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Summary  
Background to the Review 

i. Regeneris Consulting were commissioned by the three English JEREMIE funds to undertake 

the mid–term review of the SME finance projects. JEREMIE (Joint European Resources for 

Micro to Medium Enterprises) is a joint initiative between the European Commission’s ERDF 

Structural Fund and the European Investment Bank. The three JEREMIE projects cover the 

North East, North West and Yorkshire and Humber regions of England.   

ii. The three public sector backed JEREMIE projects provide equity and loan finance to start-up, 

growing early stage companies and to larger companies with ambitions for strong growth. Its 

underpinning rationale is the need to address the market failure which arises due to the 

reluctance of private sector lenders and venture capitalists to provide finance to these classes 

of investment. The upshot of this market failure is that economic growth at a sub-national 

level is constrained and this is especially an issue in those areas where economic performance 

is lagging.      

iii. The provision of this finance to SMEs helps the regions to achieve a range of economic 

development objectives, including increased enterprise, innovation, business growth and 

ultimately regional economic growth, as well as encouraging a better functioning market for 

SME finance. Key measures of the success of these projects are therefore the additional 

wealth created (measured through Gross Value Added) and job creation, as well as a suite of 

other relevant indicators.  

iv. In order to deliver the JEREMIE projects, each of the three northern regions established a so-

called ‘fund of funds’ to deliver a mix of loan and equity finance to SMEs:  

 Finance Yorkshire: a £90m Holding Fund managed by Finance Yorkshire Limited (FY) 

which is being invested via three sub-funds;  

 North East Finance: a £125m Holding Fund managed by North East Finance (NEF) 

which is being invested via seven sub-funds; and 

 The North West Fund: a £155m (originally £185m, but subsequently revised) Holding 

Fund managed by North West Business Finance Limited (NWBF) which is being 

invested via six sub-funds. 

v. The purpose of the report is to provide an independent assessment of the development and 

implementation, progress and performance, and governance of the three JEREMIE funds.  This 

has informed the overarching policy and delivery lessons and recommendations in Section 

One, which will guide the development of the approach to the use of financial engineering 

instruments for SME finance over the 2014-20 EU funding period.    

Development of the JEREMIE Funds  

vi. The three northern English regions have a strong track record of using ERDF backed Venture 

Capital and Loan Funds (VCLFs), although historically on a fragmented basis spatially within 

their regions and in terms of various delivery approaches. The RDAs were quick to explore the 

opportunity presented by the launch of the EC’s JEREMIE initiative, considering its advantages 

and disadvantages for their regions (subject to what was known about it at the time). The 

RDAs played a key role in the respective regions in developing and setting up the funds, 

meeting the substantial development costs and providing staff expertise.  
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vii. JEREMIE was seen as being important for the regions for a number of key reasons including: 

the scope to establish large funds to meet the substantial finance gaps identified; the 

availability of a substantial source of pre-match funding for the JEREMIE projects provided by 

the EIB; the scope to adopt a more integrated and coherent approach to the provision of 

public sector backed SME finance; the flexibility of the fund of funds model to tailor finance 

to the needs of SMEs in the regions; and the scope to re-size the sub-funds to reflect changing 

demand and economic circumstances.  

viii. The review has concluded that the JEREMIE model was appropriate for all three regions. 

Whilst there have been major changes in economic and political circumstances since the 

Funds were developed, they are judged consistent with current policy and appropriate and fit 

for purpose given the changes in these conditions. If anything, the financial crisis and 

economic recession has meant that the funds have played a much more important role in 

addressing the finance needs of SMEs in their regions, in the face of the reduced lending of 

the banks and withdrawal of some equity investors from regional markets.  

ix. The development of the funds was underpinned by good evidence bases which were used to 

inform the focus and structure of the funds (although the North West would have benefited 

from a full formal market assessment given for example its requirement to invest 40% of the 

fund in Merseyside and the decision to develop sector funds). However, the development 

process was stronger for some of the funds than others (this was particularly rigorous for the 

North East fund), mainly in terms of having sufficient clarity about how the sub-fund structure 

responded to a combination of economic development and market need, the options for the 

operation of the fund and testing of risks. This is important as it is a key determinant of the 

underpinning investment and delivery strategy, both overall and by sub-fund.   

x. All three funds adopted the fund of funds model - where regions have identified the need for 

a large SME finance project, a fund of funds approach is advantageous in many regards.  

However, they differ in terms of the mix and types of sub-funds, the ways in which fund 

managers are organised in the regions (co-located in the case of Finance Yorkshire and 

dispersed for the other two regions) and the marketing and delivery of the service to SMEs. 

There are advantages (and some potential disadvantages) for all of these approaches and 

indeed the review has identified very different models in Finance Yorkshire and North East 

Finance that are proving effective (the North West Fund model has in a number of regards  

been helpful in enabling changes to be made to address a range of operational challenges).       

xi. A key aspect of the fund of funds model is the flexibility it provides to reallocate resources 

between sub-funds in light of changing market conditions. This has in practice been a valuable 

tool, allowing funds experiencing slower investment to reallocate resources, to target initially 

unallocated resources to areas of high demand and to adapt the investment strategy to 

particular issues.  This has certainly assisted the North West Fund in addressing performance 

issues. The North East Fund has also been able to use part of its unallocated pot to match with 

additional ERDF and RGF funding for investment activity for an extended investment period, 

helping to avoid a potential hiatus in investment following the completion of the existing 

investment period.       

Progress 

xii. North East Finance commenced investment activity on time in January 2010 (with first 

investments made in April), whilst the other two funds experienced delays in their approval, 

launch and commencement of investment activity.  North East Finance has had the strongest 

progress, investing £74.2m up to 2013 Q2 – whilst this is around 10% below the original 
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business plan target of £82.0m at this stage, much of this shortfall is accounted for by the 

strategic decision to hold back £7m for follow-on funding in 2014/15.  

xiii. Both the North West Fund and to a lesser extent Finance Yorkshire experienced delays in their 

launch, in large part due to the UK government elections and the knock-on from changes in 

government policy (including most notably the abolition of the RDAs). These, but also other 

delivery issues, have led to both funds renegotiating their business plans with their funding 

partners and making changes to their investment strategies (and requiring the cooperation 

and a lot of ongoing support of DCLG and CfEL1). Finance Yorkshire has extended its 

investment period by 12 months and switched resources from its equity to its loans sub-fund. 

The North West Fund has downsized its investment target (£185m to £155m) and adjusted its 

sub-fund strategy to better reflect demand.  

xiv. The result is that Finance Yorkshire has invested £45.9m up to Q2 2013 compared to a revised 

target of £50.7m for the period (original target for the period of £70.8m). The North West 

Fund had invested £58.9m by Q2 2013 which is around 38% of its lifetime investment target 

(32% of its original target)2.  

xv. All of the JEREMIE funds are confident about their prospects of achieving their lifetime 

investment targets, although they all need to increase the investment rate over the next two 

to three years to do this. On balance, the risks facing Finance Yorkshire and North West Fund 

are greater.  The main area of risk for Finance Yorkshire is its equity sub-fund and it has put in 

place an action plan in conjunction with the fund manager. Whilst the North West Fund is now 

in a stronger position following the amendment to the investment strategy, it still faces a 

number of key investment challenges mainly around the Energy and Environmental Fund and 

the new mezzanine sub-funds. There may be a need to make further reallocations and the 

Holding Fund is aware of the need to carefully monitor progress and respond quickly to under-

performance in the remainder of its investment period. 

xvi. The ability to meet the lifetime financial performance targets remain uncertain, with each 

fund facing particular areas of risk and uncertainty. In terms of EIB repayments, North East 

Finance and Finance Yorkshire are both ahead of schedule and have sufficient reserves built 

for the next 12 months, whilst the North West Fund should now be in a stronger position to 

meet repayments having revised its contract with the EIB in mid-20133, and it is on schedule 

to meet its 2013 repayment requirement.  In terms of the legacy to the ERDF and Single 

Programme investments4 into the funds, the risks of not achieving the full public sector legacy 

target are considered to be moderate for all three funds (although there is also a potential 

upside in terms of higher levels of returns).    

xvii. The survey of SME beneficiaries provided helpful evidence on the SMEs’ experience of the 

service provided by the three funds and their levels of satisfaction (although this only covered 

SMEs which had received finance). Overall, the findings are very positive for all three funds, 

especially in terms of the key indicators (eg the overall quality of the service – an average of 

                                                

1 From 1 October 2013, CfEL’s operations and staff were brought into BIS to join the British Business Bank programme, which 
is currently run directly by the Department for Business, Innovation and Skills.  It is expected to transfer in its entirety to 
the British Business Bank plc, which will operate as a government-owned financial institution, in 2014. 

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

3 Based on the information available to the reviewers 

4 Plus the contributions from the legacy returns for the NWBIS fund in the case of the North West Fund 
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4.2 out of 5 across the three funds; knowledge and professionalism of staff – average 4.3 score 

out of 5). Slightly lower scores were provided around aspects of customer service (although 

these appear relatively high compared to how banks score on similar measures).  

Emerging Economic Impacts  

xviii. Progress in terms of the economic development targets is broadly in line with the level of 

investment (and the North West Fund negotiated selected reductions in their targets to reflect 

the changes to the project, whilst Finance Yorkshire reduced the SME assists target which had 

been incorrectly calculated at the outset). The three funds are already making major 

contributions in terms of providing substantial levels of finance to SMEs in their regions, which 

is generating jobs and wealth creation, as well as making wider contributions in terms of 

enterprise, innovation and regeneration.    

xix. The analysis of the SME beneficiary survey has also informed an initial assessment of the 

emerging net additional economic impacts (allowing for finance deadweight and economic 

displacement) and the associated value for money.  The limitations of the analysis and the 

survey data it uses need to be borne in mind and hence the estimates should be interpreted 

with caution. The analysis indicates that the unit costs associated with the achievement of job 

creation and gross value added are reasonable at this stage in the life of the funds, but offer 

considerably better value for money than grant finance or soft loans.  

xx. The review has suggested that the funds have played a very significant role in providing 

finance to SMEs, which would probably not have been forthcoming in such challenging 

economic and market conditions. The funds have played a role in stimulating a more active 

private corporate finance sector in the regions (especially in the North East), but this has been 

less than might have occurred if the market conditions were less challenging.  

Next Steps 

xxi. The review has concluded that the JEREMIE and the fund of funds approach provides an 

effective model which can and should be replicated more widely in the next programming 

round.  For reasons of efficiency and effectiveness, these funds should be a minimum of 

£100m in size (and the EIB has indicated its desire for this to be a minimum investment 

threshold for the funds it invests in).   

xxii. By implication, the funds would need to cover large geographical areas, with sizeable business 

bases. This will require LEPs to collaborate across their areas, with the merits of the proposed 

area being clearly justified in market and delivery terms through the business planning 

process.  Section one of the report provides more comprehensive recommendations for the 

LEPs, their stakeholders and the current holding funds in developing new funds.  
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1. Conclusions and Recommendations 

Conclusions 

Design of the Funds 

Appropriateness of the JEREMIE Initiative in the Northern Regions  

1.1 All of the three northern English regions have a strong track record of using ERDF backed 

Venture Capital and Loan Funds (VCLFs), although historically on a fragmented basis spatially 

within their regions and in terms of various delivery approaches. They were quick to explore 

the opportunity presented by the launch of the EC’s JEREMIE initiative, by considering its 

advantages and disadvantages for their regions (subject to what was known about it at the 

time). Indeed, the JEREMIE initiative was to some extent seen as the ‘only game in town’ for 

those seeking a large SME investment fund since it was the approach being proposed by the 

EC and EIB.  

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

 The scope to establish large funds (the EIB indicated a desire for the projects’ overall 

investment pots to exceed £100m) to meet the substantial finance gaps which had 

been identified by the RDAs;   

 The availability of a substantial source of pre-match funding for the JEREMIE projects 

provided by the EIB, overcoming the considerable challenges at the time (and 

currently) of securing private sector match from UK commercial or other public sector 

sources;      

 The emphasis on establishing a fund of funds model, enabling different finance sub-

funds or products to be tailored to the identified needs of the SMEs in the regions 

(contributing to different strands of the RDAs’ competitiveness strategies);  

 The flexibility available through a fund of funds model in terms of re-sizing funds to 

reflect changing demand and economic circumstances, whilst simultaneously 

ensuring full deployment of ERDF grant during the programme period; 

 The scope to adopt a more integrated and coherent approach to the provision of 

public sector backed SME finance across each region (avoiding the fragmentation of 

the past).         

1.3 There were a number of potential disadvantages of the JEREMIE approach depending on the 

circumstances, including the complexity and cost of the fund of funds model, the costs and 

seniority of the EIB debt financing (although EIB financing costs were highly competitive versus 

commercial banking options at the time), the potential lead-in times for developing and 

securing approval of the projects, and uncertainty at the time about various delivery aspects 

of JEREMIE (eg the legal implications of the RDA involvement in the holding funds and legacy 

bodies where they were proposed). These were not considered to be insurmountable issues 

in the three regions and the RDAs subsequently played a key role in the respective regions in 

developing and setting up the funds, meeting the substantial development costs and providing 
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considerable staff expertise (support which will not be available for the successor funds). 

1.4 The review has concluded that the range of options for addressing SME finance constraints 

were carefully considered by the three regions and that JEREMIE was the appropriate route 

for these regions.     

Role of JEREMIE in Addressing Market Failure and Economic Development Needs  

1.5 The partners in all three regions were able to draw on a good understanding of the issues 

facing SMEs in accessing development and expansion finance in their regions. The RDAs were 

able to draw on the knowledge and skills of staff who specialised in SME development and 

finance issues in particular. The RDAs in the North East and Yorkshire regions commissioned 

detailed market assessments, which helped to strengthen their understanding of the main 

finance gaps and provided the evidence base to underpin their business planning. The North 

West drew directly on the experience of delivering VCLFs in the region, analysis of national 

and regional data on SME finance needs and evaluation studies of VCLFs. It also engaged 

directly with fund managers and banks to stimulate interest in the Fund and test the market.    

1.6 The development of the three funds and the underpinning fund structure was shaped by a 

combination of the regional economic development priorities, the evidence of market need 

and the scope to deliver finance effectively and efficiently to SMEs.  On the whole, this was 

underpinned by a good evidence base, which was used to inform the focus and structure of 

the funds.       

1.7 However, the development process and underpinning evidence was stronger for some of the 

funds than others (this was particularly rigorous for the North East fund), mainly in terms of 

the thoroughness of the market assessment, the clarity about how the sub-fund structure 

responded to a combination of economic development and market need, and the testing and 

resulting robustness of key assumptions. This is important as it is a key determinant of the 

underpinning investment strategy, both overall and by sub-fund.  We comment further on the 

possible implications of this for delivery later in the section.  

1.8 One factor which has limited the ability for the JEREMIE funds to meet the needs of SMEs in 

the regions was the approach to State Aids, with all three funds pursuing the General Block 

Exemption Regulation (GBER) route rather than a specific notification. In each case, the 

decision not to notify reflected the extended delays (typically 18-24 months) expected for the 

notification route and the knock-on implications for deployment within the timeframe of the 

programme period. This resulted in limited scope to assist medium sized businesses in non-

assisted areas, less scope for large levels of follow-on activity and no scope for the funds in 

their own right to make investments in the range £2m to £3m (an identified need in some 

regions, especially following the financial crisis). The impact of these constraints prompted 

the three holding funds in 2011 to approach the European Commission to try to secure 

improvements via a new notification, although it proved impractical to complete the process.  

1.9 The manner in which the funds operate geographically does not always reflect the market 

need, although this is principally a function of ERDF rules and therefore outside the control of 

the programme designers. The split in ERDF between Transitional and Competitiveness 

programme areas in the North West programme area (and their differential levels of ERDF 

funding) has led to a mismatch between the available funds for investment and SME demand 

for finance (i.e. too much resource given the SME base in the Transitional area and too little 
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in some Competitiveness areas).  It is a particular issue for some but not all of the North West 

Fund sub-funds in Merseyside.   

Adequacy of Business Planning for the JEREMIE Funds 

1.10 In general, the approach to assessing the market for SME finance and the business planning 

for the JEREMIE funds was thorough and applied many of the lessons from the previous 

funds.  In the case of the North East the business planning underpinning the development of 

the North East Fund was of a very high standard, whilst that in Yorkshire and Humber was also 

thorough and robust.    

1.11 The original North West Fund business planning, which is understood to have been 

independently tested twice, was ambitious in terms of its scale and expected financial 

performance. It subsequently faced the considerable challenge of business planning for a fund 

whose structure was amended in response to the requirements of the UK Treasury and the 

European Investment Bank, then to the initial stages of procuring fund management and the 

implications of the change in UK government.       

1.12 However, it should be borne in mind that the funds were developed in very challenging 

circumstances, often in the face of uncertainty regarding the JEREMIE rules and regulations 

(evolving during the development process), the very demanding approval processes (in some 

regards, unnecessarily complicated) and significant changes in the UK political and economic 

development landscape.  

1.13 Future project developers need to be mindful of the vulnerability to both external risk factors 

(eg economic performance, changes in policy) and internal factors (eg changes in fund 

management teams), the potential for optimism bias in assumptions of investment and 

financial performance, and the need for flexibility to adjust investment strategies easily in the 

face of these challenges (subject to the rules under which they operate).  North East Finance 

is a good example of where project developers dealt effectively with these considerations 

(through independent review and stress testing of the assumptions, but also a cautious 

approach to the setting of a number of key investment and financial performance assumptions 

and targets) and where there is scope for others to learn lessons from their approach.    

1.14 On this latter point, both the North East Finance and the North West Fund took the 

opportunity to introduce a degree of flexibility through retaining an unallocated investment 

pot. This was to be allocated to sub-funds depending on changing demand and emerging 

portfolio investment needs.  This is a good example of the way in which the funds need to 

consider how they can allow for risks and uncertainty, as well as driving higher levels of 

investment performance.  

Appropriateness of the Fund Structures Adopted by the JEREMIE Funds 

1.15 The review has concluded that on balance the fund structures were appropriate, although 

this is subject to a number of caveats which are set out below. Where market or 

performance issues have arisen, the funds have been able to adjust their strategies but this 

process can be time consuming and costly to negotiate and implement.   

1.16 The structuring of the JEREMIE funds on the basis of a fund of funds model – consisting of a 

holding fund and separately managed sub-funds - is now well tested amongst public sector 
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backed VCLFs in the UK (including use by Capital for Enterprise with its ECF programme).. 

Where regions have identified the need for a large SME finance project, a fund of fund 

approach offers an advantageous model in many regards (and indeed, the holding fund 

model is also widely used in the private sector).     

1.17 Other English regions have pursued approaches other than the JEREMIE model, typically 

multiple smaller finance specific funds. Whilst these approaches might have been justified, 

they limit the scope to establish large investment funds (£100m+ in total) and to improve the 

coordination of investment and legacy management.          

1.18 Although the structuring of the JEREMIE model is broadly similar across all three funds, there 

are a number of differences in terms of the organisational architecture. One key difference is 

the use of an integrated organisational structure (eg Finance Yorkshire, with the co-location 

of holding fund and fund managers, as well as shared corporate functions) as opposed to a 

devolved structure (eg North East Finance and North West Fund, in which the fund managers 

are not co-located and operate mostly their own business systems). There are advantages and 

disadvantages to both approaches and the review has demonstrated the models working well 

in Finance Yorkshire and North East Finance respectively.  Aspects of the devolved model have 

also worked well in the North West, with the North West Fund being able to use the flexibility 

of its sub-fund structure to reallocate resources more easily than might otherwise have been 

the case. Indeed, both models can work well providing the underpinning rationale for the 

approach and the associated strategies are clear and the holding fund provides strong 

leadership.  

1.19 Another difference in the North East is a parent company - North East Access to Finance 

(NEA2F) - which was established by the RDA to co-ordinate and manage the re-deployment of 

legacies from the region’s historical investment funds for the benefit of SMEs. The role of 

NEA2F has been limited with respect to direct delivery of the JEREMIE fund; its role has been 

in holding the legacy funds and supporting local bodies with future policy development.  

Similar organisations were not established in the North West and Yorkshire regions, which 

preferred to manage the legacies in the respective JEREMIE holding funds.  

1.20 A feature of the JEREMIE funds is the use of a mix of ERDF and other public sector grant (and 

in the case of the North West Fund, legacy returns from previous funds), which are matched 

with a loan from the EIB.  An important feature of the way the EIB has provided finance to the 

projects is that as they generate returns, the EIB loan is repaid first. This is a condition of the 

EIB loan (and indeed would be a condition of any commercial loan of this size) and in some 

regards it is sensible in that it is minimising the cost of the EIB loan to the funds. It should be 

noted that, whilst the EIB is owned by the member states, the Bank raises capital through the 

markets and is required to operate as a fully commercial lending institution.  

1.21 Whilst the use of EIB funding in this way is largely a requirement of the JEREMIE model, it 

raises a number of issues. It places the balance of risk associated with the performance of the 

funds upon the public sector investors (ERDF in particular), although this is a reflection of the 

use of substantial debt financing in the model. It significantly reduces the attractiveness of 

private equity investment into the fund alongside the EIB and ERDF, and the project 

developers’ investigations at the time confirmed this (although this also reflects the perceived 

returns that the funds generate). Also some of the JEREMIE funds (North West Fund) were 

required to introduce the entire EIB loan at the start (due to match funding considerations 
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linked to the drawdown of ERDF), which increases the lifetime costs of the loan finance 

(compared to introducing the loan in tranches).  In the North West’s case, it has generated 

higher than forecast treasury income to offset the Fund’s costs, in part the result of this initial 

draw down of the full EIB loan and the interest it earns on the large cash deposit it represents. 

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

1.22 All three regions have used a mix of sub-funds which focus on different parts of the SME 

market and differ in the type and scale of finance they provide. These differences are 

explained by a combination of their market assessment evidence, their economic 

development objectives and, in the case of North East Finance, a specific desire to use the 

fund structures to stimulate competition in the market, improve the service to SMEs and 

incentivise stronger performance amongst SMEs.  

1.23 Finance Yorkshire adopted a simple sub-fund structure, having just a loan, seedcorn and 

equity sub-fund. The evidence suggests that this structure has worked well in the region, 

providing the mix of finance required by SMEs in the most part and being linked to their 

economic development priorities. The issues which have arisen are mainly associated with a 

need for larger loans (now addressed through a change in investment strategy) and the 

restrictions on types of investment imposed by State Aids.            

1.24 As noted earlier, North East Finance adopted a structure consisting of seven sub-funds, 

reflecting the perceived market need, a desire to strengthen the SME finance market and 

specifically to encourage greater choice for SMEs, and incentivise fund manager performance 

through competitive forces between fund managers (with the strongest performers having 

opportunities to draw down additional capital from the unallocated sums, and the least strong 

performers at risk of having capital taken away and redeployed elsewhere).  Overall the 

number and mix of funds has worked well for the North East JEREMIE project, given the 

objectives it sought to achieve. The most significant downside to the approach is that the 

larger number of sub-funds has resulted in higher operational costs. 

1.25 The North West Fund also sought to attract new fund managers to the region, thereby 

strengthening the SME finance market. It was also the only fund to introduce sector specific 

funds (three sub-funds, covering biomedical, digital and creative, and energy and 

environment), being driven in large part by the regional economic development strategy and 

by market testing of fund managers which had shown the former NWDA the potential to 

deliver such funds. The use of sector specific sub-funds needs to be carefully considered, 

bearing in mind not just the economic development rationale for the sector focus but also the 

scope to deliver efficiently in light of the scale of demand for finance and the ability to source 

the necessary investment expertise.  

1.26 The evidence to date in the North West suggests that this route was well justified in two of 

the three cases. The Biomedical sub-fund built on a strong platform in Merseyside, while the 

Digital and Creative Sub-fund was targeted at a rapidly growing sector where appetite for 

growth was reflected in behaviour of SMEs. The Energy and Environmental sub-fund 

represented a riskier proposition with the sector not well developed in the North West in 

terms of established SMEs and limited early stage output from universities. Investment 

performance has consequently lagged to date.  

1.27 Only the North East originally introduced a micro-loans fund (at the specific request of the 
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Regional Development Agency), whilst the North West identified this type of sub-fund as a 

possible use of part of their unallocated performance reserve, but had opted to address this 

market through Community Development Financial Instruments (CDFIs). The North West Fund 

are due to launch a micro-finance fund shortly, in the face of strong demand from micro-

businesses, which has been accentuated by the sharp reduction in lending to this part of the 

market by high street banks. Whilst there is undoubtedly a need for micro-loans, or micro-

finance more generally, they benefit from having a decentralised approach to delivery.     

1.28 The manner in which different types and levels of finance are used within the funds is a key 

aspect of meeting the finance needs of SMEs, but a very important consideration in the 

performance of the financial model underpinning the JEREMIE funds.  This usually requires a 

mix of debt and equity finance, with debt providing the certainty of a steady stream of returns 

to enable the repayment of the EIB loans, whilst the returns from equity investments generate 

the legacy returns. This ‘mixed instrument’ model is best practice in the private sector. The 

focus on equity based investment in the North East fund presents a riskier proposition in terms 

of securing the short-term flow of returns to meet the schedule of EIB repayments.  However, 

this has not proven to be a problem to date with the North East meetings its EIB repayment 

schedules (whilst the other two funds initially faced challenges in this regard), mainly due to 

the returns generated to date in NEF’s portfolio from mezzanine investments.  

1.29 All three funds included sizeable equity sub-funds and to a lesser extent mezzanine based sub-

funds. The evidence from all three reviews has pointed to the challenge of selling the benefits 

of equity and mezzanine investment to SMEs.  It stems from a combination of a preference 

for debt finance, resistance from traditional SME owners and a lack of understanding of the 

finance types.  There is a perception that mezzanine finance in particular is more complex, 

and that this has an impact both on deal flow and the time taken to complete the investment 

process.  As noted later, the demand for equity finance has also fallen sharply in the current 

recession. Clearly, the challenges of investing equity and mezzanine finance in line with the 

investment strategy is important to generating the financial returns which underpin the 

JEREMIE model and longer term legacy returns.   

Implementation and Delivery 

Progress against Investment, Financial and Economic Development Targets  

1.30 All three JEREMIE funds experienced delays in their approval, launch and commencement of 

investment activity, although to varying degrees.  The greatest initial delays affected the North 

West Fund and to a lesser extent Finance Yorkshire (roughly twelve and six months delays in 

investment activity commencing).  Both the funds have also faced a number of delivery issues, 

having to make changes in the investment strategies and business plans which have required 

approval by their respective funding partners (and requiring the cooperation and a lot of 

ongoing support of DCLG and CfEL):  

 The North West Fund reduced its fund size from £185m to £155m in 2012 and took 

the decision to create new mezzanine products by reallocating its Development 

Capital Fund.  It established a stand alone mezzanine fund, and extended its Loan Fund 

to provide debt based mezzanine funding up to £750,000.   

 Finance Yorkshire has extended the duration of its investment period by twelve 
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months to the end of 2014 and switched £5m from the equity linked finance sub-fund 

to the business loans sub-fund (where demand has been stronger).    

 North East Finance also reduced the allocation from one sub-fund and increased the 

allocation to three other sub-funds in response to market demand and sub-fund 

performance and undertook minor output re-profiling largely relating to the later 

introduction of the Microloan Fund (commencing a year later than the other funds).   

1.31 A common aspect of the performance of the funds has been weaker demand for expansion 

equity finance, whilst demand for debt has been strong.  Although this is in part explained by 

fund specific considerations, it has also been heavily influenced by the nature of the economy 

(dampening demand for equity and limiting the supply of debt through high street banks). 

1.32 Given the challenges which Finance Yorkshire and the North West Fund have faced, they are 

now making good progress in their investment activity but they are both slightly behind their 

revised investment targets (and of course much further behind what would have been the 

original targets).  

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

 Finance Yorkshire has invested £45.9m up to Q2 2013 compared to a revised target 

of £50.7m for the period (original target of £70.8m) and a £90m lifetime target (91% 

and 51% of the targets respectively). The main source of underperformance against 

the revised target has been the Equity Linked Finance Fund, where investment activity 

was disrupted by changes in fund management arrangements, but also weak demand.    

 North East Finance has invested £74.2m up to 2013 Q2, around 10% below the original 

business plan target of £82.0m at this stage. Much of this shortfall is accounted for by 

the strategic decision made to hold back £7m of the originally unallocated capital so 

it could be invested in follow-on funding in 2014/15.  

 Roughly halfway through its investment period, the North West Fund had invested 

£58.9m by Q2 2013 which is around 38% of its lifetime investment target (32% of its 

original target). Investment performance has lagged against profile in the 

Development Capital sub-fund (which was subsequently closed), the Energy and 

Environmental sub-fund, while the new mezzanine fund is still at an early stage in its 

investment period.     

1.34 All of the JEREMIE funds are confident about their prospects of achieving their lifetime 

investment targets. Our assessment is:   

 On balance, we would expect Finance Yorkshire to achieve its lifetime investment 

target for the Business Loans and Seedcorn funds, although the target for the Equity 

sub-fund is more challenging. To meet the challenges facing the equity sub-fund and 

avoid some of the potential pitfalls, an action plan has been agreed between the fund 

manager and Finance Yorkshire.       

 North East Finance is in a strong position to achieve its lifetime target, however it 

needs to increase its investment rate over the final 18 months of delivery up to 

December 2014.  The strategic decision to hold back £7m of its unallocated pot for 
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investment in follow-on funding for its star performers across the sub-funds will help 

to make this investment target more achievable.    

 Whilst the North West Fund is now in a stronger position following the amendment 

to the investment strategy, it still faces a number of key investment challenges mainly 

around the Energy and Environmental Fund and the new mezzanine sub-funds. There 

may be a need to consider further reallocations and the Holding Fund is aware of the 

need to carefully monitor progress, maintain a strong investment rate through the 

remainder of the investment period, and it has taken action to address under-

performance.   

1.35 Whilst the economic recession and financial crisis has impacted on the scale and nature of 

demand for finance from SMEs which the funds are witnessing, it has also affected the types 

of SMEs which have approached them seeking finance. In simple terms, the funds appear to 

be providing finance to SMEs which have stronger underlying business performance and 

better investment propositions. The upshot of this is that the finance is being provided at 

lower risk, write-offs to date have been lower and there is the possibility of stronger future 

returns (although this remains very uncertain at this stage given the volatility of the economic 

recovery and challenging trading conditions SMEs in the regions face).        

1.36 The ability to meet the financial performance targets remains uncertain, with each fund facing 

particular areas of risk and uncertainty. In terms of EIB repayments, North East Finance and 

Finance Yorkshire are both ahead of schedule and have sufficient reserves built for the next 

12 months, but beyond that it is significantly dependent on future equity realisations which 

creates an aspect of uncertainty. The repayment profile for the North West has been extended 

reflecting the revised investment profile, and the value of interest payments is projected to 

be higher than originally expected over the lifetime of the Fund. However, its EIB cash holdings 

are also enabling it to generate higher than forecast treasury income which is seen as 

offsetting this. In the longer term, this reinforces the importance of the Fund investing and 

generating returns to meet a revised set of milestones and payment targets with the EIB.   

1.37 In terms of the legacy to the ERDF and Single Programme investments into the funds, the risks 

of not achieving the full public sector legacy target is considered to be moderate for all three 

funds, although the extent of the potential for underachievement varies between the three.      

1.38 The three JEREMIE funds set economic development targets which were mostly sensible, 

although it proved necessary to amend a number that were out of line with changes to the 

size and structure of the Fund (the North West Fund) or which were incorrectly set originally 

(eg Finance Yorkshire’s SME assisted target). The funds are performing reasonably well against 

many of their targets, although each has aspects of underperformance:  

 Finance Yorkshire’s private investment leverage target is very challenging and is in our 

opinion unrealistic in the current market.  The GVA target is also challenging and the 

basis of its measurement needs to be agreed with the CLG delivery team (it is currently 

measured on the basis of turnover).   

 North East Finance’s progress is broadly in line with its investment performance to 

date and there are no major causes for concern at this stage. Most notably it is slightly 

behind its target for SMEs assisted to date (-6%) and slightly ahead of target for jobs 

created (+9%).   
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 The manner in which the North West Fund reports some of its economic outputs (with 

a time lag) makes it difficult to judge its performance on job targets. On the face of it, 

the jobs created target appears challenging although NWBF has now agreed with the 

ERDF programme on a change of approach to the way job creation is captured that 

should both increase the number achieved to date and ensure that future results are 

captured sooner after the investment is made.   

1.39 Whilst all three JEREMIE funds face various challenges, on the whole they are aware of the 

key areas of underperformance or aspects where there is scope for improvement. Finance 

Yorkshire has been effective in identifying a few areas of underperformance and risk and has 

put in place plans to address these issues. North East Finance has performed strongly and has 

been proactive in tweaking its strategy to better address the needs of SMEs in the region and 

to put in place transitional arrangements for the end of the investment period in 2014. The 

North West Fund has faced some of the greatest performance issues and it has established a 

set of processes and milestones to address under-performance, including the reallocation of 

funds.    

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

1.40 This is an important issue for the JEREMIE funds as they need to balance a requirement to 

invest with SMEs on a commercial basis and generate an acceptable rate of return, whilst  

addressing market failure in the provision of SME finance and the achievement of economic 

development goals.   

1.41 The business planning process and the investment strategies which guide investment activity 

are crucial in achieving the balance that all partners seek and for clearly communicating these 

goals. The JEREMIE holding funds by and large understand these trade-offs and their 

implications for the operation of the funds much better than their predecessors.  They are 

also more clearly set out in the business plan and strategy documents for the funds.  

1.42 However, the balance between these objectives and their implications are often not as clearly 

set out or communicated to fund managers, the local finance community or to local economic 

development stakeholders as they should be. The message about the rationale for and 

importance of economic development benefits is often overlooked amongst the finance and 

business community, whilst the economic development community can lose sight of the 

commercial objectives of the funds.   

1.43 The extent to which the JEREMIE funds have been effective in communicating their progress 

with the wider economic development community has varied, with the North West Fund 

being the least proactive in its early stages (although this has been prioritised by them since 

changes to the Fund in 2012). This communication is now very important for the funds, given 

the role of the LEPs in the future strategy for potential successor funds. 

1.44 The expected investment and financial performance of the JEREMIE funds suggests that they 

may be able to generate returns which could secure private sector investment in the future. 

However, this is critically dependent upon private sector investors receiving preferential 

returns over public sector investors (in the same way that the EIB does in the current JEREMIE 

funds).  
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1.45 Given the economic development objectives of these funds, it is also highly likely that the 

public sector will continue to realise legacy returns lower than its initial investment of capital 

and revenue grant.  This reflects the higher risks and costs it needs to bear in order to invest 

in this part of the market and to address market failure issues. Nevertheless, the chance of 

receiving a legacy reduces the net costs of providing the finance to SMEs well below that of 

comparable grant or soft loan schemes.                

SME Satisfaction with the Service from the JEREMIE funds  

1.46 This is another aspect of the ability of the JEREMIE funds to reconcile their commercial and 

economic development objectives. It is important that the Funds recognise that they are 

providing a service to SMEs and put in place the systems and procedures which ensure high 

standards of service.   

1.47 Although not central to this review, it did touch on the manner in which the Funds engage 

with and ensure minimum standards of service.  It identified examples of good practice – 

Finance Yorkshire, for example, has a customer charter which sets minimum standards of 

service throughout each stage of the customer journey.    

1.48 The survey of SME beneficiaries also provided helpful evidence on SMEs’ experience of the 

service provided by the three funds and their levels of satisfaction (although this only covered 

SMEs which had received finance). Overall, the findings are very positive for all three funds, 

especially in terms of the key indicators (eg the overall quality of the service – an average of 

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

out of 5).   

1.49 The funds tended to score lower on ease of applying for the finance (3.7), the availability of 

further advice and guidance (3.5) and overall value for money (3.5). This is in turn reflected in 

the SMEs’ suggestions for the areas in which the Funds could improve their service (at least a 

half of the SMEs suggested improvements for each of the Funds), although the picture varies 

between the Funds. The common theme across all three Funds was a desire for lower finance 

costs or the related burden, as well as  an improved speed of service (more marked for the 

North West Fund and North East Finance) and simplified procedures (the North West Fund in 

particular).    

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

1.50 Generally there remains a good fit between the investment focus and activity of the three 

JEREMIE funds and the regional ERDF operational programmes through which they are part 

funded.  Whilst there have been changes in the operational and investment strategies for the 

North West and Yorkshire funds, these have not undermined the major contributions the 

projects will make to the operational programmes. In the North East, the DCLG team has 

indicated its strong confidence in NEF, and are currently negotiating additional ERDF funding 

to extend the programme to the end of 2015.   

1.51 However, the slower investment performance overall in Yorkshire and the North West and for 

some sub-funds in particular, has reduced the rate at which particular economic outputs are 

achieved. Also whilst the scale of anticipated job creation may not arise, the extent to which 

the funds have been able to safeguard employment has been greater than expected. Also the 

extension of the investment period of Finance Yorkshire could delay the achievement of some 



● Mid-Term Review of the English JEREMIE Funds ● 

Page 15 

economic outputs, with a greater likelihood they will arise outside the eligible period for ERDF 

monitoring.   

1.52 The recession has reduced the scope of the funds to have wider benefits in terms of the 

presence and functioning of the private sector finance market and investors in the northern 

regions (although BVCA data shows the North East more buoyant than the other two, although 

the scale of NEF is one factor in driving this).  However, in the absence of these funds, the level 

of investment in SMEs and the wider activity of the corporate finance sector would probably 

have been significantly less. Linked to this, the level of private sector leverage which the funds 

have been able to secure is less than expected, reflecting the challenges of finding suitable 

and willing co-investors for larger or more risky equity deals5.     

Likelihood of Achieving ERDF/Single Programme Legacies 

1.53 The legacy targets are the level of lifetime investment return that the funds expect to secure 

once all other financial commitments have been met.  These returns can be reused for the 

benefit of the regions in future SME finance initiatives. The three regions originally predicted 

very different targets for the legacy return, although these are now much closer in relative 

terms following the North West Fund’s amendment of its original fund targets. The current 

targets are: £44.5m for Finance Yorkshire compared to an original legacy target of £50m 

(based on a £90m investment target and public sector capital funding of £45m and revenue 

funding of £10m); £88.2m for North East Finance (£125m investment target and public sector 

capital funding of £62.5m and revenue funding of £31.9m); and £87m for the North West Fund 

compared to an original legacy target of £181.6m (based on a revised £155m investment 

target and public sector contributions of £77.4m capital and £33.8m revenue including £20m 

NWBIS legacy).     

1.54 It is still very early days to judge the likelihood of the JEREMIE funds achieving their forecast 

legacy returns. However, there are a number of both positive and negative factors which could 

influence this including:  

 The slow rate of investment for the equity funds focused on SME expansion, from 

which the majority of the legacy returns will be generated. This has resulted in some 

funds reallocating resources away from underperforming equity funds (to debt based 

funds) and increased pressure on fund managers to increase the investment rate 

could result in less attractive investments being made.   

 The potential for a legacy of poorly performing investments where there has been a 

major change of fund management arrangements.  

 The better performing SMEs and quality of investment propositions that all three 

funds appear to have been able to attract given the changes in the finance market.     

 Economic conditions may extend the timescale and dampen the realisations which 

can be achieved (and the need to achieve realisation to meet EIB repayments might 

force exits earlier than optimum). However, economic recovery could improve 

                                                
5 In the case of NEF, leverage to Q2 2013 was £5m greater than originally profiled to that point although this was accounted 

for primarily by just one sub-funds with the others being behind profile.  
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prospects for the securing of equity realisations during the realisation period.   

1.55 The other key consideration is the strength of the procedures which the funds have in place 

to manage their portfolios and drive realisations and returns.  Looking across the three funds, 

North East Finance established its approach early on – the Advisory Board, which comprises 

two former Chairs of the BVCA and four practising private equity and venture capital 

professionals, provides regular expert oversight on portfolio management and exit planning. 

Finance Yorkshire has established an Investment Advisory Panel more recently and it is now 

playing an active role in investment strategy and portfolio management.  The North West 

recruited sector specialists in addition to the representative from the BVCA.  In the North 

West, the Holding Fund now carries out monthly reviews of the portfolio, with valuations 

carried out annually and individual sub-funds reporting on valuations in their quarterly PMRs.  

1.56 On balance, our review suggests that the risks of not achieving the full legacy target associated 

with the ERDF and Single Programme contributions are moderate for all three funds.     

Effectiveness of the Management and Governance Structures for the Funds   

1.57 Finance Yorkshire has very effective investment and performance management systems and 

procedures in place, underpinned by a strong management team and governance structures. 

The governance arrangements have been strengthened more recently through the 

establishment of a separate Investment Advisory Panel.  The senior management team and 

the board chair have worked well together in dealing with a number of significant challenges, 

however the lack of an operations director has arguably seen it under resourced.     

1.58 The integrated approach with the co-location of the holding fund and fund managers is seen 

by the reviewers to be a particular strength of the fund. It has created a strong Finance 

Yorkshire team ethos, which has been beneficial for both in terms of overall fund management 

and to a lesser extent investment activity.       

1.59 The overall structures and processes for managing and delivering North East Finance have 

been very effective and remain fit for purpose. Key factors in the success of this have included: 

the retention of experienced personnel from previous financial instrument interventions as 

part of the Holding Fund team; effective recruitment of expert advisors to the Board and 

Investment Advisory Board and strong relationships being retained with all key stakeholders, 

including EIB, DCLG and CFEL.  The performance management culture instilled by North East 

Finance achieves a good balance between ensuring fund managers deliver against key targets, 

while avoiding any excessive interference with their delivery.  

1.60 Following a review of governance and management of the North West Fund during 2012, the 

overall picture is now a more positive one. The Fund has strengthened its relationship with 

key stakeholders and reinforced the role of its Board and Investment Advisory Panel. 

Performance management is a priority for the Holding Fund Executive, and there is extensive 

engagement between NWBF and the individual fund managers, including a common CRM 

system in which NWBF invested to strengthen this aspect of fund management.  These 

improvements will be critical both in meeting its obligations to the EIB and in driving 

realisations for the legacy fund.      
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Emerging Market and Economic Impacts  

Impact of the JEREMIE Fund upon their Finance Markets  

1.61 This is a challenging aspect of the design and operation of the JEREMIE funds on which to 

gather robust evidence. In drawing our conclusions we have drawn on the design of the three 

Funds and their investment strategies, the review of the operation of the funds, consultations 

with financial intermediaries and advisors, and a survey of the SMEs receiving finance.  

1.62 As noted above, the investment strategies of the funds have been well designed in order to 

address some of the key aspects of market failure facing SMEs in securing early stage and 

growth finance.  They are not able to address all aspects of this failure, but their design and 

the regulatory regime within which they operate targets their activity towards the key aspects 

of failure in their regions. The evidence from our consultations suggest that these market 

failures remain in all three regions and indeed have worsened in terms of the availability of 

debt finance (following the financial crisis and withdrawal of the high street banks from parts 

of the market).       

1.63 The survey of SME beneficiaries provides helpful evidence. It suggests that all three funds are 

operating in the manner which would be expected in terms of:  

 Meeting the finance needs of SMEs which had initially explored private sector sources 

and largely failed to secure their requirements on acceptable terms and cost in this 

way (ie. the market failure justification for intervention and the lender of last resort);  

 Achieving a high proportion of assisted SMEs that would have not proceeded with 

their proposed investment without the finance from the funds, or downscaled or 

delayed their plans (ie. the principal of economic additionality in justifying public 

sector support); 

 The extent to which SMEs highlighted their desire for the funds to provide finance on 

a lower cost basis (ie an indirect indication that the funds are providing finance on a 

commercial basis). 

1.64 The review has found little evidence that the JEREMIE funds are crowding out the private 

sector. Some SMEs might have been a good prospect for banks in better economic conditions 

(and without current constraints) but have come to the Fund having been unable to secure 

finance.  The funds and intermediaries have pointed to the withdrawal of venture capitalists 

and angel investors who would previously have been equity co-investors with the funds 

(incidentally resulting in lower levels of private sector leverage), especially with the riskier 

parts of the market.    

1.65 However, in the absence of the JEREMIE funds, which account for a significant proportion of 

overall venture capital investment in their regions (especially in the North East), the survey 

and intermediary consultations suggest that much of this activity would not have occurred. 

Many of the fund managers would not continue to operate in the regions whilst others would 

not have established operations. Also, there would be potential for a decline in corporate 

finance activity in general, as there would be fewer opportunities for co-investment without 

the JEREMIE funds.    
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1.66 There is also little evidence that the funds are market making yet, although there are some 

positive signs that they have encouraged some venture capitalists and angel investors to come 

into early stage investments (eg the IP Group and North Star Group in the North East, Bio-

Medical Fund in the North West). Our consultations with intermediaries and professional 

firms in the regions did not indicate that the corporate finance sector is more active in any of 

the three regions as a result of JEREMIE investments, although the likelihood of this occurring 

is heavily constrained in the current economic climate.   

1.67 The JEREMIE funds are seen by intermediaries as playing a useful role through the 

thoroughness of their scrutiny of investment propositions. This facilitates co-investment both 

because it covers the costs that small investors (eg. angels) might not otherwise be able to 

meet, and sends a positive signal to banks and other investors (assuming that the investment 

performs well).   

Emerging Additional Economic Impacts and Value for Money 

1.68 Whilst it remains relatively early in the life of the three funds, the review has gathered a range 

of evidence to inform an initial assessment.  The assessment is further complicated by the 

complex bundle of economic benefits that the funds are set up to achieve, including 

improvements in the functioning of finance markets and the achievement of economic 

development benefits (such as enterprise activity, research and innovation, and job and 

wealth creation).  

1.69 In terms of the benefits which the funds are achieving around the functioning of finance 

markets in their regions, the evidence is currently unclear and it is too early to judge.  On the 

one hand, the funds have undoubtedly brought major improvements in the scale and 

organisation of the provision of finance to SMEs, at a time when private sector providers have 

withdrawn or reduced their involvement in these market in these regions. The funds have also 

played a major role in enabling SMEs to continue to secure finance, without which many will 

have faced significant operational and investment constraints. The beneficiary survey 

provides useful evidence of this.  

1.70 The funds have also been able to strengthen the finance infrastructure within the regions to 

some extent, in particular through developing a high profile and delivering a more integrated 

approach to finance for SMEs (which by and large complements the private sector). This is 

most marked in the North East, where public sector backed VCLFs have formed part of a very 

active SME finance strategy.  The three JEREMIE funds have also achieved strong regional 

identities and brands which on the whole are proving to be beneficial in communicating clear 

messages to SMEs and intermediaries. However, given the economic climate the funds have 

had less of an impact in stimulating a more active private sector finance market in the 

northern regions. There are examples of this but they are limited at the current time. 

1.71 The assessment below is focused on the core economic outputs of job and wealth creation.  

Most fundamentally, the funds have been able to provide large amounts of finance to SMEs 

that have a genuine need for it and use for in growing their businesses. The survey (see Section 

Seven) provides positive evidence in terms of the additionality of the finance and the ways in 

which the SMEs use the finance to start-up, grow or enhance the competitiveness of their 

businesses.    

1.72 Linked to this, the funds are generating key (gross) economic outputs such as jobs created and 
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safeguarded and gross value added. A number of the outputs lag behind the targets, but there 

are reasonable prospects these will be addressed. Some aspect of underperformance will, 

however, need to be reconsidered, as they are due to unrealistic targets or changes in the 

nature of the market (eg Finance Yorkshire private sector leverage target). 

1.73 The analysis of the SME beneficiary survey has informed an initial assessment of the emerging 

net additional economic impacts (allowing for finance deadweight and economic 

displacement) and the associated value for money.  However, the limitations of the analysis 

and the survey data it uses need to be borne in mind. The analysis indicates that the unit costs 

associated with the achievement of job creation and gross value added are reasonable at this 

stage in the life of the funds. For example, assuming that the expected returns for the sample 

of beneficiaries do materialise in the future:  

 The capital investment per gross job of £28,000 expected across the funds at their 

outset will be closer to around £19,000.  

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

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

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

1.74  We have not taken account of the potential legacy to the public sector in calculating these 

estimates due to the high level of uncertainty.  However, the realisation of any legacy will 

reduce the unit costs – the larger the legacy the lower the unit costs, to the point where it 

becomes zero cost to the public sector. It is worth remembering that if finance was provided 

to SMEs in the form of grant, there would not be this potential to generate legacies which can 

be reinvested for the benefit of their regions.            

Recommendations 

1.75 The recommendations have been split between the current JEREMIE funds and the scope and 

approach for ERDF backed successor funds and the role of the LEPs for the 2014-19 

programming period.    

Current JEREMIE Funds 

1) The North West Fund and Finance Yorkshire (and to a lesser extent North East 

Finance) face challenges in addressing slower investment rates than expected for 

particular sub-funds and have or are putting in place strategies to get investment back 

on track. These strategies need to be implemented and carefully monitored over the 

next 6-12 months.  

2) With this in mind, the North West Fund and Finance Yorkshire need to be prepared 

over this period (depending on the circumstances) to take or implement decisions 

about reallocating finance away from sub-funds which continue to under-perform to 

other sub-funds which offer better prospect of delivering investment and economic 

benefit. Working alongside the funding partners and fund managers, the holding 

funds need to be decisive to making these changes.    

3) North East Finance needs to increase its annual investment rate over the last 18 
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months of delivery in order to achieve its overall investment target by December 

2014, which will require close performance management by NEF and a strong 

proactive approach by sub-fund managers to meet their individual investment 

targets. The follow-on facility should help in the full deployment of these resources.   

4) Steps need to be taken by the North West Fund to increase the investment rate in the 

Merseyside City Region, where it is underperforming against the investment target 

for a number of sub-funds.  Actions have been agreed with the fund managers and 

progress is being carefully monitored. We recommend that this is reviewed in 9-10 

months’ time and that NWBF is decisive at that time in seeking to reallocate resources 

between sub-funds in Merseyside (in the first instance).  

5) Related to Recommendation 4 above, Finance Yorkshire and North East Finance need 

to monitor (in conjunction with DCLG, who have an interest in this issue) the 

effectiveness of steps they have taken to increase the investment rate in sub-regions 

where investment to date has been disproportionately low and take further action if 

necessary.    

6) We consider the holding fund for the North West Fund to have had an under-

resourced team, and our assessment is that to a lesser extent Finance Yorkshire is also 

currently under-resourced.  The North West Fund is expanding its team and will need 

to assess whether these changes provide the senior operational capacity it needs as 

it moves into the second half of the investment period and its realisation period. In 

the case of Finance Yorkshire this should be considered as part of the strategic 

planning for a successor fund.    

7) The economic climate and consequent slower investment performance has reduced 

the progress against some of the economic output targets and also drawn into 

question the realism of others. Finance Yorkshire should have discussions with their 

respective CLG Delivery Teams where adjustments need to be made.   

8) All of the funds are now carefully considering how the needs of SMEs in their areas 

will be met in the future, both in terms of a successor ERDF programme and the 

transitional arrangements to minimise the risk of an investment hiatus.  This needs to 

also include consideration of the role that the holding funds can play in the successor 

funds. In the North West, the holding fund needs to be more proactive in 

communicating the progress it has made to the LEPs and what the holding fund can 

contribute to a successor fund. This recommendation is addressed in much more 

detail below.   

Future Successor Funds 

EU Structural Funds and FEI Context 

9) The EC has clearly identified the need for the Managing Authorities to include an ex-

ante assessment of the suitability and appropriateness of financial engineering 

instruments in the new ERDF programme for England. Given the guidance which has 

already been issued to LEPs about the merits of using FEIs to deliver finance to SMEs, 

it is crucial that this aspect of the ex-ante appraisal is completed by CLG as soon as 

possible and any implications are communicated to the LEPs and existing holding 

funds. Each proposed fund will also need its own economic appraisal, the 
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requirements of which will vary depending on its scale or innovativeness.   

10) The European Commission’s detailed guidance for the successor FEIs to the current 

JEREMIE initiatives and the associated rules and regulations are not yet available, 

although some of the expected changes in terms of their strategic focus and delivery 

are emerging. It is important that the details of the proposed FEI schemes are 

finalised by DG Regio as soon as possible and that CLG communicates these to the 

range of partners involved in developing new initiatives.  

11) Linked to Recommendation 10, there is an important role for CLG in the sharing of 

EC guidance and related information with project developers, coordinating queries 

and developing its own guidance if appropriate.  This may require CLG to secure 

additional in-house support.  There is also an important role for CfEL in sharing best 

practice from existing delivery models and working with LEPs in respect of the sue of 

legacy funds from RDA funds.  

12) Given the indication that there will be a successor to the current JEREMIE initiative, 

there is a need to explore ways of addressing one of the challenges of the current 

JEREMIE funding model. That is, the EIB’s insistence on the treatment of its loan to 

the holding fund as senior debt which prejudices potential private sector equity 

investment. CLG and CfEL need to liaise with EC and EIB to explore ways in which EIB 

debt finance can be used in these funds without unduly restricting the potential for 

other sources of matched funding (equity in particular) or the structure of the funds.     

13) Linked to this, there is the need for UK Government (CLG and BIS in particular, given 

their respective responsibilities for ERDF and SME finance policy respectively) to 

provide as much clarity as possible on the project development, appraisal and 

approval process for SME finance initiatives which will be seeking significant 

amounts of ERDF funding. This needs to include the range of supporting documents 

which they will be expected to produce.  

Strategic Planning  

14) Notwithstanding the procedural requirements noted above, there is a very strong 

case for the use of FEIs as vehicles to use ERDF to provide finance to SMEs as part of 

the English ERDF programme. If they haven’t done so already, all LEPs and their local 

partners should consider the need to address SME finance gaps as part of their 

growth strategies and the potential role for FEIs as part of the European and 

Structural Investment Plans.   

15) Related to this, LEPs and their local partners (including the existing funds) need to 

consider collaboration across boundaries given the scope to secure the scale and 

critical mass which is a key factor in the efficient and effective delivery of the projects 

providing repayable finance to SMEs.  

16) Most of the current ERDF backed venture capital and loan funds will be reaching the 

end of their investment periods by the end of 2014 (some continue into 2015).  It is 

imperative that LEPs and their local partners which wish to use ERDF backed funds, 

now commence the detailed planning of the successor arrangements to the current 

funds and put in place arrangements to minimise the risk of a hiatus in investment 

activity (the North East Fund is already putting this in place through a top up ERDF 
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grant and RGF grant funds).  Some of the current funds or legacy bodies will be 

receiving legacy income from previous funds which could be utilised to support 

investment in the interim period if necessary.   

17) SME finance initiatives serve to address both gaps in the provision of finance and a 

range of economic development priorities including stimulating enterprise, research 

and innovation, employment and regeneration. In developing new funds, it is 

important to ensure the relationship between these two dimensions are absolutely 

clear, as they have a direct and very important influence on ways in which finance 

is targeted at SMEs and the rates of return which can be expected. The evidence 

suggests that clarity in these aspects provides a stronger foundation for successful 

delivery. We recommend the use of intervention logic chains as a helpful tool to 

ensuring this clarity.        

Market Assessment and Business Planning     

18) As LEPs and their partners consider future VCLF activity, they should consider   

whether this development activity could be underpinned by joint research, legal 

advice and even negotiations with funding partners such as EIB. This could be 

undertaken on a pan regional basis in some cases.  

19) There are few ERDF backed projects where the robustness of the market assessment 

and business planning is so important to successful delivery. Partners engaged in the 

project development process need to prepare detailed market assessments and 

business plans to inform the robust development of their projects. This should 

include demonstrating how they have responded to the particular lessons with regard 

to the robustness and realism of business and financial planning, the challenges of the 

appraisal and approval process, and achievable timescales.   

20) Related to this, in order to ensure a rigorous business and financial planning process, 

it is essential that independent review is built in at key points in the development 

and implementation of the project. This is particularly important earlier in the 

process when key decisions are taken about the design of the project and can be 

undertaken by independent experts or external consultants. It also occurs again 

through the involvement of major external funders and the procurement of fund 

managers, with each stage offering a further opportunity to test underpinning 

business plan assumptions.  

Fund Design  

21) The current JEREMIE fund of funds approach provides a good model which can and 

should be replicated in the next programming round. For reasons of efficiency and 

effectiveness, these funds should be a minimum of £100m in size (and the EIB has 

indicated its desire for this to be a minimum investment threshold for funds it invests 

in).  By implication, the funds would need to cover large geographical areas, with 

sizeable business bases. This will require LEP areas to collaborate across their areas, 

with the merits of the proposed area being clearly justified in market and delivery 

terms through the business planning process.    

22) The three English JEREMIE funds have established themselves in their northern 

regions, in terms of valuable skills and expertise, market profile and awareness, and 
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investment infrastructure. There is a very strong rationale for successor funds in 

these areas building on this expertise and infrastructure, including the ability to 

develop and implement new funds more quickly and cost-effectively. LEPs should 

work closely with the holding funds in these areas.        

23) The existing JEREMIE funds have tested a range of different approaches delivering 

investment to SMEs from which partners developing successor funds can learn a great 

deal. Whilst there will continue to be scope for tailoring these delivery approaches 

to local circumstances, it is paramount that the preferred approach can be delivered 

cost-effectively (well within recommended cost norms). Adopting more simplified 

investment, fund management and corporate service strategies and structures is one 

way of achieving this efficiency and points to having a maximum of 4-5 funds of a 

minimum size and not using sector specific sub-funds unless there is a very good case 

for doing so.6   

24) However, there may be clear benefits associated with having more sub-funds than 

this in order to encourage competition between fund managers. Indeed, this has been 

an approach adopted in the North East during the 2007-13 programme period. Where 

project developers propose these approaches for new funds, they need to 

demonstrate the benefits (over and above the costs) of doing this.      

25) As noted earlier, the proposed mix of sub-funds or finance products needs to reflect 

the finance gaps and the underpinning economic development objectives.  However, 

it is also very important that the number and mix ensures: that SMEs are able to access 

the finance they need and have a degree of choice in doing this; the viability of the 

fund, in terms of servicing EIB repayments if this is used, early returns to cover holding 

fund and fund management costs; and to deliver sufficient economic development 

impacts and legacy to provide value or money to the public sector. There are lots of 

trade-offs in this regard and project developers need to demonstrate that they have 

robustly assessed this through their business planning.     

26) Other delivery models which are not based on the fund of funds approach may be 

more appropriate in other areas where partners wish to adopt, for example, a smaller 

scale or more focused approach. This could be in terms of a targeted equity fund. 

However, it should be noted that the EIB will not wish to invest in funds on this scale.  

In these instances, project developers should clearly demonstrate why this route is 

preferred over a fund of funds approach, how it will be match funded and the ability 

to operate on a large enough geographical and investment scale7 to achieve critical 

mass and cost-effectiveness.                    

27) Project developers need to explore the range of potential options for match funding 

ERDF contributions into these funds.  This will include the EIB (through a successor 

scheme to JEREMIE), the high street banks, private sector equity, institutional 

investors and ERDF legacies from previous funds. They will need to be able to 

demonstrate that all reasonable funding options have been considered, clearly set 

                                                
6 Based on at least a £100m fund combining debt and equity sub-funds covering early stage and expansion investments, with 

equity based funds of at least £20-25m.    

7 A minimum size for an equity based fund should be £20-£25m (although it could be less if focused on early stage seedcorn 
funding) and £15-20m for loan funds. 
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out the reasons for pursuing their preferred matched funding route and justify any 

preferential returns associated with this. However, it is worth bearing in mind that 

the possible funding options may be limited in practice.   

28) Unlike for the current funds, there is no ready source of revenue grant funding which 

can be used as a contribution towards the set-up and operational costs of the funds. 

Project developers will need to carefully consider the manner in which they can 

secure the substantial resources (including expertise) required to develop, set-up 

and meet the holding fund costs and management fees of these funds.8 They will 

also need to demonstrate how the operational costs will be funded throughout the 

fund life and that the associated risks have been carefully considered.   

29) Related to the previous point, it is unlikely that the new ERDF guidelines will allow for 

the full draw down of the committed ERDF to the successor funds, with capital grant 

being drawn down in tranches in line with investment performance. Project 

developers must carefully consider the implications of this change in terms of the 

ability to meet the holding fund and fund management operating costs. They may 

need to be prepared to vary existing structures if necessary to accommodate this 

change.  

30) State Aids is an important factor in determining the scope of the funds to invest with 

SMEs, as it can impose a range of restrictions in terms of the proposed investment 

strategies. If project developers wish to make investments with SMEs outside of the 

General Block Exemptions (new GBER is due in 2014), they need to secure a State Aid 

notification. This is a more time consuming process and requires the development of 

the detailed investment strategy at an earlier stage. Specialist State Aid advice should 

be sought as soon as the investment strategy starts to take shape during the project 

development process, ensuring there is sufficient time to secure a notification if this 

is the preferred route.       

Delivery        

31) The involvement of the LEPs in the design and development of the successor funds is 

an advantage in that it offers the potential to more closely reflect the local needs of 

SMEs in the design of these funds. However, it also brings potential risks. Project 

developers need to avoid undermining the overall flexibility and cost-effectiveness 

of funds which operate cross border in order to meet specific localised needs. If 

localised investment targets are to be set (at a LEP level), they need to reflect the 

balance of the availability of ERDF resource and the identified scale of the business 

base and finance gap.       

32) The evaluation of the current JEREMIE funds and previous SME finance initiatives has 

demonstrated the benefits of developing a strong brand identity and coordinated 

marketing for public sector backed finance advice and provision.  Where these brands 

exist already, the partners involved in designing the new delivery arrangements 

need to build on these approaches and the awareness where they are proving 

successful. Where they don’t exist, they should pursue these coordinated 

                                                
8 Legacy returns from previous public sector backed funds (and returns from the new funds themselves) could provide a 

source of revenue funding, however there are strict regulations concerning how these returns can be used in the new 
funds. 
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approaches in collaboration with partners across boundaries.    

33) The fund of funds model provides important flexibility to move resources between 

sub-funds in response to changes in market need and opportunity and the 

performance of the sub-funds (as North East Finance has been able to do in its current 

fund through a retained pot for future deployment). It is very important that all 

project developers consider how they can secure this flexibility, effecting changes 

with minimum cost and disruption. The EC’s proposals for the tranched payment of 

ERDF into funds will also provide a further opportunity for switching resources to 

where it is most needed by sub-funds. This needs to be coordinated at an EC and 

national level. 

34) Securing fund managers who have the appropriate expertise and will deliver high 

quality fund management services is vital to the success of VCLFs. Project developers 

need to be aware of the strict procurement rules, but also have a well-defined 

strategy which sets out how they will use the procurement process to ensure they 

secure the skills they need and to deliver value for the funders. This may include 

building on the expertise and knowledge that already exists amongst Fund Managers 

in the region and/or drawing in new expertise which is not currently available.  A 

lesson from the North East and North West JEREMIE funds is the creation of a 

framework panel for funds managers for the larger funds with multiple sub-funds.   

35) Proposals for new ERDF backed funds at a sub-national level need to be carefully 

aligned not only in terms of the finance gap but also the national initiatives under the 

new Business Bank. There is a need to ensure complementarity rather than 

duplication in these activities, although based on the Business Bank’s current 

strategy there may be little overlap at the regional level. The potential to join up the 

marketing of the respective offers across these providers should be exploited, 

including cross referral where appropriate.  

36) In addition, there is a need to ensure that the funds are aligned with other parts of 

the local business support network (but also national initiatives delivered locally), 

especially in terms of providing SMEs with investment readiness and post-

investment support. The linkages need to be clearly set out in project proposals.  

Management and Governance 

37) The operational management of investment funds (as opposed to investment 

undertaken by fund managers) requires a high level of expertise and a considerable 

level of resource, especially for the larger and more complex funds (such as the 

JEREMIE funds). Whilst the approach and extent of the responsibilities can vary, 

there is a need to ensure these activities are adequately resourced, especially during 

the investment period (subject to ensuring value for money is attained).  

38) Whilst being wholly funded by public money, the JEREMIE funds are managed by the 

private sector.   This brings challenges of governance and accountability, with the 

need to balance the responsibilities of public sector funding with a commercial ethos.  

This is an important principle in ensuring that the funds both establish and maintain 

credibility with the private sector, and that they deliver the objectives set by their core 

funding partners.  It is important that there are cleared and shared understandings 

of fund structures and objectives from the outset, and that these are fully reflected 
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in reporting arrangements.   

39) Working on behalf of UK Government (and in particular, the Department for Business, 

Innovation and Skills), Capital for Enterprise Limited has been required to work closely 

with the funds to ensure they achieve their objectives and high standards of 

governance.  This has been a major resource commitment by CfEL and demonstrates 

the desire of Government to see these structures succeed. It is important to build on 

this expertise and the continued input of CfEL as partners consider future FEI 

arrangements.    

40) There is extensive and helpful guidance on the governance arrangements for 

investment funds, including HMG and BVCA guidance. The review has reiterated the 

value of having a separate management board and an investment advisory group 

(which advises on the overall investment strategy), although there is some value in 

common membership between the two.  

41) Whilst instilling a performance management culture is critical to the success of the 

funds, it needs to achieve a good balance between ensuring fund managers deliver 

against key targets while avoiding any excessive interference with their delivery. 

Project developers need to carefully consider how they can best achieve this, 

including governance and management structures and the systems and processes 

they put in place. This needs to be explicitly addressed in the preparation of the 

business plan, the procurement process and the development of systems.   

42) Given the changes in responsibilities for economic development strategy sub-

nationally, the membership of the management boards for future funds needs to 

include LEP representatives (but these should not also be represented on ERDF 

programme LMCs). In the case of the current JEREMIE funds, there is merit in 

broadening membership now to LEP representatives, or at least including them as 

observers.  
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