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Sir,  
 
 
The Commission wishes to inform the British authorities that having examined the 
information notified on the matter referred to above, it has decided not to raise 
objections for the reasons set out below.  

1. PROCEDURE 

(1) On 19 August 2014 the UK authorities notified, pursuant to Article 108(3) of 
the Treaty on the Functioning of the European Union1 ("TFEU"), the set-up of 
the British Business Bank ("BBB"), asking for that measure to be assessed on 
the basis of the Article 107(3)(c) TFEU.  

(2) A number of electronic mail exchanges and telephone conversations took 
place between the Commission and the UK authorities in which additional 
information was requested and submitted between 19 August and 25 
September 2014. 

                                                           

 
The Rt Hon Philip HAMMOND 
Secretary of State for Foreign Affairs  
Foreign and Commonwealth Office  
King Charles Street  
London SW1A 2AH  
United Kingdom 
 
Commission européenne, B-1049 Bruxelles/Europese Commissie, B-1049 Brussel – Belgium 
Telephone: 00- 32 (0) 2 299.11.11. 

1 OJ C 115, 9.5.2008, p. 47.  



2. DESCRIPTION OF THE MEASURE 

2.1. The set-up of the BBB, its remit and activities 

(3) The UK has already established a number of individual schemes to increase 
the supply of finance to small and medium-sized enterprises ("SMEs"), which 
are currently developed, funded and managed by several UK Ministries. The 
UK proposes to establish the BBB to consolidate certain of those schemes in 
one single entity, the BBB, to achieve a more efficient and coherent 
management of support to SMEs. The BBB will develop and implement the 
UK government’s activities in relation to SME finance. 

(4) The BBB will be composed of subsidiaries which will deliver three different 
strands of activity: the overarching entity TopCo, the Mandated Arm, the 
Commercial Arm and the Service Arm. TopCo will be the sole shareholder in 
the three different arms. However, the Commercial Arm is allowed to open up 
its shareholder structure to private partners in a later phase.  

(5) The overarching entity, TopCo, was established on 29 October 2013 as a 
public company wholly owned by the UK government. TopCo will be a 100% 
shareholder in the three subsidiaries and will act as the ultimate parent of the 
BBB, providing a focal point for the BBB's interaction with its shareholder. 

(6) TopCo will also allow the BBB to ensure coherent governance of the activities 
conducted by the BBB's different subsidiaries.  

(7) Each entity will be set up as a separate entity with its own duties and 
obligations. The different entities will share a certain level of staff and 
associated costs.2 

(8) Neither the BBB nor any of its entities will have a banking licence. 

(9) The total assets of the BBB are expected to be GBP [500-550] million at 
October 2014. That amount includes GBP [450-500] million for the 
Commercial Arm and GBP [100-150] million for the Mandated Arm. In 
additional, GBP [100-150] million will be managed by the Service Arm 
outside of the BBB’s balance sheet. Based on the current funding being 
provided to the BBB, the BBB's total assets will reach GBP [0-5] billion by 31 
December 2019. That amount includes GBP [400-450] million of assets 
managed by the Mandated Arm and GBP [0-5] billion by the Commercial 
Arm. That forecast is based on existing schemes transferred to the BBB. The 
size of the BBB will also be influenced by the creation of new schemes. In 
additional, the Service Arm is planned to manage GBP [0-5] billion of assets 
by the end of 2019 outside of the BB’s balance sheet.  

                                                           
2  See section 2.1.4. 

2 
 



2.1.1.1. The Mandated Arm 

(10) The Mandated Arm of the BBB will be funded on a non-commercial basis 
whereby the State does not seek a market-level return on its investment into 
the Mandated Arm. The Mandated Arm will intervene on the market within a 
pre-defined remit based on ex-ante defined market failures.  

(11) For most of its activities, the Mandated Arm will act in an indirect manner, 
that is through the use of financial intermediaries or funds already present in 
the market. As a result it is not the Mandated Arm but the intermediary that 
will provide financing to the final beneficiary. A small fraction of its activities 
will be performed directly with the final beneficiary, meaning that the 
Mandated Arm will provide financing directly to the final beneficiary.  

2.1.1.2. Remit and financing activities of the Mandated Arm 

(12) The remit of the Mandated Arm is providing access to finance for SMEs that 
face a market failure in accessing private financing. Within that broad remit, 
the Mandated Arm will carry out both aided and non-aided financing activities 
as follows: 

(13) First, the Mandated Arm will conduct existing access to SME finance State aid 
measures which were approved by a Commission decision, as well as future 
measures to be notified and approved by the Commission. Market failure for 
those measures had to be proven before the positive decision of the 
Commission, or will have to be proven for future measures.   

(14) Second, the Mandated Arm will conduct SME access to finance State aid 
measures that are compatible under the General Block Exemption Regulation 
(GBER)3. Such schemes will comply with all requirements of the GBER. With 
the additional restriction that where the GBER allows for aid to large 
companies, the Mandated Arm will only provide financing to SMEs. Market 
failure for those block-exempted measures is assumed.  

(15) Third, the Mandated Arm will conduct SME access to finance measures in line 
with the de minimis Regulation4. In such cases, all the requirements provided 
by the de minimis Regulation will be complied with. According to the UK 
authorities, the proportion of the Mandated Arm’s existing access to finance 
activities which is conducted under the de minimis Regulation, and which is 
not otherwise covered by the GBER at the same time, amounts to 
approximately 8% of its overall capital budget. Moreover, without prejudicing 
changes in market conditions or the future decision making of the BBB Board, 
the UK authorities do not expect that that proportion will increase 
significantly. 

                                                           
3     Commission Regulation (EU) No 651/2014 of 17 June 2014 declaring certain categories of aid 

compatible with the internal market in application of Articles 107 and 108 of the Treaty, OJ L 
187, 26.06.2014, p. 1.-78 

4  Commission Regulation (EU) No 1407/2013 of 18 December 2013 on the application of Articles 
107 and 108 of the Treaty on the Functioning of the European Union to de minimis aid, OJ L 352, 
24.12.2013, p. 1. 
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(16) Fourth, the remit of the Mandated Arm will also cover specific schemes 
providing financing to SMEs on market economic operator ("MEO") terms. 
To ensure the MEO financing addresses SME access to finance market 
failures, the Mandated Arm's MEO financing activities will target SMEs 
eligible under the GBER and will comply with all the conditions of the 
relevant article of the GBER, except the requirements relating to aid intensities 
or aid amounts. As an example, the Mandated Arm can provide loans and 
guarantees on MEO terms to SMEs that fall within any categories defined 
within the GBER (such as Articles 17 or 23 of the GBER). The Mandated Arm 
will provide equity investments, mezzanine finance loans or subordinated 
loans in line with Articles 21 or 22 of the GBER. The UK government will 
limit the Mandated Arm's MEO financing activities under Article 17 of the 
GBER, which concerns SME investment aid, to a maximum total amount of 
GBP 500 million. The Mandated Arm will apply no crowding-out measures on 
new MEO schemes5 to ensure that only the SMEs which can prove they could 
not obtain sufficient market funding can receive funding from the Mandated 
Arm. Therefore, the funding provided by the Mandated Arm will in principle 
be additional to private finance.  

(17) Among the existing MEO schemes to be transferred to the Mandated Arm, two 
schemes do not initially fit within the remit of the Mandated Arm, which are: 
(i) the Capital for Enterprise Fund (CfE) and (ii) the Aspire programme. 
However, those two schemes will operate under their current terms only for a 
limited, transitory period: CfE is a scheme in its phasing-out and Aspire will 
be modified to fit within the Mandated Arm's remit within six months from its 
transfer.  

(18) CfE was established in March 2009 with GBP 75 million of funding, of which 
GBP 50 million is provided by the UK government and the remainder through 
private investments. The entire GBP 50 million allocated by the UK 
government has been committed and there will be no further investments into 
new companies by the CfE. A small volume of follow-on investments (up to 
GBP [0-5] million) is expected to take place over a limited time ([10-20] 
months). 

(19) Aspire is a GBP 12.5 million scheme in which the UK government provides 
match-funding for SMEs on a pari passu basis alongside private investments 
and currently targets women-led businesses. The UK government will modify 
the Aspire scheme in such a way that it fits within the remit of the Mandated 
Arm as approved by the Commission. In particular, Aspire will be modified to 
align it with the GBER within six months from its transfer to the Mandated 
Arm.  

(20) Fifth, the remit of the Mandated Arm allows participation in EU Financial 
Instruments, such as COSME and Horizon 2020 funds, both on aided terms 
and MEO terms. The Mandated Arm will centralise both existing schemes and 
develop new schemes in its remit on an aided and a MEO basis. Those EU 
Financial Instruments are included in the remit as they also target market 

                                                           
5  See recital 22. 
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failures and pursue objectives set by the Commission. In those situations, the 
Mandated Arm will act as a vehicle to channel and manage EU funds, or as a 
co-investor. The Mandated Arm will also be able to act as a co-guarantor 
using its own resources to cover liabilities. 

(21) The Mandated Arm will keep the scope of its remit under regular review, and 
in the event that private investment has been sufficiently leveraged in a 
particular area, so that there is no further need for the Mandated Arm to 
intervene, it will not introduce any further programmes in relation to those 
areas.  

2.1.1.3. New MEO schemes: no crowding out measures 

(22) To avoid distortions of competition, the Mandated Arm will apply the 
following no crowding-out measures for its new MEO schemes, but not to the 
existing MEO schemes transferred to the Mandated Arm:  

(1) The investee (i.e. an SME in case of direct funding by the Mandated 
Arm or a financial intermediary in case of indirect funding) must first 
seek finance from private investors;  

(2) The investee will have to demonstrate to the Mandated Arm that it has 
tried to obtain the required financing either by confirming that it has 
issued an open call for investment and has not been able to secure the 
full funding, or by disclosing which financiers (at least two) have been 
approached for finance, and the nature of their responses; 

(3) The Mandated Arm can then provide the required financing to the 
investee, according to one of the following options: 

a. If the investee has obtained some private sector finance, the 
Mandated Arm will use no advantage pricing by requiring the 
Mandated Arm to match its pricing to the most onerous 
comparable commercial investor, or if it is not feasible to do so, 
to take a weighted blend of other investors' terms; 

b. If the investee has not obtained any funding, the Mandated Arm 
will have to calculate the market price for such financing in 
order to make sure its pricing is in line with market conduct. 

2.1.1.4. Funding of the Mandated Arm 

(23) A number of existing aided and MEO schemes will be transferred to the 
Mandated Arm as part of its initial funding: i) Enterprise Finance Guarantee & 
SFLG, (ii) Enterprise Capital Funds, (iii) Start Up Loans, (iv) Capital for 
Enterprise Fund, (v) Community Development Venture Funds, (v) Aspire6. 
About GBP [0-5] billion has been made available so far by the UK 

                                                           
6  The transfer of those programmes to the Mandated Arm is subject to Board and Ministerial 

approval and, due to regulatory considerations, may be delayed. If any programme does not 
transfer, it would be retained on the government's balance sheet and managed by the Service Arm.  
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government to fund those schemes. The assets and liabilities of the BBB will 
be subject to an independent valuation ahead of the transfer.  

(24) The total maximum funding that may be provided to the Mandated Arm by the 
UK government on non-commercial terms for the period to 31 December 2019 
is GBP 6 billion (the “measure”). That budget can be invested in the Mandated 
Arm in the form of capital, assets and/or guarantees. The budget includes 
funding for: 

• the existing aided schemes and MEO schemes as referred to in 
recital (23) above; 

• the new aided, de minimis or MEO schemes or schemes funded 
under the EU Financial Instruments for which funding will be 
provided to the Mandated Arm [the EU financial instruments 
are not funded from the UK budget, therefore, everything 
concerning the EU funding, including a preliminary budget, if 
available, better to be explained separately] ; 

• the operational start-up costs 

(25) Where the Mandated Arm intends to operate on aided terms through 
guarantees, the UK government may provide a back-to-back guarantee instead 
of the capital that would be needed by the Mandated Arm to grant guarantees. 
Such an arrangement allows the Mandated Arm to avoid any obligation to 
hold a level of capital equivalent to its exposure pursuant to such guarantees. 

(26) The UK government will calculate the amount of aid of those guarantees 
through the capital that the Mandated Arm would have to hold in absence of a 
government guarantee7. The result of that calculation has to be taken into 
account for the overall GBP 6 billion aid budget for the Mandated Arm. If 
guarantees are triggered, the equivalent-capital amount that the Mandated Arm 
should have held to grant the guarantees will be accounted for in the GBP 6 
billion initial funding. 

(27) Funding provided to the Mandated Arm by the UK government for its MEO 
activities is also included in the total aid budget of 6 GBP billion. It includes 
all MEO schemes managed by the Mandated Arm, whether it is related to the 
SMEs eligible under the GBER or is de minimis. In case the Mandated Arm is 
co-investing in COSME and Horizon 2020 programmes with its own funds on 
MEO terms, the required funding is also included in the total aid budget.  

                                                           
7  By way of example, if the Mandated Arm has provided a guarantee at a rate of 75%, and a gross 

portfolio claim limit (guarantee cap rate) of 20% covering a GBP 100 million portfolio of 
lending, the maximum amount that the Mandated Arm may be liable for pursuant to this 
guarantee is GBP 15 million (75% x 20 % x GBP 100 million). In order to cover the GBP 15 
million, the Mandated Arm would (in absence of a government guarantee) have had to hold GBP 
1.2 million of capital (GBP 15 million x 8% depending on the risk rating and capital 
requirements). As it is currently not required to do so, the GBP 1.2 million is the equivalent aid in 
form of capital.  
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2.1.2. The Commercial Arm 

(28) The Commercial Arm of the BBB will be funded on a commercial basis and 
will carry out its financial interventions on a commercial basis.  

2.1.2.1. Remit and financing activities of the Commercial 
Arm  

(29) The Commercial Arm shall carry out all of its financing activities on a fully 
commercial basis and achieve returns equivalent to those reached on the 
market by comparable benchmarks. It follows from the commercial nature of 
the Commercial Arm that it will not be required to solely focus on market 
failures. The remit of the Commercial Arm allows it to target all SMEs with a 
broad range of commercial products and services.  

(30) Initially four existing commercial schemes will be transferred to the 
Commercial Arm: (i) Business Finance Partnership – small business tranche, 
(ii) Business Finance Partnership – mid-cap business tranche, (iii) The 
Investment Programme, and (iv) the VC Catalyst Fund. So far the UK 
government has provided GBP [0-5] billion to fund those schemes.  

(31) The Commercial Arm can also develop new schemes on a commercial basis.  

2.1.2.2. Governance of the Commercial Arm 

(32) The BBB set-up draws upon a clear separation between the three Arms. Each 
Arm will produce separate accounts. However, a proportion of the costs are 
shared between the Commercial Arm and the other entities of the BBB (see 
section 2.1.4).8 The customer-facing activities (contacts with financial 
intermediaries and potential clients) of the Commercial Arm are completely 
separated from the other arms of the BBB and the TopCo.  

(33) The UK will promote the BBB as the British Business Bank, covering the 
Mandated Arm, the Service Arm and the TopCo, to achieve a coherent 
messaging in the market. The Commercial Arm will be promoted under a 
different brand: British Business Bank Investments. 

(34) The Commercial Arm’s Board will have two-thirds of members who do not sit 
on the Board of TopCo or the other Arms of the BBB. 

(35) In addition, Article 16(1)(b) of the Commercial Arm's Articles of Association 
stipulates that any decision by the directors of the Commercial Arm Board in 
respect of a substantive issue9 shall, if the number of votes of the directors for 
and against the relevant substantive issue are equal, be decided by way of a 
casting vote to be exercised by the independent director(s) present.  

                                                           
8  See section 2.1.4. 
9  Commercial Arm – Articles of Association, part 1, "Substantive Issues": means a decision in 

respect of the making or divestments of an investment by the company for a principal amount in 
excess of GBP 50 million.  
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2.1.2.3. Funding of the Commercial Arm 

Initial funding 

(36) The Commercial Arm will receive its initial funding by way of capital and 
assets from the UK government on a fully commercial basis. The assets and 
liabilities under the existing commercial schemes to be transferred to the 
Commercial Arm will be subject to an independent valuation before the 
transfer in order to determine their fair market value. 

(37) Initial funding and capitalisation by the UK government will be provided 
based on an ex-ante business plan (validated by an independent third party) 
forecasting future returns over the medium-term and a benchmarking of the 
funding to the Commercial Arm.  

(38) The Commercial Arm can manage its excess liquidity by paying out dividends 
to TopCo or by granting intercompany loans to TopCo. The UK Government 
has committed to price those intercompany loans granted by the Commercial 
Arm in line with the Reference Rate Communication. 

(39) The UK provided the Commission with a benchmarking study from an 
independent expert, who checked whether the expected returns of the schemes 
operated within the Commercial Arm are consistent with those requested by a 
commercial investor (assessing both gross and net returns) and whether the 
Commercial Arm's projected costs are on commercial terms. The 
benchmarking study also tested whether the overall gross return target on 
invested capital of 5.6% and the resulting net return target of 5% would be 
appropriate for a private sector entity. That assessment did not take into 
account that the Commercial Arm can manage its excess liquidity by granting 
dividends and intercompany loans to TopCo at a market price. The 
benchmarking study concluded that the targeted returns of each scheme within 
the Commercial Arm are in line with commercial returns in the private sector. 

Table 1.1: Composition of the 5.6% commercial return  

Returns before costs Expected nominal annual return 

VC Catalyst Fund (GBP [100 – 150] m) […]% 

IP (GBP [250 – 300] m) […]% 

BFP Small (GBP [50 – 100]m) […]% 

BFP mid-cap (GBP [850 – 900]m) […]% 

Blended return rate (weighted by full programme size) 5.6 % 
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(40) The Commercial Arm has to cover its forecasted operational costs of GBP [20 
- 30 million over the period to 31 March 2019. These operational costs are to 
be covered by the investment income that will be generated by the 
Commercial Arm. However, since the investment portfolio of the Commercial 
Arm will build over time and the timing of the returns generated by those 
assets are variable, the UK government will provide initial liquidity of GBP [0 
- 5] million to the Commercial Arm under commercial terms. The funding of 
operational costs was taken into account when determining the targeted returns 
on investment within the Commercial Arm, as described in recital (39). 

Additional funding in the future 

(41) All future funding of the Commercial Arm by the UK government or TopCo 
will also be performed on commercial terms. 

(42) All additional equity funding provided in the future by TopCo to the 
Commercial Arm will be required to generate incremental returns consistent 
with the Commercial Arm's return targets set out in the business plan. Those 
targets will be reassessed and the UK government will request a new 
commercial benchmarking from an independent expert, in the event that:  

(a) the proposed additional equity from TopCo or the UK Government 
increases the Commercial Arm's aggregate committed capital by 20% 
(and subsequently at further 20% intervals); or  

(b) the Commercial Arm Board determines that there has been a material 
change in the expected return profile of investments representing 20% 
or more of the aggregate committed capital.  

(43) All additional debt funding provided by TopCo to the Commercial Arm in the 
future will be on commercial terms. TopCo will charge an appropriate interest 
rate reflecting the market rate at the time of the funding. In addition, where 
such debt funding exceeds 5% of the Commercial Arm's aggregate committed 
capital, the appropriate market rate will be determined by an independent 
expert or according to the Commission’s Reference Rate Communication. The 
Commercial Arm can also borrow on commercial terms from private investors. 

2.1.3. The Service Arm 

(44) The UK government's expertise and know-how in relation to SMEs is 
currently fragmented across several Ministries. The Service Arm will act as a 
single skilled point for SME-focussed service provision for the UK 
government.  

(45) The Service Arm will be funded on a non-commercial basis and provide 
operational, administrative and advisory services to the UK in the field of 
SME’s access to finance. It will advise the UK government and the Mandated 
Arm on the development of new schemes. The Service Arm will not be 
allowed to advise the Commercial Arm on its activities. 
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(46) Certain schemes targeting SMEs will not be allocated to the Mandated Arm 
(either because the central UK government wishes to retain the scheme on its 
own accounts, or because they do not fall within the Mandated Arm's remit), 
nor the Commercial Arm. The UK government can decide to keep those 
schemes on its own accounts outside of the BBB. In such a case, the Service 
Arm will manage the schemes on behalf of the UK government, while the 
budgets and risk of those schemes remain on the balance sheets of the UK 
government.  

2.1.4. Cost-sharing and separation of the three Arms 

(47) The UK intends to promote the BBB as British Business Bank, which would 
cover the Mandated Arm, the Service Arm and the TopCo in order to achieve 
the maximum possible coherence of messaging in the market. The Commercial 
Arm will be promoted under a different brand: British Business Bank 
Investments. 

(48) The BBB set-up draws upon a clear separation between the three Arms. The 
different Arms will each produce separate accounts and will be audited as 
separate units.  

(49) While there is provision for full accounting separation, a proportion of the 
staff (envisaged to be 30% to 35%) and of costs are shared between the 
Commercial Arm and the other entities of the BBB (such as housing, IT and 
telephone systems, marketing and market research, human resources, legal and 
procurement, risk and financial management, compliance, legal services, 
communication).  

(50) The BBB will apply activity-based cost methods to allocate these shared costs 
to the Arms. The BBB will assess and allocate the shared costs based on the 
average number of staff. The BBB will calculate a "seat price" which will be 
multiplied by the staff number. The seat price will be calculated by dividing 
the shared costs by the staff number who use the shared services.  

(51)  The BBB will assess the level of service each individual staff member 
provides to each Arm to attribute shared staff costs to each Arm. The BBB 
will then allocate a weighted average number of staff to each Arm. That 
number, together with the Arm-specific staff that spends 100% of their time in 
the relevant Arm, will represent the total level of staff in each Arm.  

(52) Customer-facing activities (contacts with financial intermediaries and clients) 
of the Commercial Arm will be completely separated from the other Arms of 
the BBB and the TopCo. However, for a maximum of 12 months and 
specifically related to peer-to-peer investments10, the Commercial Arm will 
share a limited (1 FTE11) portion of its front-office activities in order to allow 
the Commercial Arm to address certain consumer credit concerns. The peer-

                                                           
10  E.g. Funding Circle. That scheme allows SMEs to borrow directly from a wide range of investors.  
11  Full Time Equivalent (FTE):  the number of working hours that represent one full-time employee 

during a fixed time period. FTE is used to convert work load hours into the number of people 
required to complete that work load.  
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to-peer investments will be managed within the Service Arm until the 
Commercial Arm has obtained a consumer credit licence from the UK's 
Financial Conduct Authority or otherwise made the necessary arrangements to 
invest in these schemes.   

3. POSITION OF THE MEMBER STATE 

(53) The UK authorities consider that the funding of up to GBP 6 billion to the 
Mandated Arm constitutes State aid to the Mandated Arm. In the UK 
authorities' view, the funding of TopCo, the Commercial Arm and the Service 
Arm does not constitute State aid. 

(54) TopCo will not provide products or services on a market in competition with 
other finance providers and, as a result, any State resources received by TopCo 
will not have any effect on trade, nor distort competition. 

(55) The Commercial Arm will not receive aid, as it will be funded on a 
commercial basis. Due to its obligations to generate a commercial rate of 
return, it will operate as a “market economy operator” and will not receive any 
economic advantage over competitors.  Since it must conduct itself on a fully 
commercial basis on the market it cannot have any distortive effect on 
competition. 

(56) The Service Arm should not be considered an undertaking, since the Service 
Arm’s administration of schemes constitutes no change in the status quo. 
Ultimate decision making and responsibility for the schemes for which the 
Service Arm will provide administrative functions will remain within the UK 
government and no services will be provided to the market. 

(57) The UK authorities consider that the funds transferred to the Mandated Arm 
meet the criteria for compatible aid pursuant to Article 107(3) TFEU. The 
Mandated Arm contributes to a well-defined object of common interest, being 
the improvement of the provision of finance to SMEs in order to encourage 
economic growth. It is targeted towards improving the SME finance market, 
by addressing the problems faced by SMEs in accessing finance. It is an 
appropriate aid measure, since no alternative, less onerous measure would be 
available to resolve the difficulties encountered by SMEs. It has an incentive 
effect on the behaviour of firms by operating through intermediaries, thus 
encouraging their additional participation in the SME financing market. It is 
the most proportionate method of reaching the object of common interest, 
which could not be achieved with less aid or less distortion of competition. It 
avoids undue negative effects on competition and trade between Member 
States by, inter alia, specifying a remit that specifically addresses a current 
funding gap in the sector, which is significantly larger than the level of aid 
being provided to the Mandated Arm and requiring the use of non-crowding-
out measures to ensure that no private institutions are crowded out. Finally, it 
will ensure transparency by making all pertinent information relating to the 
Mandated Arm available for the public to access. 
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4. ASSESSMENT OF THE PRESENCE OF STATE AID 

4.1. Legality 

(58) By notifying the proposed measure before implementation, the UK authorities 
have fulfilled their obligation under Article 108(3) TFEU. 

4.2. Presence of State aid under Article 107(1) TFEU 

(59) By virtue of Article 107(1) TFEU "any aid granted by a Member State or 
through State resources in any form whatsoever which distorts or threatens to 
distort competition by favouring certain undertakings or the production of 
certain goods shall, in so far as it affects trade between Member States, be 
incompatible with the internal market." 

(60) To constitute State aid within the meaning of Article 107(1) TFEU, a measure 
has to fulfil four conditions. First, the aid is granted by a Member State or 
through State resources. Second, the measure confers a selective advantage to 
certain undertakings or the production of certain goods. Third, the measure must 
be liable to affect trade between Member States. Fourth, the measure must 
distort or threaten to distort competition in the internal market. 

(61) The present decision assesses only the presence of aid to the BBB itself, 
including TopCo and the three Arms. Whether the BBB's interventions provide 
State aid to the final recipients, financial institutions and co-investors is not 
within the scope of this decision.  

4.2.1. Presence of State aid for the Mandated Arm 

State resources 

(62) The concept of State aid applies to any advantage granted directly or 
indirectly, financed out of State resources, by the State itself or by any 
intermediary body acting by virtue of powers conferred on it.  

(63) The Mandated Arm will receive up to GBP 6 billion of initial funding from the 
UK government from the date of the present Decision until 31 December 
2019. Such initial funding may be provided as cash, assets or by a capital 
contribution and will include initial operating costs. 

(64) With respect to EU Financial Instruments, for instance COMSE and Horizon 
2020, resources coming from the European Union should be considered as 
State resources if national authorities have discretion for the use of those 
resources (in particular the selection of beneficiaries)12. By contrast, if such 
resources are awarded directly by the European Union or supranational 
financial institutions, with no discretion on the part of the national authorities, 
they do not constitute State resources (e.g. funding awarded in direct 

                                                           
12 See, for instance, concerning structural funds, Commission Decision of 22 November 2006 on 

State aid N 157/06, United Kingdom South Yorkshire Digital Region Broadband Project, recitals 
21 and 29 on a measure partly financed by the European Regional Development Fund (ERDF), 
OJ C 80, 13.4.2007, p. 2. 

12 
 



management under the Horizon 2020 framework programme or the COSME 
programme). The EIB Group (European Investment Bank and European 
Investment Fund) may also invest in EU Financial Instruments, depending on 
the parameters of the respective programme. However, own resources awarded 
by the European Investment Bank Group do not as such constitute State 
resources.  

(65) Since the initial funding of the Mandated Arm of up to GBP 6 billion comes 
from the UK Treasury, that funding necessarily contains State resources and is 
imputable to the State. Therefore, that condition is fulfilled.  

Selective economic advantage 

(66) The advantage is selective if it is limited to certain undertakings. The non-
commercial funding is provided only to the Mandated Arm and, therefore, 
confers an advantage only to the Mandated Arm of the BBB. Therefore, that 
condition is fulfilled. 

(67) To verify whether an undertaking has benefited from an economic advantage, 
the Commission applies the MEO test. The State's intervention is considered 
to confer an economic advantage within the meaning of Article 107(1) TFEU 
if a private investor had provided it under the same market conditions.  

(68) The initial funding of GBP 6 billion of the Mandated Arm will be provided on 
non-commercial terms, i. e. the Mandated Arm is not required to generate 
market-level returns. Therefore, it is thus unlikely that a private investor 
would have invested along those terms.  

(69) As a result, the UK is not acting as a market economy operator. Therefore, that 
condition is fulfilled. 

Distortions of competition and effect on trade 

(70) When aid granted by a Member State strengthens the position of an 
undertaking compared to other undertakings competing on the internal market, 
the latter must be regarded as affected by that aid. As the Mandated Arm will 
provide financing to SMEs, it will be in competition with other financial 
institutions in that market.  

(71) Financial services are global markets and by their nature effect trade between 
Member States. Moreover, although the final beneficiaries will be SMEs 
established in the UK, it is not excluded that they are engaged in cross-border 
trade.  

(72) The Mandated Arm will be in competition with existing financial institutions, 
and therefore its activities will affect competition in the internal market. 
Therefore, that condition is fulfilled.  
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Conclusion  

(73) On that basis, the Commission considers that the initial funding of up to GBP 
6 billion of the Mandated Arm of the BBB involves State aid within the 
meaning of Article 107(1) TFEU to the Mandated Arm. 

4.2.2. Presence of State aid for the Commercial Arm 

State resources 

(74) The Commercial Arm will receive funding in the form of cash, assets or by 
way of capital contribution from the UK treasury. Since the funding of the 
Commercial Arm comes from the UK treasury, that funding necessarily 
contains State resources and is imputable to the State. Therefore, that 
condition is fulfilled. 

Selective economic advantage 

(75) All initial funding to the Commercial Arm will be provided on a fully 
commercial basis, as described in section 2.1.2.3. The process used to provide 
additional funding in the future to the Commercial Arm, as described in 
section 2.1.2.3, ensures the commercial nature of such additional funding.  

(76) The Commercial Arm conducts itself entirely on a commercial basis and has to 
generate a commercial return on each separate scheme under its management.  

(77) The Commercial Arm will manage its excess liquidity by paying out dividends 
to TopCo or by granting intercompany loans to TopCo. Those intercompany 
loans will generate a commercial rate of return based on the applicable rates 
defined in the Reference Rate Communication. According to the Reference 
Rate Communication, the reference rate is considered a proxy for the market 
rate.  Both ways of managing liquidities are in line with market behaviour. 

(78) Therefore, the Commercial Arm will operate under the same conditions as the 
rest of the market.  

(79) The BBB set-up draws upon a clear separation between its three Arms 
including a full legal and accounting separation. The governance of the 
Commercial Arm has been established in order to ensure that it does not 
receive an economic advantage as a result of its relationship with the rest of 
the BBB.  

(80) The Board of Directors of the Commercial Arm will have two-thirds of its 
members separate from the other parts of the BBB. That arrangement will 
ensure that the decisions of the Board of Directors of the Commercial Arm 
will be largely independent of decisions of the Board of Directors of TopCo, 
the Mandated Arm or the Service Arm.  
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(81) Further, the Commercial Arm will have a separate front-office13 for all 
interactions with its counterparties. That separation will avoid risks of cross-
selling between the Commercial Arm on one side, and the Mandated and 
Service Arm on the other side. Therefore, the Commercial Arm will not 
allowed to sell its commercial products in bundle with sub-commercial 
products from the Mandated and Service Arms, which could have provided an 
advantage not accessible to competitors of the Commercial Arm. 

(82) However, as described in section 2.1.4, a proportion of the costs are shared 
between the Commercial Arm and the other Arms of the BBB. The 
methodology used for charging of shared costs, described in section 2.1.4, is 
based on objective allocation keys and ensures a fair distribution of the costs 
between the different parts of the BBB. The Commercial Arm also operates 
under its own branding different from the other parts of the BBB. Therefore 
the Commercial Arm will not benefit from a particular advantage by sharing 
certain costs with the other parts of the BBB. 

Conclusion 

(83) On the basis of the above, it can be concluded that the Commercial Arm will 
(i) be funded on a commercial basis; and (ii) develop and pursue its own 
activities and counterparties without any reference to the activities of the other 
parts of the BBB and on commercial terms. As a result, the Commercial Arm 
will not receive any economic advantage in comparison to other commercial 
market participants. 

(84) Therefore the conditions for the existence of State aid within the meaning of 
Article 107(1) TFEU are not fulfilled. 

4.2.3. Presence of State aid for the Service Arm 

(85) The Service Arm will provide administrative functions to the UK government 
and will not act as an undertaking on its own right. It also advises the 
government, TopCo and the Mandated Arm on the development of schemes to 
support SMEs. Further, it manages schemes on behalf of certain Ministries 
where the risks and budgets of those schemes remain on the balance sheets of 
those Ministries.  

(86) Therefore, the creation of the Service Arm is considered a transfer and 
consolidation of administrative functions currently located within different 
Ministries of the UK government. The Service Arm does not provide services 
to the market and is not considered an undertaking within the meaning of 
Article 107(1) TFEU. 

                                                           
13  However, the Commercial Arm will share with the other parts of the BBB a limited (1 FTE ) 

portion of its front-office activities for a transition period of maximum 12 months and specifically 
related to peer-to-peer investment programmes (see recital (52) . 
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Conclusion 

(87) Therefore the conditions for the existence of State aid within the meaning of 
Article 107(1) TFEU are not fulfilled. 

4.2.4. Presence of State aid for TopCo 

(88) All funding placed within TopCo for the activities of the BBB will be passed 
directly through to the relevant Arms, except those funds used in paying the 
running costs of TopCo. 

(89) TopCo is the parent of the BBB and acts as a focal point for the BBB’s 
interaction with the UK government without providing products or services on 
a market in competition with other finance providers. 

(90) State resources received by TopCo at a non-commercial rate that are not 
passed through to one of the three Arms, will not have an effect on trade, nor 
distort or threaten to distort competition, since TopCo is not operating on any 
market. 

Conclusion 

(91) Therefore the conditions for the existence of State aid within the meaning of 
Article 107(1) TFEU are not fulfilled. 

4.2.5. Conclusion on the existence of aid 

(92) On that basis, the Commission considers that the initial funding of up to GBP 
6 billion provided to the Mandated Arm of the BBB involves State aid within 
the meaning of Article 107(1) TFEU. However, the provision of funding for 
the establishment of TopCo, the Commercial Arm and the Service Arm does 
not constitute State aid. 

5. ASSESSMENT OF THE COMPATIBILITY OF THE MEASURE 

5.1. Scope and criteria for assessing the compatibility 

(93) As mentioned in recital (92) only the measure consisting in the creation of the 
Mandated Arm and its funding of up to GBP 6 billion constitutes State aid 
within the meaning of Article 107(1) TFEU. Therefore, the Commission has 
assessed the State aid compatibility of only that measure. 

(94) Article 107(3)(c) TFEU provides that "aid to facilitate the development of 
certain economic activities or of certain economic areas, where such aid does 
not adversely affect trading conditions to an extent contrary to the common 
interest" may be considered compatible with the internal market.  

(95) The Commission has examined whether any secondary State aid act could be 
applicable to the Measure and for the below reasons, concluded that the 
measure did not fall within any existing Commission communications, 
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guidelines or frameworks setting out the rules for implementing Article 
107(3)(c) TFEU.  

(96) First, the Commission examined whether part of the measure relating to the 
provision of de minimis access to finance aid could be considered under the de 
minimis Regulation. The Commission notes that according to recital 19 of that 
Regulation, "where a de minimis aid scheme is implemented through financial 
intermediaries, it should be ensured that the latter do not receive any State 
aid. This can be done, for example, by requiring financial intermediaries (…) 
to fully pass on any advantage to the final beneficiaries, or by respecting the 
de minimis ceiling and other conditions of this Regulation also at the level of 
the intermediaries." Therefore, while the de minimis Regulation provides for 
conditions at the final beneficiary level, in this case SMEs, it does not provide 
for compatibility conditions for the setting up of a financial institutions that 
deliver directly or indirectly de minimis access to finance aid. As a result, 
compliance with the de minimis conditions at the final beneficiary level does 
not ensure that there is no distortion of competition at the level of the market 
for the provision of finance, i.e. at the level of the financial intermediaries that 
provide the de minimis access to finance aid.  

(97) It is to be noted that Article 21(18) of the GBER provides for compatibility 
conditions for de minimis risk finance measures delivered indirectly via 
financial intermediaries. However, several conditions laid down therein are not 
met in the present case. In particular, according to Article 21(18)(c) of the 
GBER, there shall be minimum 60% private co-investment. The UK 
authorities have not indicated that this would be the case for the de minimis 
measures implemented by the Mandated Arm.  

(98) Second, the Commission examined whether the measure, or part of the 
measure with respect to GBER-compliant SME access to finance schemes, 
could be considered compatible under the GBER, in particular under the 
section 'Access to finance for SMEs'. In that regard, the Commission notes that 
other than Article 21 of the GBER concerning risk finance aid, the GBER only 
sets compatibility conditions applying at the final beneficiary level. Therefore, 
where the aid is channelled through financial intermediaries, the Commission 
would need to examine whether there is no distortion of competition at their 
level, which is at the market for the provision of finance.  

(99) Third, the Commission examined whether the Measure could be compatible 
under Article 21 of the GBER, i.e. risk finance aid. In this regard the 
Commission notes that several criteria laid down in that provision would not 
be fulfilled, notably:  

(a) Article 21(5) of the GBER lays down strict eligibility criteria with 
respect to the SMEs that may be eligible to receive risk finance State 
aid. That criterion is not met because the Mandated Arm will be 
providing finance to a larger group of SMEs. 

(b) According to Article 21(9) of the GBER, the total amount of risk 
finance aid to the same undertaking shall not exceed EUR 15 million. 
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That criterion is not met because the UK has not communicated a 
specific maximum financing ceiling that the same undertaking may 
receive.  

(c) Article 21(10) of the GBER lays down strict criteria as to the minimum 
level of private investment required. That criterion is not met because 
there is no fixed mandatory minimum private participation for the 
Mandated Arm to intervene, even if in most cases it will provide 
finance to SMEs indirectly via financial intermediaries, and together 
with private investors.  

(d) According to Article 21(13)(a) and (b) of the GBER, the risk finance 
measure shall be implemented via one or more financial intermediaries, 
and financial intermediaries shall be selected through an open, 
transparent and non-discriminatory call. The Mandated Arm may 
provide finance directly to SMEs. Therefore, in such a case, even if the 
Mandated Arm would be considered a financial intermediary, the 
conditions for the selection would not be met. Moreover, the measure 
does not set out any conditions for the selection of financial 
intermediaries. 

(e) Finally, Article 21 of the GBER does not address the creation of an 
entity that may provide access to finance to SMEs on various other 
grounds than risk finance aid.  

(100) Fourth, the Commission examined whether the measure could be compatible 
under the Risk Finance Guidelines. In that regard, the Commission notes that 
the scope of a decision of the Commission is restricted to a particular aid 
measure, with identified eligible undertakings, specific budget, duration, etc. 
In the case of the Mandated Arm, an initial financing of GBP 6 billion is 
available to it. However, apart from the existing schemes to be transferred to 
the Mandated Arm, the SME access to finance schemes it will carry out in the 
future are still to be designed in the future, with their specific eligibility and 
financing conditions.  

(101) Moreover, in line with paragraph 51 of the Risk Finance Guidelines, apart 
from the derogations expressly allowed under the Guidelines and notified by 
the Member State, all other compatibility conditions provided for risk finance 
aid under the GBER shall guide the assessment of the notified measure. 
However, given that a number of essential conditions laid down by Article 21 
of the GBER are not complied with, and that the UK authorities have not 
communicated any derogation from that Article, the Commission considers 
that substantial amendments would be necessary to the measure to make it 
compatible under the Risk Finance Guidelines.  

(102) Finally, the Mandated Arm may provide financing directly to the SMEs as 
well. According to paragraph 20 of the Risk Finance Guidelines, a measure 
whereby a public entity makes direct investments in companies without the 
involvement of financial intermediaries that have been selected in an open, 
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transparent and non-discriminatory manner, does not fall under the scope of 
the risk finance rules of the GBER or the Guidelines.  

(103) In light of the above, the Commission has assessed the measure directly under 
Article 107(3)(c) TFEU and following the common assessment principles and 
its case practice. In particular, it has analysed whether the measure contributes 
to a well-defined objective of common interest; is necessary; appropriate; has 
an incentive effect; is proportionate; and avoids undue negative effects on 
competition and trade between Member States.  

5.2. Contribution to a well-defined objective of common interest 

(104) The measure must aim at a well-defined objective of common interest. The 
objective of the measure, which is the setting up of the Mandated Arm and 
providing it with a funding of GBP 6 billion, is to facilitate SMEs' access to 
finance.  

(105) As recognised by the Guidelines on State aid to promote risk finance 
investments14, access to finance for SMEs may be an objective of common 
interest underpinning the Europe 2020 Strategy15. Therefore, the objective of 
the Mandated Arm in general fits with that common objective. Itapplies to all 
financing activities conducted by the Mandated Arm, which is therefore 
considered to pursue the common objective of providing access to finance to 
SMEs affected by a market failure.  

(106) The Comission has also examined the types of financing the Mandated Arm 
will provide, and wether they pursue a well-defined objective of common 
interest, as set out below.  

(107) For aid schemes that are approved by the Commission and implemented by the 
Mandated Arm, it is ensured that the Mandated Arm pursues the common 
interest objectives. 

(108) For the Mandated Arm's financing activities under the GBER, if all conditions 
laid down therein are fulfilled, they are presumed to pursue common interest 
objectives. Moreover, the UK authorities have limited the eligibility to receive 
financing only to SMEs, even where the GBER would allow the provision of 
aid to large undertakings as well. That limitation therefore ensures that the 
Mandated Arm will focus on pursuing the common objective of addressing the 
market failures in SMEs' access to finance markets.  

(109) For activities falling under the de minimis Regulation, they will be limited and 
targeted to enable access to finance for SMEs, which is in line with the 
identified common interest.  

                                                           
14  Communication from the Commission, Guidelines on State aid to promote risk finance 

investments, OJ C 19, 22.1.2014, p. 4.  
15  In particular, the Communication from the Commission, Europe 2020, A strategy for smart, 

sustainable and inclusive growth, (COM(2010) 2020 final, 3.3.2010) sets out a strategy 
framework for a fresh approach to industrial policy that should put the Union economy on a 
dynamic growth path strengthening Union competitiveness. It underlines the importance of 
improving access to finance for businesses, especially for SMEs. 
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(110) For MEO schemes implemented by the Mandated Arm, they will be 
constrained within the eligibility criteria and certain other limits of the GBER. 
On that basis, the Commission considers that those MEO schemes pursue 
common interest objectives.  

(111) With respect to the EU Financial Instruments, according to Article 140(2)(f) of 
Regulation (EU) No. 966/201216 ("the Financial Regulation"), they shall be 
established on the basis of an ex ante evaluation. Specifically with respect to 
COSME and Horizon 2020, their objectives are to enable access to finance for 
SMEs and innovative companies respectively, which is in line with the 
identified common interest.  

(112) In light of those elements, and in particular the fact that the Mandated Arm 
will conduct activities that all contribute to a well-defined objective of 
common interest, the Commission finds that the measure targets a well-
defined objective of common interest, which is to facilitate SME access to 
finance.  

5.3. Necessity 

(113) State aid must be targeted to generate a material improvement that the market 
cannot deliver itself by remedying a market failure. 

(114) As described in section 2.1.1.1, the remit of the Mandated Arm will focus on 
addressing SME access to finance market failures. The Mandated Arm will 
implement schemes that are presumed to address market failures (i.e. schemes 
falling under GBER), schemes that have been approved by the Commission, or 
schemes that are presumed not to constitute State aid within the meaning of 
Article 107(1) TFEU, because they are de minimis aid or because they are in 
line with market conduct.  

(115) First, the Mandated Arm may provide financing in compliance with State aid 
schemes approved by the Commission. When approving individually those 
schemes, the Commission verifies whether they address the market failures 
identified in the relevant State aid legal base. Therefore, there is no need to re-
notify the remit of the Mandated Arm when new aid schemes are added to the 
Mandated Arm, since those schemes will have been approved by the 
Commission and the relevant market failures will have been established in the 
related Commission decision. 

(116) Second, the Mandated Arm may provide financing on the basis of State aid 
schemes that are compatible under the GBER. Recital 40 of the GBER 
recognises that "SMEs play a decisive role in job creation and, more 
generally, act as a factor of social stability and economic development. 
However, their development may be hampered by market failures, leading to 
these SMEs suffering from the following typical handicaps. SMEs often have 
difficulties in obtaining capital or loans, given the risk-averse nature of 
certain financial markets and the limited collateral that they may be able to 

                                                           
16  Regulation (EU, EURATOM) No 966/2012 on the financial rules applicable to the general budget 

of the Union, OJ L 298, 26.10.2012, p. 1.  
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offer. Their limited resources may also restrict their access to information, 
notably regarding new technology and potential markets. To facilitate the 
development of the economic activities of SMEs, this Regulation should 
therefore exempt certain categories of aid when they are granted in favour of 
SMEs. (…)" Therefore, the GBER sets the legal presumption that market 
failures are addressed by providing access to finance measures which are set 
out in the GBER and which fulfil all its respective conditions , without the 
need for further market failure evidence in that regard. 

(117) Third, the Mandated Arm may provide financing under the de minimis 
Regulation. Because of the limited amount received per undertaking, the 
limited activity of the Mandated Arm conducted under the de minis Regulation 
(estimated at approximately 8% of its activity), and the absence of effects on 
competition of such interventions, the Commission considers that the activities 
conducted under the de minimis Regulation do not alter its assessment of the 
necessity of the measure to the Mandated Arm. 

(118) Fourth, the Mandated Arm may provide financing on MEO terms. However, 
the Mandated Arm will limit its MEO financing within the eligibility 
conditions set by the GBER. Consequently, these MEO schemes will target 
exclusively undertakings which are eligible under the respective articles in the 
GBER to receive aid instruments specific therein. In consequence, the 
undertakings will be able to receive MEO investments in the instrument form 
and at conditions specified therein, except for the specific rules on aid 
intensities and aid amounts. Such MEO schemes will also comply with all the 
common provisions of the GBER, except for cumulation, maximum aid 
amounts, and publication and reporting requirements. Furthermore, MEO 
schemes will also comply with Article 5 of the GBER on transparency17. As 
mentioned in recital (116), schemes in compliance with the GBER are 
presumed to address market failures. Therefore, the limitation of MEO 
schemes to undertakings eligible under the GBER ensures that those MEO 
schemes will address market failures.  

(119) Further, with respect to MEO access to finance schemes, the Mandated Arm 
will not provide financing to all SMEs, but only those ones that do not find 
alternative source of funding on the market, or not in the amount necessary. 
Therefore, the objective of the measure is to provide access to finance to more 
SMEs than absent the intervention of the Mandated Arm, since it will not 
replace any private investment in those SMEs.  

(120) Fifth, the Mandated Arm may provide financing under the EU Financial 
Instruments, such as COSME and Horizon 2020. According to Article 
140(2)(a) of the Financial Regulation, Financial Instruments set up from the 
EU budget have to comply with the condition of "addressing market failures 
or sub-optimal investment situations, which have proven to be financially 

                                                           
17  By way of example, the Mandated Arm will be permitted to provide grants, loans and guarantees 

(in compliance with the Guarantee Notice) to firms that fall within any category of SMEs within 
the GBER. However, the Mandated Arm will not be permitted to provide equity investments, 
mezzanine finance loans or subordinated loans to firms, unless such investments meet the 
requirements of Articles 21 or 22. 
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viable but do not give rise to sufficient funding from market sources". 
Consequently, the EU Financial Instruments are considered to address market 
failures by their design, irrespective whether they provide investments at 
commercial or sub-commercial terms.  

(121) Sixth, as described in recitals (17) to (19), the UK plans to transfer two 
existing MEO schemes to the Mandated Arm, the CfE and the Aspire scheme, 
which do not fit within the remit described in the previous five recitals above. 
However, the UK authorities have proposed to close those schemes or modify 
them with the view to make them fit under the remit of the Mandated Arm, 
within a limited period of time.  

(122) The CfE was established in 2009 with GBP 75 million funding, of which GBP 
50 million was provided by the UK Government, and which has been 
contractually committed. No new investments will be made in new companies. 
Only a limited follow on investments will be made within the maximum limit 
of GBP [0 – 5] million in total, over a limited time of maximum [10- 30] 
months. The final returns in relation to that fund will be paid back by 
2017/2018.  

(123) With respect to the Aspire programme whose budget is GBP 12.5 million, the 
UK authorities have indicated that they will modify its terms so that it fits 
within the remit of the Mandated Arm as approved by this decision, within the 
maximum limit of six months.  

(124) The Commission considers that the transitory period during which such 
existing schemes may continue operating with the view to close one, and 
modify the other within a limited period of time, is sufficiently limited and 
constitutes a reasonable transition arrangement not affecting the objective of 
the Mandated Arm to act within a defined remit where a market failure is 
properly identified.  

(125) In light of the above, the Commission concludes that the measure is necessary 
because the Mandated Arm as an entity, as well as all its financing activities, 
aim at addressing market failures in the SME access to finance market.  

5.4. Appropriateness  

(126) The State aid measure must be an appropriate policy instrument to address the 
objective of common interest. In that regard, the Commission has assessed 
whether the creation of the BBB and its Mandated Arm is an adequate 
response to addressing market failures in SME’s access to finance in the UK.  

(127) First, as mentioned in recital (3), the UK proposes to establish the BBB to 
consolidate its existing SME access to finance schemes in one single entity, 
the BBB, to achieve a more efficient and coherent management of support to 
SMEs, than compared to managing those schemes under different Ministries, 
as before. The Commission considers that consolidating SMEs' access to 
finance schemes will confer on the BBB an up-to-date and comprehensive 
know-how that can be used to design new schemes in the future.  
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(128) Second, the Commission considers that the separation of the three Arms as 
proposed by the UK authorities, is an appropriate way of separating activities 
that are funded on a non-commercial basis, and required to address market 
failures, from those that are funded on commercial terms and pursue 
commercial objectives. The Commission considers that the safeguards 
proposed by the UK authorities and described in section 2.1.4, are appropriate 
to ensure that the three Arms are indeed separated, and there is no cross-
subsidisation between them.  

(129) Third, the Commission considers that the remit of the Mandated Arm and its 
separation from the commercial activities, as well as those activities that 
remain on the government's balance sheet, is an appropriate design. 

(130) Therefore, the Commission concludes that the measure is appropriate.  

5.5. Incentive effect  

(131) A State aid measure must have an incentive effect, i.e. it must change the 
behaviour of an undertaking in such a way that it engages in additional activity 
which it would not carry out without the aid or would carry out in a restricted 
or different manner. In that regard, the Commission has examined whether the 
creation of the Mandated Arm within the BBB structure and the financing 
provided to it provide an incentive effect so as to improve SME access to 
finance in the UK.  

(132) The Commission notes that the financing provided to the Mandated Arm 
which is considered to constitute State aid will be used to implement SME 
access to finance measures. The Mandated Arm will provide funding to the 
final beneficiary SMEs, either directly or indirectly via financial 
intermediaries.  

(133) With respect to the Mandated Arm's financing activities carried out on the 
basis of the aid schemes approved by the Commission, the Commission 
considers that they have an incentive effect, since this is one of the elements of 
the compatibility assessment. Absent an incentive effect, the Commission does 
not authorize the aid scheme.   

(134) With respect to the Mandated Arm's financing activities carried out on the 
basis of block-exempted schemes under the GBER, if all conditions laid down 
therein are fulfilled, the Commission presumes that they have an incentive 
effect.  

(135) With respect to funding provided below the threshold set under the de minimis 
Regulation, the Commission considers that the limited amount of such funding 
per undertaking, the limited volume of activity of the Mandated Arm operated 
under the de minimis Regulation (approximately 8% of the Mandated Arm 
activity),  and the absence of effect on competition ensure that the 
implementation of de minimis schemes by the Mandated Arm does not alter its 
assessment of the necessity of the measure. 
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(136) With respect to the Mandated Arm's financing activities on MEO terms, 
firstly, the Mandated Arm will provide funding in areas where a market failure 
is presumed to exist. Therefore, the Mandated Arm will contribute to close the 
funding gap that exists in the markets where it will be active. Second, the 
Mandated Arm will apply no crowding out measures to new MEO schemes to 
ensure that only the SMEs which can prove they could not obtain sufficient 
market funding can receive funding from the Mandated Arm.  Therefore, the 
funding provided by the Mandated Arm will be additional to private finance.  
Third, the Mandated Arm will mostly invest indirectly, via other financial 
intermediaries, and will complete the insufficient funding provided by private 
investors. Therefore, the Commission concludes that the Mandated Arm's 
interventions on MEO terms will increase the funding available to SMEs in 
areas where a market failure exists. 

(137) With respect to the Mandated Arm's financing activities funded from the EU 
Financial Instruments, notably COSME and Horizon 2020, the Commission 
finds that there is an incentive effect for the following reasons. First, such 
instruments also aim to address market failures or suboptimal investment 
situations. Second, according to Article 140(2)(b), (d) and (e) of the Financial 
Regulation, the principle of additionality, leverage effect and alignment of 
interest apply to them. In consequence, those instruments "shall not be aimed 
at replacing those of a Member State, private funding or another Union 
intervention", that "the Union contribution to a financial instrument shall aim 
at mobilising a global investment exceeding the size of the Union contribution 
(…)", and that "when implementing financial instruments, the Commission 
shall ensure that there is a common interest in achieving  the policy objectives 
defined for such an instrument, possibly fostered by provisions such as co-
investment, risk-sharing requirements or financial incentives (…)" Finally, 
according to Article 140(2)(c) of the Financial Regulation, "Financial 
Instruments shall comply with (…) non-distortion of competition in the 
internal market and consistency with the State aid principles". Therefore, the 
Commission concludes that the Mandated Arm's interventions funded from the 
EU Financial Instruments will also increase the funding available to SMEs.  

(138) In light of these elements, and in particular the fact that all activities conducted 
by the Mandated Arm will conduct activities that have an incentive effect, the 
Commission concludes that the measure has an incentive effect.  

5.6. Proportionality 

(139) The State aid measure must be limited to the minimum necessary to induce the 
additional investments or activity by the undertakings concerned, i.e. whether 
it would not be possible to reach the same outcome with a lesser amount of 
aid.  

(140) The Commission notes that the GBP 6 billion State aid for the creation and 
funding of the Mandated Arm will be passed on to SMEs that are affected by 
market failures in accessing the necessary finance. The geographic scope of 
the Mandated Arm's activities is the UK, providing access to finance to SMEs 
established in the UK.  
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(141) With respect to the Mandated Arm's financing activities carried out on the 
basis of the aid schemes approved by the Commission, aid is considered to be 
proportionate, since this is one of the elements of the compatibility 
assessment. Absent proportionality, the Commission does not approve the aid 
scheme.   

(142) With respect to the Mandated Arm's financing activities carried out on the 
basis of block-exempted schemes under the GBER, if all conditions laid down 
therein are fulfilled, aid is presumed to be proportionate.  

(143) With respect to funding provided below the threshold set under the de minimis 
Regulation, the Commission considers that the limited amount of such funding 
per undertaking, the limited volume of activity of the Mandated Arm operated 
under the de minimis Regulation (approximately 8% of the Mandated Arm 
activity), and the absence of effect on competition ensure that the 
implementation of de minimis schemes by the Mandated Arm does not alter its 
assessment of the proportionality of the measure.18  
 

(144) With respect to the Mandated Arm's financing activities on MEO terms, the 
Commission notes that there is no legal requirement to demonstrate that 
market conform interventions are proportionate, which is a requirement 
specific to aid measures. Nevertheless, the Commission notes that according to 
the UK authorities, such measures will be constrained within the eligibility 
criteria and certain other limits of the GBER. For MEO schemes under Article 
17 of the GBER (investment aid to SMEs), the UK authorities have to limit the 
total maximum amount to be invested under such schemes to GBP 500 
million.  

(145) The Mandated Arm will in principle provide financing in an indirect manner, 
i.e. providing funding to SMEs via financial intermediaries. The involvement 
of operators already present on the market ensures that the direct intervention 
of the Mandated Arm is limited.  

(146) With respect to the Mandated Arm's financing activities funded from the EU 
Financial Instruments, notably as COSME and Horizon 2020, the Commission 
notes that the principle of proportionality also applies to them. According to 
Article 140(1) of the Financial Regulation, "financial instruments shall be 
used in accordance with the principles of sound financial management, 
transparency, proportionality, non-discrimination, equal treatment and 

                                                           
18   The Comission notes that verious elements point to the proportionate use of the de minimis 

Regulation by Member States in general. In the context of the revision of the de minimis 
Regulation the data available on the use of the current de minimis Regulation showed that the 
great majority of beneficiaries receive a quite limited amount. A rather large sample showed that 
the average amount per beneficiary per year is below EUR 30 000 aid and that the vast majority of 
beneficiaries receive below EUR 50 000 aid per year, with approximately 69-89% of them 
receiving less than EUR 10 000 aid per year. As regards the Member States for which the 
Commission received detailed data on that point, as shown, around 90% of the beneficiaries were 
micro and small undertakings and more than 95% were SMEs. Commission Staff Working 
Document, Impact Assessment accompanying the document Commission Regulation (EU) No 
…/… on the application of Article 107 and 108 of the Treaty on the Functioning of the European 
Union to de minimis aid.   
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subsidiarity (…). Moreover, the principle of "leverage effect" applies to EU 
Financial Instruments by virtue of Article 140(2)(d) of the Financial 
Regulation, which ensures that they also aim to attract co-financing, including 
from private investors.  

(147) In light of those elements, and in particular the fact that all activities 
conducted by the Mandated Arm will conduct activities that are proportionate, 
the Commission concludes that the measure is proportionate. 

5.7. Avoidance of undue negative effects 

(148) The State aid measure must imply no or very limited risk of crowding out. 

(149) As described in section 2.1.1.3, the Mandated Arm's future financing activities 
on MEO terms will be subject to no crowding out measures, whereby the 
Mandated Arm intervenes only when market funding is not sufficient or not 
available. This will be ensured by a set of mandatory steps that the Mandated 
Arm will follow before investing in an SME.  

(150) First, the investee, which is either an SME in the case of direct interventions, 
or an investment fund in the case of indirect interventions, will have to 
disclose which financiers (at least two) have been approached for finance. The 
investee will communicate the nature of the responses of approached investors 
to the Mandated Arm, or will demonstrate that it has tried to obtain the 
required financing. Therefore, that step ensures that the first solution for the 
provision of finance is looking for and securing private financing available on 
the market. Consequently, the Mandated Arm will not crowd out private 
investors already in the market because they always have a priority to invest 
compared to the Mandated Arm. On the contrary, the Commission finds that 
that mechanism will ensure the "crowding-in" of private investors.  

(151) Second, if the investee has obtained some private investments, the Mandated 
Arm will always use no advantage pricing by requiring the Mandated Arm to 
match its pricing to the most onerous comparable commercial investor or if it 
is not feasible to do so, to take a weighted blend of other investors' terms. That 
mechanism effectively ensures that the Mandated Arm will always be a price-
taker, never setting the price below the available commercial market rates. 
Consequently, the Mandated Arm will not be able to take market share from 
the private investors in the UK by pricing below the market.  

(152) Third, if the investee has not obtained any funding, the Mandated Arm will 
have to calculate the market price for the financing it provides, in order to 
make sure its pricing is at MEO terms. That mechanism ensures that even in 
the absence of available private investment, the Mandated Arm will price its 
investments at a hypothetical market price and not below. 

(153) Therefore, the Commission finds that the no crowding-out measures for new 
MEO schemes applied by the Mandated Arm will ensure that financing 
provided under those schemes will not distort the market.  
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(154) The no crowding-out measures will not apply with respect to the existing 
MEO schemes to be transferred to the Mandated Arm, including the two 
which do not fit within the prescribed remit, namely the CfE and the Aspire 
schemes. However, for the following reasons, the Commission concludes that 
the Mandated Arm's interventions via those two existing schemes have 
negligible impact on the market.  

(155) First, those two schemes will continue operating on the basis of their original 
investment terms only for a limited and transitory period. As described in 
recitals (17) to (19), CfE is a scheme in its phasing-out period, and Aspire will 
be modified within six months from its transfer to the Mandate Arm, so as to 
bring it within the strict remit of the Mandated Arm. 

(156) Second, in absolute terms, the interventions of those two existing MEO 
schemes during their transition will remain marginal compared to the total 
financing to be provided by the Mandated Arm. According to the UK, under 
CfE, only a limited number of follow-on investments will be made in the next 
[10– 30] months, the value of which will not exceed GBP [0 – 5] million in 
total. As for the Aspire programme, its total budget was GBP 12.5 million 
only.  

(157) Third, both schemes combine private and public investment. Capital for 
Enterprise is a fund of fund investing via other sub funds, which ensures that 
its interventions remain remote from the market, and instead, the investments 
are made via the existing financing channels on the market. Under the Aspire 
scheme, investments are made pari passu between private and public 
investors, which ensures that it is always the private investors who set the 
market price.  

(158) Fourth, the CfE is managed by private fund managers who make all 
investment decisions, except for a small fund of funds that is managed by CfE 
Managers Limited, a regulated subsidiary of CfE. The presence of private fund 
managers ensures that investment decisions are taken similar to a purely 
private investment scenario, and avoiding investments that would make no 
commercial sense, but would be driven only by political considerations such 
as maintenance of jobs.  

(159) The no crowding-out measures will apply to new schemes, thus fully 
controlling the effects on competition. For existing schemes the competition 
situation is unchanged from the current situation. This is acceptable in the 
context of the creation of the BBB and facilitates the transition while 
minimising the need to modify the setting of existing schemes which did not 
raise State aid issues in the past when they were managed by Ministries 
themselves. 

(160) In light of those elements, and in particular the fact that none of the activities 
conducted by the Mandated Arm will lead to undue distortions of competition, 
the Commission concludes that the negative effects of the measure are limited 
and will not lead to undue distortions of competition.  
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6. CONCLUSION  

(161) Having assessed these positive and negative effects of the measure, the 
Commission considers that the positive effects offset the negative ones. The 
Commission concludes that the measure fulfils the conditions of Article 
107(3)(c) TFEU and is therefore compatible with the internal market. 

(162) The activities of the Mandated Arm are limited to the remit of well-defined 
market failures. Any additional activities beyond that remit require formal 
notification and approval by the Commission. New State aid schemes and MEO 
schemes, to be added to the Mandated Arm after the adoption of this Decision 
and that are within the remit of the Mandated Arm as approved by this Decision 
will not require a new notification.  

(163) The Commission reminds the UK authorities that the Measure is limited until 31 
December 2019. Any extension of the Measure beyond that period requires 
formal notification and approval by the Commission. 

7. DECISION 

(164) On the basis of the foregoing assessment, the Commission concludes that the 
proposed measure is compatible with the internal market on the basis of Article 
107(3)(c) TFEU. The present decision is limited to the notified amount of up to 
GBP 6 billion.  

(165) The Commission reminds the UK authorities that all plans to modify the 
measure, in particular with respect to further funding, the remit and duration of 
the Mandated Arm, must be notified to the Commission. 

(166) This approval does not extend to any potential aid to undertakings, financial 
institutions and co-investors resulting from the Mandated Arm's financing 
activities. 

If this letter contains confidential information, which should not be disclosed to third 
parties, please inform the Commission within fifteen working days of the date of 
receipt. If the Commission does not receive a reasoned request by that deadline, you 
will be deemed to agree to the disclosure to third parties and to the publication of the 
full text of the letter, in the authentic language, on the Internet site: 
http://ec.europa.eu/competition/elojade/isef/index.cfm 
 
Your request should be sent by registered letter or fax to: 
 

European Commission 
Directorate-General for Competition 
State Aid Registry 
B-1049 Brussels 
Belgium 
 
Fax No: +32 2 296 12 42 
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Yours faithfully, 

For the Commission 
 
 
 

Joaquín ALMUNIA 
Vice-President 


