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ISME, the Irish Small & Medium Enterprises Association, is the main 

representative body for Irish SMEs, with over 9,000 member companies employing 

over 225,000 people. We welcome this opportunity to submit views regarding the 

under-utilization of Equity Finance by Irish SMEs.  

One of the key challenges for SMEs is the smooth supply of funds. SMEs have fewer 

assets and somewhat weaker financial foundations, so it is difficult for them to procure 

capital funding. It is therefore imperative that government affiliated financial institutions 

be established to create a system to provide SMEs with long term funds. 

There are limits to the funding that can be provided by government sponsored financial 

institutions, therefore a system of credit enhancement should also be widened. This 

will allow more SMEs to make use of funds from private sector banks, as the 

government guarantees the loans. 

The question is can the government give similar guarantees to private investors in 

SMEs, similar to loan guarantees already in existence. Alternatively a tax break on the 

long term funds invested would work just as well. This would free up some of the 

€90billion plus on deposit in Irish financial institutions. 

Equity finance is an under-utilised funding avenue amongst Irish businesses. Irish 

SMEs are currently over-reliant on bank debt to finance their business start-ups and 

expansion. Looking to their bank manager for credit is the default stance of owner-

managers whose companies need a cash injection. However, in many cases it would 

be prudent to seek to raise equity for their business rather than acquiring new lending, 

especially as bank lending to SMEs continues to be difficult to access1.  The Irish 

economy is now in a tentative period of growth and Irish SMEs are seeking to grow 

their businesses and recoup the ground lost during the recession. In many cases, 

funding will be necessary to fuel this period of growth.  

Irish SMEs are significantly more reliant on bank overdrafts and short term debt at 

60% than their EU-28 counterparts at 39%. This reliance has led to financial fragility, 

especially when the banking system has ‘let us down’ and the length of debtor days is 

extending. It is therefore important that alternative sources of finance and alternative 

methods of financing are encouraged for Irish SMEs. In essence, as well as ‘right-

sizing’ their business, SMEs must begin to ‘right-size’ their finances. 

 

Culture  
Without entrepreneurs there is no need for equity. There are a broad range of factors 

which create a positive environment for entrepreneurs. We must value 

entrepreneurship as a positive choice, promote it within the education sphere and 

                                                           
1ISME Bank Credit Facilities Report Q2’ 2014; bank lending refusal rates found to be 52%. 
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support the risk-takers who create jobs. This in turn will encourage the pipeline of new 

entrepreneurs. The National Policy on Entrepreneurship is awaited. 

An essential part of this change in culture must be the changes in taxation and social 

welfare. Owner managers and entrepreneurs should, at least, be treated equally within 

the system. Tax allowances and rates and the full range of benefits under social 

protection must be the same for entrepreneurs as for employees. ISME has 

recommended an opt-in PRSI contribution for self-employed to qualify for a range of 

benefits. 

Irish business owners and entrepreneurs operate in a business culture where there is 

a tendency to take on new lending rather than relinquish some business control/shares 

in return for investment. This can be a hindrance to growth and ultimately lead to less 

financial rewards than might otherwise have been achieved. It is necessary to create 

a shift in this cultural attitude towards one which is more progressive and open to 

equity financing. Cultural changes tend to be a long process with no quick fix solutions 

available. Promoting equity finance as an equal and sometimes preferable option to 

commercial lending will require education and incentives. The reluctance of Irish 

entrepreneurs to cede some control of their operations must be addressed as there 

are many mature companies with relatively high levels of debt which would benefit 

from an injection of equity. However, there is also the issue of many businesses not 

having the correct structures to allow for outside investment.   

Education and awareness are the building blocks of all change. ISME recommends 

that Government prepare an explanatory guide to the various forms of equity finance 

available which can be circulated to all entrepreneurs and nascent entrepreneurs. The 

guide should be in plain English so that it is easily understood. Staff in Local Enterprise 

Offices should also be trained to provide advice on this topic. Unless start-up, nascent 

and existing entrepreneurs fully understand how they can access and use equity 

finance to strengthen their business they will not adjust their strategies to incorporate 

it.  

From a banking perspective, while banks cannot give assurances on levels of lending, 

guidelines should be passed onto SMEs with regards to the increased potential for 

lending that is created by increased equity. Bankers must be educated about this and 

must pass the information onto their customers.  

The specific skills needed in this area must be introduced into the relevant training of 

all professional advisors, bankers, solicitors and accountants. 

The shift in emphasis from a credit to an equity culture will only happen through 

education, awareness raising and incentives.  

German SMEs. 

Over a period of more than 10 years to 2012 there has been a steady and significant 

increase in equity ratios in German SMEs. In the second half of the 1990s almost half 
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of SMEs in Germany had no equity at all, with the median of two or three percent. By 

2011 the trend in balance sheets was approaching 20%. 

During their recession in 2008/2009, equity served as a buffer and the upward trend 

continued.2 

Tax Policy  
Government taxation incentives must also promote the use of equity finance. The 

Employment Investment Incentive and Seed Capital Scheme are key methods of 

doing this. ISME has submitted recommendations to improve these schemes and to 

increase their usage3.  

These recommendations include: 

Employment and Investment Incentive 

 Remove the differentiation between ‘assisted’ and ‘non-assisted areas’. 

 Make the relief payable to companies who have maintained employment in the 

relevant period and not just to those who have increased it.  

 Increase the tax relief on Year 1 to 41% to attract a greater number of investors.  

 Double the lifetime investment cap to €20m.  

 Remove restrictions on connected investments so that they are not treated 

differently to unconnected investments.  

 

Seed Capital Scheme 

 Allow individuals to avail of this scheme for up to two years after ceasing 

employment rather than the current one year allowance.  

 Allow individuals to use some of the seed capital tax refund to cover part of the 

investment. 

 Allow the investment to be paid in three tranches and not two, as the aid is paid 

in three stages.  

 The individual should have 12 months to become a full-time director/employee 

of the company and not 6.  

                                                           
2 Diagnosis Mittelstand 2013 
3 ISME Submission: Employment and Investment Incentive and Seed Capital Scheme, submitted to Department 
of Finance, 9th of May 2014.  
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 Exclusion of persons who have previously owned 15% or more of a trading 

company should be removed the only restriction should be that no prior SCS 

shares were held.  

 The maximum investment limit of €100,000 should be removed or, if this is not 

possible, should be increased to €150,000 so that it is in line with the EII 

scheme.  

 The criteria for being a qualifying company should be broadened beyond 

manufacturing and internationally traded services to allow more businesses to 

be set up.   

 

Government must continuously review how current tax policies incentivise or dis-

incentivise the use of equity finance. Investors must be encouraged to move funds 

from saving to equity investments by having a lower tax rate on dividends than on 

deposit interest. Potential investors must perceive the possible rewards of investing in 

equity to be sufficient to cover the risk, time and effort required. Government has a key 

role to play in fostering a culture where equity investments are seen as an attractive 

and worthwhile venture.  

Capital Gains Tax. 

The current CGT regime does not encourage equity investment and the rate of 33% 

is prohibitive.  

A reduced rate to 20% would increase the incentive to invest and roll-over relief should 

be reintroduced for equity investments. 

Credit Guarantee Scheme 

As Government is aware, foreign banks are in the process of a full or partial exit from 

the Irish market. In preparation for this, Irish companies have received exit letters and 

have been instructed to rehouse their loans to other lending institutions. ISME has 

received several reports of companies being threatened with liquidation if they did not 

move their loans within the required period. Unfortunately, some companies are 

finding it difficult to convince another bank to take on their loan book with the original 

terms and conditions. The main reasons for this are reduced asset values and reduced 

turnover.  

Many companies have considerably reduced asset values in light of current economic 

conditions, and this is hindering the remaining banks from taking on the loans. This 

difficulty in rehousing loans is occurring in businesses which are currently viable and 

have exemplary payment records. The banks are reluctant to accept the loans as the 

businesses have a decreased turnover in comparison to when the loan was originally 

granted.  
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Banks have threatened to liquidate companies who have not rehoused their loans by 

the exit date given. This potentially means that viable Irish SMEs, who are currently 

providing employment and tax revenue, will be forced to close. Jobs, incomes and 

potential revenue will be needlessly lost in the event of this occurring. The Government 

must step in immediately to assist business owners who face this unfair prospect. 

ISME recommends that the under-utilised Credit Guarantee Scheme is used to 

address these problems. For example, in a situation where a business had a total loan 

of €2m and the alternative ‘new’ bank offer €1.5m based on the current balance sheet, 

there is a shortfall of €0.5m. The Credit Guarantee Scheme could be used to cover 

the shortfall to ensure the business remains open. There is currently a very real risk 

of otherwise viable businesses closing down so Government must act now to help 

them to access the necessary funds.  

The scheme could be used to provide a guarantee-cushion to the banks when 

refinancing loans which they might not otherwise have agreed to take on. This will 

allow the businesses to continue trading, providing employment and contributing to 

the exchequer. 

Venture Capitalists and Business Angels  
The use of the angel community and venture capitalists must be promoted and 

encouraged. There is currently little diversity in the Irish funding landscape for SMEs.  

Bank funding, largely in the form of overdrafts and loans, accounts for 94% of total 

SME finance which is comfortably greater than other European counterparts4. 

Businesses must be encouraged to pursue other avenues of funding in their bid to 

succeed.  

Awareness must be raised of the Halo Business Angel Network in order to encourage 

its expansion. The progress made by the Halo Business Angel Partnership has been 

recognised as exemplary at European Level. This success must be built on to increase 

the funding available for SMEs.  

Businesses must be encouraged to see venture capital funding as a viable means for 

expansion and not just for start-ups. The Irish venture capital industry is growing but 

businesses must be educated on the benefits of venture capital and also how best to 

raise venture capital. A significant issue constraining this type of funding is the early 

exit mechanisms preferred by venture capitalists. The terms of venture funding usually 

seek an exit from the company within three years. This is simply too short a timescale 

for many SMEs who need more time to develop and grow their market. Venture 

Capitalist firms must accept that five year exit strategies, at a minimum, are necessary 

for developing businesses.  

                                                           
4 Access to Finance for Growth for SMEs on the Island of Ireland, IntertradeIreland, December 2013.  
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A further issue which affects venture capital is the perceived over-interference of 

venture capital providers in the management of the company. This perception must be 

addressed in order to enhance the attractiveness of this funding route and to 

encourage businesses to approach venture capital firms to discuss financing 

ambitious business plans.  

The presence of entrepreneurs and capital is critical to the restoration of economic 

growth. The importance of Equity in the capital sphere is that it is normally long term 

finance (venture capital?). For the long term vision of Ireland it is essential that we 

create a cadre of entrepreneurs who will grow their businesses and at least have an 

alternative to the ‘sell-out’ to the foreign multinational exit mechanism. 

 

 

Conclusion 

Reversing the low-equity, high-bank debt situation that currently exists in many Irish 

SMEs will inevitably be a long process. The cultural change required to resolve this 

situation will take time and immediate effort is required from all stakeholders. The 

process of educating and training banks, LEO staff, Owner-managers, investors etc. 

must begin as soon as possible so that the cultural change process can be initiated.  

The use of Government tax policy to encourage equity investments is potentially the 

greatest opportunity for improvements in this area. The reviews of the Employment 

and Investment Incentive and the Seed Capital Scheme must be concluded as soon 

as possible and the recommendations implemented. Any changes made to these 

initiatives in Budget 2015 will be an opportunity to improve the attractiveness of equity 

funding for SMEs. This opportunity must not be wasted.  

Reducing CGT and promoting awareness of the Angel Community and opportunities 

for growth through venture capital are also necessary steps to increase the equity:debt 

ratios in SMEs. The Government must devise and implement an effective strategy to 

meet these goals.  

Increasing the amount of equity in Irish SMEs will essentially require a change in 

attitude and tax initiatives and an increased emphasis on business and financial 

training which raises awareness and understanding of equity.  


