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Introduction to Northern Ireland (NI) - fl CompaSS

ESIF
 The NI economy is dominated by SMEs (98% of companies), of
which 89% are micro enterprises
« Access to finance has been a major constraint to SME growth
 SMEs are generally focused on short term rather than long
term strategies for growth R
* The equity market in NI is relatively underdeveloped compared oD
to other parts of the UK and Ireland @Kquom
_ Irelandlublin ; -She&ield
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NI Operational Programme
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ESIF

e INvestment for Growth and Jobs Programme 2014 - 2020

European Regional
Development Fund
Invesiment for
Growih and Jobs

2014-20 ERDF Investment for Growth and Jobs

Programme for Northern Ireland
€513M ERDF and Match

Priority Axis 1
Thematic Objective 1

Priority Axis 2
Thematic Objective 3

Investment priority Investment priority
€188M ERDF and Match €235M ERDF and Match

Priority Axis 3
Thematic Objective 4
Investment priority

Priority Axis 4
Technical Assistance

Grant support forR & D
€181M ERDF and Match

Access to Finance support
€160M ERDF and Match

Grant support for SME Growth
€75M ERDF and Match

Design Advice support
€7M ERDF and Match
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FIs in Operational Programme
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Indicators for Fls

Invest NI is an Intermediate Body for TO1 (PA1) and TO3
(PA2) of the NI Operational Programme

Fls are supported through TO3 — SME Competitiveness Supported 464

S
Invest NI does not use a Fund of Funds (FoF) structure for s

delivery, all Funds are stand-alone, separately procured
All ERDF supported Funds are based on an ex-ante New SMEs 102

assessment demonstrating market need supported
Invest NI's “Access to Finance” suite of Funds addresses
all stages of the SME development cycle in NI: Minimum
* Seed funds in\I/Densfrﬁgnt €59M
* University funds mé\tchilgg
« SMEs Equity funds support to
« Development funds ° SMEs
« Loan funds ypansion
.Start-up
®  Seed
European
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Why use Financial Instruments? - fl 2 COIMpPass

ESIF
Expected to Revolving _
be repaid — nature — « EC focused on Fls having a stronger
Suesqgﬁ]nacb?ﬁty rﬁiﬁ:ﬂes role in delivery of Cohesion policy in all
- > < 2014-2020 Operational Programmes,
A ly ) Can take the _
SuirtZt;)IQ ]}lor i and also in Europe 2020 Strategy
L U L - Fls are a resource-efficient way of
viable guarantees
\__Dbrojects J \__orequity / deploying ESIF financial support
4 N N Encourages N

May be (carefully)

attract matchin oLl ) G rant support to
J grant supported g PP

private investment interventions repayable

\_ VRN / \_ assistance /
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Ex-ante assessment
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Market need assessment The value added nature of “Access to
Finance”

Support is required to address identified market failures in (i) equity and (ii) debt;
Consider updating the ex-ante assessment in 2018/19 to ensure market need is still relevant.

(i) Equity (seed, private equity) — identified a demand of €96M (£ 83.2M) ERDF.
(ii) Debt (including mezzanine debt) — identified a demand of €58 M (£50M) ERDF.

Subordination of public money to private investments for SMEs is essential for the NI market.

Ex-ante

|
confirmed . Invest NI's Access to Finance suite of funds should have flexibility between funds allowed.
|

At Fund and / or at Deal level, ERDF support must lead to the matching of this support by
private sector investments, or for Seed equity to matching by public and private if necessary.
/
All interventions must provide a means of sharing risks with the private sector and other public
investors as appropriate.

The Funds established must create the opportunity for N Ireland to access experienced/ commercial
Fund Managers, AND develop investing capacity in the local market / equity finance sector;
/
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Design and set-up Ll

v Invest NI's “Access to Finance” Strateqy - Providing a Risk Capital

”, : , )
H’jﬁhetn funding continuum from start-up to development capital of up to £3m

Ireland

Development Fund |

Development Fund lI

Co-Fund NI

techstart NI
NI Small
Business Loan

o 250k 500k 3Mm

Deal Size

Bl i Small Business Loan Fund (£5m) (Debt)

B techstart NI (£29m) (Equity & Grant)
Growth Loan Fund (E50m) (Debt)

Bl Co-Fund NI (£28m) (Equity)

I Development Funds (£60m) (Equity)
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Design and set-up
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Governance of Financial Instruments

Invest . » For strategic oversight and direction for all Invest NI activity:

Northern - Invest NI Bo_ard ' '

Ireland - Access to Finance Board Working Group — Comprises Invest NI Board members and external
experts, established in 2011. Meets 4 times per year.

» For operational responsibility - Invest NI's Corporate Finance Division.
» For Fund oversight and monitoring — An individual Invest NI Executive is allocated per Fund.

* Invest NI's Financial Instruments are State Aid covered:
- General Block Exemption Regulation (EU) 651/2014 (GBER).
- Commission Regulation (EU) No 1407/2013 (De Minimis Aid).

« Fund Managers are procured through approved processes using NI's Central Procurement Directorate (CPD), to ensure
compliance with procurement regulations (OJEU tender).

« Each Fund is then separately managed by an appointed Fund Manager that is UK Financial Conduct Authority (FCA) regulated.

» Invest NI has a Limited Partnership Agreement (LPA), or a Management Service Agreement (MSA), with each Fund Manager by
way of contracted obligations.

This strong governance structure is critical to ensure the professional credibility of Invest NI's Access to Finance funding continuum

Investment decisions are the sole ”' ruropean

responsibility of the appointed Fund Bank
Managers 8
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Implementation (1)

¥ Co-Fund

Purpose: Provide co-investment funding
alongside private investors and/or business
angels, in order to meet an identified
funding gap in a proposed investment.

» Targeting co-investment in SMEs
incorporated under the laws of NI, and
having operations that are based
substantially in NI

» Operating in accordance with best VC
industry practice and the Financial
Services and Markets Act

 Co-investing at market conditions, at the
same price and same commercial terms
as pre-qualified investors

* ¥
* *
* ‘
* *
gy W
European
Commission

Separate Funds, Co-Fund 1 and Co-Fund 2
8 to 10 Investments per annum in two
separate investment periods of 6 years
Deal size range of £250,000 - £450,000
with target of average ERDF Investment of
£150,000 per deal per annum

ERDF to be invested pari-passu with pre-
qualified investors

Average private to public funding ratio in
portfolio to be greater or equal to 55:45
To invest £7.2m (Co-Fund 1) and £17m
(Co-Fund 2) over the periods by way of 1st
investment and by follow-on as required
Pre-qualify = 6 private investors and/or
business angels as Pre-qualified Investors
over the period of each Fund

At least 3 of these are to be pre-qualified
in the first 2 years of each Fund’s Term.

{3 compass

Co-invest in Companies demonstrating
one or more of the following features:

Y #ficompass

manufacturing, or
producing a product,
or providing a
service, with one or
more unigue aspects

early sales or

demonstrable
customer
traction

an experienced
P have export

but not yet
y and global
complete
growth
management O
team
. have an
a scalable business . oo .
identified exit
model
strategy
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Implementation (2)

KERNEL CAPITAL

Purpose: Provide development stage Investments by
way of expansionary capital, in anticipation at least
early revenue generation, scaling-up and/or
technology commercialisation

« Target investments in innovative
businesses (SMESs) incorporated under
the laws of NI and having operations that
are based substantially in NI

» Operating in accordance with best VC
industry practice and the Financial
Services and Markets Act

Two separate Funds, each
Investing in @ minimum of
15 Portfolio Companies
with 40 deals across the
lifetime of the Fund

Deal size range between
£450,000 - £1.2M

Each Fund to raise private
investment at fund level of
at least £15M:

- £7.5M at first close
- £15M at final close

Y #ficompass
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Invest in Companies demonstrating
one or more of the following features:

management have a scalable
teams with track business model
record
) businesses
potential to with
e attractive
returns -
entry price
have export have an
and global : p
rogwth identified
g exit strategy
prospects
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Implementation (3) r£'\
\7 COMpass
pentech

VENTURES

Purpose: Provide seed and early stage
investments, with a special focus on

technology and / or innovative services Establish and manage 10 year Limited Invest in Companies demonstrating
Partnerships as the funding vehicles for .
one or more of the following features:

businesses having high growth potential. each of the equity funds (SME, QUB, UU)
Ensure there is private investment at deal
« Implement and manage Techstart NI, which level, in compliance with State Aid rules have a product, or have a scalable
i i ; ; provide a service, business model
IS an mtegrated suite of equity funds and Complete between 9 and 13 investments in having one or more
. - .. different companies per annum in the first .
grant funds and includes a capability raising 5 e G e Funeh (el PGy Eean 54 unique aspecﬁs (anoll a have early
; ; strong intellectua
programme for Investment Awareness and 65 Investments over this period sales, or
property (IP) base) demonstrable
» Target investments in innovative SMEs that , , » customer
] Deal size to be in the range of a minimum h .
are based in Northern Ireland . £50,000 and maximum £250,000 invested avg elxiorlt traction
_ _ and globa
» Operate in accordance with best VC — T growth have an
rawdown at least 70% of the funding -
industry practice and the Financial Services commitment over the first 5 years of the STEREES expe”encid out
Fund’s Term, and the remaining 30 % to be . SN
and Markets Act. drawn down between year 6 and year 8 have an incomplete
. . ; v ‘ management
« The Fund Manager has absolute discretion e = darleeied imm i el s identified exit e
on Investment decisions and management maintained for management and control of strategy
' ' the Limited Partnership Agreement
of rtfollo Companies. European
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Invest '.
Northern ESIF

reend Performance of Invest NI Funds

Percentage of approved funding invested at 31st March
2018

Fund size £5m £55m £3.6m £20m £13m £17.7m £30m £30m
100% J7
80%
60%
100% 94%
40%
20% % 39%
6%
0%
S \ AN
o b\ (’\&'\\ é\e

NS
xS
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European Invested (%) ™ Fund Size (%)
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Northern ERDF Equity Funds

Ireland
Performance
April 2011 to March 2018

Total No of No of investee SMEs
Invested investments

Co Fund £47.0
Crescent Development £17.4 16 10
Kernel Development £17.5 21 7
Techstart SMEs £19.1 54 30
Techstart University (QUB) £ 2.0 8 4
Techstart University (UU) £ 20 7 5
Co-Fund 2 £5.7 9 7
TOTALS 236 102
“ Total ERDF invested £33.3 ,I' fn‘;’;'s':ﬁi‘:,,t )
ean The il é-m.t_ )

Total of investments, adjusted for joint investments (ERDF + Match funding) £95.3
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Northern Invest NI’s Access to Finance Strate

[/ year Performance from April 2011 to March 2018
(including Loan Funds that are not ERDF supported)

e 795 Deals
 Total Investment £210.3 million

* 547 Businesses Supported
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financial instruments - gapacity

; revolving
added funding agreement EU guidance
value E R D F governance ES F ex-ante assessment
technica] SEMINArs Ieverage financial microfinance

intermed |ar|es
support co-financing ase studies

investments ESIF fi-com PSS redpients
busmaej\zgljn Th a n k yO u thematic objectives

e guarantees, . ° |oans (F equity

private investors life cycle Cg?l‘j',;‘gg ftn
conferences factsheets

firndoffunds CIVAEE ™

managing authorities manuals
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