a sudden/dramatic change in their financial position/outlook.

· The module is for grant support to assist with the preparation of a viability study with an attached ‘Action Plan’ detailing a way forward for the company. The grant funding is claimed after preparation and submission of the ‘Action Plan’
· It is a simple single stage, preliminary review module, where the customer applies for support for eligible costs (see below). They can apply only once.

· Access is by direct approach, by Account Managers or Business Gateway Pipeline Advisers to whoever within the Regional area is responsible for the delivery of the Investor Readiness Support product. Application and approval will be via the issued CCM documentation in place at the time of applying.  A strong case for this enhanced level of intervention must be made within the project appraisal; (i.e. “Why 100% funding”, e.g. ‘No cash resources’).

· While this product supports the cost of using consultants and other professional advisers, these are to be selected by the customer themselves. There is no list of SE approved consultants/advisers and if asked, at least 3 - 5 different providers must be suggested.

· A written report with recommended actions must be provided by the applicant’s adviser, as an outcome of this work, before any grant funding is paid. This report must be copied to SE.

· The company, in principle, must agree to participate in the SE Investor Readiness Support product. The preliminary review could act as an ‘Investor Readiness Stage 1’.

· If appropriate and subject to thorough appraisal, this module could be delivered as part of a package including IRS Module No.2 plus the IRS product itself. 

· The appraisal should consider the potential to successfully undertake the IRS product and achieve third party investment (equity or loan).

· Completion of a single appraisal should suffice for all elements of the IRS products (IRS Modules No.1 & 2 and the IRS product itself)

· IRS Module No.1 has its own transaction code (T-Code, T258) – Do not use the standard IRS T-Code (T208).  

Eligibility Criteria

· Applying SME companies have to be segmented as Account Managed or Growth Pipeline.

· Need for the module is clearly identified in the Account Development Plan (ADP).
· This is a single allocation of funding per company, maximum of £2,000.

· There is no ceiling of the day rate of advisers used but £600 would be considered reasonable.

· Eligible costs are the external costs associated with undertaking the viability review.

· Ineligible are: Any internal costs, expenses, any legal or statutory requirements required as part of the review and / or, any actual investment into the company.

· Sector eligibility – Normal SE rules (and Investor Readiness Support criteria) applies.
Financial Review & Action Plan

Module No.2 – Investor Readiness Support Product

Description of Module

· This module is an additional part of the established Investor Readiness Support Product. It was developed to address specific issues faced by SME businesses during an economic downturn and should be discussed and delivered as the lead into potential Investor Readiness Support.

· It is a grant, 50% funded by SE and available for up to, say 3/4 days work, by an external contractor. SE will contribute up to £1000 towards a project. In very exceptional cases SE could fund the adviser direct. This would have to be with approval from the regional company growth director.

· Designed for use when a business lacks the expertise to produce and understand their current financial position/issues in the face of an economic downturn. 

· This module will include;

· Confirming the company’s current financial position

· Reviewing the options (mainly finance related) for the company in the face of an economic downturn

· Delivering a practical ‘Action Plan’ for implementation by the company, based on the options identified above

· If appropriate, informing the next stage of a submission for full Investor Readiness Support  

· In addition to helping the company understand its current position, options and implement an ‘Action Plan’, the output is also designed to inform the decision making of the Account Manager regarding implementation of the Account Development Plan.

· The appraisal should consider the potential to successfully undertake the IRS product and achieve third party investment (equity or loan).

· Up to one day of the advisers time, may be spent capturing and confirming the company’s precise (or best estimated) financial position at that time.

· The need for this module will be identified and managed by the Account Manager (i.e. application, appraisal, purchase orders etc). The Investment (IRS) specialists can be used as a ‘sounding board’ with a view to progressing with full IRS support.

· If appropriate and subject to thorough appraisal, this module could be delivered as part of a package including IRS Module No.1 plus the IRS product itself.

· Completion of a single appraisal should suffice for all elements of the IRS products (IRS Modules No.1 & 2 and the IRS product itself)

· IRS Module No.2 has its own transaction code (T-Code, T259) – Do not use the standard IRS T-Code (T208).  

Eligibility Criteria

· Applying SME companies have to be segmented as Account Managed or Growth Pipeline.

· Need for the module is clearly identified in the Account Development Plan (ADP).
· This is a single allocation of funding per company, maximum of £1,000 contribution.

· There is no ceiling of the day rate of advisers used but £600 would be considered reasonable.

· Eligible costs are the external costs associated with undertaking the viability review.

· Ineligible are: Any internal costs, expenses, any legal, audit or statutory requirements required as part of the review and / or, any actual investment into the company.

· Sector eligibility – Normal SE rules (and Investor Readiness Support criteria) applies.



	Eligibility Criteria

	Most products are available to all of our customers provided that an appraisal of need demonstrates that there will be acceptable levels of displacement and additional economic impact.  In order to ensure that our assistance is proportionate to the potential economic return, business base clients should generally be offered 1:many products whilst more intensive products such as the FFP should be made available to Growth and Growth  Prospect clients

For IRS Modules No.1 & 2 See separate eligibility details above. For the main IRS product;

· SME companies seeking to raise new funding with a significant equity element, are eligible for support – the usual exclusions to sectors apply, including retail.
· Applying companies have to be segmented as Account Managed or Growth Pipeline.

· The maximum intervention rate is 50% and the funding limit is £10,000

· This is a single allocation of funding per company, they can apply as many times as they need but can only secure a maximum of £10,000 from this product, plus Modules No.1 & 2, if appropriate. This takes the overall maximum IRS funding per company up to £13,000 – in exceptional circumstances.
· There is no ceiling of the day rate of advisers used, however a daily rate of £600 is considered reasonable.
· Eligible costs are the external costs associated with: Preparation of business plans, preparation of associated financial plans, market research to support these, legal costs associated with closing the funding deals. Any other costs the business may incur in getting itself ‘investor ready’.
· Ineligible are: Any internal costs, any legal or statutory requirements required as part of the funding plan, any actual investment into the company.



	Product Delivery and Management

	· Customers can be recruited by their DRM adviser. Each Region will have somebody who looks after this product (often known as the Investment (IRS) Specialist) and they will assist with applications as well as providing additional value added advice on the fund raising process. Note the role of Account Managers for IRS Module No.2.
· Applications will be via the issued CCM forms in place at the time of application. These being submitted to whoever is responsible for this product in the applicable Region.

· This product will be evaluated as part of the wider evaluation of the Growing Business Intervention Framework.
· IRS is a single product, which incorporates the two modules. In order to track, manage and report, each element has its own T-Code & CRM ID. As IRS Modules 1 & 2 precede delivery of the core IRS product – a lead for either module is in effect a lead for the main core product as well.

· Regional IRS contacts include

· Aberdeen City & Shire – Gail Wilkie (775 5529)

· West Region – Stewart Gordon (772 2072)

· East Region – Anne Featherstone (773 6066)

· South Region – Sarah McConnel (783 5247)

· Tayside Region – Gail Wilkie (775 5529)




	Product Funding 

	Funding for this product will come from the Region’s Intervention Framework allocation. Note that IRS Modules No.1 & 2 have separate transaction codes in order to track activity/spend. 




	Targets 

	The following targets can be claimed from the use of this product: 

· Companies assisted

· Companies completing the Investor Readiness Support process

· Companies showing improved business performance (Note this can only be claimed if the rules for claiming under that category have been fully satisfied i.e. GBR less than 3 years old, company signed off ADP, listed as a high importance activity on the action plan, customer signs off that investment has been secured.)




	External Influences

	40% of the funding for this product is from ERDF funds so appropriate procedures must be complied with.




	Legal and State Aid

	The core IRS product, plus IRS Module No.2 - Financial Review & Action Plan are both covered by the Scottish Enterprise Business Advisory Services Scheme for SME’s 

The IRS Module No.1 – Viability, Restructuring & Turnaround is covered by De-minimis




	Support Materials 

	Standard application forms can be found on the Intranet within the CCM section



PART 2

The following sections should be completed after customer testing and Gate 2 & 3 have been completed. These are additional sections required for the Product User Guide.

The content of Part 1 must be reviewed, as the results of customer testing may inform further changes. In this instance, the content should be updated prior to release of the User Guide to the Network and loading onto CRM system.

	IRS Module No.1 Product T-Code
	IRS Module No.1 CRM Product ID

	T- 258
	2136


	IRS Module No.2 Product T-Code
	IRS Module No.2 CRM Product ID

	T- 259
	2137


	IRS Product T-Code
	IRS Product CRM Product ID

	T-208
	574


	Procurement

	None – customers source own contractors – There is no list of approved consultants/advisers and if asked, at least 3 - 5 different providers must be suggested.



	Claim Procedure

	CCM claim forms to be used in line with established procedures. Grant aid for Modules No.1 & 2 payable after successful completion and submission of the Action Plan.




	Health & Safety

	Not Applicable


	Product Lead

	 Anne Featherstone or SE Product Team – but deal via local product managers.




APPENDIX 3
REVIEW PRESENTATION
mail@malcolmwatson.com





01890 860 759 T


07730 31 25 81 M








malcolm watson consulting				


knowledge management and development








_1361443436.xls
Chart1

		April
2009

		May

		June

		July

		August

		September

		October

		November

		December

		January
2010

		February

		March

		April

		May

		June

		July

		August

		September

		October

		November



Spend (£000)

Spend Profile - Investor Readiness Support Product

24

5

18

35

33

53

52

52

39

60

54

119

33

35

22

32

55

69

38

35



Sheet1

		

				2009																		2010

				April		May		June		July		August		September		October		November		December		January		February		March		April		May		June		July		August		September		October		November

		Spend (£000)		24		5		18		35		33		53		52		52		39		60		54		119		33		35		22		32		55		69		38		35





Sheet1

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0

		0



Spend (£000)

Spend Profile - Investor Readiness Support Product



Sheet2

		





Sheet3

		






