
Number 3 — Autumn 2006 19

Competition Policy Newsletter
A

R
T

IC
LE

S

New Guidelines on State aid promoting risk capital investments 
in SMEs (1)

Bente TRANHOLM SCHWARZ, Directorate-General for Competition, unit I-1

In the context of the State Aid Action 
Plan (1)
From �8 August 2006 the Commission has applied 
a new set of Guidelines on state aid to promote risk 
capital investments in small and medium-sized 
enterprises (hereafter ‘the guidelines’) (2) They 
set out how risk capital schemes will be assessed in 
accordance with Article 87 of the EC Treaty. The 
guidelines replace the Communication on state aid 
and risk capital (�) from 200� (hereafter ‘the 200� 
Communication’).

The guidelines constitute an important element in 
the State Aid Action Plan (4) from 2005 in which 
the Commission stated that “State aid policy safe-
guards competition in the Single Market and it 
is closely linked to many objectives of common 
interest, … It must contribute by itself and by rein-
forcing other policies to making Europe a more 
attractive place to invest and work, building up 
knowledge and innovation for growth and creat-
ing more and better jobs.”

The guidelines help Member States improve the 
access to finance for SMEs. Without sufficient risk 
capital enterprises may never be founded or may 
be restricted in their growth. Given the impor-
tance of SMEs to spur economic growth and last-
ing job creation the guidelines represent an impor-
tant instrument in the context of the Commission’s 
competitiveness strategy laid down in the Com-
munication “Working together for growth and jobs 
— A new start for the Lisbon strategy” (5).

It is commonly recognized that there is a so-
called ‘equity gap’ for SMEs in their early stages 
of development, meaning that their demand for 
risk capital is not met, although, the risk capital 
investments would generate a reasonable profit. 
This market failure occurs, due to difficulties in 
obtaining information about potential profits and 
risks related to investments in companies with no 
or with an insignificant track record. Furthermore, 
often the investments are quite small implying that 

(1) The content of this article does not necessarily reflect the 
official position of the European Communities. Respon-
sibility for the information and views expressed lies enti-
rely with the author.

(2) OJ C �94, �8.8.2006 p. 2.
(3) OJ C 2�5, 2�.8.200� p. �.
(4) COM(2005) �07 final.
(5) COM(2005) 24.

transaction costs involved in screening and moni-
toring investments easily become disproportionate 
to the size of the investment.

In accordance with the principles in the State Aid 
Action Plan, the guidelines set out conditions and 
assessment criteria to ensure that state aid schemes 
target a market failure. Furthermore, there are 
mechanisms ensuring that the schemes are appro-
priate instruments, which can leverage private 
investments that would not have occurred other-
wise (incentive effect and necessity), that they are 
proportional and that the risk of crowding out of 
private investments and other types of distortions 
are limited.

Already in the 200� Communication the Com-
mission stated that state aid to promote risk capital 
can be justified when there is evidence of a market 
failure and compared to the 200� Communication, 
the guidelines contain many of the same elements, 
e.g. ensuring that investment decisions are profit-
driven. However the guidelines have a completely 
new structure based on two types of assessments 
and certain elements have been clarified in the 
light of experience.

Risk capital schemes involving state aid
The guidelines cover risk capital schemes support-
ing investments into SMEs in their early develop-
ment stages (seed, start-up and expansion), where 
funding is provided by the State and private inves-
tors, usually through an investment fund and cou-
pled with advantages for the private investors to 
leverage their capital. The guidelines do not cover 
ad hoc capital injections into individual compa-
nies.

Risk capital investments consist of either equity 
or quasi-equity (as opposed to debt). It includes 
investment by business angels, venture capital 
and alternative stock markets specialised in SMEs 
including high-growth companies. The guidelines 
specifically entail a “substance over form approach” 
in assessing whether an instrument will be consid-
ered to be risk capital or debt.

The guidelines mention a number of instruments 
that appear to be effective to leverage capital from 
private investors’ capital, i.e. venture capital funds, 
fiscal incentives to investors or investment funds, 
and other financial instruments conferring an 
advantage to private investors or funds. Compared 
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to the 200� Communication the Commission 
clarify that state guarantees linked to risk capi-
tal investments fall within the guidelines if they 
are limited to 50% of the potential losses arising 
from equity investments into SMEs. Furthermore, 
grants covering administrative and management 
costs are no longer mentioned.

Providing risk capital is essentially a commercial 
activity and public interventions pose a risk that 
public money will displace private capital (crowd-
ing out). In other words, the distortion of competi-
tion may not only be present at the level of the tar-
get SMEs obtaining the investments but also in the 
risk capital market. In fact, state aid can be present 
at three levels:

(i) the private investors;

(ii) the investment vehicle or investment fund or 
its management; and

(iii) the enterprises in which the investment is 
made (target SMEs)

As in the 200� Communication, the guidelines set 
out under which conditions aid is present at each 
of these levels: Normally, if there is aid at the level 
of investors or the investment fund, this is consid-
ered to be at least partly passed on to the SMEs. 
By contrast, there is no aid if the State and private 
investors participate under exactly the same con-
ditions, there is no advantage for the fund, and the 
investment is driven by profit-maximisation and 
commercial logic. Compared to the 200� Com-
munication the Commission has, on the basis of 
experience, specified that in addition to escape the 
state aid rules, normally 50% of the funding of a 
measures must be provided by private investors. 
Also, it is clarified that if there is aid at the level of 
investors, the investment vehicle or the investment 
fund, this aid is normally considered to be at least 
partly passed on to the target SMEs.

The new structure — two types of 
assessments
One of the main novelties in the guidelines is the 
introduction of two types of assessments: a standard 
assessment and a detailed assessment. The standard 
assessment applies to cases fulfilling a number of 
conditions on the basis of which the Commission 
is confident that, on the balance, the effects of the 
aid measure will be in the common interest. How-
ever, measures that do meet the conditions for the 
standard assessment may still be authorised — but 
only after a detailed assessment balancing the posi-
tive and negative effects.

The 200� Communication entailed fixed condi-
tions as well as elements that were considered to 
be positive or negative. However, all cases were 

subject to the same assessment. The introduction 
of two types of assessments in the guidelines is 
an implication of the refined economic approach 
that was announced in the State Aid Action Plan. 
It will ensure a level of assessment which is more 
proportional to the risk of distortion of competi-
tion. Furthermore, it will give additional flexibility 
to Member States, to take into account inevitable 
ups and downs of the market and specific circum-
stances in Member States.

To illustrate this, one of the conditions for a stand-
ard assessment is the maximum size of the invest-
ments. Based on experience and studies, the Com-
mission considers that a market failure exists in 
general in the EU for investments in SMEs under 
€1.5 million over a period of 12 months. There-
fore, to avoid undue distortion of competition, for 
investments of higher amounts the Member States 
will have to provide evidence in order to ensure 
that only measures effectively targeted at a market 
failure will be authorised.

In the 200� Communication there was a fixed 
maximum threshold above which the guidelines 
did not apply. Moreover, it appeared that the maxi-
mum threshold was not sufficiently high to cover 
investments for which there appeared to be a gen-
eral market failure in the EU. The new threshold 
in the guidelines represents a 50% increase com-
pared to the previous maximum threshold for 
non-assisted areas (6) in the EU.

Standard assessment
A standard assessment will apply to schemes ful-
filling all the conditions below:

l Investments under € �.5 Million over �2 month 
into each SME;

l Investments restricted to the seed, start up or 
expansion stage for SMEs located in assisted 
areas and for small enterprises in non-assisted 
areas. Whereas, investments must be restricted 
to the seed and start-up stage for medium-sized 
enterprises located in non-assisted areas;

l Schemes providing at least 70% of the total 
budget in the form of equity and quasi-equity 
instruments as opposed to debt instruments;

l Private investors participation with at least 50% 
of the capital in SMEs in non assisted areas and 
with at least �0% in SMEs in assisted areas;

l Investment decisions must be profit driven 
(specific conditions apply);

(6) Assisted and non-assisted area refer to whether or not an 
area is eligible for regional aid under the Articles 87.� (a) 
and (c) of the EC Treaty.
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l The management of funds must follow a purely 
commercial logic (specific conditions apply);

l A sectoral focus may be accepted for funds 
focusing on specific innovative technologies or 
even sectors (such as health, information tech-
nology, biotechnology).

If a scheme fulfils all the conditions above, the 
Commission will consider that it does not distort 
competition contrary to the common interest and 
consequently, the Commission will authorise the 
measure.

Detailed assessment
Risk capital measures that do not comply with one 
or more of the conditions above may be authorised 
after detailed assessment. A detailed assessment 
applies to schemes providing:

l investments beyond € �.5 million in an SME 
over a period of �2 months;

l expansion capital to medium-sized enterprises 
situated in non-assisted areas;

l follow-on investments beyond € �.5 million 
over �2 months or financing beyond early-
growth financing;

l private participation of less than 50% in invest-
ments in SMEs in non-assisted areas and less 
than �0% in assisted areas;

l limited or no private participation and/or pre-
dominance of debt instruments for investments 
in the seed stage of small companies;

l measures involving investment vehicles match-
ing investors and SMEs (alternative market 
places);

l grants covering 50% of the costs of the first 
screening of companies (scouting costs).

The detailed assessment will be based on the bal-
ancing of a number of positive and negative ele-
ments. The positive and negative elements that 
may be relevant are listed in the guidelines. Based 
on the evidence provided by the Member States 
of the positive effects and taking account of pos-
sible crowding-out of private investors and other 
distortions of competition, the Commission will 
authorise the measure if — on the balance — it 
does not distort competition contrary to the com-
mon interest.




