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1. PROBLEM DEFINITION 

1.1 Policy context 

Risk capital aid aims at providing predominantly equity financing to companies with perceived 

high-growth potential during their early growth stages but affected by a failure of SME finance 

markets. 

The community guidelines on State aid to promote risk capital investments in small and medium-

sized enterprises (Guidelines), adopted in 2006, and Article 29 of the General Block Exemption 

Regulation (GBER) on risk capital aid, adopted in 2008, set the rules under which Member States 

can grant aid to support these investments. 

The risk capital rules (Guidelines and GBER) expire at the end of 2013. The Commission has 

therefore undertaken to revise them. 

The revision of the risk capital rules must consider the following major developments: 

- the launch of the State Aid Modernisation plan (SAM), which aims to simplify and 

rationalise State aid rules and to concentrate State aid enforcement on the most distortive 

cases; 

- the need to ensure coherence with the other EU policy initiatives for the period 2014-2020 

that target SMEs and introduce new financial instruments; 

- discrepancies with evolving market practices as highlighted through several stakeholder 

consultations. 

1.2 General policy problems 

The policy goal of risk capital State aid control is to ensure that aid leads to a better access to 

capital markets by companies with growth potential and hence increase economic activity within 

the internal market, thereby overcoming a specific market failure, which can be defined as 

follows: 

- SMEs, particularly in their early stages, face important difficulties in gaining access to 

finance, either for investment purposes or for working capital to maintain their potential 

growth. At the heart of these difficulties lies a problem of asymmetric information: SMEs, 

especially when they are young, are often unable to demonstrate their credit-worthiness or 

the soundness of their business plans to investors. Such failure in business finance 

markets translate into a “funding gap” which affects SMEs not only at their seed/start up 

and early expansion phases but also at later expansion/growth phases. Some stakeholders 

pointed out the fact that some midcaps are affected by the same market failure. 
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- The supply of risk capital to SMEs in the EU is constrained by certain structural 

weaknesses affecting all main segments of this market (the informal venture capital 

market, i.e. business angels, the formal venture capital market, i.e. VC Funds and the 

alternative trading platforms). Overall, the European venture capital markets (both formal 

and informal) are smaller than in the US which leads to European innovative business 

ventures punching below their commercial potential.  

These two issues have been exacerbated by the economic and financial crisis. Due to their 

historical over-reliance on debt, and with bank loans accounting for about 80% of their financing 

sources, SMEs have been hit particularly hard by the general contraction of the volume of debt 

funding available from banks. In this context, the VC industry, which normally provides a mix of 

equity and debt finance as a complement or an alternative to the traditional bank debt, has been 

unable to fill the gap. Some studies intend to show that, in some instances, small midcaps and 

innovative midcaps may face the same market failure as SMEs. These companies are situated at a 

critical stage in the company life cycle and have the potential to develop into global leaders 

through internationalisation and wider commercialisation of their products and services which 

translates into important financing needs. 

Against this background, the rules on risk capital aid have played an important role in guiding 

Member States to design measures providing incentives to private investors so as to make the 

formal and informal VC markets in the EU more efficient and more effective in addressing the 

SMEs' access to finance problems. 

1.3 Problems linked to the design and implementation of the Guidelines 

It emerges from the Commission case practice and the public consultation that, in its practical 

implementation, the current regime for risk capital has encountered several problems: 

- risks of undue restrictions (over-deterrence): the scope of the current regime has been 

considered too restrictive in terms of eligible SMEs, financing forms, aid instruments and 

funding structures; 

-  risks of undue permissiveness (under-deterrence):   

o as regards limiting the aid to investors or the fund to the minimum necessary, the 

question has been raised as to whether the mechanisms in place are efficient to 

ensure that aid at this level is proportionate; 

o as regards ensuring the profit-oriented screening of projects, the question has been 

raised as to whether the safeguards in place are sufficient to ensure an adequate 

level of private capital participation;  

- unnecessary administrative and compliance costs: the current legal architecture, based on 

a narrow GBER and two types of assessments (standard and detailed) under the 
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Guidelines, are generally perceived as inadequate to provide the required legal certainty 

and keep compliance costs for Member States and companies to a minimum; 

- inconsistencies with market practices :  

o the efficiency of regional fund has been questioned; 

o the current rules do not cover the use of financial instruments that rapidly 

developed in recent years 

2. ANALYSIS OF SUBSIDIARITY 

State aid is an exclusive competence of the Commission. The Commission must assess the 

compatibility with the internal market of State aid granted by Member States to promote risk 

finance either directly on the basis of Article 107 (3) (c) of the TFEU or on the basis of guidelines 

in which the Commission lays down the procedural and substantive rules. 

3. OBJECTIVES 

The general objective of the present review is to make European SMEs more competitive in a 

global marketplace by ensuring that public intervention in the field of risk finance corrects 

market failures in the most efficient and effective way while maintaining a level playing field 

among Member States. Furthermore, it aims at ensuring that public funds complement private 

capital so that private operators are not crowded out. The present initiative inserts itself in the 

overall priorities set pout in the Europe 2020 Strategy with respect to the healthy supply of and 

access to debt and equity finance for SMEs in Europe, and is therefore connected to a number of 

parallel initiatives undertaken by the Commission. 

This general objective can be further detailed into the following specific objectives: 

1. Addressing the market failure affecting SMEs’ access to finance by providing 

straightforward and operational eligibility and compatibility criteria that would adequately 

capture companies facing a funding gap, while maintaining the necessary safeguards to 

ensure that competition in the internal market is not distorted; 

2. Enabling the efficient functioning of the EU venture capital markets by better reflecting 

market practices and encouraging the flexible use of other forms of financing, such as 

debt; 

3. Ensure better regulation by providing simpler and clearer rules, minimising administrative 

burden and compliance costs on companies and national administrations and simplifying 

and rationalising the transparency and reporting requirements for Member States. 

4. POLICY OPTIONS 

Four policy options can be envisaged and summarized as follows: 
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- The baseline scenario (Option 1) is equivalent to continuing the current policy and means 

extending the rules on State aid to support SMEs' access to risk capital (both the 

Guidelines and GBER) for the next programming period; 

- Option 2 essentially consists in moderate changes to the current rules. Without modifying 

the structure of the current Guidelines (standard assessment, complemented by detailed 

assessment for measures that do not comply with the safe-harbour conditions), the rules 

on compatibility could be refined, and the scope of the standard assessment extended, in 

order to take into account the evolution of the market with respect to the size of the 

market failure affecting SMEs’ access to risk capital; 

- Option 3 consists in a more far-reaching reform of the current rules, both as regards their 

scope and the design of the appropriate compatibility criteria; 

- Option 4 would give away with the Guidelines, meaning that the Commission would 

provide for a wide safe harbour under the GBER, leaving the cases not covered by the 

GBER for individual assessment directly under the Treaty, and without guidance as 

regards the conditions to be fulfilled in order to ensure compatibility. As this option had 

not been advocated by any stakeholder during the consultation process, it has been 

discarded without in-depth assessment. 

Main features of the options 

 
GBER Standard assessment Detailed assessment Treaty 

Option 1 

- €1,5M investment tranche per 

target undertaking, per 12 

months, for an unlimited 

number of investment rounds 

- eligible SMEs in seed, start-up 

and expansion stages depending 

on geographic location 

- financing forms: 70% equity 

& quasi-equity / 30% debts 

- profit driven character of the 

measure and commercial 

management 

- 50%-30% private participation 

 - Same conditions as under 

GBER but €2,5M€ annual 

investment tranche 

- measures with design 

parameters going beyond the 

thresholds and the 

conditions set out for 

standard assessment 

- alternative trading 

platforms and scouting costs 

All other 

measures 

Option 2 

- increase of exemption 

threshold to €2,5M 

- eligible SMEs: same as in 

option 1 (development stages 

combined with geographic 

location)  

- enlarged coverage of funding 

- broader range of eligible 

SMEs: inclusion of SMEs 

beyond expansion (i.e. growth 

stages), irrespective of their 

location 

- forms of financing: same as 

in option 1 (equity-quasi, 

- measures covered by 

standard assessment but with 

different design parameters 

(e.g. measures providing for  

more extensive downside 

protection, certain forms of 

capital replacement) 

All other 

measures 
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structures (funds of funds and 

co-investment) 

equity, debt) but more 

flexibility between them 

- increase of the threshold up 

to 5 million EUR 

- alternative trading platforms 

and scouting costs 

Option 3 

- broader scope of eligible 

undertakings : SMEs beyond 

expansion (i.e. growth stage) 

irrespective of their location 

and defined though a more 

rigorous and verifiable 

eligibility criteria 

- overall investment cap per 

eligible undertaking increased 

(€15M) 

- all forms of finance – equity/ 

quasi-equity, loans, guarantees 

or mix thereof and fiscal 

incentives for physical persons 

- inclusion of replacement 

capital at certain conditions and 

follow-on investments  

- alternative trading platforms 

and scouting costs 

-refined conditions for private 

participation rate leverage 

Discarded 

- eligibility: undertakings 

outside the scope of GBER 

(small mid-caps, innovative 

mid-caps)  

- measures with design 

parameters not complying 

with the GBER (private 

participation below the 

ratios, different financial 

parameters) 

- large schemes falling 

outside the scope of the 

GBER by virtue of their 

large budget 

 

All other 

measures 

Option 4 Same as in Option 3 Discarded Discarded 
All other 

measures 

5. ASSESSMENT OF IMPACTS 

Options are assessed according to a number of specific indicators. The following table sums up 

the relevance of each impact indicator as regards the policy objectives pursued by the revision of 

the Guidelines. 

 Objectives 
Fully addressing the  

market failure in SMEs’ 

access to finance 

Enabling an efficient 

functioning of the EU 

venture capital markets 

Better regulation 

Indicators  

1. Impact on competition in 

the internal market 
   

2. Consistency with market 

practices 
   

3. Leverage of private 

investment into SMEs 
   

4. Impact on employment 

and SMEs’ growth 

(enterprises covered) 

   

5. Impact on VC industry’s    
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capitalization  

6. Legal certainty    

7. Administrative costs    

8. Sectorial impacts in 

function of industry’s 

capital requirements 

   

 

6. COMPARISON OF THE OPTIONS 

The comparison of the various options has been done by assessing their effectiveness, efficiency and 

coherence with the objectives identified. Effectiveness refers to the extent to which options achieve the 

objective. Efficiency refers to the extent to which the objective can be achieved for a given level of 

resources / at least cost (cost-effectiveness). Coherence refers to the extent to which options are coherent 

with the overarching objectives of EU policy.  

Following the identification and assessment of impact of each option, in light of indicators that 

corresponds to the policy objectives, this table provides a recapitulative overview of the main 

features of the options in achieving the objectives, at the least cost and in coherence with EU 

policies. 

Benefits achieved / problem addressed 

Recapitulative overview of the main 

features of the options 

Option 1 Option 2 Option 3 

1. Positive impact on competition in the internal market 

Balanced system between adequte control 

on the measures designed by the Member 

states and limited distorsion of competition 

0 0 0 

2. Consistency with market practices 

Aid instruments 0 0 + 

Funding structures 0 + ++ 

3. Leverage of private investment into SMEs 

Minimum private participation 0 + ++ 

Aid to alternative trading platforms 0 + ++ 

4. Positive impact on employment and SMEs’ growth 

Job creation and support throughout the 

SMEs' development cycle 
0 0 ++ 

5. Positive impact on VC industry’s capitalization 

Regional dimension of funding structures 0 + ++ 

6. Legal certainty 

Architecture of the rules - simplification 0 + ++ 

7. Administrative costs 

Adaptation to new rules – compliance costs 0 0 - 

Notification requirements – administrative 

burden on Member States and companies 
0 0 ++ 

8. Sectorial impacts in function of industry's capital requirements 
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Benefits achieved / problem addressed 

Recapitulative overview of the main 

features of the options 

Option 1 Option 2 Option 3 

Specific coverage of capital intensive 

industries 
0 0 + 

Legend: ++ strong positive impact; + positive impact; 0 no significant impact; - negative impact; -- strong negative 

impact, all options being assessed against Option 1 which is the baseline scenario. 

It should be noted that all Options present similar traits: 

- All three Options present positive impact on the internal market although not on the same 

aspects: Options 1 and 2 ensure a large case-by-case control by the Commission and can 

therefore detect the most distortive measures. Option 3 provides more safeguards for aid 

to investors and ensures a better coverage of SMEs within the context of a wider block 

exemption; 

- All three Options present positive impacts on employment and SMEs’ growth, although 

Option 3 has stronger impacts. 

Despite these common features, the three options present distinct characteristics as far as the 

other impact indicators are concerned. In particular, Option 3 presents the strongest positive 

deviations as regards the indicators capturing  

- the relative consistency of each option with the practices prevailing in the SME finance 

markets, both in terms of types of aid instruments and funding structures admissible under 

the alternative regimes, including their alignment with the EU initiatives aimed at 

enhancing SMEs' access to finance; 

- the expected leverage effect , i.e. the ability of each option to provide the right incentives 

to private investors so as to maximise the additionality of the aid measure; 

- the type of safeguards built into the regimes envisaged under each option and aimed at 

ensuring that Member States avoid an excessive fragmentation of their interventions via 

financial instruments and regularly monitor the operation of the funding structures put in 

place under their measures, so as to ensure an appropriate risk diversification at the level 

of the investees and a sufficient scale at the level of the funds; 

- the level of legal certainty; 

- the adequacy of the alternative regimes to respond to the challenges of companies 

operating in capital-intensive sectors. 

As regards the indicator concerning the impact of each option on administrative costs, Option 

1 and 2 would score better than Option 3 only in respect of the specific compliance costs 

pertaining to adaptation to the new legal framework of the national legal basis for existing 
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schemes. This disadvantage, however, is largely compensated by the strong reduction of red 

tape and related administrative costs resulting from Option 3 which, in comparison to the 

other two options, substantially limit the need for notification of risks finance aid measures. 

The assessment of the impacts shows that, on the overall, Option 3 dominates as it addresses 

inconsistencies with market practices, ensures adequate leverage of private investment into 

SMEs, has the expected most important positive impact on capital intensive industries and offers 

the strongest degree of legal certainty at lower administrative costs. 

 

7. ANNUAL REPORTS, MONITORING, TRANSPARENCY AND EVALUATION 

7.1 Annual reports and monitoring 

In accordance with article 108 TFEU, “the Commission shall, in cooperation with Member 

States, keep under constant review all systems of existing aid in those Member States”.The 

current Risk Capital Guidelines are adopted under the State aid rules of the Treaty. As a result, 

Article 21 in chapter VII (“Monitoring”) of the Council Regulation 659/1999 apply, as amended 

by Council Regulation 734/2013
1
.  

All Member States that adopt aid schemes covered by the current Guidelines must submit annual 

reports on such schemes to the Commission. Such records must contain all information necessary 

to establish that the conditions regarding eligibility and maximum investment amounts have been 

fulfilled. These records must be maintained for 10 years from the date of award of the aid and 

must be provided to the Commission upon request. 

The Commission will continuously monitor the implementation of State aid measures by Member 

States, through the monitoring exercise regularly launched by the services of Directorate General 

of Competition. This ex-post monitoring exercise involves a check of the legal basis and the list 

of beneficiaries and an evaluation of the implementation of the scheme for a sample of 

beneficiaries. It allows to detect and to correct irregularities in the implementation of schemes by 

Member States. 

7.2 Transparency 

In the new risk finance regime, it is considered to set up a general obligation, under the GBER 

and the Guidelines, to publish information on all aids granted. Member States would henceforth 

be required to publish on the internet the summary information about each aid measure; the full 

text of each aid measure (including its amendments, or a link providing access to it) and the 

information on each individual aid award.  

                                                           
1
  OJ L 204, 31.7.2013, p.15.  
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7.3 Evaluation 

The current State aid rules focus little on the actual, measured impact of aid schemes. Rather, 

schemes are approved ex-ante on the basis of pre-defined criteria on the assumption that their 

overall balance will be positive, without a proper evaluation of their impact on the markets over 

time. Monitoring focuses on compliance with the pertinent legal provisions in a sample of cases, 

while annual reports merely provide data related to the on-going implementation of the scheme. 

Ex-post evaluation in contrast has a distinct objective: it provides analysis on the effectiveness 

and efficiency of an aid measure and suggests improvements and lessons to be learnt. 

For these reasons, under the umbrella of SAM, DG COMP has proposed to introduce more 

systematic ex-post evaluations of aid schemes. In the risk finance field, an evaluation may be 

required for (i) large aid schemes; (ii) schemes with regional focus; (iii) schemes with a narrow 

sectorial focus; (iv) schemes which are modified, where the modification impacts on the 

eligibility criteria, the amount of investment or the financial design parameter – the evaluation 

shall be submitted as a part of the notification; (v) schemes containing novel characteristics in 

particular with respect to the channel of funding; (vi) schemes where the Commission so requests 

in the decision approving the measure, in light of its potential negative effects. 

These evaluations shall be carried out by independent experts and should be based on common 

methodology (for which DG COMP will provide guidance). 


