Access to Finance Case Study
	Background Information

	Name of project: Access to Finance


	City: London


	Project synopsis:  This ‘finance readiness’ project helps businesses from deprived areas of London to access finance through helping entrepreneurs with business plans and informing them about difference sources of finance. The ‘mission’ of the initiative is as follows: “To ensure that all Small and Medium-sized businesses, at all sizes and stages of development, based within the Objective 2 areas are able to obtain the finance suitable and necessary to progress and implement commercially sound business growth propositions to the benefit of the local communities and economy of the Objective 2 areas.”

 

	Delivery partners: The Steering Group of the London Access to Finance programme was made up of representatives from the London Development Agency, Business Link for London, and Government Office for London, together with key representatives from the Private sector (Banks, Accountants, Equity providers etc.)


	How is the project financed? Access to Finance is funded through by the European Regional Development Fund and the LDA.  


	Does the project operate in a deprived urban area? If so, please outline the characteristics of the area (for example give details about the local unemployment, skills, business base and infrastructure). Access to Finance operates in London’s Objective 2 areas, in 13 of the city’s most disadvantaged boroughs. Objective 2 areas face barriers to economic opportunity, suffering industrial decline, urban deprivation, low economic activity and social exclusion.  


	Does the project work with disadvantaged groups? If so, please outline which groups the project works with and in which ways these groups are disadvantaged. 
Research commissioned by Business Link for London has demonstrated that certain sectors and groups of individuals found it more difficult to access finance than others and that these included BME owned businesses, businesses owned by women and businesses owned by disabled people. 


	Tackling Barriers to Innovation 
Please make your answers in this section as detailed as possible.

	What barriers to innovation, in the project’s delivery area or among its target groups, does the project aim to tackle? 
This programme primarily tackles the barrier that many businesses in deprived areas face accessing finance. In particular: 
· Lack of a decent business plan: One of the principle barriers faced by small and medium-sized enterprises to raising finance is the absence of a compelling and reliable financing proposition. This problem is particularly acute in Objective 2 areas in London. Research undertaken by Business Link for London (interviewing over 800 SMEs and more than 30 business support organisations within the 95 wards and 13 boroughs that make up the Objective 2 region of London) indicated that over 98% of those SMEs that sought to raise finance in the previous three years had been unsuccessful.
· Lack of knowledge about different types of finance: Very few people are born entrepreneurs, and even fewer grow up in an environment that prepares them to understand the myriad layers of financial instruments that they will be confronted with when they enter business; research in the US and Europe consistently points to the fact that fewer than 33% of entrepreneurs have a University degree where they might be expected to learn about different types of finance. 
Lack of understanding by public-policy makers about the ‘ladder of finance’: However, very few innovative SMEs will even get close to equity capital if they have not first experienced more mainstream forms of debt finance in the form of loans and overdrafts. It is through management confidence and the establishment of a track-record that innovative SME owner-managers are able, with varying degrees of speed, to ascend the ‘ladder’ of finance from debt to equity and beyond. If would-be innovators from any community are unable to get onto the first rung of the ladder, then any aspirators for growing bigger and sustainable in the longer term are unrealistic. 

Policy-makers have not always understood this issue. Equity finance has long been recognised as an essential ingredient for economic growth.  Until recently, therefore, public policy in the area of ‘investment readiness’ concentrated most of their activity in the area of equity finance. During this policy regime, very few SMEs and start-ups from disadvantaged communities or difficult-to-value sectors (such as the creative industries) were successful in raising any kind of finance except from friends and family.


	How does the project work to tackle these barriers to innovation? 
Importance of consulting stakeholders

Much of the criticism aimed at public sector intervention in the field of enterprise-promotion in the past has centre around two main themes: 

· That the quality of public sector support is often not high enough to address the problem, and 
· That the very existence of public sector economic development initiatives created a distortion in the market, and actively competed with private sector providers such as Accountants and other financial specialists.

To overcome these problems, the Access to Finance Steering Group, consulted widely when developing this programme, with the major accountancy firms and associations (ACCA, ACAEW), banks, business angels and private equity providers, corporate finance boutique specialists, and public sector intermediaries working with particular disadvantaged groups.  
Overcoming barriers

Two principle barriers businesses in deprived areas face accessing finance are as follows: 
· They do not have enough information about the different types of finance available and therefore which kind of finance would be right for them
· They are not professionally prepared enough to be able to present a good case to finance providers

The programme is designed to overcome these two barriers by:

· Providing information and advice to SMEs and start ups particularly targeting these groups through the use of the web and a series of knowledge building seminars and workshops

· Providing a subsidy to help SMEs obtain the professional advice they require to get them “finance ready” for example, helping them produce a comprehensive business plan, finance plan, sourcing appropriate types of finance or coaching in presentation skills are ways in which the programme can help. It is also designed to provide post investment coaching and mentoring in appropriate cases to help the business meet its vision and objectives once they have achieved the funding they require

The scope of support given depends very much on the business and the stage they are in their development. The subsidy should be used to help pay for commercial organisations to deliver the services. These include accountants, business consultants, enterprise agencies or other business support organisations. Businesses going onto the programme are expected to contribute between 10% - 35% towards the total cost of the support. The private sector organisations contracted under this programme are required to discount their normal charges by 15%.



	Do you consider this project to be successful in tackling the barriers to innovation? If so, what ways?

The Access to Finance programme has to date assisted more than 200 entrepreneurs to raise over £14 million to start and grow their businesses. There are currently over 600 businesses being assisted by the programme. 

80% of SMEs assisted have been successful in raising the finance they required, in comparison to a baseline figure of 14% when the market was researched two years ago. One example of the latter is Capital Dwellings, an SME estate agency that is based in East London and the creator of Heron Miah. Thanks to funding from the Access to Finance programme, coupled with excellent business support, Heron was able to set up Capital Dwellings Ltd in July 2002 and is already planning to expand to four branches in the next five years.

Aspects of the programme which are considered to be ‘best practice’ are as follows:
· Public private partnership in programme design and delivery/engagement with banks and other finance institutions – the partnership between public and private sector providers has been so successful that 45% of the funds raised have come from private commercial sources.
· Recognition of the ‘ladder of finance’ issue faces by SMEs



	Do you consider this project to be innovative? If so, in what ways?
· ‘Investment/finance readiness’ – i.e. the idea that businesses, particularly those in deprived areas, require support to help them access finance – is a relatively new concept. (The European Commission has just taken the concept on board in its proposals new Competitiveness and Innovation Programme 2007-2013).
· Recognition by policy makers of the ‘ladder of finance’ issues faced by SMEs is also an innovative feature of this project. 



	Transferability 

	Which elements of the project are transferable? 
· The principles of the programme are applicable to any ‘urban’ environment provided that sufficient time is taken to engage with finance institutions and professional advisers.


	Which elements of the project result purely from local circumstance? 


	What barriers could there be to effective transfer and replication in other cities?
The following could constitute barriers to transferability:
· Difficult to transfer to ‘rural’ areas where concentrations of Private Sector professional advisers/accountants may not be sufficient

· Any country specific banking structure or regulatory variations

· Public sector infrastructure to manage the process

· Availability of expertise at the design stage

· Lack of funding




