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Innovation Finance Advisory:
A multi-dimensional approach to filling sector-specific funding gaps
The Example of Circular Economy
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Project Advisory

Supportin CE project pipeline development

Market Consultations

Improve framework conditions for
financing (e.g. through involvement in
multi-stakeholder forums)

Review projects, identification of gaps/
weaknesses, advise on improvements

Pipeline Knowledge

Advise on other critical business areas Development R P Knowledge sharing & capacity building

/ Project .
(e.g. RDI governance & strategy, etc) Advisory WY  (c.g. in dedicated conferences)

Advise on financing options within and
outside the EIB Group

uacilitate contacts to relevant market actor

Prepare studies to identify market barriers
and funding gaps (e.g. access-to-finance
studies for CE, Bio-based Industries)

Transfer of
Lessons
Learned

Soundness/ Bankability Investment Platform for

the Circular Bioeconomy _ _
oFundmg Gap Analysis

Access to Finance studies for:

Leverage market consultations to
identify funding gaps

. . . Bio-based Industries and the Blue
Develop Financial Instruments Where necessary, recommend internal || Economy (Ju2017)
EIB-managed instruments and/or
Circular Bioeconomy Investment Platforms (IP) _ .
= Il Circular Econom) —.2l.n
Investment Platform | Structure/ implement IP that mobilise (Dec2015) e

\ public/ private investors J =

20 June 2019 European Investment Bank 2




: I t t
Advisory e

InnoVFin ’I, European
Why blended/hybrid finance is necessary The EU besk
Supply-side limitations compound sectoral challenges, resulting in

significant funding gaps

Demand for financing

High capital intensity

Supply of financing

of®

®

Insufficient risk appetite and
limited investor patience

Bl

Long development leadimes Fragmented supply of capital

FUNDING GAPS

. : in key innovative sectors and g << ) Lack of complementarity across
High technology risk key stages sources of capital

®

of company lifecycle

®

THIS CALLS FOR INNOVATI @

PUBLIC INTERVENTIONS
()
Information asymmetries

Multiple factors limiting or preventing
full exploitation of financing supply

High market risk Public instruments too prescriptive

Complexecosystems

Significant demand for capital hampere

by challenging investment characteristig
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What is blended/Hybrid Finance?

Blendedfinancial instruments (or blended instruments) are defined as & lcombination of grant with equity, debt

investmentsor insurancelike productsfrom either the public or private sectorsé

Blendeddebt and hybrid instruments
structured similarly to commercial loans but
include an element of public support -
repayments generally linked to the success
of the project;

DEBT EQUITY
BLENDING BLENDING

Blending instruments
Combination of grant aid
w ith equity or debt
investments or insurance-
like products fromthe
public or private sectors

Blendedequity instruments include grant in
combination with an equity investment - the
blending element is added by reducing or
delaying the valuation of its stake or
adjusting its risk-return profile versus that of
a private sector co-investor

INSURANCE/GUARANT EE
BLENDING

Blendedinsurance and guarantee
instruments: can be aimed at the business
itself (commercial insurance) or its lenders
and equity investors (loan and equity
investment guarantees).
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Advantages and Limitations of Traditional Grant Mechanisms

* Grants represent the traditional way of funding early stages innovation

* However, when it comes to financing mid/later development stages, grants have limitations:

Relatively limited amounts

Limited leverage/multiplier effect

Suboptimal delivery mechanism

Limited interest alignmenbetween different stakeholders

v

Grants can be leveraged by innovative financing instruments to increase func

throughout the innovation value chain
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Blended/Hybrid finance and the lifecycle of innovative compan
Blended/Hybrid finance gap can help addressing several “valleys of death”
for innovate companies

Bank
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Project
Second “Valley of Death” Innovation
e i finance ga
First “Valley of Death ‘ gap
<10m ——
<7.5m ——
Growth Finance Gap —
<1l.om —— Seed stage expansion capital
Pre-seed Startup Emerging Small MidCaps MidCaps Large MidCaps Large Caps Stage of development

<250 employees 250-500 500-3,000

Business Angels and VCs
Venture debt and Bank debt

Blended/Hybrid Finance
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Success stories of blended instruments across the globe
Example of a blended equity product

Case study: Enterprise Capital Fund
Overview
Country UK Investment amount Up to £50MM per fund
Agency British Business Bank Contribution limit Up to 66% of fund’s capacity
Scheme status Active Sectors Al
Instrument type Equity blending: asymmetric return Technology Al
P quty 885y readiness level
Description: Enterprise Capital Fund (ECF) is a fund of funds investing into unlisted SMEs that require significant
investment to launch new products or enter new markets. Several of the ECF funds target companies in the
KETs sector, e.g. biotech, healthcare, cleantech. Each ECF fund is a partnership between British Business
Bank (BBB) and a private venture capital partner and focuses on a specific sector or company growth stage.
Blending mechanism: Asymmetric return structure of the ECF funds includes a profit-sharing arrangement which increases the
upside for the private investor. In return, BBB’s investment is prioritised, increasing the likelihood that its
capital is preserved.
Profile of Addressing the equity finance gap faced by young, potential, high-growth, small- and medium-sized
beneficiaries: enterprises (SMEs)
Leverage effect: ECF funds have raised approx. £1.0Bn investments, of which £550MM was contributed by BBB, resulting in
a leverage effect of almost 2.0x on average.
Impact: ECF recipients performed well, with employment almost doubling (+85%) and sales turnover approaching

trebling (+170%).
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Success stories of blended instruments across the globe
Example of blended debt product

Case study: Israel Innovation Authority incomiaked R&Dgrants
Overview
Country Israel Investment amount Varies by sector and growth stage
Agency Israel Innovation Authority Contribution limit Up to 85%
Scheme status Active Sectors All sectors
Technol
Instrument type Debt blending/Income-linked loan & . 0logy From proof of concept to market entry
readiness level
Description: Income-contingent grants enable companies to access debt finance earlier in their growth cycle. The

grant element included in such instruments covers some of the technical and commercial risks, making
repayments contingent on the project’s success.

Blending mechanism: Funding recipients have to repay the grants once the project generates revenue on a royalty basis. If the
project does not generate revenue, the company does not have to make any repayments with the grant.

Profile of The purpose of this program is to fund competitive R&D projects. The program is available to both SMEs
beneficiaries: and large corporates from all sectors. However, beneficiaries are mainly SMEs and start-ups
Leverage effect: Limited compared to other instruments. A study has estimated that S1 of R&D subsidies increases long

run company-financed (either with external or internal sources) R&D by approx. 40 cents.

Impact: Today, Israel spends more on research and development as a share of its domestic resources than any
other developed country.
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Get in touch with us!

Shiva Dustdar S
Investment
Bank
Head of Division

Innovation Finance Advisory
Advisory Services Division

Phone: (+352) 4379 87316
Fax: (+352) 4379 57316
E-Mail: s.dustdar@eib.org

European Investment Bank
100, boulevard Konrad Adenauer
L-2950 Luxembourg

Donodt hesitate to
innovfinadvisory@eib.org
www.eib.org/innovfin
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Disclaimer

This presentation is incomplete without reference to, and should be viewed solely in conjunction with, the oral
briefing provided by the European Investment Bank (“EIB”).

The terms and conditions are intended as an outline for discussion purposes only and made on an indicative basis.
This presentation is provided without any liability whatsoever by EIB and shall not constitute any obligation of EIB to
extend credit facilities or to carry out a due diligence review of the aspects relevant for the financing of a project.

Neither this presentation nor any of its contents may be duplicated, published or used for any other purposes
without the prior written consent of EIB.
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